The magazine of food, farm, and resource issues
1st Quarter 2015 - 30(1)

AAEA

Agricultural & Applied

Agricultural & Applied

A publication of the ‘
Economics Association

What We Know and Don’t Know About the
Economic Development Benefits of Local

Food Systems

David W. Hughes and Kathryn A. Boys
JEL Classification: Q01, Q19, R11, R58

Keywords: Economic Clusters, Entrepreneurship, Local Foods, Quality of Life, Social Capital

The potential economic development benefits generated
through local food systems are diverse. Numerous claims
have been made concerning their possible benefits. Howev-
er, many of these claims have not been tested by social sci-
ence research. Of special importance to public and private
decision makers is how local food systems (LFS) contribute
to the development of the local entrepreneurial environ-
ment, economic clusters, regional branding opportunities,
social capital, and local quality of life factors.

Economic Clusters

Research has shown that a region’s smaller agricultural
producers do benefit from LES by an expanded demand
for their products. Moreover, those who supply produc-
tion inputs—including labor—and other industries that
complement the food system have also been shown to ben-
efit from increased demand for their products and services.
These benefits can arise through two primary channels. The
first is through supply-chain linkages where the various
components of local economies are impacted by LES sales.
The impacts of such linkages have been well documented,
especially for farmers markets, but also for food hubs and
farm-to-school efforts. In this regard, the general conclu-
sion among the better studies is that the impact of LFS
on local employment and income is positive and growing,
but small (Boys and Hughes, 2013). The second channel
can be through linkages between businesses either directly
or through an intermediary—such as a business-supported
workforce training program at a local community college.
Especially the latter channel can reduce the cost of doing
business through what economists term “agglomeration

economies,” that is, general reductions in costs because
business activity is grouped or clustered in a particular area.

Economic clusters are “geographic concentrations of
interconnected companies, specialized suppliers, service
providers, firms in related industries, and associated insti-
tutions in a particular field that compete but also cooperate
in producing similar products” (Porter, 2000). Being lo-
cated near one another offers clustered firms possible pro-
ductivity advantages in economics of scale (reducing cost
per unit of output by becoming larger), economics of scope
(producing a broader mix of products), a reduction in dis-
tance-dependent costs, and other positive opportunities.

The tendency of LESs to cluster has received little re-
search attention. Other studies have, however, indicated
the benefits of economic clustering, in general, for rural
areas. Gabe (2005) found that rural areas possessing eco-
nomic agglomerations had higher rates of investment than
their rural counterparts. Lambert, McNamara, and Gar-
rett (2006) found that food manufacturing non-metro
counties near urban centers have an advantage due to the
spillover of agglomeration economies and transportation
linkages from the urban centers. Barkley and Henry (1997)
argued that rural communities with established industry
agglomeration may want to build on their clusters and that
rural communities with small industry clusters may opt to
pursue a cluster promotion strategy. But rural communities
with no existing, distinct cluster are unlikely to be success-
ful in pursuing a cluster-based economic growth strategy.

Economic clusters may be generated due to indepen-
dent co-location decisions of an industry’s stakeholders or
through intentional firm recruitment efforts by a region’s
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leadership. To the extent that LFS
clustering may occur, are the clusters
formed by “blind” market forces or
intentional policy designs? Do the
origins matter to the type and extent
of positive effects generated by the
cluster? Once again, the research is
very limited although a study of local
food production in England (Ilbery et
al., 2006) found that LFSs tended to
cluster proximate to higher-income,
urbanized areas; certain tourist attrac-
tions; small landholdings; and certain
types of agriculture. Given that these
limited results generalize to other ar-
eas—itself an issue greatly in need of
additional research—to what extent
do the benefits of clustering dissipate
with distance from an urban setting?

Our understanding of the mecha-
nisms by which LFS growth occurs
is also incomplete. Does the devel-
opment of one successful market-
ing channel—for example, farmers’
markets—foster the development of
other marketing channels—for ex-
ample, Community Supported Agri-
culture arrangements? Or, do channel
alternatives develop independently?
Does the presence of a farmers’ mar-
ket lead to the establishment of ad-
ditional farmers’ markets because of
knowledge spillovers—for example,
my new farmers’ market is better run
because I learned from a nearby, es-
tablished market—or other factors?
And, if so, is the supply and demand
of LES products sufficient to allow
all to thrive? The early research on
this latter point is not encouraging
and has found examples where new
marketing outlets may cannibalize
older outlets through competition
for customers or vendors (Lohr and
Diamond, 2011; and Zezima, 2011).
Spatial econometric analysis—sta-
tistical analysis that accounts for
the effect of physical proximity be-
tween observations—and case studies
should throw additional light on the
degree and nature of LES clusters.
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Social Capital

Social capital can be defined as con-
nections or networks among people
and institutions—such as govern-
ments and nonprofits—and the for-
mal and informal accepted social
norms and values under which these
connections operate (Westlund and
Adam, 2010). Social capital is a key
element in the success of an LFS
(Boys and Hughes, 2013; Brasier et
al., 2007; and Korsching and Allen,
2004) in particular because networks
can provide critical market informa-
tion to LFS firms (Kirzner, 1997).
More  generally, meta-analysis—
where statistics are employed to see
where studies of a particular topic
tend to agree or disagree—of 21 stud-
ies by Westlund and Adam indicates
that social capital is often important
for the growth of individual business-
es, but that impacts on regional eco-
nomic growth are unclear. Arguably,
however, appropriate forms of social
capital are important elements in
economic development through in-
formation exchanges as part of cluster
formation, for example (Rosenfeld,
1997). The possible impact of social
capital that results from the develop-
ment of LESs on broader community
attributes has not been examined.
That is, we dont know whether LES-
generated social capital is in support
of, a detriment to, or has no impact
on local economic growth or com-
munity development. Given that
research indicates the types of social
capital are important in terms of eco-
nomic growth, do LFSs tend to gen-
erate bonding social capital—strong
ties between like-minded people and
organizations—which often corre-
lates with a lack of growth? Or, do
LESs tend to generate other forms
of social capital, such as bridging so-
cial capital—linkages of a horizontal
nature between groups with differ-
ing backgrounds and usually vary-
ing strengths or abilities—or linking
social  capital—relationships ~ with
people or organizations with political
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or financial power—which are viewed
as especially advantageous for more
disadvantaged groups? In general,
the impacts of the latter two forms
of social capital have been seen as
more positive for regional economic
growth and community development
(Sabatini, 2008), especially in rural
areas (Atterton et al., 2011).

Given the difficulty of accurately
measuring the effect of social capital
on economic growth—for example,
accounting for informal ties in ad-
dition to formal ties such as organi-
zational membership—this remains
an area for future work. Case-study-
based surveys may be required to
further tease out the effects of LFSs
on local social capital with any result-
ing impacts on economic growth and
community development.

Quality of Life

Interest in local foods is becoming
increasingly engrained in lifestyle
choices. Builders are integrating local
food production into new housing
developments. Cities are integrating
community gardens into established
housing communities. Farmers’ mar-
kets are intentionally established in
urban food deserts.

Florida (2002) argues that the fac-
tors determining economic growth
of regions have radically changed. As
a result, he contends that “the new
economy” has radically altered the
way in which places compete. He ar-
gues that rapidly mobilizing talented
individuals based on key resources
is a means of turning innovations
into new commercial products and
businesses and, ultimately, regional
growth. Talent is attracted by quality-
of-life factors such as local amenities,
lifestyles, and the natural environ-
ment. Glaeser (2011) persuasively
shows that the Florida model is sim-
plistic in that higher wages, cheaper
housing, and a pleasant climate have
been at least as important to local
economic growth as “controllable”
quality-of-life factors.



But given that quality-of-life fac-
tors are at least somewhat important,
to what degree does or could a well-
developed LEFS play in enhancing the
local quality of life and, hence, play
a role in attracting place-oriented
workers? While econometric—that
is, statistical analysis—approaches
may shed light on this topic, survey-
based case studies of places with rela-
tively strong LFSs could also shed
additional light on this topic. In this
respect, research could center on to
what degree do LFSs enhance local
quality of life, and to what degree is
regional economic growth influenced

by LES-based local quality of life.

Business Development

LESs foster business development by
either encouraging the establishment
of new businesses or by adopting new
marketing and business strategies
among existing businesses.

LFSs and Entrepreneurism
Although agriculture has been ig-

nored in most entrepreneurial stud-
ies and datasets (Alsos et al., 2011),
several authors have argued that LFSs
contribute to the local entrepreneur-
ial spirit (Lyson, 2004; and Lyson,
Gillespie, and Hilchey, 1995). De-
spite the emphasis on entrepreneur-
ial development, the typical small
business owner does not fit the role
of an entrepreneur (Hamilton, 2000;
Walker and Brown, 2004; and Hurst
and Pugsley, 2011). That is, the ma-
jority of small business owners are
non-innovators who emphasize non-
monetary goals—such as
your own boss™—as opposed to the
growth-oriented innovators found

“being

in  entrepreneurial-based  growth
theories. Given this background, to
what degree are LFS firms true en-
trepreneurs in the Schumpeterian
sense—that is, they introduce a new
good or service, open a new market,
introduce a new production process,
develop a new source of input supply,
or develop a new way of organizing
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a business—versus being a typical
small business owner? Assuming that
LES providers do have a tendency to-
ward innovation, to what degree do
their innovations spread in the local
economy and to what degree does
their innovative activity contribute
to the development of a local entre-
preneurial spirit? Once again, a set
of case studies could be used to help
provide answers to these questions
under a variety of settings.

Arguably many entities involved
in LFSs can be considered social
entrepreneurs, which are profit or
nonprofit organizations seeking to
solve societal problems and, thereby,
create social value (Lyons, 2014). To
what degree is social entrepreneurism
warranted as a component of an LFS,
and to what degree do they compete
with or possibly supplant local profit-
making enterprises that serve a simi-
lar role? For example, to what degree
would a local, nonprofit-based food
hub compete with a profit-making
wholesaler who seeks to play a major
role in the LES? More to the point, to
what degree do LES-based social en-
trepreneurs contribute to the general,
local social well-being?

LFS as a Marketing Strategy

Businesses that are not part of the tra-
ditional local foods system are start-
ing to make substantial investments
in local food markets. Angel and
other investment funds such as Food-
shed Investors —as SlowMoney NYC
in the New York City area—and
Sustainable Local Food Investment
Group in the Chicago area are emerg-
ing as explicitly focused on local food
businesses. Innovative builders are
now incorporating everything from
community gardens to whole work-
ing farms including livestock into
subdivision development projects.
In the United States, it is estimated
that there are already more than 200
housing developments with an agri-
cultural component (Harvest Pub-
lic Media, 2013). Many restaurants,
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food manufacturers, and retailers,
are also intentionally increasing their
procurement of local food products.
Wal-Mart, for example, one of the
world’s most globalized retailers, has
committed to increase its U.S. pur-
chases of locally sourced produce to
9% of the category’s sales by 2015. To
the extent that these strategies induce
higher consumer willingness to pay
for these products, in aggregate these
firm-level strategies can contribute to
a region’s economic growth.

The type and extent of commit-
ments that firms outside the tradi-
tional communities are making to
LFSs suggest they perceive strong
market signals that consumer inter-
est in local foods are expected to con-
tinue for some time. Many questions
remain, however, about use of an LFS
as a marketing strategy for conven-
tional agribusiness firms. To what ex-
tent does a firm’s claimed connection
to an LES impact consumer demand
for their product? Are there specific
segments of the agribusiness produc-
tion and marketing system—such as
supermarkets or restaurants—where
this strategy would be particularly
effective?  What marketing tactics
lead to perceptions of “localwash-
ing”—where non-local products are
promoted as being local—and what
are the impacts of this on a firm or
its industry? Most important, from
our perspective, is how do such firm-
based marketing strategies impact
the contribution of an LFS to a lo-
cal economy? In particular, how per-
vasive is localwashing becoming and
what is the negative impact of local-
washing on the growth and contribu-
tion of an LES? Demand analysis of
firms that are employing local foods
as promotional and marketing tools
would help shed light on such issues.

Regional Branding

Regional branding programs pro-
mote the purchase of farm or value-
added products from a particular
region. These programs vary in their



geographic scope; while many are
dedicated to promoting products
from a particular state, others are
focused on within-state or across-
state regions. The audiences for these
campaigns also differ. While some
programs encourage consumers to
substitute local products for those im-
ported into the region, others aim to
foster demand for homegrown prod-
ucts among foodservice operations,
food retailers, institutions—such as
schools or hospitals—or manufactur-
ers either within or outside the local
region. At present, almost every state
and more than 75 sub- and inter-state
regions have regional branding pro-
grams (FoodRoutes, 2015).

Investment in regional branding
programs and their assessed effective-
ness have been found to vary by loca-
tion and across time (Govindasamy
et al., 2004; Carpio and Isengildina-
Massa, 2010; and Nganje, Hughner,
and Lee, 2011). Due to differences
in scope and analytical approaches,
it is not possible to directly compare
the results of these findings. While
initiatives that lead to more demand
for value-added products or sales out-
side of a region are likely to generate a
larger economic impact, it is not clear
which program components best
achieve these outcomes. For example,
are promotional campaigns oriented
toward local households more effec-
tive in generating economic growth
than efforts aimed at increasing sales
to large institutional buyers? Further
understanding of the extent to which
successful program components can
and should be tailored before pro-
gram adoption in other settings is

needed.

Perhaps
however, is the uncertainty of wheth-

more fundamentally,
er all areas are truly good candidates
for regional branding campaigns, and
whether other attributes contribute to
the success of such efforts. Quantify-
ing the impact of efforts that partner
regional food-branding campaigns
with other general or industry “buy

4 CHOICES

local” initiatives is needed. Similarly,
interactions between “buy local agri-
culture” programs that cover the same
region are in need of assessment.
Products from Page County in Vir-
ginia, for example, could be promot-
ed through a chamber of commerce
“Page County Grown” initiative,
through the Virginia Cooperative
Extension Based “Shenandoah Val-
ley Buy Fresh, Buy Local” program,
or through the State Department of
Agriculture’s “Virginia Grown” for
raw or “Virginias Finest” for value-
added food promotion programs. The
point of consumer saturation with re-
gional branding campaigns, and the
extent to which there is “cannibal-
ism” in terms of the effectiveness of
geographically overlapping branding
campaigns, should be explored. Once
again, spatial-based
analysis—statistical analysis that ac-

econometric

counts for the effect of physical prox-
imity between
case study analysis would help shed

observations—and
light on this set of issues.

LFS and the Impacts of “Beggar-
thy-Neighbor” Policies

Implicit in the intent of regional
branding programs is to increase
consumption of local products at
the expense of those from outside
the region. As raw food products are
frequently also sourced from other
regions, successful branding pro-
grams may inadvertently economi-
cally injure agriculture production
in these other areas. In international
economics settings, through “beggar-
thy-neighbor” policies, such actions
can result in retaliation by the injured
regions that ultimately may lead to
everyone being worse off. In this con-
text, as one region promotes its LFSs,
other areas may retaliate by promot-
ing their own LFSs and the result may
be a decline in regional exports for all.

While studies have found value in
inter-industry advertising coordina-
tion (Alston, Freebairn, and James,
2001) and interregional retail-firm
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recruitment in small or isolated rural
areas (Thilmany et al., 2005), to date
there has been no research on this is-
sue as it directly applies to LFSs. In-
sight is needed as to when it is more
effective to reach external consumers
through “local” branding versus co-
ordinating a region’s branding across
localities or industries and commodi-
ties. This may be particularly true for
value-added, processed goods that are
more easily sold to non-local markets.
Importantly, as well, aggregate-level
questions concerning the extent to
which LES-based regional branding
strategies lead to an inefficient geo-
graphical allocation of resources need
to be explored. Urban, suburban, or
less-isolated rural areas—all with ac-
cess to large retail markets—may also
take advantage of more rural areas in
this regard. Interregional trade mod-
els which attempt to explain trade
between areas based on area supply
and demand, and more general tools
of retail analysis, could help evaluate
whether this possible issue is indeed
a problem.

Next Steps

It is clear that the relationship be-
tween LFSs and various aspects of
community and economic develop-
ment is a fruitful area for policy-rel-
evant research. While we know that
LESs currently have real yet small
economic impacts in terms of supply-
chain linkages, other benefits—such
as cluster development—have only
been lightly touched on or not ex-
amined at all, such as in the case of
social capital, quality of life, and the
various “other” business impacts. Un-
derstanding the role that local food
systems can potentially play in a lo-
cal economy, with any degree of con-
fidence, will also need to be tailored
to a particular region. For example,
would conclusions hold in all types of
communities?

Such issues are important because
communities often consider making
investments in an LEFS infrastructure,



such as building a shared-use kitchen
facility, or must consider changes in
local and regional policies, such as
allowing food truck sales locally. In
making such decisions, estimates of
the full local impact are very impor-
tant. However, other, more indirectly
generated benefits could also accrue
to local communities with the devel-
opment of an LFS.
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