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Extent of Contracting in U.S. Agriculture

« Increasing with consolidation & concentration
« Greater for value-added products, like organics
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Data: ERS/USDA Survey Procurement & Contracting

by Organic Handlers 2004 & 2007
http://www.ers.usda.gov/Data/OrganicHandlers/

* Data summarizing results of national surveys of organic
manufacturers, processors, and distributors are published

(% of respondents using written contracts, informal

contracts, and spot transactions and % of contracts that
are multi-year and that use various pricing mechanisms).
* Procurement data include information on 1,038 facilities
in 2004 and 1,013 facilities in 2007, and contract data
include information from 686 facilities in 2004 and 620

facilities in 2007 that use contracts.

Factor Analysis: Limits error in measuring variables
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Regression Analysis
« Tobit appropriate if few zero-value observations
*Truncated OLS appropriate if there are several

Tobit & Truncated OLS Regression Results
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Truncaled Ordinary Least Squares Regression Results
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Summarizing Regression Results

« Low explanatory power of regressions, as indicated by
low RZ, is not surprising given data are reported as the
average % of dents across commodities.

(Note: no R measure is available for truncated OLS)

Investment and Supplier Proximity Effects
+ Investing in supplier human capital increases use of
formal contracts 6%. Contracts are believed to be used
to ensure a return on such investments. While such
investments are also related to spot market use here,
significant relationship and reputation effects appear to
safequard such investments.

« Financially assisting suppliers’ transition to organic not
significantly associated with any procurement method.

* Formal contract are used 3% less by those sourcing

organic products locally, as tabs can be kept on nearby
suppliers under more informal arrangements.

« Greater contract procurement of fruits, vegetables, and
nuts relative to livestock may reflect temporal issues due
to perishability and the substantial sunk costs of
establishing groves and vinyards and delayed returns
from waiting for plants to mature to harvestable stage.

Pricing Provisions in Organic Procurement Contracts
* Relative to other handlers, manufacturers use more flat-
price and less cost-plus contracts with their suppliers.

» Relative to livestock, most commodity groups have a
lower percentage of organic contracts with premiums
over conventional commadity prices. Commodity group
specific effects are significantly associated with other
pricing mechanisms, as well,

Duration of Organic Procurement Contracts
« Only poultry and egg procurement utilizes multi-year
contracts significantly more than livestock procurement.

* Multi-year contracts are used significantly more by
buyers requiring year-around availability and those with
packaging and merchandising specifications and are
needed significantly less when uniform product
standards are used and product claims are tested.

Changes with the Passage of Time (Learning Effects?)
» Use of formal contracts decreased, while multi-year and
cost-plus contracts increased in 2007 relative to 2004,
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