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Abstract:



We conducted interviews with 18 direct market (DM) farmers to explore the implications of the Oregon minimum wage (MW) increase for the state’s DM agricultural sector. How, if at all, will DM farms in the Willamette Valley (OR, USA) adjust their production and marketing practices in response to the MW increase? How will these adjustments affect DM farm viability, farmworkers, the environment, and the communities in which the farms are embedded? This region has a vibrant food system with many small-to-mid sized, diversified farms that sell through direct and intermediated marketing channels. The diversified production and marketing practices of these DM farmers are labor intensive and, in many respects, environmentally friendly. These practices result in relatively high costs and the farmers’ ability to respond by increasing prices is constrained by mainstream retail prices. Most growers reported that they will adjust to the MW increase by reducing their production and marketing costs with a decrease in total labor hours being an important strategy. This study, while small and exploratory, is the first in Oregon (and perhaps nationally) to collect empirical farm-level data about how DM farms will adjust to a MW increase. It sets the stage for future research.
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1. Introduction


Increasing the minimum wage (MW) has been a longstanding national campaign in the United States that has gained momentum in recent years [1,2]. Oregon is among the states that have recently raised the state minimum wage through the implementation of a particularly innovative policy that incrementally increases wages over a seven-year period and varies by region: the highest rate in the Portland metro, the lowest rate in non-urban counties, and the “standard rate” in all others (see Appendix A). A large body of literature examines the impacts of MW changes on employment and nonwage adjustments in industries that are heavily reliant on low-wage workers such as fast food and hotels. Few recent studies have examined the impact of MW policies on agriculture, and none on farm-level decision making in response to MW changes.



Direct market agriculture (DM) as a sector provides multiple benefits to society, yet is financially vulnerable due to its small-scale, diverse product mix, quality requirements, and narrow profit margins. Because DM farms have a high reliance on farm and marketing labor, the MW increase may threaten the financial viability of the DM sector relative to other businesses in Oregon. Direct market farmers will be faced with managing tradeoffs across economic, environmental, and social dimensions of their operations and will have to consider labor reductions and nonwage adjustments to survive. In this study, we explore two questions: How, if at all, will direct market farms in the Willamette Valley adjust to the increase in Oregon’s minimum wage? How will these adjustments affect direct market farm viability, farmworkers, the environment, and the communities in which the farms are embedded?



To explore these two questions, first we provide background on the federal MW and the new Oregon MW law. Then, we review the DM sector in Oregon and examine how it fits within the Oregon agricultural landscape. Next, we review the business theory on “channels of adjustment”, which addresses how firms respond to MW increases [3]. Then, we present findings from our 18 Oregon farmer interviews to understand which adjustments they anticipate using to adapt to the MW increase. Finally, we explore the implications for DM farms, their employees, and their communities along economic, environmental, and social dimensions.



1.1. Minimum Wage Laws and Economic Impact


1.1.1. Minimum Wage and Agriculture


Economists have analyzed the impacts of raising the MW since it was first enacted in 1938 as a part of the New Deal Fair Standards Labor Act (FSLA). While agricultural workers were originally exempt from the MW mandate, they have been entitled to at least the federal MW since 1966 [4,5]. While 45 states have their own higher MW laws, 34 states exempt agriculture so that agricultural workers receive the lower federal MW (currently $7.25/h) [4]. Worldwide, agricultural workers earn extremely low wages, despite the hazardous nature of their occupation [6,7]. On average, U.S. farmworkers earned a family income between $20,000 and $24,999 in 2013–2014, with 30% of all farmworkers falling below the federal poverty line [8]. Agricultural workers are “a hidden underpinning of the system that brings us the food we enjoy without ever appearing on food labels” [9] (p. 8).



In 2016, the Oregon State Legislature passed Senate Bill (SB) 1532, an innovative MW increase policy that increases wages incrementally over a seven-year period beginning in July 2016, with rates that vary by region of the state. This MW increase was the first statewide policy of its kind in the U.S., which set higher wage rates in urban areas to mitigate potential rural job losses and account for higher costs of living in urban areas, with New York State following shortly thereafter [10,11]. Amendments to exempt small businesses, agricultural workers, and youth labor were proposed but not adopted.



Farmworkers and their unions supported SB 1532, testifying on farmworkers’ need for a higher wage. The president of Pineros y Campesinos Unidos del Noroeste (PCUN), an Oregon farmworkers union, cited low wages as well as their historical lack of rights at the federal level [12]. Many Oregon agricultural sector businesses opposed the MW increase due to concerns for both their own profitability and the implications for employment in the sector. For example, many farm owners stated that the increased wage would force them to cut positions, often due to increased mechanization [13,14,15]. The president of Oregon Farm Bureau (OFB) testified that the increase would compress all wages, unfairly narrowing the pay difference between experienced and inexperienced workers [16]. Although some legislators anticipated revisiting exemptions for farmworkers or other groups in future legislative sessions, SB 1532 passed without exempting any groups from the increase. Representative Shemia Fagan (District 51—Clackamas) explained that the decision came down to a “hypothetical forecast of harm that we can’t predict… and people living in actual crisis today” [14].



The increased MW creates particular challenges for the DM farm sector in Oregon. Oregon has a vibrant DM farm sector with over $114 million in annual sales from 5227 farms in 2015, representing 15% of farms and roughly 2.3% of agricultural sales in the state [17,18]. Going forward, however, the DM farms, characterized by labor-intensive production and marketing methods and limited ability to set prices, will struggle to remain financially viable.



DM growers must compete within a globalized food system that includes products from commodity-scale U.S. producers and producers in countries that have fewer worker and environmental protections [6]. The DM farms have higher costs of production than their competitors because DM growers tend to grow a highly diversified mix of fresh produce using sustainable environmental practices, largely based on their personal values rather than market forces [19]. In contrast, commodity-scale producers reduce their costs of production by using synthetic inputs and high levels of mechanization, thereby externalizing the environmental costs of production [20,21,22].



DM farmers do benefit from consumer interest in “local” foods and their willingness to pay (WTP) higher prices for both personal reasons (healthier, fresher, and better tasting food) and public reasons (support local farmers, local economies, and environmental practices) [19,23]. DM producers choose among localized direct and intermediated marketing channels based on price premiums, perceived risks, and marketing costs. They typically construct a marketing mix using multiple marketing channels combining, for example, wholesale markets with low marketing costs and low prices and farmers markets with high marketing costs and high prices [24,25]. DM farmers have indicated that although they would like to pay their workers more, they cannot because consumer willingness to pay additional price premiums is constrained by food prices in mainstream retail outlets [26,27]. Combining the higher costs of production in the DM sector with the limited ability to raise prices, Oregon DM farmers face narrow profit margins and difficult tradeoffs in deciding how to adjust to the MW increase.



If DM farm viability is threatened by the MW increase, the sector’s documented economic, social, and environmental benefits may also be in jeopardy. DM production is closely aligned with Lyson’s definition of civic agriculture, which caters to local markets selling products direct to the end consumer; is central to rural communities; focuses on quality over quantity; is more labor- and land-intensive and smaller in scale; and uses site-specific knowledge and practices [21]. DM agriculture as a sector can be considered an economic development strategy, as economic studies have demonstrated the impact of DM farms on local economies, with larger economic multipliers for DM production as compared to other agricultural production and increasing local economic activity by attracting shoppers to businesses near farmers markets [23,28,29,30,31,32]. The environmental benefits of DM production across the landscape stems from its use of diverse crops and production practices that include integrated pest management, hedgerows, cover crops, and other measures to encourage agricultural and natural biodiversity. The environmental benefits of agrobiodiversity include nutrient recycling; control of local microclimates, hydrological processes and pests; and chemical detoxification [33]. In addition, agrobiodiversity builds an adaptive capacity into our food system to address change and unanticipated natural variability [22]. In this way, smaller and more diverse farms provide positive externalities through their economic, social, and environmental benefits.



Thus, while farmworkers and other low-wage workers may benefit from policy interventions such as MW increases, the DM farm employers may face reduced profit margins and therefore struggle to make a living wage themselves. To stay economically viable, DM growers will have to adjust to the increased MW through changing production and/or marketing practices. This in turn may have an impact on the diverse public benefits provided to the communities in which they are embedded.




1.1.2. Impact of Minimum Wage Changes


While Stigler [34] asserted that economic theory implies that MW increases have adverse effects on aggregate employment, most subsequent empirical studies do not support this claim [35,36,37,38,39,40]; however, one study did find a decrease in employment among teenagers and young adults resulting from a MW increase [41]. Most of these studies focused on specific industries that employ low-wage workers, especially restaurants and hotels. In the agricultural sector, Gowers and Hatton [42] found that establishing a MW reduced poverty among farmworkers, and reduced farm employment. Moretti and Perloff [43] found that an increase in the federal MW increases the wage of hourly farmworkers, but not piece-rate workers. Both studies suggest that MW changes function differently in agriculture than other industries. However, there are no previous studies that examine the impact of MW increases specifically on the DM agriculture sector.



Previous studies [35,36,37,38,39,40] have indicated that although aggregate employment may not decrease in response to MW increases, employers do respond to labor cost increases by adopting one or more offsetting actions through recognized channels of adjustment [3]. Businesses can make two types of strategic adjustments to stay competitive in the face of a shock such as wage increases: quality enhancement or cost minimization [44,45]. Quality enhancement strategies focus on increasing product quality in some way, leading to the ability to raise prices [45]. Cost-minimization adjustments reduce overall labor costs by changing wage policies, such as reducing normal wage increases; cutting “nonwage compensation” such as free or discounted meals, on-the-job training, or paid breaks; greater use of part-timers; limiting the availability of overtime hours; increased performance standards; cross-training employees for multitasking; and getting more work from each employee [3,37,45]. Additional cost minimizing adjustments focus on other aspects of the business, such as reducing waste, water, and electricity use [3]. Several MW studies also show that direct labor cost reductions, such as reducing normal wage increases and other compensation, results in wage compression, which occurs when the wage floor increases for the least experienced workers but there are not proportional wage increases for more experienced workers. Thus, the range of salaries becomes compressed [3,46,47].



Because the ability of firms to raise prices is often limited, most firms in previous studies utilized cost minimization adjustments. While previous studies have looked at these changes for restaurants and hotels, there is little research focused on agriculture and none on DM agriculture. Because of important differences between agricultural producers and service industry firms, a decrease in labor hours in the Oregon DM sector could in fact result from a MW increase. Service industry firms and their customers are tied to the jurisdiction where the MW increase occurs. Consumers will make only small changes to their behavior in response to the MW increase in that they will still frequent fast food restaurants and stay in hotels in those locations. For these types of goods, there is little direct competition between low and high MW jurisdictions. In contrast, agricultural products grown in a higher MW jurisdiction compete with similar agricultural products transported from lower MW jurisdictions. Thus, DM farms faced with a MW increase may be limited in their ability to raise prices, forcing them to find ways to reduce their production and marketing costs in order to remain competitive.






2. Materials and Methods


We conducted 18 semi-structured interviews in 2016–2017 with DM growers in the Willamette Valley region of Oregon to assess their attitudes and adjustments to the MW increase. Purposive and snowball sampling were conducted starting from publicly available sources (e.g., farm webpages, farmers market vendor lists, and by visiting farmers markets). Farms selected for this study were diversified (i.e., more than one crop); predominantly produced vegetables, fruit, and/or nuts (some producers had a small meat and/or dairy component to their production); and, sold primarily through direct and/or intermediated marketing channels. This is a small, nonprobability sample, but the selection of participants was purposeful to provide detailed information about the responses of DM farms in the Willamette Valley to Oregon’s new MW increase. The information gathered from these participants may be relevant to similar policy changes in other regions [48].



The purposive method targeted the primary attribute of interest: diverse farm sizes [49]. Because labor costs were of primary concern in this research, the number of employees served as a proxy for the scale of operation. Ex post, we established three size categories to divide the sample into thirds for the purpose of analysis. Small farms were defined as 0–5 farmworkers (n = 7), mid-sized farms had 6–19 farmworkers (n = 5), and large farms had 20 or more farmworkers (n = 6). The number of farmworkers employed at most of the farms varied seasonally; the highest number of employees at any time during the year determined the size category.



Interviews lasted 45–60 minutes in person or over the phone focusing on how, if at all, growers plan to respond to the increased MW and what they have done in the past to stay viable. All interviews were transcribed then coded using the qualitative analysis software, Dedoose, using open, axial, and selective coding methods and were developed in a constant comparative process [49]. Magnitude coding was used in some instances to assess the strength of a viewpoint such as farmer attitudes toward the MW increase [50]. During the coding process, themes emerged to assess how, if at all, the new MW rules would change the profitability of Willamette Valley DM producers and the adjustments they would make.




3. Results: Anticipated Adjustments by Different Sizes of Direct Marketing Farms


As reported below, our respondents display diverse opinions about the MW increase in Oregon. Furthermore, it is important to recognize that this particular policy change is one of many factors that they must consider as they plan the future of their farms. Our interviews did reveal that most farms would make changes in response to the new higher MW.



Consistent with the MW adjustment literature, most respondents focused primarily on cost minimization strategies. While a few mentioned quality enhancement adjustments, most indicated they had limited or no ability to increase prices. While some of the changes may be part of a pre-existing plan, many growers noted that the increase in labor costs accelerates the pace and increases the pressure to adjust their operations. Because interviews occurred in the first several months after Oregon’s MW increase went into effect, many respondents were unsure about their impacts and the adjustments they would make. Regardless, important themes and patterns emerged.



3.1. Overview of the Sample


Table 1 presents the characteristics of the DM farms in the study, which shows that the sample had a range of years in operation and number of operators. We purposefully selected farms that grow more than one variety of vegetables, fruit, and/or nuts, and sold primarily through direct and/or intermediated marketing channels. The majority (78%) farmed under 50 acres. All producers in the study use more than one marketing channel, with 72% participating in farmers markets and 56% selling in regional wholesale markets.



Responses to some questions were provided in ranges because their values vary throughout the season. Some respondents provided their best guesses for certain questions, such as Hired Labor, Acreage, and Labor as a Percentage of Costs, while others furnished an exact number based on records for the prior year. Labor costs as used in this study do not include any charges for own labor/management, nor labor from family members, interns, volunteers, or other unpaid sources. When responses were given in ranges, the highest value was used to represent costs at the “height” of the season. Labor was the largest expense category for all farms, except for the two producers who do not have any employees for part of the year. In those cases, seeds and land were their most significant costs.



Attitudes toward the MW increase (Figure 1) varied considerably and some farmers expressed a mixed view of the wage increase even within a single interview (these responses were coded as neutral). Overall, neutral (n = 8) and negative (n = 9) were equally common attitudes expressed toward the MW increase across all farm sizes. Because this is a small sample, differences among subgroupings should be interpreted with caution. Figure 1 displays a trend related to farm size: 67% of large farms (i.e., ≥20 employees) and 60% of mid-sized farms (i.e., 6–19 employees) voiced negative attitudes toward the MW increase while 71% of the small farms (i.e., 0–5 employees) had neutral feelings toward the MW increase. Neutral opinions include this statement from Farmer #18, a small-scale producer: “I’m not too worried about [the minimum wage increase] and knowing that it’s going to go up over time, that’s kind of one of our goals for the farm anyway”. Interview responses such as “I don’t really care” or “I’m not really sure how I feel about it” were also coded as neutral responses. Farmer #15, a large-scale producer (i.e., ≥20 employees), was the only respondent to express a strictly positive attitude toward the increase, stating: “I don’t think anybody on the farm makes as much money as they should so I don’t have any problem with paying people more money”.


Figure 1. Chart Illustrating Minimum Wage Attitude by Farm Size. Notes: The attitudes towards the minimum wage reflect an overall sentiment towards the policy change, despite some variation in attitude within single interview. The attitude categories coded for were: positive, neutral, and negative (N = 18). Farm sizes are Large (≥20 hired laborers), Mid-sized (6–19 hired laborers), and Small (0–5 hired laborers). Percentages total more than 100% in some categories due to rounding.



[image: Sustainability 10 00370 g001]






While the variation in attitudes does not provide much insight into the impact of the MW increase, it highlights the diversity of opinions among farms as they weigh the tradeoffs that they face. Significantly, even those with neutral attitudes toward the policy discussed adjustments they felt they had to make to their farming operation to offset the increased labor costs.




3.2. Cost-Minimization Adjustments in Response to the Minimum Wage Increase


While scholars have not found a negative impact on employment from MW increases in the restaurant industry (although they did find non-wage adjustments) [37,38], findings in this study point to decreases in labor hours in the Oregon DM sector. Specifically, seven out of the eighteen producers indicated that they have or will be reducing employment in the coming years. We attribute this difference in employer response to a structural difference between service industries that compete with other service providers in the same MW jurisdiction and farmers who must compete with products that can be shipped from lower MW jurisdictions.



To reduce labor costs, farms can decrease the total number of employees and/or labor hours throughout the year through various strategies: (1) changing labor procurement or compensation policies; (2) controlling production costs through increasing efficiency and on-farm labor management; or (3) changing marketing channels.



3.2.1. Changing Labor Procurement or Compensation Policies


Labor costs can be most directly controlled through labor procurement and compensation policies, including reducing the total amount of labor employed. One approach to reducing hired labor costs would be to substitute increased family labor; however, only one of the eighteen farms anticipated this specific adjustment. Many farms were looking for other ways to cut back on labor costs. Farmer #12, a farmer in the mid-sized category, stated this approach very clearly: “I think next year we’re going to hire less people, we’re going to try and squeeze as much profitability out of everything that we possibly can”.



Several DM farmers plan to employ more contract laborers as a cost minimization strategy. Contract labor refers to the temporary hiring of a crew, usually at a higher rate than a permanent crewmember because the farmer is also paying the contractor who supplies the laborers. Farmer #17, who operates a large-scale farm, explained the financial logic behind this decision:


[The laborers] might be receiving minimum wage, but I’ll be paying typically twice whatever the minimum is. I might be paying the company $20 per hour and the people might only be getting $10 per hour, but that sounds like, well why would I do that? And it’s because I pay them for a couple days and then they’re gone and I don’t have to pay the insurance, I don’t have to worry about an accident, and I can get what I need and not have to hire somebody for a long-term [position].







While hiring contract laborers can provide savings, growers recognize the full range of implications. Farmer #14 (a small-scale producer) noted that because of her plan to increase the use of contract laborers, “there goes a permanent position for someone [else]”!



Half of all DM producers in this study stated that they started employees above the current minimum wage, as a symbolic gesture that they felt was important. For example, Farmer #1a, a small-scale producer, stated that they started new employees at $10 per hour (current MW wage was $9.75) because “it was more than minimum wage and I’ve always wanted to show through how much we pay someone that we’re committed to them”. Many other growers echoed this sentiment; interestingly, only one of the nine producers making this comment was a mid-sized farmer.



Farmers in general expressed a desire to pay workers fairly, but felt constrained by their own financial circumstances. In other words, as Farmer #12 also described: “I want to be providing a more sustainable living wage for the people who work for me… the truth is right now we are having trouble just staying barely above the minimum wage”. About half of the DM producers interviewed mentioned this tradeoff between the number of employees and the hourly wages paid. Because many of the producers seek to pay higher wages, they have concluded that they will hire fewer people going forward.



Changing compensation policies will likely result in wage compression, as the literature and testimony at the hearings on the legislation suggested. Respondents specifically referred to wage compression multiple times throughout the interviews; six DM farmers discussed moving away from hiring unskilled youth laborers. As Farmer #7 stated, “we hired a lot of kids out of school for the summer [in the past], but as far as value…the output from most of them just does not compute”. Further, Farmer #9 added to this sentiment by stating, “It’s silly for someone out of high school to … make $15/h and someone else that’s been farming for 2–3 years, to pay them $15/h”. Here, Farmer #9 discusses a common theme voiced by those interviewed: with the compression effect of the MW increase, there is a decreased incentive to hire less-experienced, high school aged workers. As Farmer #14 put it, when asked how the MW increase will affect her business: “I’m never gonna hire a high schooler. I mean why would you hire a high schooler for that wage?” This general approach of reducing the hiring of unskilled youth laborers in response to a MW increase is consistent with the results reported by Neumark and Wascher [41]. Overall, only one grower interviewed expressed a desire to hire more high school aged workers as an anticipated adjustment. However, this grower also expressed a particular difficulty in hiring enough employees because he produced a very specific set of crops that did not require hired help until July—by this point in the season most farmworkers seeking employment have already secured positions.



DM producers interviewed also spoke about experience in farm work as an integral trait that they wished they could better compensate. Stated differently, they presented experienced workers as more deserving of the benefits distributed by the MW increase than other subpopulations that may benefit, particularly youth laborers. While producers of all scales discussed this idea, mid-sized farmers mentioned this slightly more than small- or large-scale producers did. For example, Farmer #3a, a mid-sized DM producer, explained a situation in which they tried to determine a starting wage for an experienced farmworker who had particularly valuable additional skills such as welding or mechanics training:


We know that… if [a skilled laborer] is doing agricultural work they’re coming into one of the lowest compensated fields professionally and so if we can accommodate a need that they might have in order to keep them at our place of work because we value them then we try to do that to the best of our abilities.







Farmers #3a and #3b stated that they were willing to go to great lengths to accommodate the needs of particularly skilled and/or experienced workers. Virtually all producers stated that part of the equation for determining the starting wage of new hires is their prior farm work experience. Farmer #18, who operates a small-scale farm, stated: “we are not looking for grunt labor, we are looking for skilled farmers… it requires skill to do farming in a way that makes it pay”. Many producers brought up this notion of wanting the occupation of “farmworker” to be a viable career for people in a long-term sense, not just a summer job—both because they believe that it should be a viable career path, but also because having experienced laborers, even though they earn higher wages, is an important goal. Farmer #5, a large-scale producer, stated:


What we do is we want everybody who works for us to make at least something more than minimum wage so that if we hire a new person they generally start at some small amount above minimum wage and then we also want everybody that works for us to make more every year than they made the year before because every year they have more experience and therefore are more valuable to us…







However, as Farmer #12, a mid-sized producer, stated, having the funds to achieve this has been a huge barrier to retaining skilled labor:


It would be nice to have more experienced people on the farm, but I think we’re sort of caught. I mean we can’t afford to have more highly skilled labor on the farm so we end up with more entry level people… and more turnover, which is ultimately less efficient even though it looks like it costs less in the short term.







Finally, it is important to note that a large majority of producers, especially those that are more distant from the city centers in the Willamette Valley (i.e., Corvallis, Eugene, Portland, and Salem) reported that they face a significant labor shortage. Many of the DM growers interviewed wanted to pay experienced workers more, but simply do not have enough experienced workers applying for their open positions. Thus, while some growers wished to move away from unskilled youth labor, the labor shortage serves as a barrier to doing so for many interviewees.




3.2.2. Controlling Production Costs


With the increased per-unit labor costs resulting from the minimum wage increase, many DM producers are also seeking to reduce the number of labor hours paid. The specific adjustments mentioned to achieve this goal include increasing mechanization, reducing both crop and varietal diversity, and/or changing infrastructure for harvest efficiency.



As shown in Table 2, six farms of all scales anticipate increasing mechanization, with mid-sized farmers expressing this slightly more often. When asked how to reduce production costs, Farmer #2b, a mid-sized producer, stated: “One is mechanization and I think we’ve done a lot, but there’s probably a lot more that we could do. And there’s a lot of pressure to mechanize now with the minimum wage going up so dramatically”.



Table 2. Stated Production Adjustments.







	
Farms (by Size)

	
Decrease Diversity

	
Decrease Water Use

	
Increase Mechanization

	
Invest in Infrastructure

	
Other *






	
Small

	

	

	

	

	




	
 Farm #4

	
X

	

	

	

	




	
 Farm #7

	

	
X

	

	

	
X




	
 Farm #9

	
X

	

	

	

	




	
 Farm #14

	

	

	
X

	

	




	
 Farm #18

	

	

	
X

	
X

	




	
Mid-sized

	

	

	

	

	




	
 Farm #2

	

	

	
X

	
X

	




	
 Farm #3

	
X

	

	
X

	
X

	




	
 Farm #6

	

	

	

	
X

	
X




	
 Farm #12

	
X

	

	
X

	
X

	
X




	
Large

	

	

	

	

	




	
 Farm #10

	

	
X

	
X

	

	




	
 Farm #17

	

	
X

	

	

	








Notes: * “Other” includes increasing high tunnels, row cover, and ground cloth (plastic), as well as decreasing cover cropping. “Invest in Infrastructure” includes adding new buildings as well as remodeling current infrastructure in order to increase efficiency. Farm sizes are Large (≥20 hired laborers), Mid-sized (6–19 hired laborers), and Small (0–5 hired laborers).








In a similar vein, when asked what the MW increase means to her farm, Farmer #12, a mid-size producer, indicated that many of the cost-reducing options to compensate for the increased wage conflict with her environmental values:


…you know it probably means spending less money on cover crops, it probably means getting more mechanized and… using a tractor more instead of people, which is fossil fuels and I’m a huge believer in people being connected to the land and working on farms, but I feel like the market is pushing me to mechanize and have fewer people actually working for me.







Reducing the complexity of their farms was another frequent theme. DM farms tend to be highly diversified in order to sell at farmers markets or other outlets, but diversity is also costly because it reduces the producer’s ability to achieve economies of scale. Some reported producing over 50 different crops and crop varieties, for both economic and environmental benefits. Farmer #16, a large-scale producer (i.e., ≥20 employees), started his operation growing only a few different crops, but decided to switch to a highly-diversified model because “instead of just harvesting the traditional 3 to 4 months a year, we’re basically harvesting something almost 12 months a year and that way we keep a small harvest crew and keep busy”. For him and Farmer #8, diversification allowed them to keep a small crew employed all year, which minimizes employee turnover and enables a year-round stream of revenue.



Because diversified production systems can provide environmental benefits and reduce financial risks, numerous respondents indicated that reducing diversity is a difficult decision to make. Nonetheless, many growers specified this as a strategy they would follow. Farmer #12, as an example, provided this discussion of her thought process as she decided to reduce the number of crops she grows the following season:


I’ve done some enterprise budgets and I have a better idea of what’s profitable for us and what’s not… And that should increase profitability significantly to know that information, but it may also decrease the varieties that we are able to grow or the diversity that we’re able to grow, you know, so how do you balance that stuff? Like if some crop that’s important to the rotation is bad for the bottom-line, how do you decide? ...and nobody’s paying for the environmental consequences, obviously, or we wouldn’t be having this problem on the planet that we’re having.







Similarly, Farmer #9 stated that she would be scaling back on tomato varieties because, although they are popular with consumers, they are labor intensive to produce.



Farmers #3a and #3b discussed the specific challenges related to the CSA box model in which many crops are produced and some overproduction results


Farmer #3b: …your revenue on overproduction … is zero. [T]he CSA tends to kind of harbor inefficient techniques it seems like. That’s like what I’m realizing over and over is that it tends to push one, or at least us, to kind of overproduce for insurance.






Farmer #3a: It’s so nerve-wracking to think you don’t have enough … So we’ve always tended to err on the side of overproduction and I think it’s a choice that has lost a lot of money over the years.







Farmers #3a and #3b explained that with the MW increase they felt a lot of pressure to alter their production costs by reducing diversity. However, they also explained that deciding how much diversity to reduce, with the intent of avoiding overproduction, was particularly difficult with the CSA model because members expect a wide assortment of produce in their CSA farm share.



Farmer #12 perfectly summed up the types of tradeoffs the MW increase has caused: “how do you hold on to… trying to be sustainable ecologically and trying to grow healthy food… if you have these other values then how do you hold onto those things and pay people better?”



Modifying infrastructure to increase efficiency was another major adjustment mentioned by growers. The specific modifications varied considerably, including changes to the layouts of packing or washing stations, adding additional coolers, or building new structures. While farmers frequently alter their production and marketing methods in search of greater efficiency, many growers specifically stated that the MW increase would accelerate the rate of change.




3.2.3. Changing Marketing Channels


Changing the farm’s mix of marketing channels was another adjustment discussed by respondents, with three of the large farms considering a decrease in the amount they sell through a regional wholesale distributor. One farmer in the small farm category also discussed reducing sales through the wholesale marketing channel, but had already significantly reduced those sales prior to the MW increase. Farmer #5, who owns and operates a large farm, explained that one of the wholesale distributors he uses surveyed their growers prior to the MW increase before taking a stance on the policy:


[The wholesale distributor] interviewed a bunch of their other farmers and they decided not to support the minimum wage increase and I think it’s because they heard from many of their growers that it was likely that they would have to reduce the amount of crops they could produce for wholesale distribution.







As Farmer #5 explained, the farmer’s profit margins from wholesale sales are smaller because the prices they receive in that channel are lower than in direct to consumer channels. In the wholesale supply chain, labor must be paid in multiples places: the farm, the distribution network, and the grocery store or food service.



In contrast, several DM farmers indicated that they had recently or were considering reducing the farmers market component of their marketing. Farmers market sales can provide lower net returns due to labor and marketing costs and also have variable sales volumes [24]. Farmer #9, who operates a small farm and is not currently selling through a farmers market explained that they had tried a couple years prior to the MW increase, but their attempt only lasted about a month because “it was just way too much work and it was a really new market and that was way way losing money [for us]”. Farmers #3a and #3b also noted that there is a fair bit of waste at the farmers market in order to keep your booth looking full and abundant, which draws consumers. Farmers #3a, #3b and #9 all referred to their observed decline in the CSA model as well, with difficulties in CSA member retention and overproduction to fulfill the desired product diversity. In sum, carefully examining net returns and then reducing marketing channels used was a common strategy adopted by DM growers of all sizes, with the specific strategic responses varying.





3.3. Increasing Revenue: Quality Enhancement and Raising Prices


The MW increase would not be a problem for DM farmers if they could fully pass the increased labor cost on to the buyer by raising the price of their goods. Figure 2 presents the degree to which DM producers felt they could set their own prices. Eight of the eighteen DM producers classified themselves as price takers and therefore would be unable to raise prices to cover the increased labor costs. Six producers believed they had some ability to raise prices in order to pass on cost increases while only four of the eighteen viewed themselves as price makers.


Figure 2. Chart Displaying Perception of Price Taker vs. Price Maker by Farm Size. Notes: This chart displays the absence or presence of each of the Price Taker and Price Maker codes, producers who expressed both are in the Mixed category (N = 18). Farm sizes are Large (≥20 hired laborers), Mid-sized (6–19 hired laborers), and Small (0–5 hired laborers). Percentages total more than 100% in some categories due to rounding.
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Farmer #8 is an example of a price taker:


[I’ve been] thinking a lot about how we can pass on increased costs, if we can raise our prices. We’re at the mercy [of others] in the wholesale market, but the retail at the farmers markets, that’s our own decision, if we’re gonna go up or not, but since the big recession in 2008, I don’t think we’ve raised any prices and we’ve actually seen some prices go down so it seems long overdue that we do raise some prices but I don’t know what customers are gonna be willing to pay.







Thus, even though Farmer #8 wanted to respond to the increased MW by raising prices, he did not feel as though that was a realistic option—primarily because of his own prior history as a price taker.



The price taker DM producers felt that they could not set prices due to the competition with other growers and grocery stores. Farmer #9, a small-scale producer, similarly identified consumer WTP as a significant barrier that reduces the farm’s financial viability and her ability to pay the increased labor costs from the MW increase:


We are a nation that prides ourselves on cheap food and we want food to be cheap and the only way you have cheap food is if someone gets screwed along the way, if someone does not make a living, and so it’s either the poor farmworkers or the poor farm owners.







As noted above, some farmers stated both price-taking and price-making abilities at some point during the interview. For example, Farmers #2a and #2b, a mid-sized operation, explained that they do enterprise budgeting to know exactly what they need to charge and have, at most times, been able to charge that price. However, Farmer #2b explained that this ability varies depending on other growers at the farmers market:


A long time ago we grew snow peas and we couldn’t get as good prices as we wanted to because other growers were selling them for less and I talked to those other growers, it was a couple of growers and one of them said, “well, I just grow them because it keeps my crew busy at that time of year when I need some work for them so I don’t really care how much they sell for”. And another grower said, “well we just grow [peas] largely for the pea greens and so the pods themselves are kind of just cream, something extra that we get the out of the plants”. So neither one of them was interested in raising their price to what we needed so we just stopped growing it.







Most of the DM producers who indicated price-making ability also stated that their farm and/or products were highly differentiated, which is a quality enhancement approach. Farmer #13 stated: “I’m always the most expensive [at the farmers markets]… we will have the most expensive peaches, cherries, apples, hazelnuts, but we focus on absolute high quality and certified organic and it works, I mean people love us”. This quality enhancement strategy has provided financial viability for his farm. Farmer #18 also expressed the possibility of raising her prices when needed: “we’re such a niche, we really are, being biodynamic, so we’re basically bringing food to market that is basically of the quality and type I would say of [two larger farms in the area] but we’re smaller and so the farmer is at the market”.



A final point on revenue enhancement is that DM producers are already in a market that demands high quality standards and seeking to improve quality to a higher level will be costly. Becoming certified organic, for example, may be result in higher market prices, but would also require greater production and recordkeeping costs and additional fees.





4. Discussion: Impacts of the Minimum Wage Increase


Oregon DM farms will respond to the state’s MW increase with a variety of adjustments to how they produce and market products. The interviews revealed some significant differences by size of operation, which is important because a vibrant DM sector that sells products through a range of marketing channels is composed of a mix of small to large producers that can satisfy diverse consumer demands [19]. The mid-sized producers who reported the greatest pressure from the MW increase perceive themselves as having little pricing power, and anticipate making more modifications to their operations than producers in the other size categories. Large-scale (i.e., ≥20 employees) also exhibited an overall negative attitude towards the MW increase and plan to make some of the same adjustments as small- and mid-sized operations. Small farms perceived a greater ability to set prices and were more likely to express a neutral attitude toward the MW increase; small producers noted that they often start new employees above the current MW.



Oregon DM producers interviewed for this study recognize that their decisions when adjusting to the MW increase represent difficult tradeoffs for their own farms, their employees and their communities across economic, environmental and social dimensions. They discussed these tradeoffs in terms of their own values while recognizing that their farms contribute to broader community outcomes. The DM producers were equally split between opposing the state’s minimum wage increase and a neutral attitude. As shown in Table 3, producer attitude and ability to set prices are linked, as producers who perceive themselves as price takers are much more likely to oppose the MW increase—75% of self-identified price takers had a negative attitude toward the MW increase (6 out of 8). Of producers with some ability to increase their prices (price makers or mixed), 70% had a positive or neutral attitude toward the MW increase (7 out of 10). Thus, the farmers’ perceived ability to raise their prices as a channel of adjustment is linked to their overall attitude about the MW increase.



Table 3. Matrix of Producers’ Overall Attitude toward the MW Increase and their Perceived Ability to Set Price.







	

	

	
Overall Attitude toward MW Increase




	
Positive

	
Neutral

	
Negative






	
Perceived Ability to Set Price

	
Price Maker

	
0%

n = 0

	
11%

n = 2

	
11%

n = 2




	
Mixed

	
6%

n = 1

	
22%

n = 4

	
6%

n = 1




	
Price Taker

	
0%

n = 0

	
11%

n = 2

	
33%

n = 6








Note: N = 18.








In addition, several producers of varying sizes discussed relying more on contract labor, which may result in fewer permanent farmworker positions on those operations. The choice to use more contract labor may depend more on cropping systems and timing than on farm size. The impact of such a change depends on how many farmers make this choice and how many farmworkers are affected. The aggregate impact on farmworkers and communities is ambiguous; it depends on the working conditions and wages on those individual farms compared to the contract labor crews. However, the farmers we interviewed recognized the social and economic value of providing stable employment on their farms for their employees and for their communities.



Another key finding in this paper is the significant concern with wage compression resulting from the MW increase. The farmers’ anticipated adjustments were motivated both by the goal of reducing overall labor hours and the desire to maintain the relatively higher wages of their most experience workers. Small farmers seemed particularly outspoken about not hiring high schoolers, which aligns with the desire of these farmers to start workers at higher than minimum wage. However, only one of the nine producers who discussed starting new workers above the current minimum wage was a mid-sized farmer. As noted above, mid-sized farmers seem to perceive great pressure from the increasing MW because they regard themselves as price takers. Thus, while small-scale producers expressed a higher ability to set their prices to adjust to the MW increase, mid-scale producers feel that they are price takers in the broad marketplace for food, competing with large-scale producers who have lower costs per unit of production due to economies of scale.



Mechanization and altering existing infrastructure were prominent cost-minimization and labor-reducing adjustments planned by mid-sized producers. While mid-sized growers have higher labor costs than small-scale producers, they do not have some of the cost minimization strategies in place that the larger growers already have (e.g., higher levels of mechanization and efficient building layouts such as a packing shed or washing station). Because they do not see an opportunity to raise their prices, they are seeking to minimize their labor costs through achieving some of the mechanization strategies that larger-scale producers already have in place. Indeed, mechanization was not frequently mentioned by large-scale DM producers who were already at or near the mechanization maximum on their farm. As one large-scale producer, Farmer #5, explained: “we’re not processed food growers, it’s all fresh market and almost all fresh market produce whether it’s on big farms or little farms or organic or not, almost all fresh market produce has to be hand harvested”.



Both small and mid-sized farms discussed their plans to reduce the range of crops and crop varieties produced, and noted the need to move toward favoring economic viability at the expense of environmental concerns. In another recent Oregon producer survey, the farmers who indicated that they used various environmentally-sensitive production practices were also much more likely to indicate that they chose their production practices because they “align” with their environmental values [19].



The diversity of crops grown by a farm is also related to the marketing channels chosen. A mix of marketing channels can be optimized for each farm depending on their product mix, available channels and prices, hired and owner/family labor, and risk and lifestyle preferences [24]. The added labor costs resulting from the MW increase may force producers to re-evaluate their profitability in each channel. The MW increase may reduce the attractiveness of market options with high labor costs for production and marketing because the farms, in many instances, cannot pass on the higher labor costs in their prices. Some large farms indicated they would reduce their sales through wholesale channels in order to capture a larger portion of the consumer dollar, while small or mid-scale farmers indicated they would pullback from some direct marketing channels in order to reduce both the high labor requirements for marketing and a high level of production diversity. While a change in marketing channels may occur, it is difficult to predict the impacts on farms themselves, and on the communities that access foods through direct marketing channels.



Revenue-related adjustments are limited because most farmers perceive themselves as price takers, limited by consumers WTP as they compete with both grocery stores and even more directly with other vendors at farmers markets and other direct marketing channels. The majority of producers anticipated keeping prices relatively stable, thus increasing the need to seek alternate adjustments to reduce their labor costs. Producers who are able to increase their prices or invest further in quality enhancement such as certifications to further differentiate their products were much less likely to see the MW increase as a threat to their viability.



Farm size is just one variable relevant to the adjustments that farms will make in response to the increase in the MW. Other characteristics such as marketing channels, certifications, crops grown, and years in operation, to name a few, are related to the impact of the MW increase and more research could be done to better understand their influence. In addition, agricultural businesses change constantly to respond to regulatory and market conditions, which makes it difficult to attribute any changes directly to the MW increase.



This study, while small and exploratory, is the first in Oregon (and perhaps nationally) to collect empirical farm-level data about how farms will adjust to the minimum wage. It sets the stage for future research. For example, producers in the Oregon standard wage tier could be compared with those in the Portland Metro and non-urban wage tiers. Additionally, this study could be used as a point of comparison for an analysis three years from now, when the policy is in its mid-term, to identify the changes that were actually implemented over the MW increase period. Because the goal of increasing the MW is to provide financial benefits to low-wage workers, future studies could interview farmworkers to see if this policy was effective in meeting that goal.




5. Conclusions


The MW increase in Oregon affects all businesses, including Oregon’s DM farms. Already struggling with slim profit margins, the adjustments they adopt to cope with higher labor costs will have impacts on the economic and environmental performance of their farms and will have significant social implications for their workers and their communities.



While Card and Krueger [37,38] and subsequent scholars [35,36,39,40] noted that there is not a negative impact on employment from MW increases in the restaurant industry, findings in this study point to decreases in employment in the DM agriculture sector. Similar to previous findings regarding the agricultural sector [42,43], this is likely due to significant differences between restaurants and agriculture: agricultural goods from geographically separate locations are substitutes to a much greater extent than restaurants over similar distances. While we cannot estimate the overall impact on DM employment due to the small sample size and the fact that this study is prospective, seven out of the 18 producers did indicate that they have already or will be reducing labor hours in the coming years. However, while total labor hours on DM farms may decrease, it is important to remember there may not be a net negative impact for farmworkers, as some will receive higher wages.



Some of the major adjustments that lead to a decrease in farm labor hours include increased mechanization, decreased agrobiodiversity, increased use of contract labor, and changes in marketing channels used. In addition, farms anticipate wage compression for the experienced employees. Most DM farmers do not expect to raise prices to cover higher labor costs: many DM producers indicated they are price takers, and others felt that their limited price-making ability was constrained by market prices.



All of these adjustments have impacts for the communities served by DM farms. With researchers such as Dahlberg [22] and Lyson [21] pointing out that direct market, diversified operations are better for the environment and improve the resiliency and adaptability of our food system, there are important repercussions of altering DM production methods to consider. Changing marketing channels, particularly changes away from direct sales or farmers markets, severs the bonds created by “civic agriculture” in the community. Increased prices for DM foods may dampen demand for DM products or put them out of reach for some community members. Employment and wage changes have implications for farmworkers, their families, and the broader employment and income levels within the community.
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Table 1. Attributes of Direct Market Farms in Study.







	
Attribute

	
Number of Cases

	
Percentage of Sample






	
Years in Operation

	

	




	
 1–10

	
5

	
28




	
 11–20

	
4

	
22




	
 21–30

	
5

	
28




	
 31+

	
4

	
22




	
Acreage (Cropped)

	

	




	
 1–10

	
4

	
22




	
 11–25

	
6

	
33




	
 26–50

	
4

	
22




	
 51+

	
4

	
22




	
Farm Operators

	

	




	
 1

	
11

	
61




	
 2+

	
7

	
39




	
Hired Labor (Size Proxy)

	

	




	
 0–5 (Small)

	
7

	
39




	
 6–19 (Mid-Sized)

	
5

	
28




	
 ≥ 20 (Large)

	
6

	
33




	
Labor as a Percentage of Cost

	

	




	
 49% and below

	
8

	
44




	
 50% and above

	
10

	
56




	
Marketing Channels

	

	




	
 Farmers Market

	
13

	
72




	
 Regional Wholesale

	
10

	
56




	
 CSA

	
9

	
50




	
 Restaurants

	
6

	
33




	
 Farm Stands

	
6

	
33




	
 Agritourism

	
3

	
17




	
 CSA Aggregator

	
1

	
6




	
 Local Grocery

	
1

	
6




	
Overall Sample

	
18

	
100
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