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Abstract

The conversion to organic farming is financially rewarding for many farmers in Germany. The majority of the organic farms make a profit above that of comparable conventional farms. A comparison of successful with less successful farms, measured by the average difference in ‘Farm Net Value Added’ to comparable conventional farm groups, highlights that the success of the conversion is less dependent on structural and site-specific factors than on the management ability of the farmers – above all in the area of marketing. 

Introduction

Organic farming in Europe shows a very dynamic development. In the past fifteen years, the organically farmed land area in Europe increased more than ten-fold, and demand for organic products is continuously growing. Whether in the future a significantly larger number of farms converts to organic farming than previously is dependent on various factors, but above all on the financial viability of organic farming. Against this background, the question emerges of whether and for whom the conversion to organic farming is particularly profitable. This article aims to provide an overview of the profitability of organic farms in Germany and to analyse in a explorative way the question of which factors are most important for successful conversion to organic farming.

Materials and methods

The analysis is based on data from the German Farm Accountancy Data Network and comprises of two different approaches. First, FADN book-keeping records from the last 11 years are used to analyse the development of profits of organic and comparable conventional farms. Second, detailed insights into the differences in the financial success of conversion are gained by using FADN data from the fiscal year 2005/2006.

“Family farm income plus wages per annual work unit (FFI+W/AWU)“ was chosen as an indicator for financial success. This is the most commonly used performance indicator in Germany and allows the consideration of farms of different legal structures. The selection of the conventional farms was carried out in accordance with a differentiated, internationally harmonised method (see Nieberg et al 2007) using various natural and geographic factors, resource endowment (ha UAA, milk quotas) and general farm type as selection criteria.

To identify the most important success factors for a conversion, a comparison of successful and less successful farms was carried out. In order to evaluate whether the conversion to organic farming was successful, the difference in ‘farm net value added’ (FNVA) to conventional comparison farms is used as a measure of success. FNVA represents the return to all land, labour and capital and thus allows a comparison on a farm individual level irrespective of differences in ownership of these factors. 

Results

	a) Analysis of time-series data

As illustrated in Figure 1, the average profit plus wages per annual work unit on the organic farms is higher than the profit of comparable conventional farms in eight of the 11 years. In the fiscal year 2005/2006, the organic farms achieved on average profits more than 21 % above the profit of the surveyed conven-tional farms. It is however important to note that the ave-rage reflects only part of the reality. Furthermore, there is a great variation within the sample.
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Figure 1: Development of FFI+W per AWU

Source: Own calculations based on German Accountancy Data Network


b) Analysis of book-keeping records from the fiscal year 2005/2006

Past studies often focused on the differences in profitability within the group of converted farms (Gubi, 2006; Nieberg, 2001). This analysis in contrast looks at the differences in relative profitability, i.e. the farm individual profitability under organic compared to conventional management, using data of the fiscal year 2005/2006. The analysis shows that 11 % of the analysed German organic farms achieved only half as high a FNVA as their conventional counterparts. On the other hand, 14 % of the analysed organic farms were able to realise double the FNVA of their conventional comparison partners.

In order to gain a deeper understanding of the difference between particularly successful (double the FNVA) and less successful farms (half the FNVA), the organic farm sample has been split in two corresponding groups. The comparison of these two groups provides the first clues to the factors determining a successful conversion. As can be seen in Table 1, astonishingly the two groups differ in regard to only a few factors:

· The clearest, and in most cases statistically significant, differences can be found in the producer prices. As was expected, the successful farms realise much higher prices for their products. One potential explanation for this results is that successful farms are more involved in direct-marketing 

· The successful farms also achieve somewhat better natural yields, however statistically significant differences where found only for dairy yields. In addition they tend to produce in a more market-oriented manner. They have a larger arable areas and cultivate more organic cash-crops such as potatoes and vegetables. 

Table 1: Comparison of successful and less successful organic farms 
(Year 2005/2006)
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BKZ

34

32

Share of Part Time Farms

%

33

28

Total Labour Input

AWU/100 ha UAA

4,2

2,8

**

Paid Labour Input

AWU/100 ha UAA

0,3

0,4

Agricultural Training

No formal agric. training

%

17

5

Certificate of apprenticeship

%

50

38

Certificate at Technical School/Master Farmer

%

20

31

College/University degree

%

13

23

General Farm Type

Arable Farm

%

40

41

Grazing Livestock Farm

%

57

51

Mixed Farm

%

3

8

Farm Focus (Principal type of farming)

Arable crops: Specialist cereals, oilseed and protein crops

%

27

18

%

6

18

Specialist dairying

%

30

36

Specialist cattle-rearing and fattening

%

13

0

Total Utilised Agricultural Area

ha UAA

59

98

*

Share of Rented Land

% of UAA

60

56

Share of Arable Land

% of UAA

55

63

Share of Cereals

% of arable land

53

54

Share of Legumes

% of arable land

5,4

6,6

Share of Potatoes

% of arable land

2,0

4,1

Share of Vegetables

% of arable land

0,6

1,0

Stocking Density

LU/ha

0,8

0,7

Number of Dairy Cows

Head

25

35

Number of Suckling Cows

Head

18

41

Number of Breeding Sows

Head

-

4

Number of Laying Hens

Head

44

548

Yields/Performance

Cereals 

t/ha

3,2

3,4

Field Beans

t/ha

1,8

3,3

Potatoes

t/ha

14,8

16,9

Milk

kg/cow

4293

5154

*

Producer Prices

Cereals

€/t

207

306

**

Potatoes

€/t

360

424

Milk

€/kg

0,326

0,351

**

Fattening Bulls over 1.5 years of age

€/head

524

901

*

Fattening Pigs

€/head

194

248

*

Share of Farms with Direct Marketing

%

47

62

Direct Payments and Other Subsidies

€/ha

598

605

Thereof: Organic Payments

€/ha

190

166

Labour Costs

€/ha

69

118

BKZ: Soil climate index; AWU: annual work unit; UAA: utilised agricultural area; LU: livestock unit

** significant at p < 0.05; * significant at p <0.1 (t-test and Wilcoxon-test).

Arable crops: Cereals and root crops combined as well 

as mixed cropping

Farm Net Value Added as compared

to conventional reference farms

Organic farms with

half as high

doubly high

**


Source: Own calculations based on German Accountancy Data Network (2005/2006)

· The general farm types are nearly similarly distributed in both success groups. Some differences exist with regard to farm focus: in the group of farms with a relative low financial performance compared to the conventional reference farms, specialised cereal, oilseed, and protein crop farms and specialised cattle rearing and fattening farms are more frequently represented, whereas the more diversified crop farms are comparably more frequently represented in the group of successful farms. Thus, an interesting question for future research is: Which level of specialisation/diversification promises the best chances for a successful conversion?

· The group of less successful farms comprise of more farmers that have no agricultural training. In contrast to this, successful farms are more often managed by farmers that hold a degree of a technical college or university. A good agricultural education seems to be an important factor for success.

· Interestingly, the quality of the farm-site (measured here on the basis of the soil-climate index) does not seem to have an influence on the success of the conversion. Conversion can thus be successful both in the case of advantageous and non-advantageous natural conditions.

· On average, the more successful farms were significantly larger than the less successful farms, which may however be due to regional differences in farm structure (East vs. West Germany) and requires further analysis on a regional level.

Conclusions

In the past, the conversion to organic farming proved to be a financially rewarding choice for a number of converted farms. However, great differences exist in the level of success. Thus, great chances lie in the conversion to organic farming but also risks. The fact that above all the levels of realised producer prices are of great significance allows the conclusion that the success of the conversion is less dependent on structural and site-specific conditions, but rather on the management ability of the farmer, particularly in the area of marketing. In order to be successful, the organic farmer, just like his/her conventional counterpart, must have entrepreneurial skills and a high level of competence in production, but above all in marketing. Given the large number of possible hidden variables influencing the success of organic management, the results of this analyse are of explorative nature. More insights would be gained by applying a multivariate analysis.
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