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Does Size Really Matter?

by Robert Rheault,
ECSGA Executive Director

A question that’s often raised in lease hear-
ings on the East Coast is, “Just how big
should a shellfish farm be?”” | am often
amazed that farms with five to 10 employees
are disparaged as “factory farms” or “indus-
trial aquaculture,” while small farms run by
owner-operators with family help and maybe
an employee or two are held up as the pre-
ferred model. I laughed out loud when my
farm was called the Walmart of aquaculture
in Rhode Island after | hired my fifth em-
ployee many years ago. Let’s take a look at
the facts and examine the impacts of econo-
mies of scale to profitability in our industry.

Thankfully, we can use an excellent econom-
ic analysis conducted by Matt Parker for his
thesis research at the University of Mary-
land. He examined oyster farms in Maryland
that employ both bottom-grown, spat-on-
shell methods and various types of “water-
column leases” (using any type of gear, such
as bottom cages, floating cages, rack-and-bag
systems, longlines, etc.) Incorporating opera-
tional costs and sales data from local grow-
ers, Parker modeled the impacts of scale on
the internal rate of return (IRR), net present
value (NPV) of the farmer’s investment, and
the number of years needed to recoup the
initial startup investment costs.

His findings show dramatic impacts of scale
on profit for both types of farms, with larger
farms showing lower break-even costs and
higher profit margins. For the container-
grown farming model Parker compared four
different levels of production: 500,000, 1
million, 2 million and 2.5 million oysters
harvested per year. At the lowest

production level the model pre-

dicted that 90% of farms would

have a negative IRR and a nega-

tive NPV after ten years! Most of

these smaller farms did not hit

the break-even point even after

ten years. Doubling the farm size

to a harvest of 1 million oysters

per year resulted in a positive

IRR and positive NPV, with a

pay-back period of five to seven

years. At higher production levels

the results were similar.

Parker’s model showed great
sensitivity to price and mortality
estimates, so small farms can still
make it if they can command a
high price. Farm size is clearly
not the only factor determining
whether you are making or los-
ing money, but if you hold price
constant, the impact of scale on
profit is quite clear. So why are
many states restricting lease size,
and why are we romanticizing
the small farm, when a farm with
a few employees and twice the
production level has a much bet-
ter chance of being profitable?

Years ago, | saw this dynamic at play on my
own farm. Once we hit a certain level of
production, we finally started to see black
numbers on the bottom line. It also meant
that we were able to invest in labor-saving
tools like tumblers and cranes that reduced
some of the backbreaking work involved. At
scale | was able to provide health insurance
for my workers and pay them a living wage.
We were able to afford to do the marketing
work necessary to find new customers and
keep prices up, and my firm was more resil-
ient after the inevitable bad production year
because banks were no longer afraid to lend
me money.

Recently I had a chance to speak with Parker
about farm scale in depth, and he stressed
the impact of labor costs. In the model he

developed, every size operation used hired
labor (hiring data was collected by Karen
Hudson at the Virginia Institute of Marine
Science in her annual “Situation and Out-
look Report™). Parker noted that “small”
farms often are able to get away with taking
advantage of unpaid family labor—or even
more often, the owners destroying their own
bodies by doing all the labor themselves—so
the farm can be profitable. These small farm-
ers share a vision that they will make some
money and then expand and really bring in
the big bucks.

Unfortunately, when farms expand they
need to hire employees because the workload
is too much for their unpaid family labor or

— Continued on page 8
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2019 Virginia
Seafood Economic
Impact Study
Released

Researchers at Virginia Tech
recently completed an analysis
of the economic impact of the
seafood sector in Virginia. The
study looked at contributions
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from in-state commercial and
recreational fishing, aquaculture,
processing and distribution,

but did not include retail and
restaurant sales. It focused on
estimating the overall direct,
indirect, and induced effects of
the Virginia seafood industry in
20109.

As the third-largest seafood
producer in the U.S., Virginia
seafood landings accounted for

VIRGINIA TECH/VIRGINIA MARINE PRODUCTS BOARD

To view this graphic online, visit www.pubs.ext.vt.edu/content/dam/pubs_
ext vt edu/AAEC/aaec-302/AAEC-302.pdf

nearly 393.1 million pounds,
with a dockside value of over
$184.2 million. Similarly, the
Virginia aquaculture industry
continued to grow, with 191
farms accounting for $112.6 mil-
lion in total sales (not including
seed).

Virginia is the largest producer
of hard clams nationwide, and
the largest producer of oysters

on the East Coast, which in-
cludes wild harvest and spat-on-
shell.

Virginia seafood industry by
the numbers

Q $1.1 billion in total econom-
ic output, supporting 7,187 jobs:
6,050 direct jobs, 523 indirect
jobs, 614 induced jobs;

Q $177 million in economic
output from aquaculture (16%
of total), supporting 1,367 jobs
(19% of total): 1,073 direct jobs,
161 indirect jobs, 133 induced
jobs; and

Q over $26 million in tax
revenue generated, $7.6 million
of which was from aquaculture,
and $5.2 million from wild har-
vest fisheries.

The Virginia seafood industry
supports a wide variety of other
economic sectors, including:
boat building, sporting goods
manufacturing, commercial and
industrial machinery, and equip-
ment repair and maintenance
through direct expenditures by
seafood businesses.

Wages and salaries ripple
through the Virginia economy,
multiplying the impact of the
seafood industry.

—RBR

To read the full report,

visit www.virginiaseafood.
0rg/2023/01/09/virginia-sea-
food-economic-impact-study
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I-IOI RAQUACULTURE news!!

Fish Farming News is the aquaculture industry's national
newspaper, devoted exclusively to coverage and the
betterment of domestic aquaculture.

Content is geared toward active commercial fish and shellfish farmers, covering
all major commercially cultured species, in freshwater and saltwater,
warmwater and coolwater, and both open and closed production systems.

Fish Farming News is published bi-monthly.
Subscriptions are just $14.95 per year in the US.

swap
Meet

Looking for a job?
Want to buy or
sell seed or gear?

Join the
ECSGA-SWAPMEET
Google Group and keep

the main ECSGA Listserv
free for relevant issues,

growing tips and news you
can use. SWAPMEET is
free for all and you don’t

© Fish Farming News
WW .ﬁSh—IleWS.COm/ ffn Compass Publications Inc. - Fisheries Division have to be a member to
subscribe.
ecsga.org/
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