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EXECUTIVE SUMMARY
WHY LOCAL LINKAGES MATTER:

Findings from the Local Food Economy Study

Spending involves a choice about the kind of future we want to have. This
report, Why Local Linkages Matter: Findings from the Local Food Economy
Study, explains why we should care about our spending choices when it comes
to food and sustainability. It finds that /ocally directed spending supports a
web of relationships, rooted in place, which makes for healthier and
more prosperous communities.

THE IMPACT OF LOCALLY DIRECTED SPENDING

The report describes the dollar flows and economic linkages of food-related
businesses in the Central Puget Sound region of Washington State. The analysis
shows that locally directed spending by consumers more than doubles the
number of dollars circulating among businesses in the community. This means
that a shift of 20%6 of our food dollars into locally directed spending
would result in a nearly half billion dollar annual income increase in
King County alone and twice that in the Central Puget Sound region.

A NEW MODEL OF COMMUNITY ECONOMIC DEVELOPMENT

A model of a relationship-based economy emerges from the study. The model
says that the more dollars circulating locally, the greater the number of
community linkages and the greater their strength. The research indicates that
more and stronger linkages provide for a healthier, more diverse and resilient
local economy. Simply put, /ocally directed buying and selling connects
the community’s resources to its needs resulting in relationships that
serve to restore the land and regenerate community.

The report makes the case that the emerging local food economy represents a
fundamentally different way of organizing production and consumption.
Whereas market efficiency is the focus of the industrial food economy,
relationship-building is the focus of community economies. Practices in
community building and care of the community’s resources are key to
the vitality of the local food economy.
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The study’s empirical findings confirm this. In general, healthy dollar flows
are associated with a greater number and diversity of local linkages
that build on the small-lot variety that is characteristic of sustainable
agriculture and production. By comparison, trading in high volumes of
commodity food results in low dollar flows and impoverishment of a
community’s resource base.

THE CASE FOR GROWING THE LOCAL FOOD ECONOMY

What we are witnessing in the emergence of the local food economy is changing
the idea of what makes for healthy economies — from growth based on
commoditizing resources to community stewardship of resource flows. Even the
perception that buying locally produced food costs more is being challenged as
both businesses and their customers come to understand the benefits of
community building and caring for the community’s resources. In the emerging
local food economy, we see the promise of a sustainable future but the web of
relationships needs to be strengthened and expanded to change the
bigger picture of an increasingly unsustainable food system.

THE CHALLENGES AHEAD

At present, the local food economy accounts for an estimated 1 to 2% of the
region’s food sales. The study concludes that the central challenge to
creating a sustainable food system in the Central Puget Sound region is
to grow the web of relationships that is its foundation without sapping
its vitality in the process. The opportunity is to meet the growing demand
for locally-produced food in a way that preserves and regenerates this web of
relationships.

We can grow the local food economy to a scale that meets the region’s needs
for justly and sustainably produced food through locally directed spending, the
building of relationships, and strategic public and cooperative ventures. These
investments will make a difference to the economic success of our region’s food
producers, manufacturers, distributors, restaurants and grocers; to preserving
farmland; and to providing access to healthy, affordable food in all of our
communities. They are investments in a sustainable and prosperous future.

STRATEGIES FOR SUSTAINABLY GROWING THE LOCAL FOOD ECONOMY

e Create a Shared Understanding of What is Local

e Set Goals for Transitioning to a Sustainable Regional Food System
e Develop Food Value Chains Based on relationships

e Give Transition Support to Mid-Sized Farms and Local Independents
e Build a Distribution System Keyed to Local Foods

e Establish the State’s First Sustainable Agricultural Preserve

e Increase Access and People’s Buying Power

e Change Public Policy to Champion the Local Food Economy

e Engage the Community in Growing the Local Food Economy
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‘ RESEARCH QUESTIONS, KEY POINTS AND MAJOR FINDINGS

The pages below present the report’s research questions, key points and major
research findings by chapter.

KEY POINTS MAJOR FINDINGS

Introduction (Chapter 1, pages 1 - 6)

e This report takes a new approach to
analyzing the economics of the food
system. It looks at how the region’s
emerging local food economy provides
for economic sustainability.

e The report is written for those interested
in and committed to growing sustainable
local food economies.

e Food system stakeholders took an active
role in guiding the research on which this
report is based.

e The report describes the dollar flows and
economic linkages of food-related
businesses.

Economic Impact Analysis (Chapter 2, pages 7 - 26)

Research Question: Does spending our food dollars locally make a difference
economically?

e Communities can benefit from initiatives v’ Distribution and, to some extent,

to localize economic activity by increasing manufacturing are major points of
the proportion of local to non-local spending leakages from the local food
. economy.
spending.
. . v Dollars spent at local food economy
* Today’s spending makes a difference for restaurants and groceries have more than
what kind of economy we have twice the usual impact of spending at
tomorrow. restaurants and groceries on the income

of backward-linking suppliers.

v' A shift of 20% of our food dollars into
locally directed spending would result in
a nearly half billion dollar annual income
increase in King County alone and double
that in the Central Puget Sound region.

e Analysis of spending patterns is a tool for
understanding our choices for growing a
sustainable food economy.
















One explanation for these results is that higher volumes of food purchasing
depress local multipliers. Grocers and manufacturers, for example, may

contract with national distributors or larger-size farms from outside Central
Puget Sound to get the necessary volumes of food to run their businesses.

The significance of the findings for the expansion of the local food economy
is that they lead us to hypothesize a trade-off between purchasing large
volumes and buying local. We will return to this hypothesis in Chapter 4 in
the discussion of dollar flows and linkages.

2.3.2 COMPARISON OF INDIRECT IMPACTS

To compare the impact of the LFE businesses surveyed as part of this study
to all food businesses located in Central Puget Sound, a model was
developed for estimating the impact of locally directed spending resulting
from the increased spending of all backward-linking local businesses. The
results of this calculation are referred to as “indirect impacts” and the
corresponding multipliers as “indirect multipliers”. The model sums the
local contribution of all rounds of spending by LFE businesses in the food
value chain (indirect impacts) with the initial spending amount (direct
impact) by category of LFE business. (For a more detailed explanation of
this model refer to Appendix B.)

These local indirect multipliers are compared to the aggregate multipliers
for all businesses in a category that are obtained from IMPLAN data.® The
aggregate multipliers, in theory, include the impacts of LFE businesses,
although in some categories the overall amount of LFE activity is negligible
relative to total demand for goods and services in that category.

Figure 6 on the next page summarizes the results of this comparison.

The figure shows the impacts for $100 worth of spending to illustrate the
relative combined direct and indirect impacts for the different categories of
businesses. The respective multipliers can be figured by dividing the
numbers for “Income to Region’s Businesses” in Figure 6 by $100. For
example, the multiplier for an LFE Distributor is 1.09, while the multiplier
for an LFE Grocer is 1.54.

To simplify the comparison, we use a single multiplier for the LFE
businesses in a given category corresponding to the lowest LM2 in the
range for that category (see Table 2.1 above). This provides us with
conservative estimates of the LFE indirect multipliers.'” The exceptions to
this approach are the inclusion of farmers markets as a separate category
from grocers and the case of manufacturing businesses where the spread of
LM2s called for two end points, (we show both the high and low end
impacts in the figure).

As seen from the figure, the pattern in the multipliers’ distribution is related
to what was found in the previous section. The results show significant
differences in income for backward-linking businesses depending on the
category of business. Farmers markets and LFE restaurants have among
the highest multipliers, the LFE distributor’'s multiplier is lowest, and the
spread of multipliers is greatest for manufacturing businesses.
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Impacts by category are also important to note because of changing
consumption patterns. Today, nearly 50% of household food dollars are
spent eating out, up from 25% in 1955.?° Since both the depth and
breadth of spending is greater for restaurants than grocery stores, an
equivalent shift of 20% results in a significantly larger impact by

restaurants.

These results are shown in Table
2.3. They indicate that the impact
of locally directed spending in 2003
was equal to about a half of a
percent of overall economic activity,
while a shift of 20% of our food
dollars into locally directed spending
would result in a nearly half billion
dollar annual income increase in
King County alone and double that in
the Central Puget Sound region. 2%’

A shift of 20%b6 of our food
dollars into locally directed
spending would result in a
nearly half billion dollar annual
income increase in King County
alone and double that in the
Central Puget Sound region.

The half billion estimate reflects growth in food spending from 2003 to
2007 due to population increases. The magnitude of this impact is
consistent with the results obtained by Herrera et al (2004) in estimating
the economic development potential of two regional food systems in New

York State.

These findings clearly demonstrate that locally directed spending can make
a huge difference — in the near term for the economic viability of LFE
businesses and in the long term for regional prosperity.

2.4 CONCLUSION

Analysis of spending patterns provides a tool for understanding our
choices for growing a sustainable food economy. Whereas traditional
economic impact analyses focus on changes in the level of spending that
result from exporting more or attracting new money in, the findings in this
and other local multiplier studies indicate that increasing the amount of
dollars circulating within the community also matters. The multipliers show

that locally directed spending for food results in substantial increases to the

region’s income.

The analysis also points to where locally directed spending can be used to
drive the growth of the local food system. From the comparison of LM2
multipliers, we conclude that distribution and, to some extent,
manufacturing are major points of food dollar leakages from the local food
economy. This finding raises the issue of what can be done to increase the
depth of locally directed spending by distributors and manufacturers. At
the same time, the high multipliers for LFE restaurants, food service
businesses, and farmers markets, and relatively high multipliers for grocers,
represent an opportunity to accelerate the growth of the local food
economy through increasing access to locally produced foods. The related
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guestion is how to increase the breadth of household spending with
community-based businesses.

On balance, the findings suggest that the economic potential of the local
food economy is huge and exciting. The analysis shows that spending at
community-based restaurants and grocers more than doubles the number of
dollars circulating among businesses in the community. But granted the
economic benefit to the region, there are also a number of challenges and
unanswered questions concerning the odds of achieving a 20% shift in food
spending that remain to be explored. Spending also reflects the choices
businesses make on what products to sell and how they produce and
distribute those products, as we shall discuss in the next chapter.

2.5 ECONOMIC IMPACT ANALYSIS — MAJOR FINDINGS

4 Distribution and, to some extent, manufacturing are major points of
spending leakages from the local food economy.

4 Dollars spent at local food economy restaurants and groceries have
more than twice the usual impact of spending at restaurants and
groceries on the income of backward-linking suppliers.

v A shift of 20% of our food dollars into locally directed spending
would result in a nearly half billion dollar annual income increase in
King County alone and double that in the Central Puget Sound
region.
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Endnotes — Chapter 2

! Food service in end use institutions is sometimes referred to as institutional food service.
Because different incentives can apply for end use institutions and the food service
operators, we identify them as separate categories in this report.

? Schematics emphasizing other aspects of the food value chain are presented in Herrera et
al (2004) and Integrity System Cooperative Co. and Sustainability Ventures Group (1997).

* Appendix B identifies the data sources used in this study.

* For example, many local food economy proponents would not consider a large business,
such as Costco, with headquarters in the Central Puget Sound region, but with stores
outside of the region, as local. However, Costco would be considered local by the definition
used in this analysis for the purpose of data consistency.

> Many people would argue against franchises being local but not for reasons having to do
with the analysis.

® We use the terms local spending and locally directed spending interchangeably in this
report. However, locally directed spending indicates buying from businesses
headquartered in a geographical region as distinct from buying from any business located in
that region, i.e., local spending. When the distinction is merited, we use the term locally
directed spending.

7In algebraic terms, the multiplier is equal to 1/(1-r), where r is the marginal propensity to
spend locally. Appendix A explains further.

® This assumes that the community-based businesses, on average, are spending the same
proportion of their dollars locally. As we will see in the analysis that follows, this is a
reasonable assumption.

° Appendix C provides a summary of the earlier multiplier studies.

%n practice, the higher the initial local spending, the more this model underestimates the
impact since the impacts of subsequent rounds of spending are lost.

" The LM3 and LM2 model assumptions and limitations are discussed in Appendix B.

12 Because different impact models use multiplier terminology differently, there is some
difficulty in always knowing what effects are included. For a more complete explanation of
the different multipliers used in this analysis, please refer to the definitions in Appendix B.
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B3 Sixteen businesses contributed the full set of data needed to calculate the local
multiplier, of which only one was a distributor. We assume this distributor’s multiplier to
be representative as indicated by our interviews and food spending data from the other
distributors. For further discussion of the sample refer to Appendix B.

“ The relationship of multipliers to business conditions is explored in greater depth in
Chapter 4, drawing on the interview data.

> The one data point on distributors is not included.
' IMPLAN is a commercially available data set of multipliers as explained in Appendix B.

Y As explained in Appendix B, the LFE indirect multipliers are likely higher for several
reasons.

|n

¥ Here “usual” refers to the IMPLAN aggregate impacts.

" Induced effects are the increased sales within the region from household spending of the
income earned in food production and supporting industries. For example, restaurant
employees spend the income they earn from restaurant work on housing, utilities,
groceries, and other consumer goods and services. This generates sales, income and
employment throughout the region’s economy.

*° Household spending effects are referred to as induced effects.
?! For additional discussion of this point, refer to appendix B.

* Some caution should be used in comparing results from different studies as all models are
not comparable.

 Civic Economics. 2004.

24 . . . .
This estimate is based on dollar values for direct farm sales plus local share of
distributors’ sales.

>> National Restaurant Association, 2007.
%6 40 million divided by $7,066 million is equal to 0.5%.

%’ Three simplifying assumptions have been made in this calculation. One is that there
would also be a 10% shift in spending from manufactured food products to fresh produce.
This assumption reflects the available kinds of local foods and is consistent with
household’s preferences, in going local, for fresh food. A second is that other feedback
effects on spending patterns, such as those resulting from a redistribution of income, would
be limited. The third assumption is that there would be no impact for shifting spending in
the manufacturing category. This seems a highly conservative assumption but one that is
warranted in light of the range of multipliers in this category.
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3 BUSINESS SUSTAINABILITY ANALYSIS

KEY POINTS

e The emerging local food economy reflects a significant change in the
goals, strategies and practices of local food businesses.

o Local defines the possibilities for developing relationships that serve to
restore the land and regenerate community.

e Community-specific relationships and values figure significantly in the
creation of sustainable community economies.

As anyone who aims to spend their food dollars locally knows, it's not always
practical — or sometimes even possible. For one thing, certain foods don't
grow here but few of us are ready to give up bananas. For another, the
household budget might not stretch to cover local food’s point-of-sale prices,
a real consideration for many low-income families. Yet another major
obstacle to buying local is that before the resurgence of farmers markets and
the coming of CSAs, our food purchases were pretty much limited to grocery
stores and, until recently, few groceries made local food sourcing a priority.
In many neighborhoods in the Central Puget Sound region, mainly low
income ones and the suburbs, this remains the case.

Fortunately, our options for buying locally keep expanding — but not by
chance. In fact, the emerging local food economy reflects a
significant change in the goals, strategies and practices of local food
businesses. In this chapter, we examine what is qualitatively different
about local food economy (LFE) businesses. Some of the questions we
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Ouellette a plate fee for every entrée they sell featuring pigs from her farm.
Under this arrangement, Ouellette makes about $100 more per pig.*

Restaurant-grower partnerships also get a boost from farmer-chef
connection events whose purpose is to foster regional business-to-business
networks of food producers and buyers.'® In the Central Puget Sound region
these events are organized by the Chef’'s Collaborative.

Restaurants have also worked together to consolidate orders to varying
degrees of success. Food services with several venues and restaurant
families (restaurants with common ownership) are able to centralize buying
and thus reduce the number of transactions. One restaurant tried to
organize buying a boatload of fish. The challenge is to quickly distribute that
great a volume of fish to keep them fresh. Another restaurant tried to start a
purchasing cooperative.

Not all of the restaurants in the study felt they could afford to have multiple
relationships with growers and ranchers (refer to the discussion below under
“Challenges”). Instead, one restaurant in the study relies on a local
independent distributor to source local food. This allows the chef to keep
deliveries to two times a week on a regular schedule, facilitating food
preparation. The trade-off is fewer choices on what's available.

For some restaurants, the commitment to buying as much as possible
locally extends to local independent distributors who serve as a source for
cooking staples that aren’t produced locally, such as lemons, oils, and salts.
In one case, a distributor was chosen because of the direct relationships they
kept with small, independent producers in another country, developed
through yearly visits to the source region. Similarly, another restaurant buys
fair trade coffee from a Costa Rican farmer who comes to Seattle yearly.
Increasing awareness of unsustainable growing practices involved in
industrialized olive oil production, for example, will likely drive the
development of relationship-based trade.

Along with buying locally, most LFE restaurants and food service businesses
feature a seasonal menu. Some LFE restaurants go to the extent of
working into their menus whatever food is currently available from their
regular suppliers. Other restaurants offer a regular basic menu, such as
soups and salads, and vary the ingredients with the season. Most of the
restaurants and food services switch to out of state produce from December
through February.

A practice closely related to seasonal menus is to make everything from
scratch in house. This provides exceptional value for customers. As one
restaurant owner remarked, taking advantage of what's seasonal should keep
costs down. A customer’s perception of value, however, takes education.
LFE restaurants see it as part of their mission to cultivate their customers’
appreciation of seasonal and fresh food.

LFE restaurants also expressed awareness of the important role the food
service industry plays in regional employment. Several of the business
owners expressed commitment to decent wages and benefits for their
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employees. For small businesses, this commitment takes sharing the
financial gains with all.

KEY PRACTICES

e Spend time in building relationships with producers.
e Develop partnerships with growers.

e Commit to buying as much as possible locally.

e Feature seasonal menus.

e Prep food in house.

RELATIONSHIP CHALLENGES

The restaurants and food service businesses interviewed for the study
categorically said that demand for locally produced food is not a problem for
their businesses. Nevertheless, demand is conditioned on being able to pass
on the costs. Most LFE restaurants position themselves in the mid to
moderately high price bracket. Restaurants at the lower end of the price
range saw the point-of-sale cost of local foods as more of a problem. There
is a need to create low-cost local food options based on local foods,
particularly in low-income food service, where preparation costs are a major
challenge to making fresh food affordable.

For these businesses, the most frequently cited barrier to demand was the
need to educate customers on local and seasonal fare. While the
“pendulum is swinging towards quality food” and thus favors fresh, locally
produced food, restaurant goers are used to many more choices than what is
available locally in any given season. There is a demand for freshness but
what is available depends on the time of year. The challenge is to teach
customers to anticipate the enjoyment of seasonal specialties — tomatoes in
summer, squash in the fall, kale in winter. With children, the challenge is in
getting them to eat unfamiliar foods.

On the supply side, the most exacting cost for LFE restaurants and food
service businesses is the time spent in maintaining local supply
networks. There are more relationships to keep up, checks to write, and
pick up and delivery issues to contend with than is typical. The solution for
now seems to be to work longer hours. But, while time is money, time is
also in limited supply, especially for smaller restaurants where the many and
diverse business responsibilities are rolled into one or two positions.

Distribution was also cited as a major challenge. Distributors carry a
limited selection of local products but having supplies delivered to your
restaurant can be significantly more convenient than going to the source.
Buying at farmers markets, for instance, is less than ideal for restaurants.
Many are held on weekends when chefs are busiest. Also, farmers markets
are often too crowded to make bulk purchasing efficient and restaurants have
to compete with the general public for the vendors’ attention. Most farmers
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stresses open communication with the farmers he has accounts with, telling
them what worked and did not work in the past year. Communicating with
both customers and vendors in the event of unintended changes is
considered vital to maintaining relationships.

Exclusive contracts with growers are common, providing both the growers
and distributors stability. More generally, distributors expect to pay a fair
price for quality produce.

KEY PRACTICES:

Identify local products on price sheets.

Sales staff is knowledgeable about local product.

Support customers in buying quantities matched to needs.

Supply market information to both customers and suppliers.

‘ RELATIONSHIP CHALLENGES

While demand for local products is increasing, distributors cited a number of
structural challenges to both increasing supply and demand for local
products.

One reason given was the highly competitive nature of the distribution
industry (including wholesaling, warehousing, and trucking). In the
industrialized food system, competition among distributors is centered on
price. Because they purchase extremely large volumes from suppliers,
national distributors, such as FSA and SYSCO, are able to pass lower prices
onto their customers. This challenge may present an opportunity to increase
access to local products as local distributors become more competitive price-
wise because of increasing transportation costs.

Produce distributors also pointed to the loss of farmland in the Puget
Sound area as a primary factor in decreasing local supply of produce.
Pressure on land prices is putting farmers out of business. (The growing
shortage of farm labor is also likely to decrease supply.) At the same time,
there is a growing demand for local produce. From this perspective, the
challenge then is not to increase local demand but to develop the
infrastructure that will make it more economical for farmers, particularly
mid-sized farmers, to sell to local markets.

Small farms are costly for distributors to deal with because the cost per
transaction goes up with the number of transactions. Also, smaller farms
typically do not have the infrastructure, such as coolers and harvesting
equipment, to keep food. One distributor commented that Washington lacks
regional refrigeration and shipping infrastructure like California’s, giving
Washington products a shorter shelf life.

The question of the economies for different scales of distribution is evident in
the above responses. Small farms are more likely to do direct sales through
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farmers markets and CSAs, but economies of scale dictate different types of
markets for mid-sized farmers who commonly sell their product through
brokers and distributors. It may be useful to research the loss of farmland
by farm size to identify causal factors associated selling patterns. As one
distributor put it, “We will have lost the game if we have a million farmers
markets but the only other place to shop is Wal-Mart”, meaning mid-size
groceries play an important role as markets for mid-size farms.

In terms of increasing demand, another structural barrier is the cost of labor
to prepare local produce for institutional meals. School cafeterias and similar
food services typically use low-cost pre-processed vegetables, for example,
diced onions. Currently, there is no volume processing of vegetables for
food services, although there are plans being developed by various LFE
actors to start up a business to do this. It was also noted that, in the main,
the local growing season doesn’t coincide with the time kids are in school.

Demand for local finished products is also growing but distributors felt
entrepreneurs often did not understand what it takes to get product into the
market. According to one distributor, entrepreneurs that succeed have
product, pricing, program, persons and passion. Another distributor pointed
to quality as a challenge.

KEY CHALLENGES:

e Highly competitive nature of distribution.
e Shrinking local supply due to increasing farmland prices.
e Lack of warehouse and refrigeration infrastructure for produce.

e Lack of pre-processing for vegetables to meet demand for local product
from institutional food service.

3.2.5 PROCESSORS AND MANUFACTURERS

When we think of the industrial food model, what most often comes to mind
is agribusinesses that combine extremely large-scale farming with
manufacturing and distribution. While agribusinesses are the dominant
players in the food system, economies of scale also dictate that regional mid-
to large-size food processors and manufacturers continuously expand their
sales reach.

Few of these manufacturers would be considered local, even though many of
them are located close to their food sources. In Washington State, examples
of such manufacturers are the Tree Top Apple Juice grower-owned
cooperative, the world’s largest apple processor made up of 2,000 orchard
owners, and some very large fishing companies for which Seattle is home
port.” Today, some of the state’s original organic food manufacturers fall
into this category as well. Cascadian Farms and Muir Glen, two well-known
national organic brands, had their start in Northwest Washington.
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For some time then, food manufacturing has been synonymous with
economies of scale. While once small-scale food manufacturers, such as
bakeries and dairies, could be found in most communities, today local
markets are supplied by large industrial food manufacturers to the extent
that local processing capacity is being lost. For example, the state’s
asparagus processors are gone.

Meanwhile, the growth in demand for organic food products has also brought
on changes. Many of the state’s small organic manufacturers have been
bought out by multi-conglomerates. '® With centralization of the industry,
almost all natural or organic processed food products are trucked in from
outside Central Puget Sound.

But there are signs that other models are gaining traction. Smaller-scale
manufacturing businesses tend to have closer ties to their communities, if not
always to their food sources. How to cultivate these ties for economic
sustainability is the current focus of LFE manufacturing businesses.

‘ BUSINESS MODELS AND STRATEGIES

At the heart of LFE manufacturing business models is the issue of how to
build a big enough customer base to sustain operations when competing in a
market shaped by subsidized, large-scale industrial manufacturing.

By convention, manufacturers differentiate themselves primarily through their
product. LFE manufacturers tend to focus on niche markets and making high
guality and unique products. Many specialize in organic or natural products,

such as all natural cheese.

Freshness counts for a lot. A majority of LFE manufacturers make foods with
short shelf-lives, such as baked goods, fresh pasta, or milk. Those which
combine manufacturing with store fronts often rise to the status of
valued community assets. Stand alone bakeries still survive in many of
Seattle’s neighborhoods and the region’s older communities, but Central
Puget Sound is struggling to hold onto its dairies.*

There are also an increasing number of artisanal (non-industrialized)
manufacturers. Because their customers value fresh, high quality, hand-
crafted foods, they are frequently able to command a premium. Many
artisanal manufacturers also emphasize the distinctive qualities of their
products, particularly their health attributes. For such products, branding
may be an important strategy.

With fresh-made products competing in commodity markets, franchises are
a way to tap into a ready-made customer base. Though at first glance
franchises may seem contrary to the ideal of self-reliant local economies,
new franchise models provide for local control. For example, instead of
disallowing whatever is not specifically allowed, a “freedom franchise” allows
whatever is not explicitly disallowed.’™ What is controlled are the things
which establish the brand name, such as use of the logo.

Successful LFE manufacturers also include entrepreneurs who have
managed to parlay their energy and business sense for finding customers into
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thriving businesses. This often takes entrepreneurs on a journey from
manufacturing to wholesaling, then retailing. One entrepreneur who
participated in this study is now selling her product’s ingredients to producers
in other parts of the country. Others are considering licensing as a way to
grow the number of markets their product reaches.

A more traditional route to market growth is to continuously diversify the
product line, a strategy that is common with the older, more established
businesses. New products may be marketed under the company’s name or as
a retailer’s private label or restaurant’s proprietary product.

An emerging business development strategy for entrepreneurs is to go
deeper into local markets through developing close relationships with local
customers. This goes against the usual way of thinking about manufacturing
which counsels making products cheaper, mass advertising, and wide-scale
distribution. Many manufacturers never have contact with the end use
customer. But some LFE manufacturers are asking whether direct marketing
and sales, which has helped revitalize some small farms, can work for them.
Others aim to grow with developing neighborhoods through nurturing close
social and cultural ties.

Another model of LFE manufacturing gaining ground is farm-based value-
added manufacturing. A number of small farmers have ventured into
making artisanal products such as farmstead cheeses, dried fruits, and
spreads as an additional source of farm income. These efforts are being
promoted and supported by agricultural extension initiatives, such as
Washington State University’'s cheese making program, which hope to
duplicate the success of Washington’s once fledgling, now $3 billion-a-year
wine industry.

RELATIONSHIP PRACTICES

LFE manufacturers are joining the direct marketing and sales revolution.
Rather than making use of brokers as is typical, LFE manufacturers benefit in
multiple ways from direct connections and relationship building with
their customers.

One benefit is being able to give their products meaning through telling their
stories. LFE manufacturers can be found launching products at regional
festivals, doing product demonstrations at grocery stores, and setting up
stalls in farmers markets. Beecher’'s Handmade Cheese has taken story
telling to a new level by showcasing the cheese making process itself at their
Pike Place Market retail store. Besides brisk sales, the entertainment and
educational value of the exhibit results in knowledgeable, aware consumers.
Direct marketing is an education process, as one manufacturer observed.

LFE manufacturers are also working directly with retailers and restaurants.
One start-up company has managed to build a sizeable customer base,
including some of the large LFE grocers, by cold calling potential customers
to strike up relationships. By getting to know the folks selling their products,
manufacturers can fine tune their customers’ product knowledge for greater
promotion and sales to their customers’ customers. Relationships have also
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helped one manufacturer to find out what products he might develop to meet
customers’ needs. LFE manufacturers are also able to offer better customer
service, leveraging their on-the-ground knowledge of the regional market.

Another advantage of direct connections for manufacturers is the reward of
getting to know their customers. Even though it’s time intensive, quite a few
LFE manufacturers take relationship-building upon themselves through
delivering product and answering incoming calls in person.

Several of the interviewed businesses also cultivate relationships through
their work in community-building. Many manufacturing business owners
live in the neighborhood their businesses are located in, so neighbors may
also be customers, employees and partners. As “local is so much about
community”, they are active members of their chambers of commerce.

Examples abound. Mondo & Sons has spun off a non-profit that helps
immigrants in their neighborhood with product development of native foods.
The intention is to encourage economic development for immigrants and
people of color. A Seattle Pl article quotes company president, Mario
Banchero, as saying, "It's about providing opportunities. We live here. We
work here. We want to keep the spirit here."'® At Beecher’s Handmade
Cheese, 1% of profits go to supporting food education programs. Many LFE
manufacturers make regular donations of product to non-profit events and to
food banks. One LFE manufacturer/retailer offers a community space for
people from diverse backgrounds to make connections. Another
manufacturer has made it their mission to “continuously provide more
support to the community.”

LFE manufacturers also indirectly contribute to community well-being by
offering sustainably-made products and using local and sustainably-
produced ingredients. Many LFE products are handcrafted in traditional
ways. In some cases, this means choosing not to use modern processing
techniques such as sterilization that are requisite for industrial food
manufacturing, but which strip the food of nutrients. By contrast, LFE
manufacturing tends to rely on making smaller batches to provide the quality
of oversight needed for fresh, safe and nutritious food.

Local processed food products are by and large certified organic and
additive-free. Most of the manufacturers included in this study expressed a
commitment to buying organic, if not local ingredients. A number have
optimized around organic ingredients over time as pricing permitted and are
now using this strategy to seek out local suppliers with some success.® At
least one manufacturer takes the time to research the social sustainability of
the companies from which he purchases inputs.

Local manufacturers also aim to give the sense that their products are “not
just mass manufactured anywhere”, but most are likely to prioritize certified
organic over local ingredients because of the challenge in making a
consistent product that will sell in a number of markets. The resolution is to
not limit purchases to local only, but local first, that is to give preference to
local suppliers when they can provide sufficient quantities of the right inputs.
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A complementary philosophy is to “Do business with the community that does
business with you.” For example, one manufacturer talked about his
relationship with a service company as being important to his business. The
service company set up an on-site system by which the manufacturer could
filter and reuse his cooking oil and increase his composting and recycling. As
in other parts of the value chain, manufacturers also found one-on-one
conversations with local customers and suppliers about needs and
expectations useful to sustaining relationships. However, LFE manufacturers
do not put as strong an emphasis on building relationships with local
producers as do LFE restaurants and grocers.

Another key practice for LFE manufacturers is to share resources. Some
examples from the interviews include forming an insurance co-operative and
founding an industry association to share information. One entrepreneur was
able to start her business through arranging an exchange with a local
restaurant. She gave product for access to their kitchen when they were not
open. Another manufacturer offers to share his product recipes.

KEY PRACTICES:

e Directly connecting with customers.
e Contribute to the community.
e Offer products made with sustainable manufacturing processes.

e Share resources with other businesses for sustainability.

RELATIONSHIP CHALLENGES

For most LFE manufacturers and processors, sustainable growth is the key
challenge from which all others stem.

The challenge as related to end customers is their perceptions of price,
quality and value. Often local processed food products are tagged as
luxury purchases regardless of their value. Not all customers are
knowledgeable about what natural food looks like. For example, how many
of us know that the cheese we grew up with was orange from food coloring?
People also have expectations around consistent prices for finished products
like bread, making it difficult to use local ingredients whose cost fluctuates.
Ultimately, shifting customers’ perceptions comes down to educating
consumers on what value they are getting for their money, which is why
smaller manufacturers see promise in the movement towards localization. As
one manufacturer put it, “The challenge is how | can develop relationships
with my customers.”

Though direct sales and marketing present opportunities to educate, they too
are challenging. It takes time to develop relationships. Interviewees
told us that it can take up to 8 calls to potential retail outlets to get someone
to call back. Moreover, a customer’'s management can change at any time
and the relationship needs to be restarted. For some chain grocers,
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manufacturers have to go to each store individually to get product through
the door. (The counter problem for growers is that some chain grocers
require that vendors negotiate with the chain’'s central management, which
presents a barrier to sales for growers with small volumes).

Several manufacturers told us of poor experiences they had with retailers
using their buying power. For example, store buyers will tell
manufacturers how to remake a product along the lines of mass
manufactured food items without regard to its integrity as a sustainably-
produced product. It is also common practice in the grocery industry to pay
either a broker or the grocer to get your product onto store shelves.
Labeling of product was an issue repeatedly raised by LFE manufacturers.
There was concern over what products are labeled as local, as well as
concern around too many package labeling requirements.

Product consistency is a dominant market expectation for manufactured foods
which leads to concerns about consistent supply. Manufacturers consider
their relationships with distributors key to getting the right inputs in
sufficient quantity. Even then, manufacturers will keep a large inventory
on hand, which ties up cash, to be prepared for shortages. (In one case,
though, a manufacturer was unable to find a local source willing to sell in
small enough quantities.) Other manufacturers, such as non-RSBT dairies,
have co-invested in developing local sources of sufficient quality and
guantity.

Volume is also at issue for food processors but more so for cost reasons.
Recent decades have seen the loss of processing capacity in Washington,
including dairy, meat and asparagus processing. Each loss drives producers
out of the respective markets, leading to further downturns in supply that
make it less worthwhile for the remaining processors. In addition, crops that
could grow here, such as soybeans, aren’t for lack of processing facilities.*

That market feasibility studies tend to focus on economies of scale usually
works against smaller local or regional processing plants getting financing.
Yet, one processor estimated that a small scale juice plant could generate an
extra 15% income for local fruit farmers on the 20-25% of their crops that
are not of a quality suitable for the fresh market. Numbers like these should
prompt a re-evaluation of using economies of scale as the deciding criteria
for whether to invest in local processing infrastructure.

Scale is a defining issue in the industry’s organization as well. Many of the
manufacturers interviewed for the study reported that they saw no significant
challenges to increasing local demand for their products, but the pressure
to increase manufacturing efficiency through increasing scale and
industry consolidation is significant. This brings home the question of what
is sustainable growth.

Developing the ability to go deeper into local markets through distributed
production sites sized to local markets may be one model for sustainable
growth. Another may be manufacturing cooperatives. Both models need
further testing. In the past, dairy cooperatives have developed complex rules
requiring their producers to sell all of their milk to the cooperative, which
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presents a huge obstacle to farmers developing manufactured products of
their own for local markets. Flexibility clearly needs to be given primary
consideration for the sustainable growth of local manufacturing capacity.

KEY CHALLENGES

e Consumer perceptions of price, value and quality.
e Developing direct relationships with customers.

e Product positioning by retailers.

e Getting the right amounts of the right inputs.

e Pressure to increase scale.

3.2.6 PRODUCERS: FARMERS AND FISHER FAMILIES

When it comes to survival, revolutions are born. The search for financial
viability has driven small producers — farmers, ranchers and fisher families —
to change the way they do business.?* Decades of sustained losses have
made it clear that the corporate model of commodified food production does
not work for them. In response, small producers are opting out of the
industrial food system.

The alternative choice is membership in community food systems built on the
principles of sustainability and local production for local consumption.
Membership includes seeing higher returns, having greater control over what
to grow and how to grow it, (or what to catch and how to fish), and the
rewards of caring for land, community, and life's bounty.

With the emergence of the local food economy, the future looks better to
small producers than in a long while. Sales at Washington State farmers
markets have swelled from $21 million in 2002 to an estimated $38 million
for 2007.% Organic sales in the state are topping $400 million a year and
nationally the organic market is expanding at a rate of over 15% a year.?

But even as the demand for local and organic food grows, new challenges are
surfacing. There is a big question about how much food small producers can
supply. Most of the region’s farms that sell into local markets are less than
30 acres with little capacity to meet additional demand. It can be argued
that mid-size farms are necessary to growing the local food economy to a
scale where it makes a difference in the amount of food available, but mid-
size farmers find the transition to sustainable practices and local markets
difficult going. Many have failed.?

Moreover, the pressures on farming from the larger economy are huge.

Good farmland continues to disappear to development at alarming rates. It's
hard to pay the taxes on land going for $50 to $100 thousand per acre, much
less acquire new land.?® And in recent years there are the added worries of
severe farm labor shortages due to immigration policy and record-level
flooding brought on by global warming and imprudent development.
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Sustainable fisheries are in an even more fragile state. The threshold of
commitment is high — it can take 20 days just to reach fishing grounds that
are not compromised by over-fishing. Regulations are structured to favor
large vessels and the pressure to produce pushes fisher families to make
decisions that can even lead to death.

‘ MODELS AND STRATEGIES

LFE farmers integrate their connection to the land with ecological
stewardship, a commitment to healthy food, relationship building with their
customers, and economic resourcefulness and self-reliance. Perhaps in no
other segment of the local food economy is strategy as holistic as with
sustainable agriculturists.

As one of the LFE farmers we interviewed observed, financial viability means
more than saving the farm, it involves stewardship of the land. The same
holds true for ranchers and fisher folk in their relationship to pastures and
fisheries. For each, stewardship is fundamental to preserving a natural
resource in all its bounty. They understand that economic sustainability rests
upon ecological systems and they model their own operations after the
relationships they find in nature. As one fisherman put it, his responsibility is
to maximize the return on the value of the fish to the source of the fish, in
other words, he operates on the principle of ecological regeneration.

The care farmers and fisher folk give to the living systems they are a part of
turns into safe, nutritious and tasty food. Providing fresh and organic food
choices is a major incentive for farming and fishing sustainably. For farmers,
local makes picking and selling in the same day possible.

Demand is up because customers value fresh, quality food but also because
they value knowing where their food comes from and how it got to them. Or
they may buy local to protect farmland and open space from development or
to promote biodiversity. But also, many customers buy locally to support the
local food economy itself.

The local food economy, in turn, is made stronger through direct sales and
the community that direct sales build. Many small producers credit direct
sales as having saved their livelihoods. Control over prices makes
sustainable profits possible. Smaller farms cultivating a variety of products
net up to $20,000 an acre, whereas before, selling to wholesalers, a farmer
was happy to earn $2,000 in profit per acre.? In this area, farmers markets,
CSAs, and direct sales to restaurants and grocers figure as major channels.
Other direct sales venues include farm stands, u-pick, food buying clubs, and
mail order and internet sales for farm processed foods. In Seattle, the
number of farmers markets has doubled in the past 5 years to 13, King
County boasts 32, and the state count now stands at 120 markets.?

Another major shift in strategy for small producers is enhancing income
through value-added products.? Farmstead cheeses are but one example.
The number of farmstead cheese operations has tripled in recent years from
7 to 21. Other farmstead products include wine, juice, pies, honey, sauces,
cider and clothing fibers. Innovative products attract customers.
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As the local food economy continues to evolve, producers are also trying to
incorporate full year employment into their business model. This has led to
some new alliances with other members of the local food economy, such as
local distributors that supply produce to round out CSA boxes.

RELATIONSHIP PRACTICES

The ultimate relationship for farmers is with the land and what grows on it
and is nourished by it. Ecological stewardship practices preserve that
relationship, focusing on the interrelationship of the soil, plants, and animals
as a self-nourishing system. Because these interrelationships are unique to
place, ecologically-minded farming is quintessentially local.

Stewardship practices are then the home ground of the sustainable
agriculture movement and LFE farmers.®* Technically, sustainable agriculture
refers to the ability of farms to produce food, far into the future, in a socio-
economically fair way and without harm to the ecosystem. In this sense, LFE
farmers see what they are doing as “organic and beyond”.

The industrialization of organic farming has narrowed the definition of
organic to effectively mean no chemical inputs — which allows for producing
mono-culture crops in huge volumes regardless of the negative
environmental impacts.® As one local farmer remarks, “In terms of
sustainability, what is the point [of industrial organic farming], when they are
shipping stuff from China?”%* Many LFE farmers choose not to pay the costs
of organic certification but at the same time practice alternatives to using
chemical inputs, such as crop rotation and using cover crops and compost to
build organic matter in the soil. Likewise, LFE ranchers and animal farmers
stress the humane treatment of animals in addition to forgoing the use of
antibiotics, hormones and non-organic feed as required for organic
certification.

Other practices related to ecological stewardship include keeping only a
portion of the farm’s total acreage under cultivation and restoring habitat
where previously degraded. In turn, open farmland provides valuable
ecosystem services such as watershed management and water and air
purification. Significantly, having more control over what they produce frees
LFE farmers to grow mixtures of crops and varietals, replicating the
biodiversity found in natural environments. This diversity is also profitable.®®

The relationship LFE farmers maintain with the land also opens that
relationship to others. LFE farmers welcome visitors coming to their farms to
learn how they farm. They also participate in organized farm tours open to
the general public. City folks are also signed up to lend a hand on the farm
or with restoration projects. By making these experiences meaningful, fun
and educational, people are drawn to reconnect with the natural world. Plus,
personal relationships create a trust that can’'t be replaced by a label.

In fisheries, stewardship is focused on taking the right amount and utilizing
the product fully in contrast to the waste associated with factory fishing. By
catching only the amount needed, fishing families can make more money per
fish.
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All of the producers interviewed cited personal relationships as being crucial
to what they are trying to do. There is reciprocity in the relationships — a
“synergy” — greatly appreciated by the producers. Based on these
relationships, customers buy regularly and recommend “their” farmers to
friends and restaurants they frequent. Farmers also appreciated customers
for trusting them to grow food for their families and referred to the growth of
their businesses as cycles of expanding relationships and circles of influence.

Tours are but one way for LFE farmers to develop personal relationships with
their customers and to build community around farmers. Farm-to-table
dinners, where LFE restaurants team with producers to offer sumptuous
dishes of local fare, are popular ways to both deepen community connections
and fundraise for the community. LFE farmers also take time to get together
to bond with each other and share knowledge.®* Other practices include
sharing tips on what to do with an unfamiliar vegetable, holding classes at
CSA pick-up points, such as community centers, and the all important story
telling.

Knowing a farmer’s or a fisher’s story can secure a relationship between the
producer and their customer. It takes stories to connect with a customer and
the possibility for connecting is what draws people to farmers markets and
community-building events. Customer-oriented farmers also do best, noted
a farmers market representative. They actively seek new relationships as
well as do their part in building up direct marketing and sales channels.
Today, farmers markets are brimming with vendors but just ten years ago it
was difficult to find the farmers to fill the stalls. Because market rules
require vendors to sell only what they grow or make, vendors must be
personally represented at the markets which is time away from farming.

Even more time is spent advocating policy changes that support direct
commerce, such as resulted in the opening of farmers markets to the selling
of dairy, fish and wine over the last five years.

Other direct sales channels also require an investment of time. For example,
the sales manager of one farm talks to its restaurant customers every day.
CSA’s regularly email their subscribers and engage them in a variety of ways.
Just getting a web-based direct marketing channel set up takes research. All
of these activities are on top of the many hours spent farming.

But a strong focus on financial stability by the region’s LFE producers is
paying off. There is general agreement that direct sales is hard work but
building relationships with customers leads to greater income stability. As
one farmer remarked, if you let go of a relationship, it's ten times harder to
get a new one. Similarly, farmers are finding that cooperation with other
farmers can lead to greater financial security. One common practice is to
round out CSA boxes with produce from other local farms and regional
distributors. This allows the CSAs to operate year round which allows for full
year employment, providing employees security in turn.

The trade-off of more profit for more labor per acre is also huge, but
sustainable farming practices also contribute to economic sustainability. The
payback, as seen by the farmers interviewed for the study, is becoming
self-sustaining in resource use. The smaller farmers use very few outside
inputs. The goal is to create a farm’s own fertility, so they use compost and
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clean animal manures. One farmer is considering a biodiesal facility on site
and another plans to convert to windmill power. An added benefit to self-
reliance is having control over the quality of the production inputs.

KEY PRACTICES:

e Stewardship of ecosystem.

e Build community around producers.
e Build up direct sales channels.

e Story telling.

e Focus on financial sustainability.

Become self-sustaining in resource use.

RELATIONSHIP CHALLENGES

While markets are looking rosy for local producers, significant challenges
remain. Most estimates place the current size of the local food economy
between 1 to 2% of all food sales, both regionally and nationally.®* If the
local food economy is to make a lasting difference, we need to continue to
grow local markets in a sustainable way.

One barrier to growth is consumer preferences. Like LFE restaurants, LFE
producers are aiming to change the buying and eating habits of
households to reflect what is locally and seasonally available. As remarked
in the interviews, it's common for consumers to expect food to look a certain
way but few local crops are grown for appearance.

Helping customers make the connection between their food purchases and
resource stewardship is also a concern. The issue is whether consumers are
willing to pay for food that is safe to eat and grown in an ecologically
sustainable manner. In fact, LFE producers are coming to believe that to be
truly sustainable, local markets must go beyond being niche markets for the
well-off.®* While it is generally agreed that farmers market customers are
willing to pay a premium, the perception holds that local food costs
more. In point of fact, media articles on the local food economy frequently
headline this perception. Some examples include “Attack of the $3 Tomato”
and “Safe, Local Food: It's Yours, at a Price”.*” Yet, according to a recent
study by a local university, a market basket of organic food from farmers
markets costs less — at the point of sales — than the same basket bought
from a chain grocery store.®

Changing the perception that local food is affordable to only those with more
money affects the direction in which the local food economy grows. This
matters for small producers who want to be paid according to their honest
labor. As one producer commented, even restaurants can have an unrealistic
idea of what it takes to grow food. And one interviewee observed that every
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time prices are not derived from cost, the integrity of the entire operation
comes into question.

None of the producers interviewed for the study thought that lack of demand
is a problem.® Instead, small LFE producers feel challenged to increase
their capacity. Many are only part-time producers and have to balance
farming or fishing with salary jobs. Record level floods have also created
set-backs in capacity, with some farmers only being expected to recover from
the 2006 floods in 2008. Other local supply constraints include severe farm
labor shortages, missing storage and food processing infrastructure, and the
lack of distribution capacity. These constraints make it difficult for local
produce to be cost competitive (at the point of sales) with imports from
industrial food producers.

Keeping up with demand can also occasion growing pains, particularly when
your customers deal in quantity. As Fred Berman, Small Farms Program
coordinator for the Washington State Department of Agriculture, notes,
"There's always a disconnect between the buyer, who wants to see that the
producer has the capacity to fill the order, and the producer, who wants to
see the order and a guaranteed price before he risks planting a crop that
large and that specific."* In one case reported to us, a food service
featuring local food now requires new vendors to be insured for $6 million.

Downstream capacity is also of concern. For example, the few local meat
processors are hard to access. And while Washington State boasts of a huge
food processing industry, it serves the export markets. There is even a
shortage of business service providers that focus on small producers. For
example, it was noted that there are no locally available farm accountants.

Forward-linking infrastructure is also crucial to drawing mid-size farmers into
the local food economy. For small producers, wholesale is a market, though
one many small producers will have nothing to do with. For mid-sized
producers, wholesale may be the market. Direct sales are less of an option
in the quantities mid-size farmers need to move. Mid-sized farmers
transitioning to a focus on local markets also encounter other costs, notably,
a drop in yields as they learn new land management techniques.*

A growing number of non-profits and the state’s agricultural extension
network are focused on helping farmers make this transition to sustainable
agriculture. More such efforts are wanted. On the other hand, some farmers
interviewed for the study were critical of top-down government regulation of
land use practices which they felt undercut their stewardship of the land.

Finally, the rising cost of land is a huge challenge to growing the local food
supply. The return on farming isn't enough to pay $100,000 an acre, as one
piece of land next to a farm we visited sold for recently. Land prices also
push up property taxes, although farmers are provided some relief through
tax credits for maintaining open space. Yet, the sad reality is that, for many
farmers, their land is both their retirement and insurance accounts. This
decreases the chance of the land being kept as farmland, if something should
go wrong or when retirement comes. The farmers at Rent’s Due Ranch faced
this challenge when one of them was diagnosed with a condition whose
treatment would total $200,000 or more.* Thankfully, by reaching out to
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the community for financial help, they were able to meet this challenge. The
incident also served to bring to the public’s attention the dilemma of farmers
not being able to afford insurance.

KEY CHALLENGES:

e Changing buying and eating habits to reflect what is locally and
seasonally available.

e Changing the perception that local costs more.
e Meeting demand with limited capacity.

e The rising cost of land and high property taxes.

3.3 IMPACT OF RELATIONSHIP BUILDING

In this chapter, we examined what is qualitatively different about local food
economy (LFE) businesses. Throughout, we observe that the emerging local
food economy reflects a significant change in the goals, strategies and
practices of local food businesses.

Here we consider what these changes Practices in community

mean for business sustainability. We building are key to the

find that practices in community vitality of local food economy
building are key to the vitality of local businesses.

food economy businesses.

Definitions of business sustainability range according to a business’
understanding of sustainability. In this discussion, we use three definitions
that range along a continuum from weak to strong sustainability: keeping
business going; managing resources to create continuing value for
stakeholders; and including stakeholders in value creation.* All of these
definitions are relevant to understanding the success of the emerging local
food economy.

By way of keeping business going, Central Puget Sound is blessed with an
emergent sustainable food system of great vitality. Direct market sales are
flourishing with the expansion of community-supported agriculture (CSA)
programs and farmers markets throughout the Puget Sound region. Local
restaurants serving locally and sustainably grown foods report a steady
growth in their customer base. LFE grocers, manufacturers and distributors
have discovered new market opportunities in locally produced food. And,
perhaps most importantly, local farmers are starting to feel optimistic about
their economic futures in response to the growing demand for local food.

The observations of the majority of the businesses interviewed for this study
confirm this picture.

58



By and large, they report no

product |S not seen as a demand.44 Instead, the Cha”enge
problem by established LFE appears to be how to meet growing
businesses. Instead, the demand with limited capacity.

challenge is how to meet
growing demand with
limited capacity.

Two major constraints to
the future growth of the
local food economy stand

In the interVieWS, two majOI’ out: the dwind“ng supply of
constraints to the future growth of the farmland and the need for
local food economy stand out: the local distribution capacity.

dwindling supply of farmland and the
need for local distribution capacity.

An efficient local delivery system would make it more economical for farmers,
particularly mid-sized farmers, to sell to local markets and for purveyors to
buy locally. This conclusion is supported by the food multiplier findings that
are the subject of the coming chapter.

The loss of farmland to development affects the sustainability of the entire
food value chain. To stem the losses, we need to address a host of complex
issues — flooding, labor shortages, lack of insurance, sprawl — that are
embedded in competing notions of public welfare. These issues impact both
LFE and export-oriented food businesses alike. For the local food economy,
farmland loss is the major constraint on future supply.

The need for additional local processing infrastructure is also a major
constraint on system development, particularly as food security depends to
some degree on institutional food service, such as school cafeterias and
subsidized day-care meals. Whether institutional food service will be able to
transition to serving local foods on a regular basis depends on developing
efficient local delivery and processing capacity.

Finally, as is the case in any rapidly expanding market, LFE businesses are
under pressure to grow. Some of the very small LFE businesses interviewed
for the study are challenged to develop to a size that allows them to
comfortably manage their own growth. This is a common challenge for all
micro-businesses (companies with ten or fewer employees) where the
employees wear many hats. However, the interview findings suggest that
LFE businesses may find more support in making this transition. An example
of such support is the farmer-chef connection events whose purpose is to
connect food producers and buyers.

In terms of managing resources to create continuing value for
stakeholders, (the second definition cited above), LFE businesses, by their
own accounts, are excelling. Consumers seemingly understand the value of
buying local as evidenced by growing demand. Moreover, many LFE
businesses explicitly embrace missions of providing value for their customers.
At the same time, their stewardship of the community’s resources increases
the value of the resources themselves.
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The interviews made clear that
developing the local food economy
has called for two resources in
particular. The first resource is the
relationships that make up the local
food economy and the second is the

Success for LFE businesses
follows learning to manage
the time involved in
relationship building.

time that it takes to build the relationships. These two are interrelated:
Success for LFE businesses follows learning to manage the time involved in

relationship building.

The businesses we talked to believe that the rewards of relationship building
offset the time it takes but that finding ways to free up time is a priority
that could greatly promote the availability of fresh, safe and nutritious food
through local businesses. As a way to save time, the need for an efficient
local distribution system came up repeatedly.

The value of relationships is that they are dynamic and unique to the local

food economy.®

When people shop at farmers markets or eat out at

neighborhood restaurants that feature sustainably grown food, they are
participating in something much greater than product consumption. They are

Locally directed buying and
selling builds community.
The value of community as a
local food economy resource
is that it is unique to the
relationships involved.

Local food economy relationships also
support LFE businesses in responding
to change. Relationship-based
practices, most notably, direct sales
of farm products, have significantly
altered the economic landscape for
food producers and consumers alike.
For restaurants, direct relationships
with farmers and ranchers are pivotal

participating in community. The same
goes for local food economy
businesses — they too experience
community. Community is a resource
that cannot be bought as a brand or
copied through industrial production
models. Communities are particular to
the relationships involved.

Relationship-based
practices, most notably,
direct sales of farm
products, have changed the
economic landscape for food
producers and consumers
alike.

to both providing for and managing small-lot variety in supply.

The final meaning of business sustainability cited above, including
stakeholders in value creation, is perhaps best captured by the self-
identification of independent, local food businesses as co-producers to
farmers. LFE businesses see themselves as not just building a business but
building a sustainable local food system.

Again, we find that practices in community building are key to the vitality of
local food economy businesses as community-specific values are the
foundation of sustainable community economies. Values, as expressed in
healthy relationships, matter to creating both supportive public policy and

sustainable markets.
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Significantly, the perception that

The perception that buying buying locally produced food costs
locally produced food costs more is being challenged as both
more is being challenged as businesses and customers come to
both businesses and understand the benefits of community
customers come to building and caring for the
understand the benefits of community’s resources. It is through
community building and their involvement in the local food
caring for the community’s economy that businesses and people
resources. grasp the interrelatedness of health,

the economy, community and the
environment. But also, participation reflects the value of this experience to
the participants themselves.

These findings show that while buying and selling choices are driven by

economics, sustainability also matters. In the next two chapters, we will look

further at the proposition that strong local relationships are crucial not only
to the economic success of the region’s food producers, manufacturers,
distributors and purveyors, but to preserving farmland and providing access

to healthy, affordable food in all of our communities. In effect, healthy local

relationships go beyond standard economic transactions. They serve to
restore the land and regenerate community.

3.4 MAIJOR FINDINGS — BUSINESS SUSTAINABILITY ANALYSIS

v Practices in community building are key to the vitality of local food
economy businesses.

4 Increasing demand for local product is not seen as a problem by
established LFE businesses. Instead, the challenge is how to meet
growing demand with limited capacity.

4 Two major constraints to the future growth of the local food econom
stand out: the dwindling supply of farmland and the need for local
distribution capacity.

4 Success for LFE businesses follows learning to manage the time
involved in relationship building.

v Locally directed buying and selling builds community. The value of

y

community as a local food economy resource is that it is unique to the

relationships involved.

4 Relationship-based practices, most notably, direct sales of farm
products, have changed the economic landscape for food producers
and consumers alike.

v The perception that buying locally produced food costs more is being

challenged as both businesses and customers come to understand th
benefits of community building and caring for the community’s
resources.

e
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End Notes — Chapter 3

! This statement deserves empirical verification that is beyond the scope of this study.

21,500 is often cited as the average number of miles food travels to reach our tables. The
figure is based on a ground-breaking case study by the Leopold Center for Sustainable
Agriculture (Pirog et al, 2001 and Pirog, 2003). However, among other things, the distance
food travels varies according to the final destination and the type of food, so the number
itself, 1,500 miles should be regarded as more symbolic than actual for most localities.

* Pollan, April 2007.

* While the focus of our interviews in this category were public institutions (referred to in
Chapter 2 as “end use institutions”), for profit private institutions giving like care face similar
issues, where private food service venues for non-dependent customers, such as corporate
cafeterias, are subject to different challenges. The latter are discussed below in Section 3.2.3.

> The failure of the existing institutional food service system to deliver healthy foods is outside
the scope of this study and deserves an analysis in its own right. However, Section 5.2,
discusses the contribution of the local food economy to food security in low-income
neighborhoods.

¢ Bastyr University is one that has a wonderful cafeteria service chock full of fresh, local food
at reasonable prices

" Fora good account of the difficulties encountered in remaking school lunch programs, see
Belkin (August 2006).

8 Pollan, January 2007.

° Notwithstanding LFE grocers’ intent to develop open communication practices, several of
the vendors interviewed described incidents where they felt buyers used pressuring tactics to
gain unfair advantages. As this information was unsolicited, the number of times vendors
expressed their frustration regarding some LFE grocers’ interaction with them indicates a
large gap between policy and practice.

Ypcc stores, for example, average 250 to 300 visits per week.
" Murietta, May 2007.
12 Ecotrust, 2007.

B see Chapter 2, Section 2.3.1.
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¥ 0GC’s operations are described at www.organicgrown.com/about.html.

> Trade Development Alliance of Greater Seattle.

% The on-going consolidation of the organics food industry is depicted in a well-published
chart that can be viewed at www.organicconsumers.org/Organic/orgChart.pdf.

7 Organic Valley, a dairy cooperative of family farmer-owners, was formed in 1988 to support
rural communities through protecting family farms.

'8 The “freedom franchise” is the inspiration of the Great Harvest Bread Company.
9 Wong, August 2005.

20 During the comment phase of this report, one manufacturer was very happy to report
success at finding a Washington State supplier for a key ingredient after a diligent search.

2 Processing capacity is also needed to be able to supply local food to institutional end-users
such as schools and hospitals. See the discussion under distributors in Section 3.2.4 above.

*% |n addition to the interviews, this section draws on a wealth of recent writing on the
resurgence of local farming.

2 Saul, August 2007.

2 Stusser, February 2007.

® Integrity Systems Cooperative Co. and Sustainability Ventures Group. 1997, (3.2).
%% Interview data and Saul, August 2007.

2 Jonsson, February 2006.

?® Jonsson, February 2006.

%% See also the discussion under manufacturers in Section 3.2. above.

%% Another term coming into currency is biodynamic farming.

*1 To be certified as an organic farmer you need third party verification of your farming
practices. The practices are intended to promote ecological balance, cycling of resources, and
conserving biodiversity. Certification is, in and of itself, an industrial practice.

32 Tanumihardja, May 2007.
33 DePhelps et al, 2005.

3 Tanumihardja, May 2007.
> Jonsson, February 2006.

% Remark of panelist at Farmers-Chef Connection event, Seattle, Wa, 2007.
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http://www.organicgrown.com/about.html
http://www.organicconsumers.org/Organic/orgChart.pdf

¥ Dundas, August 2005; Mapes, May 2007.

38 Gaudette, June 2007.

%% This finding is echoed in a number of recent newspaper accounts of the local food
economy, for example, Saul, August 2007.

O As quoted in Saul, August 2007.
* Integrity Systems Cooperative Co. and Sustainability Ventures Group. 1997, (3.2).
*2 Bialic, April 2006.

*3 Business sustainability is hard to grasp without the sense of what it takes to operationalize
it. The definitions presented here emphasize operationalization first.

44 . . . .
The few businesses expressing concerns about increasing demand were start-ups.

** This discussion of resource use is informed by the business strategy theory, the dynamic
resource-based view of the firm.
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4  CRITICAL LINKAGES ANALYSIS

KEY POINTS

e Choices about buying and selling co-evolve as a set of relationships
linking businesses to their suppliers and customers.

e The local multiplier is both a measure of local money flows and a tool
for identifying critical economic linkages for sustainable development.

e More and stronger local linkages suggest a healthier, more diverse
and resilient local food economy.

The goal of a sustainable food system represents many different
opportunities to improve our lives. It figures in our hopes for healthy
families, thriving communities, social justice, environmental protection, and
much more. Most everyone has such hopes. What is at issue is choosing the
economic foundation on which to build.

Emerging local food economies represent a fundamentally different way of
organizing production and consumption. Whereas market efficiency is the
focus of the industrial food economy, relationship-building is the focus of
community economies. Knowing what a relationship-based or community
economy looks like from a systems standpoint, that is, what its pattern of
development is, can help guide us in taking action to grow our region’s local
food economy.

65



The purpose of this chapter is to ask: What are the critical economic
linkages for developing a sustainable regional food system? Drawing on the
multiplier and interview data, we analyze the network — or web of
relationships — that makes up the local food economy. We are interested to
know which relationships/linkages will increase resource flows.* We begin by
exploring the definition of local as a web of relationships.

4.1 DEFINING LOCAL AS A WEB OF RELATIONSHIPS

Locally directed spending involves a choice about the kind of food system we
want to have. When we buy locally, we are supporting the development of a
web of relationships, rooted in place. The significance of these relationships
is hard to capture with numbers but their value is unmistakable when we
hear stories of the local food economy like these:

The pictures of the chefs that pepper the walls of FareStart’s restaurant
include Seattle’s finest. Originally founded as a food service to feed
disadvantaged populations, FareStart has evolved into a restaurant, a
food service catering nutritious food to low-income day care centers, and
a job training program for Seattle’s homeless. Every Thursday night, a
different local chef volunteers to teach cooking skills. Many of the
students get job offers on graduating from those same chefs. The
benefit to the chefs is finding trained workers in a tight labor market.

Mondo and Sons started as a butcher in Seattle’s Rainier Valley in 1932.
While they still butcher, they now specialize in the manufacture of organic
sausages, mainly for local retailers and restaurants. They are also a business
incubator. For over 15 years, they have opened their USDA certified kitchens
to the neighborhood’s immigrant food entrepreneurs, helping them to
develop culturally relevant local food products.

The Snoqualmie Valley flood in the fall of 2006 topped the high water
mark and washed away top soil, equipment and plants. The valley, a
scant 30 miles east of Seattle, is one of the most intensive sustainably
farmed districts in the country.? It is also home to a large community of
Hmong farmers who lease bits of land to organically grow flowers and
some vegetables. The flowers, bundled up in bright bouquets, are a
major attraction of Seattle’s historical Pike Place Market and regional
farmers markets. With little advance notice of the flood, the Hmong lost
huge numbers of flower tubers as well as equipment. To help farmers
recover, the community stepped in with dollars and replacement tubers,
while the county offered workshops on how to repair equipment.®

There came a time, when milk prices bottomed out, that Vic Jensen and Son'’s
Dairy had to make a choice — sell out or do something different. Within a
year, Brandy and Judy Jensen, daughter and mother-in-law, had the Golden
Glen creamery up and running and contributing to the family income. Their
farmstead cheese, minus the coloring and additives of mass-produced
cheese, is the color of milk. As if working a twelve hour day and having a
second child were not enough, Brandy helped launch the Washington State
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Cheese Association for the state’s budding cheese-makers to share
information.

These stories speak to our community values — of caring for the land, sharing
good fortune, helping in times of trouble, and providing for the future.
Taking an economics perspective, the stories also have something to say
about how the local food economy functions. In particular, they describe
resource flows within the web of relationships that make up our region’s local
food economy.

The list of such resource flows includes not only dollars, but knowledge,
labor, operating capacity (through sharing of underutilized capacity),
marketing, seed stock, information, skills, biodiesel, and much more — even
manure. As the stories convey, local resource flows nourish community and
contribute to the healthy functioning of the local food economy.

Practically speaking, it is this free flow of community resources, (“free” in the
sense of self-organized), which gives the local food economy its vitality.
Farmers markets, for example, would not be such lively places without the
converﬁations that, reportedly, happen ten times more there than at grocery
stores.

The free flow of resources, in turn, depends on the web-like organization of
the local food economy, more commonly described by economics’ and
systems’ researchers as a network. From research, we know that effective
networks contain numerous and diverse nodes and linkages that allow for
diverse resource flows.®> Creativity and resiliency (the ability of a system to
rebound from distress) are characteristic of the qualitative relationships
found in networks. An effective relationship-based or networked economy is
then decentralized, with a multiplicity of businesses, most of them small, yet
strongly linked through common interests and values.®

Previously, it was said that choices about buying and selling co-evolve
as a set of relationships linking businesses to their suppliers and
customers.” The deeper significance of this dictum is that there is a choice
about what kind of food system we have, be we buyers or sellers. Through
locally directed buying and selling, we are making choices that connect us
together in our respect for our place in the world.

4.2 THE LOCAL FOOD ECONOMY AS A NETWORK

Social scientists have developed tools for mapping network relationships.
Figure 8 depicts the relationships described in the interviews we conducted
for this study. The map adds to our understanding of the local food
economy'’s pattern of development.

As conceived by Krebs and Holley (2002), network maps provide snapshots of
business ecosystems at particular stages in the community building process.
In particular, they are useful for identifying opportunities to strengthen the
given network by way of “connecting through similarities and innovating
through diversity”.
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Figure 8 Relationships Map
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To construct this map, we codified both LFE businesses and relationships as
nodes and links (or linkages) respectively. Each node represents an LFE
enterprise classified according to its position in the food value chain, e.g.
grocers, producers, etc. The category “other” represents community
organizations. Square nodes are local enterprises and round nodes are
enterprises that are headquartered outside of northwest Washington.
Linkages, shown as lines in the diagram, are weighted according to the
intensity or strength of the relationship. There are three relationship
intensities: weak (thinnest lines), moderate (medium weight lines), and
strong (thickest lines). Weak linkages indicate standard economic (buy-sell)
relationships; moderate linkages indicate relationships in which there is an
additional exchange of resources (e.g. business introductions, sharing of
space); and strong linkages indicate on-going (long term) reciprocal
relationships.
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It is worth remarking that households are not included in this analysis.
Consequently, the role that consumers’ spending plays in the development of
the network is likely underrepresented in the relationship map. Further
research is needed to address this influence.

Our findings are shaped by the focus of the interviews, which was to identify
relationship practices and challenges (see Chapter 3). However, we can draw
several conclusions from the network analysis:

1. The local food economy, though still small, is reaching a fairly
integrated stage of development characterized by clusters of
businesses centered around several highly connected hubs.®

2. Hubs show diversity by their position in the value chain, that is, they
include grocers and farmers markets, manufacturers, producers,
restaurants and distributors. There is also a high degree of diversity
in the network connections, signified by enterprises in different parts
of the value chain connecting directly to each other.

3. There are a large number of peripheral enterprises whose awareness
of opportunities (signified by the average path length, or number of
links, between them and any other enterprise in the system) needs to
be increased. Organizations such as the Chef’s Collaborative, whose
purpose is to connect producers with buyers, serve this purpose.

4. LFE restaurants (blue squares) are frequently customer hubs for local
producers (pink squares).

5. Despite their role in the food value chain as information channels,
local distributors (green squares) are likely to be the least linked and
most weakly linked nodes.

This snapshot of the local food economy indicates its healthy development
and suggests further steps for community building in keeping with the
principle of “connecting through our similarities and innovating through our
diversity”. Increasing the number of connections and strengthening the
weaker connections at the periphery would accelerate the spread of
innovations through the network, while increasing the density of connections
between different points in the network would increase the network’s
robustness. Another step would be to increase the network’s resiliency
through more cooperation. Stronger ties between hubs based on connecting
through similarities would increase resource flows to all areas of the network.
Increasing the size of single businesses, the customary way to grow markets,
is not suggested. Dominance by large hubs reduces a system’s adaptability.

More and stronger connections between existing nodes speak to the depth of
the local food economy, leading to larger impacts per dollar spent (see
Section 2.2.1 on Shifting Our Dollars). But we also need to extend the reach,
or breadth, of the local food economy, leading to larger market shares for
local food economy products. Increasing the breadth calls for connecting to
nodes — businesses — outside the existing network to bring them into the
network.
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4.3 DOLLAR FLOWS AND LINKAGES

The local multiplier is both a measure of local money flows and a
tool for identifying critical economic linkages for sustainable
development. As discussed in Chapter 2, multipliers capture the economic
impact of an initial round of spending plus successive rounds of re-spending.
The greater the local multiplier is, the more dollars circulating locally.

But for dollars to flow freely within the local food economy, there must be
linkages in place that are more or less equal to supply and demand, that is,
supply and demand need to balance out in the web. For linkages to form,
then, the needs and capabilities of buyers and sellers must correspond.
Effectively, dollars flow when there is reason to do business together or the
intent to do business together. Typically what matters economically is the
volume of supply, product variety, quality, and delivery reliability.

The relationship-building practices described in Chapter 3 play an important
role in balancing the needs and capabilities of LFE buyers and sellers and
thus in network development. Likewise, relationship challenges shape the
direction of network development as an effect of constraining choices. By
analyzing dollar flows in light of relationship practices and challenges, we can
then determine which linkages are naturally strong and which need to be
strengthened.

For this analysis, we used spending data from 20 of the businesses
participating in the study to construct food dollar multipliers. A “food dollar
multiplier” tracks the portion of spending that goes for food inputs to
directly-linked suppliers.® In turn, food dollar multipliers can be used to
estimate the level of food output (or volume of food flows) needed to supply
the demand for locally-produced products.

For example, 20 to 94 cents of every dollar spent at LFE restaurants for food
(from 55 to 70% of all spending) is used for local purchases. Table 4.1
compares the food dollar multipliers by category of business in the food value
chain.

Table 4.1 Food Dollar Multipliers

LFE Category Food Dollar % Spent on Food
Multiplier of All Costs
Groceries and Home Delivery 1.27 to 1.93 27 to 36%
Restaurants and Food Service 1.2 to 1.94 55 to 70%
Distributors 1.05 to 1.15 87%
Manufacturers and Processors 1.02 to 1.92 33 to 67%
Farmers (CSA’s) 1.8 to 1.85 30 to 34%

Source: Local Food Economy Survey data for Central Puget Sound local food economy businesses (2005).
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The wide ranges of food dollar multipliers within categories in Table 4.1
indicate that it is not only position in the food value chain, but the practices
and challenges of individual enterprises, that influence the amount of dollars
spent locally.

That the high end of local spending for
food products is upwards of 85 cents on
the dollar in four of the five categories is
good news. It shows that buying local is
not only feasible but practical and
profitable for many businesses. At the
same time, the low end food dollar
multipliers in Table 4.1 suggest that
there are structural hurdles to growing
the local food economy. A major
challenge is the trade-off between
volume and variety transactions as the
basis for making a profit.

Buying local is not only
feasible but practical and
profitable for food
businesses. At the same
time, there are structural
hurdles to growing the
local food economy. A
major challenge is the
trade-off between
volume and variety
transactions.

In point of fact, the correlation between food dollar multipliers (a probable
measure of variety) and percentages spent on food (a measure of volume) is
a moderate -.47, indicating the likelihood of an inverse relationship between
the two.*® By the same token, the very low end food dollar multipliers in
Table 4.1 (e.g. 1.02, 1.05) confirm what was observed in the LM2 analysis in
Chapter 2, namely, that distributors and some manufacturers are major
points of spending leakages from the local economy. In both cases, volume
is at issue.

An analysis of each LFE category’s linkages provides additional evidence of
the volume-variety trade-off. The linkages are examined in view of the
relationships practices and challenges discussed in Chapter 3. Table 4.2
summarizes these findings. The categories are discussed in the general
order of having weak to strong linkages, where strength is indicated both by
the number of linkages and the intensity of the relationships. Institutional
food service is discussed in addition to the five categories in Table 4.1
(above) and farmers markets are presented in more detail as a case study on
the next two pages.

Despite the health benefits of fresh, whole, locally produced
foods, public institutions with food service, at present,
are rarely linked with other local food economy businesses.
Typically, institutions contract for delivery of large quantities
of food at commodity prices. From the interviews, we know
that their doubts about local purchasing revolve around insufficient supplies
and inefficient delivery. On the practice side, both bidding and preparation
practices limit the use of local products. Consequently, locally directed
spending in publicly funded institutional food service is negligible in Central
Puget Sound, with the exception of spending in a few experimental programs.
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Table 4.2

Network Linkages by Category in the Food Value Chain

LFE Category

Major Practices

Major Challenges

Operational

Pattern of LFE

Strategy Focus: Linkages
Resource Flows
Institutional Redesign food service delivery. Price and volume of local food Volume; Meeting public Weakly linked —

Food Service

Distributors

Manufacturers
and Processors

Groceries and
Home Delivery

Farmers and
Fisher Folk

Restaurants
and Food
Service

Experimenting with food
preparation practices.

Identify local product
opportunities for customers.

Directly connecting with
customers.

Offering sustainably made
products.

Develop direct relationships
with local producers.

Educate customers on value of
fresh and seasonal foods.
Stewardship and self-reliance in
resource use.

Build direct sales and
community.

Buy local as much as possible.

Develop partnerships with
producers.

Feature seasonal menus and
prep food in-house.

supply.
Production practices.

Lack of delivery.

Shrinking local supply.

Lack of warehouse and
refrigeration infrastructure.

Lack of preprocessing.
Getting right amounts of right
inputs.

Pressure to increase scale.

Perceived value of local food.
Inefficiency of local deliveries.

Quality and volume of supply.

Meeting demand with limited
capacity.

Rising cost of land.

Price perception.

Time cost to using multiple
suppliers.

Inconvenience of local delivery
system.

Creating low cost food options.

mandates on nutrition
and price.

Volume; Low
transaction costs.

Market growth;
Product differentiation.

Quality; Operational
efficiency.

Quality and Variety.

Quality and Variety.

indirect linkages only.

Weakly linked — small
number of weak
linkages.

Range of weak to
strong linkages.

Many weak, mainly
buy-sell linkages.

Strong linkages
involving additional
resource exchanges.

High multipliers; Many
and strong linkages.




Local, independent distributors are the least integrated
members of the local food economy as reflected in their low
multipliers and weak network linkages. Conventionally,
distributors’ profits are made turning a high volume of low
margin products while keeping transaction costs low.

Customers also want consistent
guality. Small-lot variety and
multiple relationships with small
producers add to the costs, which

Grocers, restaurants, and
institutional food service cite

is why the loss of mid-sized farms the lack of distribution for local
is of particular concern to local products as a major challenge
distributors. On their part, to increasing local purchasing.

grocers, restaurants, and
institutional food service cite the lack of distribution for local products as a
major challenge to increasing local purchasing.

The range of food dollar multipliers is quite wide for LFE
manufacturers and processors. Pressure on manufacturers to
increase scale (volume of sales) for efficiency and price reasons
runs counter to increasing local content. Many spend a large
portion of their food dollars outside the local economy because
elther there are no local suppliers for the inputs they use (e.g. coffee roasters)
or there is not enough local volume of a consistent quality for the inputs they
use (e.g. bakeries). Small artisanal and farm-based value-add enterprises have
developed a number of strong local ties by going deeper into local markets with
niche products.

As evidenced by their high number of LFE linkages, local
groceries have long been central to small local businesses
reaching the household market. However, individual linkages are
likely to be weak if the share of local food transactions is small
relative to total sales. To serve their customers, LFE grocers look
for reliable sources that can deliver quality product in the
guantities needed. Stronger ties with local producers are the result of new
practices that increase volume through allowances for small-lot diversity, such
as decentralizing purchasing. Grocers with very high local multipliers have
strong linkages with local distributors to the extent of being vertically
integrated.

From a variety of small LFE producers comes variety. What's
more, for sustainable farmers, to protect the land is to cultivate
diversity. The direct sales revolution opened local markets to this
variety by multiplying the number and strength of small producer-
small buyer relationships. In particular, farmers markets have
stimulated network development (see the case study on the next
two pages). However, mid-sized farmers, who are more dependent on
distributors to move larger lots of commodity crops or volume, are far less
linked into the local food economy. The moderately high local multipliers of LFE
farmers indicate their self-sufficiency, where their high food dollar flows
indicate local sourcing of variety for CSA programs.
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Case Study: Central Puget Sound Farmers Markets

The success of Central Puget Sound’s farmers markets has made a huge difference for
local farmers — but not only farmers. Farmers markets improve access to quality food
for a variety of folks, gift neighborhoods with lively meeting places, generate traffic for
nearby retail stores, nurture start-up businesses, and help create a positive sense of
place and belonging. In effect, farmers markets are a case study in community
building.

Not surprisingly, the demand for farmers markets keeps growing. Since 2000, the
number of farmers markets in the Central Puget Sound (King, Kitsap, Pierce and
Snohomish counties) has soared from around 10 to over 55 today. Communities
interested in economic development could hardly do better than to set up a farmers
market. Our research indicates that the regional economic impact of farmers markets
is two and a half times that of supermarkets (see below).

From an economic development standpoint, farmers markets are also an interesting
case of the advantages of a network or relationship-based approach to economic
development.

Markets as Network Hubs

By bringing together a mix of producers and consumers, farmers markets help weave
the local food economy’s web of relationships. Farmers markets support both strong
relationships and a large number of relationships. In 2005, the total number of
vendors for 6 Seattle markets was 129.* As but one example of the strength of the
community connections markets foster, unsold goods are often contributed to local food
banks.

As major hubs in the local food economy, farmers markets demonstrate the impact of
“connecting through similarities and innovating through diversity”. Connecting through
similarities, they unite small producers and consumers around the common cause of
making fresh, healthy foods available at affordable prices. Innovating through
diversity, they offer the opportunity for small producers to network with other
businesses and interact with customers directly, which leads to more business
prospects and more ideas on how to serve the community’s needs.

Farmers markets also bridge the divide between Washington’s urban and rural
communities and return much needed income to farming communities as seen in the
following data for six Seattle area markets.

Sales by Region and Vendor Type as Percentage of Total Sales

King County Central Northwest Other
Puget Sound Washington Washington
Farmers 0.19 0.16 0.35 0.17
Processors 0.08 0.02 0.02 0.00
Prepared 0.01 0.00 0.00 0.00

Source: Local Food Economy Survey data
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Markets as Business Incubators and Information Exchanges

Farmers Markets are business incubators for small farmers learning new, more
sustainable business models. For example, many farmers are venturing into value-
added product development as a result of their farmers market experience. Markets
also provide such services as marketing, infrastructure development and sales support
that make direct sales possible and they are points of market entry for entrepreneurs.
One of the benefits to farmers working at farmers markets is being able to tap directly
into information on market developments, information they previously got from
distributors.

Spending Our Food Dollars Locally

Locally directed spending by way of farmers markets can be seen as an investment in
Washington’s small, independent, family farmers and the businesses that supply them.
Each time a dollar is re-spent locally it adds to the community’s income. The impact of
farmers markets can be seen in the following comparisons to traditional grocery stores.
The indirect impact is the result of re-spending food dollars for supplies. The final
impact is the result of additional household spending of income earned from the
increased business activity.

Income Generated through $100 of Spending

Indirect Final
Grocery Stores $125 $202
Farmers Markets $162 $280
% Increase in Impact 250% 176%

Sources: Local Food Economy Survey 2005 and RIMS 2003 data.

Moreover, while the $25 in additional spending the grocery store generates may be
spread out to brokers and distributors on top of farmers, the $62 from farmers markets
goes directly into the pockets of their vendors.** The impact is even greater at the
state level — $100 spending generates an additional $99 in re-spending.

The increase in the number of linkages at farmers markets also counts. The growing
number of producer-consumer connections dramatically increases the volume of local
sales, and more initial dollars spent at farmers markets means a greater final impact in
terms of total dollars.

Downstream Impacts

Because independent, local farmers are more likely to buy locally compared to agri-
businesses, the downstream impacts of dollars spent at local farmers markets are much
greater. While agricultural exports generate about $1.70 of community income for
every dollar of sales, we conservatively estimate a return of over $2.80 to the state
economy on farmers market sales.® The likely return, however, is well over $3.00.

Yet another downstream impact of farmers markets is the spillover of business to
nearby retail stores. Nearby businesses see substantial increases in store traffic and
purchases.
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LFE restaurants and food service venues have the
greatest capacity — the knowledge, skills and pricing structure
— to deal with the

variety offered by LFE restaurants and food
small sustainable service venues have the
producers. This is reflected in their greatest capacity — the
high multipliers and their position as knowledge, skills and
hubs for producers in the local food pricing structure — to deal
economy. The high multipliers also with the variety offered by
suggest that local capacity and small sustainable producers.
decentralization of local purchasing

are interrelated.

From this analysis, we conclude that the pattern of network linkages bears a
close relationship to dollar flows. In general, high local food dollar flows are
associated with leveraging product variety through stronger, more highly
developed relationships and a greater number of linkages, whereas low
multipliers are associated with moving high volumes of commodified food.

4.4 THE LOCAL FOOD ECONOMY AS A MODEL

A model of a relationship-based
In general, high local food economy emerges from the study of
dollar flows are associated linkages and resource flows in the
with leveraging product local food economy. The model says
variety through stronger, that the larger the local multiplier,
more highly developed the more dollars circulating locally,
relationships and a greater the greater the number of economic
number of linkages, whereas linkages and the greater their
low multipliers are associated strength. More and stronger
with moving high volumes of linkages suggest a healthier,
commodified food. more diverse and resilient local

economy.

As noted in Chapter 2, when estimating the economic impact of a shift in
food dollar spending, we need to account for both the percent of food dollars
spent at different community-based businesses in an average transaction —
the depth in local spending — and the percent of the community which shops
locally — the breadth of local spending. We can increase the breadth of
spending through linking to new buyers outside the existing local food
economy and the depth of spending by creating new linkages and
strengthening linkages inside the existing local food economy.

The analysis in this chapter also indicates that the challenges to developing
linkages generally involve the difficulty of transitioning from volume to
variety as the basis of operations. It is worth noting that many food
businesses are locked into a volume model through industry restrictions, such
as with the milk pool (see box) and the organic foods industry after
consolidation.
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The Milk Pool

Originally designed during the Great Depression to ensure a reliable
supply of milk, the milk pool has evolved into a complex set of
regulations governing the price and supply of milk. As it exists today,
most dairy farmers sell their milk under contract to industrial giants who
typically prohibit the milk from being used for other purposes. Those
who wish to make value-added products from their own milk must first
sell it to the pool then buy it back at the higher milk pool prices — plus
pay the costs of shipping and handling even though the milk never
leaves the farm.

Producer-handlers are dairies that still bottle and sell their own product,
(almost always locally), which exempts them from milk pool prices.
Their number has gone from 52 to 8 in the Pacific Northwest between
1980 and 2003.'* Under pressure from agri-business, USDA moved in
2005 to remove the milk pool exemption for producer-handlers,
threatening the financial viability of our region’s largest sources of
hormone-free milk. Also at risk from regulation are the tiny cow share
dairies where share owners pay the farmer to watch over the cow and
the production of raw milk.*

The emergence of the local food economy signals new possibilities for
resolving the volume-variety trade-off. Instead of growing existing local food
businesses to handle large volume transactions, the goal would be to scale
up the web of relationships, thus allowing for variety and volume in resource
flows.* Effectively, we need to increase the depth and breadth of the local
food economy, though how large the local food economy can or should be is
still open to question.

In this context, developing a regional food system that addresses the
region’s sustainability needs depends on both establishing new resource
flows and increasing existing resource flows. This requires new linkages that
satisfy unmet needs, and more linkages between different points in the
network and with the network’s more peripheral members.

Based on the analysis in this chapter, several linkages call for development.

From the standpoint of healthy eating and social justice, the critical
linkages are those which support easy access to local foods for people in all
income brackets. The focus here includes supporting the spread of farmers
markets, CSA programs, and home delivery to low-income neighborhoods and
suburban and rural communities and making farm-to-school and farm-to-
hospital programs viable through instituting food service practices with
greater sourcing flexibility.

From the standpoint of saving farmland from development, LFE
linkages to mid-sized farmers need to be thought out. The number of direct
linkages between LFE grocers and mid-sized local farmers could be increased.
The supply of local food to schools, hospitals and other institutional food
service would be served by additional pre-processing capacity, but its scale
should sustain the cultivation of a diversity of crops.
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From the standpoint of environmental protection and ecological
stewardship, public awareness of the ecological value of farmland and
sustainable fisheries needs to be supported through expanding the
opportunities for urban households to connect with small producers. Again,
farmers markets are important points of connection. Public campaigns to eat
fresh and seasonally also increase locally directed spending in support of
sustainable agriculture. Public support for programs that help mid-sized
farmers transition to sustainable agricultural practices is also needed.

From the standpoint of system efficiency, the critical missing linkage is
a distribution system keyed to local foods. An efficient distribution system
could draw more restaurants, grocers, and institutional food service into
buying local. Given their high multipliers, adding more restaurants and food
service businesses into the network by making it easier for them to source
local food could greatly increase the impact of locally directed spending.

From the standpoint of thriving communities, new linkages between
different parts of the food value chain lead to greater system complexity,
synergies, resiliency, and self-reliance. Bringing small-scale food
manufacturers into the local food economy is one such opportunity, but it will
be necessary to address industry-imposed obstacles to their participation,
such as the milk pool regulations. Partnerships that include farmers, farm
workers and the community-at-large are basic to community stewardship of
the land. Increasing hub cooperation through such initiatives as food policy
councils also serves to develop system resiliency.

Finally, while network growth is crucial to fostering a sustainable food
system, it may be as important not to force growth. The trade-off between
volume and variety at the product level plays out as an issue of control and
autonomy at the system level. Ramping up the volume of local food
production through scale efficiencies could do more harm than good if
diversity is lost in the process.

As this chapter makes the case, the choice of where we spend our food
dollars is about the economic foundation on which to build a sustainable food
system. Our contention is that locally directed spending leads to a healthier,
more resilient local economy as an effect of greater system diversity and
resource flows. We will explore the particular case of the local food
economy’s system sustainability in greater depth in the next chapter.

4.4 MAIJOR FINDINGS — CRITICAL LINKAGES ANALYSIS

4 Buying local is not only feasible but practical and profitable for food
businesses. At the same time, there are structural hurdles to
expanding the local food economy. A major challenge is the trade-off
between volume and variety transactions.

v Grocers, restaurants, and institutional food service cite the lack of
distribution for local products as a major challenge to increasing local
purchasing.
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Restaurants and food service venues have the greatest capacity — the
knowledge, skills and pricing structure — to deal with the variety
offered by small sustainable producers.

In general, healthy local resource flows are associated with leveraging
product variety through a diversity of relationships and a greater
number of linkages, whereas low multipliers are associated with
moving high volumes of commodified food.
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Endnotes — Chapter 4

! Depending on context, the term “linkages” is used to describe both the relationships of a
category of businesses in the food value chain and also the relationships between individual
enterprises in the network.

2 For a map of King County showing salmon-safe certified farms,
see http://www.stewardshippartners.org/proj salmon map.html.

*In 2007, farms along the Nisqually River near Olympia experienced unprecedented flooding.
Again, the community stepped in with their support.

* McKibbon, 2007, p 105.

5 Krebs and Holley (2002) have observed that five general patterns characterize networks. (1)
Nodes link together because of common interests. (2) Diversity. (3) Robust networks have
several paths between any two nodes. (4) The average path length contains a small number
of linkages. (5) Some nodes have a greater number of connections.

5 The distribution of organizations in a network follows a power rule, or exponential
distribution, rather than the more familiar bell shaped distribution.

" See Chapter 2, page 9.

8 This stage of development is referred to as the “multi-hub, small world network”. (See Krebs
and Holley, 2002.) An even higher stage of development would be a core-periphery network
in which the hubs are heavily linked to each other.

® The food dollar multiplier measures the impact of a food-related businesses’ food purchases
as opposed to the impact of all of their spending, such as taxes, payroll, rent, and other
product purchases. It is equivalent to an LM2 for food purchases. (See Appendix B for the
definition of an LM2 multiplier)

19 Obtaining a full data set from distributors would probably have made this correlation
stronger.

11 Data from Seattle Neighborhood Farmers Markets Alliance.

12 The economic impact of farmers markets has been estimated by others using standard as
opposed to local multipliers with lower impacts as a result. Depending on location (e.g. city,

80


http://www.stewardshippartners.org/proj_salmon_map.html

rural) and the types of markets (e.g. farmers market , public market), impacts can vary widely.
(Econsult Corporation, 2007)

13 Data on exports obtained from The Role of Agriculture and Food Processing in the
Washington Economy: An Input-Output Perspective, Joydeep Ghosh and David Holland, 2004.
Sustainable Seattle is in process of collecting and analyzing data on independent, local
farmers local multipliers.

' Grass to Glass Campaign. Available at: www.keepmilkpriceslow.org.

!> La Corte, 2005.

16 This model shares many similarities with regional industry cooperatives, such as those in
the Emilio-Romagna region of Italy.
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