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Abstract

In the context of the prolonged rural crisis affecting both the UK and many other
Western regions, the adding of value to agricultural products at, or near the locality
of, the farmgate represents a potentially rich form of rural development. One common
method for adding value to such products is through the small-scale production of
high quality food products that command price premiums in the marketplace, through

the targeting of niche consumer demands.

Despite a growing interest in this form of value adding, formal understanding of the
mechanics of how the businesses that produce these products operate remains limited.
This thesis attempts to contribute towards this understanding by taking innovation as a
centra point of analysis. It aims to contribute both towards our theoretical
understanding of micro food firm dynamics and, practically, towards the devel opment
of effective policy tools to support food micro firm supply chains. This is achieved
through the development of a broad conceptual framework developed through a
multidisciplinary literature review. Through this framework, a longitudina study of
six micro food firms is undertaken along with a comprehensive postal survey of
Welsh food businesses. The empirical data is subsequently co-analysed and related
back to the existing theoretical understanding of the research issues. The thesis
concludes by drawing upon a number of central issues that influence the development

of food micro firms.

Among the findings of the research are that the aims and objectives of microfirm
entrepreneurs are central to the development of the firm. Moreover, these are failing
to be understood by both policymakers and mainstream food industry interests. In a
broader context, the thesis argues that small scale quality food systems must learn to
exist under the shadow of conventional interests, and follow development paths that
are able to resist mainstream appropriation. Only the development of systems that
effectively bridge the two production ethics in a form that ensures the integrity of
small scale activities can enable the alternative values encompassed within many

microfirm entrepreneurs to cease being alternative.
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Chapter 1. I ntroduction to the Resear ch | ssue

1.1 The Research Context

In the context of the prolonged rural crisis currently affecting both the UK and many
other Western regions, the alding of value to agricultural products at, or near the
locality of, the farmgate represents a potentially rich form of rural development. One
common method for adding value to such products is through the production of high
quality food products that command high price premiums in the marketplace. This
form of rura enterprise has grown strongly in recent years. Typically, such activities
are commonly undertaken by small scale businesses using ‘artisanal’ methods to
produce products based on qualities associated with good taste, tradition, rural nature
and / or ecological values. Such products are commonly known as ‘ speciality’ foods,
and are associated with niche consumer demand characteristics. Food From Britain
estimate that there are now over 3000 speciality food producers in the UK, directly
employing approximately 20 000 people (Food From Britain 1999).

The rura development potential of businesses of this nature is widely recognised to
expand beyond economic income, as important as that is, to forms of cultural, social,
environmental and entrepreneurial development within rural areas. Consequently, the
promotion of small-scale value adding food activities in rural areas has become a key

theme of both policy makers and academics alike, in recent years.

Despite this swelling of interest, formal understanding of the mechanics of how these
businesses operate remains limited. Whilst academic studies have begun to address
wider issues in this area, particularly those related with notions of quality (e.g. llbery
& Kneafsey 1998; Ventura & van der Meulen 1994), the marketing of speciaity food
products (Kupiec & Revell 1998; Kuznesof, Tregear & Moxey 1997); and their
potential contribution to rural development (van der Meulen & Ventura 1995; Ritson
& Kuznesof 1996), inquiry into the developmental loci of such businesses remain

somewhat limited.



This thesis, therefore, seeks to enlighten understanding in this area by focusing on
how factors associated with the firm and its environment interact to influence the
development of food micro firms. This is achieved by taking a broad definition of
innovation as the central point of analysis. Innovation when defined as an undertaking
that is either novel or unusual to a firm, or in other words beyond the normal routine
of afirm, becomes a powerful focus for understanding the development of afirm. The
key objective of this research is to characterise innovation in micro food firms and
form a better understanding of how innovations are influenced by other factors, such
as the entrepreneur, the product, other parts of the supply chain, government etc.
Better understanding innovation and its influence on food micro firms can provide a
basis for better supporting such businesses and maximising their potential benefit to
rural areas and wider society in general. The aims of this research are, therefore, two-
fold;

to characterise and forward understanding of the development of food micro firms

in general and specifically with respect to innovation, and secondly;

to contribute towards the development of effective policy tools that support rural

food micro firm supply chains.

Wales has been chosen as the case study region for a variety of reasons. Not least, it
has a strong agricultural tradition that has suffered in recent years from low
commodity prices, strong competition and fluctuating demand, particularly for red
meat products. This, combined with highly visual manifestations of increasing interest
in speciality rural food products, has roused interest from practitioners and
policymakers in the value of such forms of rura diversification Moreover, since
devolution, Wales has had an increasng say in its agricultural, rura and food
regulation. This has enabled the development of an increasingly powerful,
coordinated and targeted rural development strategy that has included diversification
and value adding strategies at its heart. It therefore represents a relatively dynamic,
from the sense of rural communities, and innovative, from the sense of rural and

business regulation, environment.



1.2 The Growth and Value of Speciality Food Producing Firms

Interest in speciality food products from academics, practitioners and policymakers

alike has grown significantly in recent years (Marsden 1998; Mason & McNally 1997,
Goodman & Watts 1997; OECD 1996. A broad variety of factors can be seen to
contribute towards this situation. Figure 1.2a presents an outline of some of the main

underlying factors and their effects, in the realm of producers, consumers and

policymakers.

Figure 1.2a Driving Forces Behind the Growth of Interest in Speciality Foods

Underlying Factor Effects

Producers Increased economic Increased market orientation
marginalisation among among agricultural producers
maeny farmers and rurdl Growth in on-farm
communities diversification
Growth in ‘migration’ into Increase in speciaity business
rural areas by outsiders start-ups
\év't.h gtpproprlate sills, Expansion of some existing

eSres ec speciality food producers

High profile success stories
in sector
Recognition of consumer
trends (see below)
Increasing policymaker
support (including
provision of grants etc)
Recognition of the value of
increased control
associated  with  niche
products

Consumers Genera increase in Growth in demand
prosperity and associated ‘healthy’,  ‘environmentally
disposable income friendly’, ‘natura’, ‘safe

food

Series of food industry
related health scares

Growth of food related
media
Increase in foreign travel

Increased awareness of
environmental, ethical and
health related issues

Growth in ‘sophistication’ of

consumer food tastes

Increasing demand
convenience foods

Growth in food
tourism
Reaction to over

commercidisation of food

related




through seeking alternatives

Policy Makers

Recognition of economic
and socia marginalisation
of rural areas

Desire to move away from
dependency culture in the
agricultural sector

Recognition of need for
environmental
sustainability

WTO commitments for
agriculture

Recognition of economic
and employment potential
to rural areas

Political and regulatory
change providing greater
freedoms in certain areas
for regiona government

Appreciation of consumer
and producer  trends
(above)

Growth in support
programmes and services for
rural  food  entrepreneurs
including training, bespoke
support and marketing
activities.

Reinforced recognition of
need to minimise negative
effect o government policies
on small business

Sources. (Marsden & Arce 1995; Ventura & van der Muelen 1994; de Bruin 1995;
OECD 1995; Mason & McNally 1997; Kuznesof et al 1997)

These three arenas of interest have converged in recent years to produce a burgeoning

speciality food sector in the UK. Consequently, growth in speciality food demand has

resulted in the sector becoming an increasingly important source of income to many

rural areas (Borch 1998), and a key developmental tool to policy makers in many

rural regions of Europe and North America (Goodman & Watts 1997). In addition to

the speciaity food specific factors listed above, there are aso wider benefits

associated with small locally embedded businesses.




1.3 The Wider Benefits of Micro firm Vitality

The beneficial impact of a strong microbusiness sector is often much greater than its
net economic contribution to an area. In addition to job creation, microbusinesses can
bring value to local economies through socio-economic aspects such as the provision
of opportunities for local people and the creation of markets in areas of otherwise
little economic activity. Endogenous microbusiness activity can also bring ‘know-
how’, confidence and vitality to areas through the engagement of local human and
non-human resources and can be important in promoting the formation of networks.
These characteristics contrast with large businesses which are often only embedded in
local areas in terms of location and jobs. Inputs are typicaly brought in from outside
the locality and outputs, both physical product and economic gain, are removed, with
very little trickle down to local people (Westall et al. 2000). These characteristics are
witnessed in the mainstream food industry, for example, which is more likely to
‘import’ ingredients from outside the locality. Mainstream food businesses also tend
to be owned by large multinational businesses who appropriate much of the economic

gain.

In the case of food, as well as being more likely to use local ingredients and supply
local markets, many micro sized businesses export products outside their region. This
can act as a valuable source of external income for local communities. Microfirms are
also more likely to provide products and services tailored specifically towards local
communities (Greenbank 2000) and also use professiona services from the local
vacinity (Hitchens 1997).

In terms of employment generation, the potential for micro businesses is based not on
large increases per firm but through the net effect of the sheer number of such firms.
Despite the fact that only a small proportion of microbusinesses experience
substantial employment growth in their lifetime, the accumulation of many businesses
can potentially provide a significant source of labour. In fact, approximately 92% of
al UK VAT registered businesses have less than 10 employees (i.e. are micro

businesses). Moreover, 28% of total employment is accounted for by the



microbusiness sector (Storey 1994). Microbusinesses therefore represent a highly

powerful sector, both economically and socially.

Microbusiness vitality is therefore increasingly being regarded as desirable,
particularly in disadvantaged areas that have been shunned by ‘big business (Lean
1998). To quote Westall et al. (2000, p2) ‘it is clear that if appropriate strategies are
created, micro-enterprises can be part of creating long-term change in disadvantaged
areas, reversing the leakages of money and people out of an area into a virtuous circle
of growth and employment’. Greenbank (2000) conterds that general microbusiness

support is not as developed as its importance to the economy suggests it should be.

The growth and development of micro agrifood firms are typically based on largely
endogenous growth drivers. Van der Ploeg & Saccomandi (1995) describe
endogenous development patterns as those ‘based mainly, but not exclusively, on
locally available resources. Such resources include labour, culture, knowledge,
ecology and climate. Endogenous processes can be characterised as being largely
‘self-oriented” and participatory in nature. Endogenous development, when
successful, can reinforce local identities, in contrast to exogenous forms, such as
inward investment, which tend to affect localities according to external goals
(lacoponi et al. 1995). In this way, it can be thought of as a more robust form of

development in that it is often more geographically fixed (Ray 1996).

Small scale endogenously based development also has its drawbacks. As well as
being difficult to stimulate and providing comparatively few jobs per enterprise,
traditional endogenous developments are typically regarded as lacking in
innovativeness, and therefore having difficulty in adapting to change (Murdoch 2000;
Chassagne 1995). With respect to niche marketing opportunities, the OECD (1995)
also characterises rural areas as suffering from lack of awareness, business acumen, a
resistance to change and a general distrust of new ideas. Additionaly, the micro
business sector in general has a notorioudly high failure rate among new businesses,
although Greenbank (2000) suggests that rates are much better for businesses once
they are established.



1.4 Academic Approachesto Small Business Studies

Despite the potential value of microfirms, as mentioned previously, our understarding
of the sector remains limited. In the words of Reid (1999, p304) “knowledge of [small
business] functioning, especiadly at the bottom or “micro-firm” end of the size
distribution of firms, is rather scant, particularly if a broad theoretical perspective is

taken of their modus operandi.” (emphasisin original)

Small business studies are arelatively new and ‘immature’ academic discipline. It can
also be characterised by the fragmented nature of its intellectual base. As an area of
academic inquiry, small firms have attracted interest from virtually all areas of social
science. As well as conventional management / business disciplines, small businesses
have been studied in sociology, human geography, economics, political science and
psychology among others (Goss 1991). In addition, small business development is a
subject dealt with frequently in policy and nonacademic circles (such as

practitioners guides and support institution publications).

Consequently the study of small businesses presents the challenge of adopting
literature from a wide variety of sources that have adopted often diverse reference
points, definitions and methodologies. The area has been seen to have suffered from a
degree of politicisation and idealistic speculation (Goss 1991). As Curran (1999, p11)
concurs “a good deal of the discussion of small scale enterprise is highly selective or
ideologically driven and, overal, poorly informed.” A chalenge of this research is
therefore to bring together various strands of research in a method that elucidates

some of the key issues associated with the development of food micro firms.



1.5 The Structure of the Thesis

The thesis proceeds with a review of the industrial and institutional context in which
food micro firms operate (Chapter 2). Chapter 3 reviews the current state of academic
understanding relevant to this study and develops a empirical schema to guide the
research process. Chapter 4 outlines the methodological choices that were made and
the methods used to collect and analysis the empirical data. Chapters 5 and 6 present
the empirical basis of this study, firstly through a postal survey and subsequently
through 6 indepth case studies. These discrete empirica findings are then co-
analysed in Chapter 7 and the findings discussed in relation to the research ams and
the original empirical schema. The thesis concludes in Chapter 8 with a discussion of
the key findings of the research with respect to the broader context and outlines the
contribution of the study to both the academic and policy fields.



Chapter 2: The Industrial and Institutional Context of
Welsh Food Micro Firms

2.1 UK Agrifood in a Global Context

The global agrifood industry is a highly complex interlinking set of relations on which
the livelihoods of many and the lives of most depend. It is the largest global domestic
industry, with many millions formally employed in the sector, and millions more
engaged either through informal participation, employment in associated industries or
through the influence of the global industry on forms of subsistence agriculture

common in many less developed countries.

In the context of this study, the agrifood sector can be seen to encompass al
organisations and individuals formally involved in the transformation of food from
‘farm’ to ‘fork’. As such, it includes producers (farmers, growers, fishermen etc),
those involved in product combination / transformation (processors, manufacturers),
consumer interfaces (retailers, caterers) and agents who store and / or distribute food
(wholesalers, distributors). There are aso other concerns that are not traditionally
considered as part of the agrifood sector but which play key roles influencing it, such
as the agricultural input sector, the public sector, NGOs, parts of the media and, not

least, consumers.

This chapter attempts to contextualise this study by reviewing the key characteristics
of the agrifood sector from the context of smal Welsh food businesses. This is
achieved by outlining the structure of the UK food industry and the role of small firms
within this. The Welsh context is then addressed, in terms of both primary agriculture
and food processing, and through reviewing the current knowledge base of Welsh
food supply chains. Lastly, the institutional support structure for agrifood businesses
in Wales is outlined.



2.1a The UK Food Industry

The food industry is one of the largest economic sectors in the UK. In 2001, the UK
food and drink industry earned retail sales of £46.37 billion. At the same time, the
sector employed approximately 436 000 people domestically, plus many more
overseas. In fact, as a nation, the UK is a net importer of food products. Imports
average out at approximately 3 times the value of food exported. In 2001 alone, the
UK imported £16.5 million worth of manufactured food products, fresh produce and
live animals. The mainstream food sector can aso be characterised as a high
advertising expenditure sector. Despite recent declines in advertising revenues, the
sector till spends over £500 million in the UK every year (Keynote 2002). Figure
2.1a highlights consumer expenditure in terms of six product categories. The pie chart
illustrates that fruit and vegetables are the largest sector, accounting for 28% of
consumer food spending. Meat & meat products follow closely behind on 26%. In
fact, 2001 was the first year that consumer spending on fruit and vegetables had
overtaken meat and meat products. This reflects a long term trend of eating red meat,
which has been compounded by the effects of BSE and Food & Mouth disease.

Figure 2.1a: UK Consumer Food Expenditure by Sector (2001)

Meat & Meat Fish & Fish
Products |I:>S q "{S
26% roducts

5%

Other
3% Fruit &
Vegetables

28%

Bread, Cakes,

Biscuits &
Cereals
19%
Dairy Products,
Eggs, Oils &
Fats
19%

Source: Keynote (2002)
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There are a number of other general trends of note in the food sector, particularly in
the context of this study. Not least is the gradual concentration of power towards a
small number of large retailers. Five multiple retailers accounted for of 74% al UK
food retail sdes in 1999 (Minted 2001). Moreover, this trend has been steadily
evolving over recent decades and shows no sign of reversing, or even stalling. Recent
years have seen the already dominant retailers move increasingly into other formats
such as convenience stores and internet retailing, as well as broadening into non-food
areas. The net effect of these developments has been a concentration of power that has
shaped the structure and activities of much of the food industry into forms that favour
the multiple retail sector.

This has included, among other things, a general reduction in the margins accrued by
other parts of the supply chain, ard a shift towards retailer own labelled goods rather
than producer brands. One effect of multiple retailer dominance has been to
effectively mask the identity of much of the food industry from the consumer whilst
appropriating many innovation functions and aspects of propriety, particularly in the
area of product development. This has consequently reduced the power of other actors
in the food industry who have essentially become sub-contractors to retailers rather
than true supply chain partners. Power to negotiate has, therefore, been eroded by the
ability of retailers to purchase from other businesses. Multiple retailers have also
sought to reduce the number of businesses they dea with, mainly to ssmplify trading
arrangements. Whilst it may be argued that developments such as these have
increased the variety and value of food for many consumers, the long-term
sustainability of the food sector is being increasingly called into question, not least in

terms of food access, farming vitality and environmental impact.

From a consumption perspective, the UK food industry is characterised by increased
segmentation of consumer needs combined with a gradual trade up by consumers
from low priced commaodity products to higher priced convenience based products. In
addition to supply sided factors, the move towards higher priced convenience food
can be seen to be a consequence of higher disposable incomes combined with time
pressures among consumers. Consumer demand for food products is aso broadly
resistant to macroecoromic effects. This provides a certain degree of stability in the

market, at least in terms of net consumer demand.

1



There are approximately 10 000 food manufacturing firms in the UK compared with
123 000 agricultural businesses (mainly farmers) and 37 000 food retailers. The
agrifood sector as a whole is thought to account for 296 000 VAT registered
businesses (Keynote 2002).

Structurally, most sectors of the industry have been experiencing consolidation, in
terms of the number of food-related businesses a least, for a humber of years.
Structural trends in the industry, in addition to increasing retail concentration, include
areduction in wholesale trade, replaced by more direct supply chain relationships, and
consistent growth in the catering sector. The number of food manufacturers has also
been in steady decline, down 12% between 1997 and 2002. Figure 2.1b outlines the
size distribution among UK food manufacturing firms. It illustrates vast differencesin
scale between firms in the sector.

Figure 2.1b: Size Structure of UK Food Manufacturing Sector by Turnover (2002)

25 A

Percentage

1-49 50-99  100-249 250-499 500-999  1000- 5000+
4999

Turnover (E000)

Source: Keynote (2002)



2.1b The UK Specialist Food Sector

The UK specialist food sector is generally thought to have experienced gradual
growth in the UK in recent years. This is particuarly observable in terms of the
number of speciality business start ups. A Food From Britain study estimated the
British speciality food sector to have a retail worth of over £3 Billion as well as
employing over 20 000 people (Food From Britain 1999). Growth in this sector can
been attributed to a number of factors which were outlined in 1.2. The same study
identified that the main product groups for speciality producers were beer (14%),
dairy (13%), bakery (11%) and meat products (10%).

Consumers of speciaity foods are commonly regarded as middle-aged, relatively
wealthy and educated. They are also often associated with having concerns about
mainstream food production and an interest in the quality of ingredients. Speciality
food consumers are by no means limited to these groups, with a Mintel survey
identifying that over 80% of al respondents either buy or would consider buying
speciality foods (Mintel 1999a).

The specidist food retailing sector, however, has borne mixed results. Many
businesses have suffered, particularly as a result of wider consumer trends and
increased competition from the multiple retail sector. This competition, for example,
has virtually destroyed the specialist fishmonger sector. Within this trend, however,
there are areas where specialist shops have prospered, for example some high quality

greengrocers and bakeries (Mintel 1999a).
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2.2 TheWelsh Agrifood I ndustry

The agri-food sector in Wales can be characterised as being largely primary
production based, with a traditionally strong agriculture sector mainly involved in
livestock production and dairying. Average farm size in Wales is relatively small in
UK terms but large compared with Europe and the rest of the world. Despite only
contributing approximately 2% to Welsh GDP, agiculture is a highly significant
sector socialy, politically and, in many rura areas, economicaly (Coleman 1999). In
common with many other regions, Wales is suffering from increasing marginalisation
in productionist terms, in what has become popularly known as the ‘farming crisis'.
This has resulted in a period of significant upheaval for Welsh agriculture and a
general push towards rationalisation and value-adding, less price competitive,

activities.

Processing and other forms of value-adding in Welsh agrifood are generally regarded
as underdeveloped. Large scale (conventional) food processing does exist, but links
with rural areas and the Welsh economy in general tend to be minimal due to sourcing
originating primarily from outside Wales. In fact many areas of the farming and

mainstream food processing sectors operate in complete isolation from each other.

The agriculture sector employs approximately 55 000 people on farms. However,
employment in the agriculture sector has falen continually in recent years. Between
June 1998 and June 2000, the sector lost over 10% of its agricultural workers
(Hancock 2001). It should be noted that these figures pre-date the Foot and Mouth
outbreak in 2001.

The Welsh food industry as a whole is estimated to employ 55 000 FTE jobs in
production and processing alone. Approximately 2/3rds of these jobs are located in
the predominantly urban areas of south west and north east Wales (The Grocer 2000).
Figures indicating the value of the processing sector in Wales are not available;
however, the supermarket sector alone sourced approximately £400 million worth of
Welsh food products in 2000 (The Western Mail 2001).
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2.2a Agriculture and Primary Processing

As mentioned, agriculture in Wales is predominantly livestock based, with the main
activities being dairy, lamb and beef. Dairying is thought to account for 32% of the
total gross output for Welsh farming, with lamb and beef combined accounting for
57%. Farming is widespread throughout Wales, although less significant around the
urban areas of south and north east Wales. Figure 2.2a presents basic statistics from
the latest agricultural census for Wales.

Figure 2.2a: Basic Agricultural Statistics for Wales (2000)

Tota Agricultural Land 1 468 000 Hectares
Number of Holdings 28410

Average Farm Size 52 Hectares

Total Cattle and Calf Holdings 15047

Dairy Breeding Holdings 4 307

Beef Breeding Holdings 9326

Total Sheep and Lamb Holdings 15088

Total Pig Holdings 921

Agricultural Land by region:

South Wales 13%
North West Wales 16%
North East Wales 14%
Powys 28%
Ceredigion 9%

Pembrokeshire 8%

Carmarthenshire 12%

Source: Welsh Agricultural Statistics 2001
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The Welsh Dairy Sector

Dairying is atraditional activity among Welsh farmers Wales contains approximately
13% of all UK milk producers. Production is mainly focused in two milk fields; one
in South West Wales (Pembrokeshire, Carmarthenshire and Ceredigionshire) and one
in the North East (around Wrexham and Denbigh).

Figure 2.2b: Characteristics of the Welsh Dairy Sector (1998)

Primary:
Total number of producers. 4078 (13 % of UK total)
Total annual production 1997/98: 1416m litres*

Processing:
Processing sector: 67 sites plus 30 small ice cream manufacturers
23 Farmhouse cheese producers

Consumption:
Total liquid milk consumption in Wales: 290m litres (81% from
Welsh herds)

*Figure estimated by using net quota after leasing as a proxy.
Source: (Agrifood Partnership 1999a)

According to the Agrifood Partnership Dairy Action Plan (Agrifood Partnership
1999a), the dairy processing sector in Wales is locked into a process of polarisation
between very small and very large producers. The plan segments existing operators
into three groups; large scale, middle scale and small scale. There were nine large
operators in Wales in 1999, each with an annua consumption of milk of over 50
million litres. Together they account for 85% of the total milk processed in Wales.
The group of medium sized producers are more loosely defined. They include
operators with great growth potential and larger businesses whose immediate
prospects were judged to be limited. There are thought to be up to 15 companies in
this group, handling 170 million litres of milk per year (14% of total Welsh liquid
milk processing). The final group, defined as small operators, is make up of
approximately 40 processors with a net consumption of under 5 million litres per year
(less than 1% of total production). Included in the group were 23 farmhouse cheese

producers and 13 un-pasteurised ‘green top’ milk producers. They were categorised in
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the report as having little or no expansion plans and therefore in need of support that

allows them to stay in operation.

Figure 2.2c: Segmentation in the Welsh Dairy Processing Sector (1998)

Segmentation No. of Processors

Processors Buying Milk from Farms or Farmers Co-ops

Large (over 100m litres/year) 7
Medium (10-100m litres/year) 7
Small (under 10m litres/year) 6
Sub-total 20

Other Processors
Product conversion and packing centres 4

Significant ice cream makers*

Farmr-based un-pasteurised milk retailers 13
Farmhouse yoghurt maker 1
Farmhouse cheese makers 23
Sub-total 47
Tota 67

Source: (Agrifood Partnership 1999a)
NB: * Defined as companies with regional or national distribution.

Figure 2.2d: Milk Utilisation in Wales (1998)

Product Millions %
of Litres
Liquid (drinking) milk 252.5 20.8
Commodities:
Butter 120.6 10.0
Cheese 809.9 66.8
Preserved Milks - -
Non-Commodities: 29.0 24
(yoghurt, other fresh
products, desserts)
Total 1212.0 100.0

Source: (Agrifood Partnership 1999a)
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The Welsh Lamb and Beef Sector
Lamb and beef production are widespread in Wales. Sheep farming dominates in
upland areas, while beef cattle are concentrated in the western regions.

Figure 2.2e: Characteristics of the Welsh Lamb and Beef Sector (1998)

Primary:
17,000+ cattle holdings (11% of UK Total)
16,000+ sheep holdings (26% of UK Total) (1997 census)
50 Auction Markets*, annual throughput estimated at 4 million

Slaughtering and Cutting:
34 Licensed abattoirs
37 Licensed cutting plants

*not al trade every week.
Source: (Agrifood Partnership 1999Db)

The Welsh lamb and beef sector, like most other parts of UK agriculture, has
experienced a significant period of turbulence in recent years. The Figures in 2.2e
(above) are therefore likely to have changed significantly since they were published.
Average livestock holding size is dightly smaller than the UK average (53 hectares
versus 73 hectares) but considerably larger thanthe EU average (14 hectares). Figure
2.2f presents estimates for the numbers of licensed abattoirs and cutting plants in
Wales.

Figure 2.2f: Numbers of Full and Low Throughput Abattoirs and Cutting Plants
Licensed in Wales (1998)

Full throughput Low throughput
Slaughter and cutting plant 13 4
Slaughter only 1 (non operational) 16
Cutting plant 5
Cutting plant, linked to 3

cold stores

Source: (Agrifood Partnership 1999Db)
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The Welsh Organic Sector

The Welsh organic sector has grown significantly in recent years. In 1998, 1 in 235
Welsh farmers farmed organically; by 2001 the figure had risen to 1 in 50. The
National Assembly For Wales has a target to raise total organic output to 10% by
2005. Output in 2001 grew by as much as 400%, athough it still only stands at
roughly 2% of total agricultural output (Agrifood Partnership 1999c).

The Wesh organic food industry is described as being mainly small scale in
comparison to mainstream production. In addition to livestock, organic vegetable
production is also a significant sector, athough it is limited by climatic conditions.
Organic Farm Foods in Lampeter are the largest pre-packer and distributor of organic
fruit and vegetables in the UK, supplying most of the maor retail chains. A
significant proportion of their produce, however, is sourced from outside Wales (and
the UK). The Welsh organic sector also has two major organic meat processing and
distribution companies, supplying predominantly Welsh organic meat to customers
across the UK. Figure 2.2g highlights the location of organic farms in Wales that were

operational in 1998. This figure highlights a concentration in western areas of Wales.

Figure 2.2g: The Geographical Spread of Organic Farms in Wales (including those in
conversion) (1998)

Source: (Banks 1998)
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The Welsh Horticulture Sector

Welsh horticulture is a small but significant sector concentrated in southern parts of
the region. The main area of existing horticulture production in Wales is field
vegetable production in Pembrokeshire and sheltered locations along the South Wales
coast. Potatoes are the main horticulture crop in Wales with approximately 3300
hectares in commercial production. Just over half of this production takes place in
Pembrokeshire. Other areas with notable field-based horticulture are the Vales of
Clwyd (in the south) and areas around Deeside (in the north). Commercia fruit
production in significant volumes is largely limited to the Gower peninsular (south)
and areas around Chester and Shrewsbury (north east). These areas tend to produce
soft fruit crops such as strawberries, blackcurrants and raspberries. Potential in this
sector is considered limited due to physical and climatic restrictions as well as lack of
domestic demand and poor transport infrastructure (FRCA 1999).

2.2b The Welsh Food Industry

According to the Welsh Development Agency’s Food Business Directory, there are
approximately 600 agrifood businesses in Wales. Of these, about 2/3" are food
producers and another 2/3"s act as distributors or wholesalers. The database excludes
retailers, unless they are aso producers and or distributors / wholesalers. A
breakdown of the sector drawn from the database is given in Figure 2.2h. Many
businesses are classed in more than one sector. In fact, the average business appears in
1.75 sub-sector categories, athough this statistic is likely to be skewed by a small
number of businesses operating in a large number of sub-sectors (non-specialist
distributors, smokeries etc).

Although no one sub-sector dominates, four are significantly larger in terms of
number of businesses, Meat Products, Dairy Products, Baked Goods and Poultry /
Game / Eggs. The latter two categories, however, are fairly aggregated and therefore
include quite distinct products (the baked goods category for instance includes bakers,
ready meal manufacturers and meat pie makers). Therefore, the two dominant product
categories seem to be dairy and meat products. This reflects strongly the situation in
the agriculture sector and indicates linkages between primary and processing sectors
in the Welsh agrifood sector.

20



Figure 2.2h: Welsh Food Firms Broken Down by Sub-Sector and Activity (1999)

FOOD BUSINESSACTIVITY

Tota Producers | Distributors/ | Both Proportion

Businesses Wholesalers | Producers of

in and Producers

Sub-sector Distributors/ | who adso

Wholesdlers | Distribute

Baked Goods 175 147 120 92 63%
Alcoholic 63 35 51 23 66%
Beverages
Non-acoholic 88 46 70 28 61%
Beverages
Dairy Products 153 118 112 77 65%
Fish / Seafood 66 39 55 28 2%
Fruit / Vegetables 81 51 58 28 55%
Mesats 172 125 132 85 68%
Poultry / Game/ 154 106 124 76 2%
Eggs
Preserves / Sauces / 92 60 69 37 62%
Condiments
Cumulative Total 1044 727 791 474 65%
Pluriactivity index 1.75 1.77 171 171
Actual Totd 597 411 463 277 67%

Approximately two thirds of producers in Wales also distribute their own (and often
other companies’) products. The table aso indicates that this is remarkably consistent
among sub-sectors. The only significant exception to this seems to be fruit and

vegetable companies who are significantly less likely to distribute their own product.

Figure 2.2i presents the geographical location of the food businesses in the WDA

database and compares this with the percentage of population and farm holdings.

Figure 2.2i: A Geographical Breakdown of Welsh Agrifood Sector (1999)
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This figure shows that the majority of food businesses (just under 43%) are in the
predominantly industrial South East region of Wales. This is also where the majority
of the Welsh resident population lives. South West Wales (defined as Pembrokeshire,
Carmarthenshire and Ceredigion) has the second largest concentration of food firms
with mid Wales (Powys only) having the smallest. From this information presented in
the graph, it is not unreasonable to suggest that the maority of food businesses in
South East Wales are not rural or farm based in nature. Rather, the businesses situated
in this region are there for ‘urban factors such as employment, customers,
distribution links etc. However, South West and mid Waes however have low
populations but a relatively large number of food businesses and farm holdings. This
suggests that these food businesses are more likely to be based there due to rural
(production) factors. The North Wales region is less conclusive as it encompasses a

mixture of both rura and urban areas.

Figure 2.2 illustrates the market reach of Welsh food businesses in terms of the
furthest extent to which firms conduct a significant amount of business. As the pie
chart depicts the majority of Welsh food and drink businesses operate in local
markets only. Just over a quarter of businesses extend to regional markets (defined as
non-local but within Wales) and a similar proportion have a national presence.

Approximately 11% of businesses compete on international markets.

Figure 2.2j: Market Reach Among Welsh Food Businesses (1999)

National
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DTZ Pieda Consulting published a report on the UK Speciality Food and Drink Sector
in 1999. Sponsored by Food From Britain and MAFF, the report included a
comprehensive survey of speciality food businesses. The report included a statistical
annex for 53 Welsh companies who took part in the survey. The findings for the
Welsh sample are broadly similar to that of the total sample and although the sample
was small, it seems safe to assume that the findings of the survey are applicable to the
Welsh speciality food and drink sector as a whole (Food From Britain 1999).

The study showed that the vast mgjority of speciality food producers are based in rural
areas. In fact, only 9% of all businesses that responded to the survey are situated in
cities or conurbations, 21% are located in regiona towns with the remaining 70% in
rural areas. The average (median) size of sampled businesses was 8 FTE employees
and an annual turnover of between £100,000 and £200,000. The sample did, however,
contain a small number of large companies who have a presence in speciality food
markets (8% of all companies have over 50 employees). Figure 2.2k gives a
breakdown of business size in terms of number of employees. The difference between
the whole sample and Welsh companies is apparent here. This seems to suggest that
Welsh companies are much more likely to be smaler when compared with UK
speciaity food and drink businesses. It should be remembered, however, that only 53
Welsh businesses were sampled, making any comparisons only speculative (Food
From Britain 1999).

Figure 2.2k: Size Distribution of UK and Welsh Specidity Food and Drink
Companies (1999)
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A Midmoreet al. (1996) study investigating linkages between tourism and agriculture
in South Pembrokeshire provides some interesting information about the nature of the
Welsh food industry. Among its findings, the authors concluded that local processing
capacity was ‘insubstantial’ in South Pembrokeshire. As a conseguence, local supply
chain structures for processed foods were regarded as weak. They illustrated this by
detailing the case of local potatoes which are washed, graded and packed severd

hundreds of miles away in England before returning to the area.

The main finding was that, despite a respectable (albeit seasonal) range of vegetables
grown in the area, Pembrokeshire produce purchased through conventional supply
chains invariably travel via one of the major wholesale markets situated outside the
area. This was found to be due to the wholesaling system’s drive to balance supply
and demand by sourcing from a wide range of locations in order to provide
consistency and value. To this extent, the availability of local food through the
wholesaling system is dependent of external supply and prices.

Among individual sectors, meat and dairy products were found to be the most
integrated between local production and consumption. These reflect the size and
tradition of the local production base. The quality and range of local meat was found
to be an important demand factor. In the dairy sector, sourcing of fresh milk and
cream is predominantly from local farms and dairies rather than on the wholesale
market. Direct sourcing from the farm was reported as strongest in rural areas. The
availability of local cheeses however was regarded as mixed, with respondents stating
a lack of range and appropriate sizes. As a result, the extent of linkages with local
cheese producers varied considerably between establishments. Local ice cream
manufacturers are frequently sourced in preference to national brands, although some
criticism was voiced over the quality and pricing of local products. Welsh yoghurts
were well stocked; however, problems existed in sourcing the individual butter

portions favoured by catering establishments.

Overdl, the degree and form of loca food supply chains was found to vary
considerably among the different types of food produced in South Pembrokeshire.
Local supply chains that serve the tourist market through catering establishments were

found, but were inconsistent and imposed specific issues to those involved in the
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chains. In particular, seasonality and inconsistency seem to be the major problems,
coupled with a lack of range available (Midmore et al. 1996).

A study comparing ‘quality’ and ‘conventiona’ food chains in West Wales also
provides some important information about Welsh food supply chains (RIPPLE
2000). As part of this project, the researchers focused on a number of individual
sectors. When comparing quality and conventional lamb and beef, they found that, in
addition to adhering to higher product quality standards, producers seem to have a
significant environmental conservation motivation which in many cases is considered
as important to the producers as pure profit maximisation. Also significant is the
relatively high proportion of in-comers, when compared with conventional farmers,
and the existence of strong local economic linkages through use of local input
suppliers, contractors, slaughterhouses etc. Quality producers also supply a wider
range of markets including multiple retailers and local consumers. In the conventional
sector, the marketing of lamb and beef is reported to be done mainly by intermediaries
in the supply chain, for example daughterers and the Meat and Livestock
Commission. Instances of producer-led marketing or explicit strategic development

were found to be rare.

The organic sample interviewed during the RIPPLE study expressed strong
differences with conventional farmers. In addition to a high degree of outsiders,
organic farmers are more likely to be part-time and pluriactive. Farm size is generaly
smaller and incomes (during the period up to the study) are more variable. This is
particularly apparent for organic vegetable growers who are highly seasona and
dependent on seasonal labour. Again, linkages with local communities were found to
be stronger than for conventional farmers, mainly due to greater labour intensity and
local demand. The certification of many types of organic produce has an impact on
supply chain structure and mechanisms. For instance, the requirement for using
organically certified abattoirs both tends to extend the physical length of organic
livestock supply chains in Wales and reduce the margin accrued to the farmer, due to
increasing transport and associated costs. This issue has been abated recently due to
the increasing number of daughterhouses in Wales that have achieved organic
certification. Organic supply chains were found to be shorter, on average, than

conventional ones.
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The general cheese sector in West Wales is considered by the report to be more
competitive that the other sectors in the survey. The area was identified as containing
a number o businesses that service both the bulk commodity cheese market and
speciality markets. The speciality producers surveyed tend to supply predominantly
local markets and particularly rely on the tourist trade. The producers themselves
were characterised by the authors as being predominantly ‘lifestylers rather than
commercial business people. As a result the businesses are often sole traders, or only
have a few part-time employees. Also observed is a ‘cultura resistance’ among the
sampled producers towards expansion and the exploitation of latent market
opportunities. Milk for cheese making was generally sourced either on their own farm
or from local farmers. Other inputs (usualy rennet and salt) tend to be sourced from
conventional markets outside the region. Again the supply chains employed by such
producers tend to be distinct from those of conventional cheese producers. Local
markets represent a significant proportion of demand; this is met through farm shops
and supplying local retailers and caterers. Cheese is often sold further afield to
delicatessens and specialist retailers. These businesses tend to be supplied directly,
although intermediaries are also used. Their presence in regional supermarkets and on

the internet was also reported to be increasing during the period of the study.

DTZ Pieda Consulting have been involved in an additiona study that increases our
understanding of Welsh food supply chains. The Welsh Rural Food Distribution
Study (2000), funded by the WDA, studied the importance of distribution as a
constraint on Welsh food businesses (WDA 2000). The report found that distribution
was usually rated as a devel opment issue of intermediate importance by producers and
institutional experts alike. This factor was consistently rated below marketing,
financial control and management as important development issues for Welsh food
businesses. Among the distribution constraints identified by focus group participants
were physical factors such as long distances, a poor road network, and insufficient
temperature controlled / chill distribution facilities. Poor management and delivery
services were also seen as a problem in Wales along with poor information about the
services available. A consumer interface survey gave indications about the efficacy of
food supply chains across Wales. Businesses in North Wales were shown to
experience the most problems in sourcing Welsh food products, followed by mid

Wales. Of the three sub-sectors surveyed, catering businesses experienced the most
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problems (see Figure 2.21). Within this, restaurants were most likely to complain

about sourcing problems, followed by hotels / guest houses and bed and breakfasts.

Figure 2.2I: Experience of Problems Procuring Welsh Food Products by Consumer
Interface Type (1999)
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Source: WDA (2000)

Just under one third of respondents regarded that there was a ‘limited product range’
available, while a similar number thought that ‘ poor marketing' had constrained their
purchase of Welsh food products. Over 3/4 thought that marketing should be a *high’
or ‘fairly high' priority for the future. Encouragingly, 62% of respondents have never
experienced distribution problems with Welsh food products.

Overdl, it seems that endogenous Wales-based supply chains are becoming

increasingly established in Wales. 51% of respondents reported that demand for

Welsh products is increasing, while only 8% reported any degree of decrease in
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popularity. Moreover, 63% of respondents are willing to pay some kind of premium
for food if it is Welsh.

The survey aso gave an indication of supply chain structures by asking which were
the dominant supplier types for their business (see Figure 2.2m). As is clearly shown

in the pie chart, the wholesale system still dominates the sourcing of Welsh foods.

Figure 2.2m: Most Common Type of Supplier for Welsh Food Consumer Interface
Businesses (1999)

Farmers
18%

Wholesaler
41%

Others
16%

2.2c Consumption Characteristics for Welsh Food

The RIPPLE study described above aso included a Welsh consumer survey. This
report provides some information about the demand characteristics of Welsh food
products. As part of this survey, respondents were asked to state the origin of any
‘quality’ food or drink products that they commonly purchase. The following Figure

summarises these results.
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Figure 2.2n: Welsh Consumer Quality Food Sourcing Habits for Speciality Foods
(1999)
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As the graph demonstrates, the maority of quality food and drink products sourced by
the survey respondents were from Welsh food companies, rather than products
originating outside of Wales. Moreover, this is common across the main sectors
including Dairy and Meat. The only exception to this trend seems to be with wine.
The report cites the presence of high profile local products as contributing to the
popularity of certain local food types. A few well known west Wales meat and dairy
producers seem to produce this effect. The second link identified is between freshness
and distance to markets. Products for which freshness is an important aspect of quality
(e.g. meat, dairy, fish and fruit and vegetables) tend to have a stronger local demand
in this study.

These results therefore appear to show that Welsh quality products generally have a
strong market share among Welsh consumers, although the market size, in terms of
the total amount of quality products purchased by Welsh consumers, maybe
underdevel oped.

The pie chart below (Figure 2.20) shows the most frequent place of purchase for
quality food and drinks products among the respondents. It is clear that Welsh
consumers access quality food supply chains at different points than for conventional

food products. This again highlights the structural differences between conventional
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supply chains and those of quality food and drink products. The study found
significant differences in purchase locations between urban and rural consumers. For
example, approximately one third of respondents in Cardiff source quality food
products from supermarkets, compared with 18% for the study sample as awhole.

Figure 2.20: Retail Purchasing Locations of Welsh Speciality Foods (1999)
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2.3 Institutional Food Business Support and Strategic Direction in Wales

An understanding of the range of institutional support programmes and initiatives
available to Welsh food businesses is a key element for contextualising this study. In
particular, it is important to understand the strategic aims of support institutions and
the mechanisms that are employed to operationalise them. The key strategic support
process for Welsh food firms is the Agrifood Partnership. Formed in 1999, during the
beginning of this study, the Agrifood Partnership was an attempt to coordinate the
activities of more than 60 public institutions that had responsibilities for agrifood in
Wales at that time, and give a strategic direction to the development of agrifood
support services and programmes. It was borne through a consultation process that
involved the canvassing of many representative interests in the Welsh agrifood sector
with the aim of agreeing what the strategic goals of the sector should be and how best

these can be achieved.

The Agrifood Partnership represents an innovative approach to supporting the
agrifood sector, not least because it involved direct cooperation and partnership
between industry leaders, development institutions and independent consultants. The
resulting strategy for the development of the sector has been developed on a largely
sectoral basis but with a delivery mechanism aimed at recognising regional priorities

and competencies.

The sectors chosen as foci for the strategy were lamb & beef, dairy and organic. The
latter was chosen due to its perceived potential rather than an existing production
base. An initial action plan was developed for each sector, drawn up by a working
group made up of representatives from industry (typically making up 2/3 of the total
number), academic and developmental ingtitutions, a representative from the retail
sector and a consultant from the WDA. Each group was led by a leading industrial
figure from the sector. A working group for farm development was later added to the

process. The aims of each of the initial groups are summarised below.
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Figure 2.3a Summary of the Agrifood Partnership Lamb and Beef Sector Action Plan

Mission Statement: ‘To help farmers and the related meat industry in Wales to
devel op profitable and sustainable markets for Wales Lamb and Beef’

Strategic Goals:
To differentiate Welsh lamb and beef products in the market so that they

compete more on quality and less on price
To strengthen the added- value supply chain
To develop an integrated approach to improving the quality and cost

efficiency of primary on-farm produce

Source: Agrifood Partnership (1999b)

The Lamb & Beef Action Plan detailed a number of specific objectives designed in
order to achieve the strategic goals set out. These included the desire to build a greater
stake for farmers in the supply chain through the promotion of livestock cooperatives
and investment in downstream value adding activities. The adoption of quality
assurance schemes covering both farm and supply chain is aso viewed as a key aim
in order to strengthen the fortunes of Welsh livestock supply chains. Another priority
is the improvement of marketing support provision and particularly initiatives that

focus on growth in export and niche markets (Agrifood Partnership 1999b).

Figure 2.3b Summary of the Agrifood Partnership Dairy Sector Action Plan

Strategic Goals:

To improve the marketing of the sector

To maximise the performance of the processors
To maximise the performance of milk producers

To improve the information base of the industry

Source: Agrifood Partnership (1999a)

The Dairy Action Plan detailed a number of objectives set out to achieve the strategic
goas. Among them were to provide marketing assistance to the sector, to improve
training facilities and specialist support, particularly for small dairy processors, and to

improve access to existing grant assistance. Also acknowledged was a need to
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improve market intelligence availability to those within the sector (Agrifood
Partnership 1999b).

Figure 2.3c Summary of the Agrifood Partnership Organic Sector Action Plan

Mission Statement: ‘ To establish the key role of organic agriculture in agricultural
and environmental policiesin Wales, to expand the Welsh organic sector by increasing
production of existing and new businesses to 10 per cent of the Welsh agricultural
products sector by 2005 and to exploit full the growing market opportunities within
Wales, the UK and elsewhere.’

Strategic Goals:
To increase the supply of organic produce from Wales
To develop markets for Welsh organic produce

To address specific problems facing the organic sector

Source: Agrifood Partnership (1999c)

The Organic Action Plan aimed to meet its strategic goals through the implementation
of a number of objectives. These included the setting up of an Organic Task Force to
act as a dtrategic coordinating body in Wales, the improvement of information
services to existing and potential organic supply chain members particularly in terms
of conversion criteria and marketing activities and the provison of a centre of
excellence for the sector. The task force also aimed to develop measures that would
improve the supply infrastructure in Wales in afashion that retained control in the
hands of producers and allowed for both loca and national marketing initiatives
(Agrifood Partnership 1999c).

A key element of the Agrifood Partnership is the delivery mechanism formulated for
the implementation of the different action plans. The structure is illustrated below
(Figure 2.3d). The structure was designed according to two guiding principles:
national direction and regional delivery. In this sense, it amed to optimise nationa
resources and expertise n a manner that was sympathetic to regional variations and

specific needs. Importantly, the whole implementation process was designed to be
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overseen by the industry-led task forces. In addition to the original sectoral task

forces, a fourth group was added later for farm development. This group has been
created to lead development support targeted specifically at farmers. Amongst its

core ams are the development of a comprehensive network of demonstration farms

and strengthening the provision of training and sign-posting of services. It was,

however, founded during the later stages of this study and therefore can be assumed to

have had little influence.

Figure 2.3d: The Agrifood Partnership Delivery Structure

Task Forces
National
Assembly Lamb and Beef
Dairy
Organic
Farm
Development
_ WDA
National Food Directorate : :
Programmesanf Agrifood Partnership
Support for Wales
Mechanisms
Regional Agrifood Regional Agrifood Regiona Agrifood Regional Agrifood
Partnership Partnership Partnership Partnership
South West Wales South East Wales Mid Wales North Wales

NAWAD Divisiona Offices

WDA Regional Offices

ELWa

Loca Authorities

LEADER Groups/ Loca Enterprise Agencies
Further / Higher Education

Specidists: IGER, ADAS, MLC, MDC, Horeb
Farming Unions

Regional Implementation Agencies




The Agrifood Partnership can be seen to be a response to the progressive economic
marginalisation of Welsh agriculture. As such it is driven by the realisation that many
traditionally staid farming communities in Wales must seek to adapt and innovate in
order to sustain markets for their products and increase incomes to rural communities.
The key aspects of each of the original three action plans are therefore associated with
innovation and adding value to agricultural produce. As food processing is perhaps
the most immediately achievable form of adding value to primary produce, the food
processing sector in Wales is a key aspect to this strategy. In acknowledgement of
this, each of the regional and sectoral partnerships has representation from the food
processing sector, usually from SMES but also in some cases micro business owners.
The partnership also includes the key ingtitutions that hold a remit to support small
Welsh food processing businesses, as described below. Excluded, however, are a
number of institutions based in England that provide support to Welsh food
businesses including a number of specialist research centres. It should also be noted
that although the partnership proceeded to set up a Farm Development action plan and
working group, no equivalent scheme hes been set up for small food processing firms,

despite them being an apparently crucial aspect of the overall strategy.

The largest dedicated supporter of Welsh food processing businesses is the Welsh
Development Agency Food Directorate. The Welsh Development Agency (WDA) has
a statutory duty to provide support for agrifood in Wales. As such, it takes prime
responsibility for the development of the Welsh agrifood sector aong with the
National Assembly for Wales.

As well as providing the secretariate for the Agrifood Partnership, the WDA runs a
number of major schemes. Its activities are essentially channelled through three main
programmes:
The Producer Retailer Programme: aimed at linking Welsh producers with major
retail chains.
A Taste of Wales: an accreditation scheme for the hospitality sector that promoted
the use of Welsh food and ingredients.
Speciality Foods Group: a body that supports collaboration within key speciality
food sub-sectorsin Wales.



The Food Directorate also administers a number of grant schemes. In fact, between
1999 and 2001, (i.e. during the study period) the WDA and National Assembly for
Wales invested over £9 million into the Welsh agrifood sector, largely though the
framework of the Agrifood Partnership. £5.5 million of this was awarded directly to
Welsh food companies and partner organisations in the form of grants. A further £500
000 was alocated specifically to the organic sector during this period (Agrifood
Partnership 2001).

A number of specialist enterprise agencies also provide significant assistance and
investment to the agrifood sector in the region. In addition, Wales has three food
centres that provide dedicated research and development facilities to the agrifood
industry. All three centres, which are spread across Wales, have developed
significantly in recent years, largely through public sector investment. Local
Authorities in Wales also have programmes and initiatives targeting food businesses
and small businesses in general. These vary depending on the circumstance and goals

of each authority.

There is also a broad range of nontagrifood specific support structures aimed at small
businesses. These are run by public institutions, charities and other third sector
agencies. Public sector support for small business has focused in recent years around
the Business Connect scheme (known as Business Link in England). This is
essentialy a signposting scheme that is designed as a ‘one stop’ interface between
businesses and the multitude of support agencies. It came into existence after acritical
Department of Trade and Industry review of UK SME support needs. Among the
principal findings of the report were that existing schemes lacked clarity to businesses
(Priest 1999). Recently, a similar scheme aimed at the farming @mmunity called
Farming Connect has been established in Wales.
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24  Conclusions

This chapter sets out the context in which individual food micro firms operate. It
covers both the dynamics of the wider UK food industry and the Welsh context. In
addition, the institutional support context is outlined, in terms of both strategic
direction and immediate support initiatives.

These sections illustrate that food microbusinesses operate within a dynamic industry
that can be characterised by a highly concentrated and powerful retail sector and an
increasingly polarised processing sector, in terms of large multinational food
processors and a burgeoning small food business sector. Section 2.3 illustrates that
Welsh food businesses tend to be concentrated towards the smaller end of the food
processing sector. The Welsh agrifood sector as a whole can be characterised as
having a traditionally strong primary sector, which is currently going through a
prolonged period of hardship, and an associated strategic transition As mentioned, the
Welsh food processing sector is predominantly made up of small businesses. These
tend to supply local and regional markets. This section also identifies gaps in our
current knowledge about the Welsh food sector. For example, very little is known
about the types of supply chains that such businesses operate in, the degree of
linkages between the primary production and food processing sector, innovation
characteristics etc. Additionally, as section 2.3 outlines, there is a broad basis of
support for Welsh agrifood firms, both primary based and food processors. What is
not known, however, is how effective these support structures are, which schemes are

most valued by producers etc.

Our understanding of Welsh food microbusinesses and their innovation patterns can,
of course, be significantly enhanced by the theoretical understanding developed
through various relevant academic fields. The next section (chapter 3) reviews our
current understanding of food microbusinesses from academic fields and attempts to
piece them together in a fashion that aids our conceptual understanding of the

processes and interactions at the heart of rural food microbusinesses.

37



Chapter 3: Innovation, Food Supply Chains and Rural

Food Microbusinesses

3.1 Introduction

This chapter attempts to bring together the many strands of academic research that
can potentially inform this research and distil its most pertinent aspects into a
empirical schema through which the dynamics of food microfirms can be better
understood. As such, it draws together theories and empirical findings from a number
of different disciplines including small business research, rural sociology, marketing

and political economy.

The chapter is split into six parts. It begins by covering the key areas of literature that
contribute towards our understanding of the competitive basis of small firms. In other
words, what are the unique competencies exhibited by small businesses, and food
micro firms in particular, that form the basis of their ability to compete against
seemingly more resourceful larger firms? The second section focuses on the relevant
strands of innovation theory and entrepreneurship and attempts to shed light on the
particular aspects of microfirm entrepreneurship. The third part of this literature
review focuses on the influence of external agents such as government, cultural
factors and other aspects which are thought to enable and / or constrain food
microfirms. The following sections go on to investigate the internal dynamics of the
small firm and then review two key contributions towards the conceptualisation of
small firms: linear firm growth theories, from the business studies discipline, and
network approaches, borne largely from sociology and political economy fields.
Finaly, the empirical schema constructed from the preceding sections of this chapter

is presented and used to further develop the study’s research aims.



3.2 The Competitive Basis of Small Businesses

3.2a Structural Change

The growth in small business enterprise in the UK over recent decades has been
attributed to a number of key changes in socia and business environments. Curran
(1999) lists the following developments as contributing towards a more favourable
small business climate in Britain:

Economic restructuring and the emergence of a global economy

Technological progress

The rise of unemployment since 1979

The increase in outsourcing and the vertical disintegration of large enterprises

Income effects and new patterns of consumer behaviour

Reductions in red tape and privatisation

A re-assertion of enterprise culture.

The onset of post-fordism and the accompanying freeing up of markets has created a
climate of increased opportunity for small business. At the same time, the value to
society of small business has also been slowly realised, leading to the development of
favourable government policies towards small business and entrepreneurial culture. In
addition to these genera trends, Keeble and Tyler (1995) suggest two further factors
that have contributed to the growth of small businessesin rural areas:

An influx of in-migrants from urban areas attracted by environmental / lifestyle

factors

A growth in consumer demand for niche products of rural character.

Two main groups of theory exist which contribute towards our understanding of how
and why small firms have been able to take advantage of such changes and how they
are able to compete successfully against large firms: Flexible Specialisation theory
and those that use relationships, networks and clusters at the centre of their analysis.



3.2b Flexible Specialisation Theory

Flexible Specialisation Theory purports that the competitive basis of modern small
enterprises is due largely to their ability to meet the needs of post-productivist
consumers who demand ever increasing specialisation and flexibility from their
products and services. This has resulted in the differentiation and segmentation of

markets, both ‘ business to consumer’ and ‘ business to business markets.

The main protagonists of Flexible Specialisation Theory (in particular see Piore and
Sabel 1994) argue that smaller businesses are best suited to meet small markets
largely due to scale attributes. The competitiveness of large firms is mainly based on
economies of scale and / or scope (for cost and other factors). Consequently they are
largely unable to apply such economies to markets of limited size whilst retaining an
economic advantage. Moreover, the structural characteristics of big firms dictate that
they are sow to react to shifts in demand with their own shifts in production,

management, logistics etc.

The size and structure of small businesses and the supply chains they are generally
involved in alow them to be more flexible in their approach to enterprise at all levels.
Mobility and the ability to adapt are valuable characteristics in dynamic and diverse
market places. Moreover, in many sectors, modern technology has created the means
to supply small volumes of the appropriate quality and consistency at economically
viable costs. One of the consequences of niche market demand is the advantage to
operationally flexible businesses when supplying specialist products. Such demands
are often met more effectively in supply chain systems composed of small units, often

working with a high degree of cooperation.

As a result, successful small firms tend to compete on the basis of quality, as these
markets tend to be smaller and thus shielded from large firms. Storey (1996) backs
this with empirical evidence in the UK that small firms who compete on quality tend
to be more successful than those that compete on cost. This theory, along with
empirical evidence for flexible specialisation, has created an increased focus on
supply chain dynamics and the value of information transfer, trust and collective tools

among small firms (Porter 1990).



3.2c Relationships, Networks and Clusters

All businesses, regardless of their innovative capabilities, are embedded in socio-
economic networks (Granovetter 1985). Such networks are numerous, complex and
include many different actors. Principal among these are relationships between
businesses, between businesses and consumers, and also between individuals and
groups both within businesses and with other actors peripheral to supply chain
businesses, such as support institutions, family, friends and other societal interactions.
Networks can be either persona or non-personal, immediate or remote, continua or

intermittent, inter-organisational or intra-organisational.

According to Bruderl and Preisendorfer (1998), entrepreneurs “who can refer to a
broad and diverse personal network and who received much support from it are more
successful” (p214). Thisis a sentiment shared by many academics who believe that the
existence and dynamics of such networks form the basis of much small business
success (for example see Hogarth-Scott 1996 or Chassagne 1995). Bruderl and
Preisendorfer (1998) go on to describe three functions of networks commonly
identified in academic literature that contribute to the attainment of success by
‘networking’ small firms:

gaining access to information

gaining access to potential customers and suppliers

bringing the possibility to broaden the financial basis of afirm.

McQuaid (1996) offers the following additional values for participation in networks,
both formal and non-formal:
Forums for ‘testing out’ new ideas
Potential to be referred to specialist assistance by network members (who may
have a personal relationship with specialist)
Availability of mora support.

Information gained through social relations and contacts is often regarded as more
valuable than through formal sources, in terms of its relevance, reliability and

exclusivity. With regard to broadening the financia basis of a firm, relatives and
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acquaintances can be especially helpful during the start-up and early phases of a

business.

According to Sweeney (1985, p67), ‘entrepreneur vitality is strongly related to
information, its accumulation and its flow. It is the vital resource of the entrepreneur
and the factor which nourishes his growth’. Information can exist in many different
forms and serve many purposes within a small business. Lack of access and cognition
of information in general is thought by some to be a common hindrance among SMEs

inrural areas (Hassink 1992).

Cooperation, openness and a willingness to learn are key attributes for creating an
innovative firm. Innovation theorists propound the value of ‘learning by doing’,
capturing the value of tacit knowledge transfer. Successful firms benefit from being
bound in systems that forge synergies between actors from all aspects of the supply
chain (i.e. users, producers, inventors and innovators). Important is the creation of a
basis of trust that allows cooperation for mutual gain, with refraint from opportunistic
behaviour. The benefits of such ties are a reduction in perceived risk, easier exchange
of goods / services, and increased learning capacity (Cooke et al. 1998; Cooke &
Morgan 1998). Indeed, networks between rural enterprises that provide cooperative
production or marketing opportunities have proven to be successful in many rural
areas (Levin 1993).

The value of strong networks can be illustrated by the benefit many small businesses
gain from the existence of alocal consumer base. Not least, it allows the possibility
for straightforward feedback mechanisms between consumers and supply chain
participants. It can also provide a reliable consumer base in times of external
problems and help build credibility with external consumer / markets (van der Meulen
& Ventua 1995; Fanfani 1994). To this extent, the characteristics of loca demand
and the quality of communication between local customers and the producer are
perhaps more important than the net size of demand. Supply chains with a significant
local demand are more able to recognise purchasing needs, particularly emergent
demands which tend to take longer to transmit from more remote consumers.

Moreover, companies with highly sophisticated and demanding local consumers are
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likely to benefit by the requirement to comply to their ‘advanced’ needs, keeping
them one step ahead of external consumers and competition (Porter 1990).

Successful industrial districts in general have been identified by Amin (quoted in
Lowe et al. 1995) as having the following common features:
Institutional thickness: proactive firms with widespread trust in collective
representation (e.g. through marketing boards, government agencies, innovation
centres, trade associations).
Local industrial atmosphere: good for knowledge creation, inventiveness /
entrepreneurship, information dissemination. Strong ‘know-how’ in an
atmosphere of ‘socialisation, sociability and trust’.
Inter-firm dependence: due to task-based specidisation within an integrated
system.
Structures of sociability: alocal containment of the division of labour within the

cluster.

Such networks allow flexibility to deal with change and aso the retainment of added
value within the system.

Networks, and in particular informal networks, rely on the transfer of tacit knowledge
between actors. Tacit knowledge is difficult to codify, often of a personal and context
dependent nature and therefore transfers best through personal interaction (Morgan &
Murdoch 2000).

The use of tacit and localised forms of knowledge is an important point of departure
between ‘aternative’ and conventional food systems, who tend to rely on codified and
standardised knowledge (Morgan & Murdoch 2000). Supply chains that attempt to
provide higher ‘quality’ products tend to demand higher degrees of coordination
between supply chain members. This is particularly evident in the product
transformation process, where physical qualities and conventional notions of hygiene
tend to be more important in more commoditised food supply chains (Fanfani 1994).

Products that communicate certain production methods or traditions also require



strong relations between supply chain members to ensure that these processes are
adhered to.

Strong network structures can also compensate for areas of weakness in individua
firms (Briderl & Preisendtrfer 1998). However, there can be disadvantages to taking
a networking approach to business. These include the increased influence of weaker
network members, higher coordination costs, strong time demands, and a loss of
secrecy. Networks can also become over dominated by stronger chain members to the
detriment of less powerful concerns (Biemans 1992). In sum, however, effective
networks can potentially reduce both the risks and costs (in time, effort and

consequently money) in entrepreneurial activities.

Perhaps the best known example of effective network structures in small scale
agrifood are the agri-industrial districts of northern Italy as described by lacoponi
(1995) and Fanfani (1994) among others. lacoponi (1995) defines two types of agri-
industrial district (i.e. clusters of supply chain activity within close geographical
proximity): those made up of onfarm enterprises and those where farmers supply
local firms. According to Fanfani (1994 p81), the success and diversity of Italian agri-
food districts can be attributed to ‘the territorial attachment of enterprises, the close
relationship between enterprises and families, the territorial concentration of
production [and also] the thick network of social, economic and institutional relations,
together with deep evolutionary dynamics of these redlities. The areas also tend to
have strong traditions of local small scale production, not only in food products but
other craft goods.

According to European academics such as Saccomandi and van der Ploeg, a key to
the success of agri-industrial districts is a low level of transaction costs (i.e. the cost
of ‘going to market’). Analysis on the basis of cost highlights that agrifood districts
typically have lower transaction costs between enterprises but higher potential
governing costs for the supply chain as a whole. Supply systems with a lower total
cost structure obviously hold an advantage when producing products which compete
to a degree on price. An advantageous balance of costs has been suggested for the
success of certain agri-food SME clusters which benefit from reduced transaction
costs due to a high basis of trust (Lowe et al. 1995; van der Ploeg & Saccomandi
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1995; Borch & Arthur 1995). Highly integrated firms may also bring elements of risk
reduction through cultural / social factors that build strong trust relationships between
both horizontally and vertically aligned firms (Lowe et al. 1995; Thompson 1991).

As amode for rural agrifood development though, Italian agrofood districts are not
without their detractors. In addition to their high specificity and complex origins, the
majority of these archetypal districtsin Italy are concentrated in productively efficient
agricultural areas. Their transferability to less productive areas can therefore be
guestioned. Similar agrifood clusters, on smaller and less successful scales, have been
identified in The Netherlands (Renting et al 1999); however, this region can aso be
considered as agriculturaly endowed. Moreover, many of the ‘traditional’ relations
present among the more successful SME industrial clusters are likely to have been
eroded in regions such as Wales due to its strong commoditisation which has seen

‘market’ relations prevail.

3.2d Niche markets

A dominant factor that allows small food businesses to prosper is their tendency to
target niche markets. The operational manifestation of a ‘niche’ marketing strategy
could be defined as the avoidance of a ‘clash between rival producers of goods and
services by dividing the market into very fine segments to exploit untapped or
undiscovered possibilities (Guerry 1995, p68). In particular, small firms seek such
strategies to avoid competition from large firms with greater resources and economies
of scale. Successful differentiation into a niche market provides a barrier to
conventional market principles (such as competitive supply and demand, economies
of scale) and conventions (such as costly transportation and packaging). The meeting
of highly specific needs and the lack of direct competition breed potentially greater
customer loyalty than for products in conventional markets. Moreover, the loose
adherence to market conventions provides the opportunity for higher margins for
producers through lack of direct competition and, in some cases, to reinforce quality
attributes.

A further aspect of niche markets is that, due to the nature of the target consumer,

products are often marketed on bases other than price, for example; convenience,
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quality, authenticity, ‘ethical-ness or just differentiated usage. This is beneficia to
small companies who, due to economies of scale, are not able to compete on price
aone. The typical perception of small business in the eyes of consumers as
representing less commercial values also gives them more cache to promote
differentiated attributes other than price. Moreover, typica marketing strategies
employed by large firms, such as volume growth through brand creation and
communication, are unlikely to be successful for small speciality food producers due

to cost constraints, among other things (Christy & Norris 1999).

3.2e Quality, Authenticity and Place : Regional Food

The incorporation of certain quality criteria provides the competitive basis for many
micro food firms. *Quality’ is a complex, rich and contested notion. As such there are
many aspects to it that can be, and are, exploited by businesses in general, and small
niche firmsin particular. Adequately defining quality and identifying the multitude of
qualities that can influence the consumption of food is therefore an ambitious task. It
is clear, however, that food supply chains involve the conception and trandation of
numerous quality perceptions, held by different actors at different times (see Ventura
& van der Meulen 1994; Thevenot 1998). Moreover, the concept of quality is largely
socialy constructed (Marsden 1998).

Murdoch (2000) identifies 4 qualities with respect to agrifood: productive quality,
ecological quality, brand quality and consumer-perceived quality. According to
Murdoch, al types of food supply chain operate with a combination of these qualities.
Ilbery and Kneafsey (1998), again in relation to food, list four groups of quality
indicators used by consumers, those that;

establish an association, either geographically, culturaly or historically

ensure specification, of production method, raw materials or ownership

achieve certification, for example appellation controlée, organic symbols, or

quality marks

generate attraction through subliminal wants, eg. taste, texture, flavour,

appearance, price, freshness, design.



In other areas of the supply chain, aternative qualities may come to the fore,
including processing qualities, service qualities and consistency qualities (such as
appearance, supply etc). An additional facet of the quality definition when applied to
foods is that, for many consumers, quality is bound up in infrequent consumption.
Quality products are often ‘occasion’ foods, made special, in part at least, by its non

everyday use (Guerry 1995).

The consumer gopeal of 'quality’ rura foods may be enlightened by Bessiere (1998,
p25) who states, in relation to food as a tourist attraction, that 'by eating a so-called
natural or traditional product, the eater seems to incorporate, in addition to nutritional
and psycho-sensorial characteristics of the food, certain symbolic characteristics: one
appropriates and embodies the nature, culture and identity of an area It aso
represents integration into a social world as opposed to the universe of industrialised
food. Eating farm fresh products, for example, may represent for the urban tourist not
only a biological quality, but also a short-lived appropriation of a rural identity. He

symbolically integrates a forgotten culture'.

A perception of authenticity of food products among consumers can be actively
constructed by businesses and support institutions. In fact, many food producers base
a large proportion of their marketing activities on creating and reinforcing the
authenticity qualities of their products. Institutions can aso play a role, for example
through the regional promotion of food. For example, as far back as 1972, the Scottish
Tourist Board ran a programme to develop the perceived authenticity of Scottish food
products. In this exercise, three types of authentic food products were identified: those
from ‘ancient traditional products, those which used place connotations (i.e.
local/regional products) and thirdly modern products developed using Scottish
produce (Hughes 1995). Images of rurality and artisanal practices using indigenous
resources tend to be perceived by consumers as being consistent with authenticity and

authentic products (Kuznesof et al. 1997).

The marketing of rural food products on the basis of geographical origin is common
place. The territorial attachment of artisanal food products ties in with other
‘authentic’ qualities held by such products. The importance of geographical origin in

consumer decision making processes is one which has been investigated in marketing
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literature. Although much of the literature pertains to geographical origin on a
country-basis and focuses on nonfood industrial products such as automobiles
(Kuznesof et al. 1997), it is apparent that geographical origin is strongly associated in
food due to its nature.

This is illustrated by the growth in regional food labels over recent years. Initiatives
such as EU designated labels of Protected Designation of Origin (PDO) or Protected
Geographical Indication (PGI) as well as UK government ‘speciality food grant
schemes' have been manifestations of this trend (Kuznesof et al. 1997; Tregear et al.
1998). Such regional quality parameters serve to preserve differentiation in rural areas
through the protection of local production systems. Their main mechanism for
achieving thisis the projection of ‘regionaly identifiable and quality assured foods' to
consumer markets (Marsden 1998). The potential benefits of these types of labels are
three-fold:

Granting of monopoly advantage to local producers and processors.

Enhancement of raw material value within a region (through use in premium

products).

Ensurance that processing activity occurs within a locality, benefiting the local

economy.
(Ritson & Kuznesof 1996)

As such, these policy initiatives potentially favour rural economic sustainability (at
least in areas that achieve these marks). An important aspect of these EU schemes is
that they can only apply in situations where producers are organised into some kind of

cooperative structure (I1bery & Kneafsey 1998).

The development and use of quality certification systems in the UK has generaly
been weak, particularly when compared with its Mediterranean partners in the EU
(Moran1993). The reason behind this lack of uptake could be attributed to arelatively
low interest in regional cuisines and artisanal food products in the UK compared with
southern European countries. Various attempts have been made in recent years to
introduce labelling schemes in the UK, although their long term success has yet to be

proven. The use of official quality marks, however, can be particularly attractive to



small businesses who tend not to hold large marketing budgets with which to build
‘immediate’ and easily communicable quality images (without years of reputation
building).

A study by Kuznesof et al. (1997) investigated UK consumer perceptions of regional
foods. Respondents in this study identified a linkage between regional food products
and the traditions or heritage of the locale. Among the conclusions was that, in the
perception of consumers, both local customs and the physical locality contribute
favourably to their definition of a regiona food (see Figure 3.2a). The same
consumers also linked regional foods to notions of ‘authenticity’.

Many quality foods entail a personalised purchasing process, through specialist shops,
farm gates or food fairs, that can represent part of the appeal of the product. In effect,
the consumption process for many consumers begins with the searching and
purchasing of the product and may be of more satisfaction than actually physical
eating the product (Kupiec & Revell 1998).

Figure 3.2a: Factors relating to the tradition and heritage of regional food
Tradition / Heritage

Customs Locale

A I / N\

. li hol
Food Preparation Climate Geomorphology

Food Service
Recipes

Indigenous ‘raw materias

Source: (Kuznesof et al. 1997)
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3.3 Enterprise, Innovation and Change

Innovation is a highly complex and multifaceted notion which can be defined and
analysed in a multitude of ways. Innovation is inextricably linked to wider notions of
enterprise and change in general. Academics have sought to understand innovation
through the foci of the individual, relationships between individuas, the firm, the
supply chain, the region and culture. The following section distils some of this

theorising, with relevance to innovation needs and outcomes in food supply chains.

3.3a Conceptualising Innovation

Innovation and its role in economic development is currently a popular theme among
academics and policy makers alike (Cooke et al. 1998). A number of academic
disciplines incorporate the study of aspects of innovation. In particular, the fields of
entrepreneurial  studies, marketing, economics, planning and genera business
management are dominant. As a consequence this study takes a multidisciplinary
approach when dealing with the concept of innovation. The main drawback of the
more established literature with respect to the research focus is that studies of
innovation have been traditionally focused on large scale, dynamic and generally high
technology fields. In fact, very few studies have addressed innovation in low
technology sectors, particularly in relation to food (Cooke et al. 1998).

Definitions of innovation vary, according to the type of study, the industries in focus
and the academic discipline. There are, however, two distinct categories of innovation
definition: those in which an innovation is an occurrence completely novel to an
industry and those in which an innovation can be new only to a firm (North &
Smallbone 2000). The stricter definition of innovation tends to be applied to studies
which concentrate on sectors as a whole or which focus on the transfer of particular
innovations. Often such studies are concerned solely with technological advances.
Such approaches are typical in the technology transfer field of literature. The second
looser definition is finding increasing favour in studies which take individua
businesses as the centre of focus and which employ a more holistic approach to firm

development, encompassing a broader range of innovations (i.e. beyond the notion



that firm or sector advancement is largely due to technological advancement).
Therefore, this incorporates anything which is beyond the normal routine of the
business, including new marketing activities and new product development. This
definition of innovation is applicable for industries that do not rely on technological
advancement for the attainment of a competitive advantage.

The fact that micro food businesses tend to have a predominantly low technology
base, particularly when compared with other industries, lends support to the adoption
of the second looser form of definition to this study. Moreover, it is clear that the
development of very small businesses in immature markets that are based on other
factors than price is dependent on continual improvement in a wide range of areas,
including marketing, human resources, product development and management of the
supply chain. Curran (1999, p35) sums the approach of small firms as such:

“Most new small firms are not... very innovative. Much more commonly, new
small firms are simply clones of existing businesses organised in traditional
ways, using well established technologies to produce goods and services and
market them in ssimple, well tried ways’.
Therefore, in order for the notion of innovation to have any relevance for the majority
of small businesses, it must be expanded to include small iterative events novel, or

even unusual, to the small firm under study.

The vaue of a wider definition of innovation is shown when summing up the food
industry as awhole. Relative to other industries, innovation in terms of R&D intensity
(i.e. technological, capita-intensive innovation) can be categorised as very low
(Galizzi & Venturini 1996). However, in terms of product development, process
development, packaging, distribution, marketing etc, the sector as a whole is widely
perceived as innovative and dynamic. This indicates that innovation in terms of R&D
and technology in genera in the food industry is relatively unimportant compared

with other types of innovation e.g. low-technology / marketing solutions.

The recent reconfiguration of relations within mainstream supply chains in the food
industry (see chapter 2.1) has increased the importance of innovation as a competitive
tool with regard to both business to business and business to customer relations. In a
review of relevant empirica literature, Galizzi & Venturini (1996) observe that
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incremental innovations dominate within the mainstream food industry rather than
radical innovations. The authors attribute this, in part, to a natural aversion to risk
among consumers with regard to food products that lead them to prefer products not

too distant from existing products.

Innovation in a business enterprise can occur in a number of forms. In addition to
technical research and development, innovation can influence physical processes,
organisational structures and commercial strategies (such as marketing decisions and
procurement practices). Moreover, innovation does not always involve radical change
but can be incremental and iterative. It is aso often a collective process rather that
origination from a sole 'innovator' (Huiban & Bouhsina 1998; Cooke & Morgan
1998).

Earle (1997) defines three types of food product innovation: novelty, improvement,
fundamental. Novelty is described as small / fashion changes, such as new flavours.
And improvements innovation is described as a continual change in a food over time.
Earle gives the example of the incremental improvement of a brand of instant soup.
Fundamental innovations are associated with more classical notions of innovation, i.e.

they involve the development of completely new products or processes.

Categories of innovation are, of course, not mutually exclusive. For example, product
innovation and process innovation are often closely linked, as process innovations can

often provide new possibilities for product innovation (Wilkinson 1998).

Measures of innovation

The innovation process is high complex and multifaceted in nature. As such, it can be
measured in many different ways, using different defining characteristics. One of the
most common ways of defining innovation is with regard to its physical consequence,
i.e. an innovation is a change in practice that influences the form of a product or a
process. Innovations can also be defined with regard to its impact on different actors,
e.g. an innovation is a change in practice that influences consumers, retailers or
producers. Value can also be gained through defining innovation in a purely
informational sense, as either information creation (e.g. new product developmrent),

information flow (e.g. marketing) or the encapsulation of existing information (again,
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new product development or new processes). This way of thinking, developed
through the informational economics discipline, highlights the importance of
information processes in innovation and their transferable value. Therefore, the
gaining or adoption of information during an innovation may be of more long-term
value than the actual physical manifestation of that innovation (Manderville 1998). A
practical illustration of this could be the learning involved in setting up a website to

promote a business's products.

3.3b Entrepreneurship

The role entrepreneurs play in economic development is currently under-served by
theory. This has been largely due to the difficulty of conceptualising the inherently
unpredictable nature of entrepreneurship (Ripsas 1998). In fact, no clear consensus of

adefinition for entrepreneurship exists among academics (Morris et a. 1994).

Authors tend to define entrepreneurship in an attitudinal and / or behavioural sense.
For example, according to Sweeney (1985, p36), what distinguishes an entrepreneur is
‘the belief in their ability to control the outcome of their efforts (emphasis added).
Pioneered by Rotter, this approach argues that successful entrepreneurs have strong
‘loci of control’ and therefore believe that events are to some degree contingent on
their own efforts. This locus of control in an individual essentially serves as a
perceived-risk reducing function (Sweeney 1985). Entrepreneurial attitude is
fundamentally the willingness to embrace opportunities and their associated risk.
Morris et al. (1994, p25), on the other hand, define entrepreneurs according to the
behaviour of their undertakings; ‘to the extent that an undertaking demonstrates some
amount of innovativeness, risk-taking, and proactiveness, it can be considered an
entrepreneurial event and the person behind it an entrepreneur’. Schumpeter defined
entrepreneurship simply as the ‘carrying out of new combinations (Schumpeter
1934). Anderson (2000, p91) is more nebulous, defining the entrepreneurial process
simply as a ‘commodification of values, whereby entrepreneurs create and extract
value from their environment’. According to Knight, however, entrepreneurs rarely

initiate change but instead use change towards their own goals (Ripsas 1998).



Along with the willingness to embrace opportunity and bare risk, successful
entrepreneurs can be identified as having a strong working ethic, leadership
behaviour, foresight and resourcefulness (Meredith et a 1982). Highly successful
entrepreneurs can aso be characterised as having a high need for achievement
(Herbig et al. 1994).

What makes a person become entrepreneurial is a question long debated among
academics. Entrepreneuria role models are undoubtedly a big influence. The mgority
of founders of small firms, for example, are thought to be the children or fathers of
independent business people (including farmers). Other evidence suggests that many
follow examples of other successful people they know of, not necessarily close family
members (Sweeney 1985). Porter (1990) identifies entrepreneurs within systems as
often originating from outside, from a different background, and thus with a different
perception on issues relevart to the firm or supply chain. This has been empiricaly
backed up by Commins & McDonagh (1998) in the case of SME agrifood firms in
Ireland. In a study of rural entrepreneurs in Scotland, Anderson (2000) distinguished
that those of external origin tended to view the local environment as an opportunity
whilst ‘locals tended to err towards its perception as a constraint. Another key
difference observed in this study was that locals looked towards other locals for peer

group approva while non-locals had a much wider base of approval.

Entrepreneurship is often pursued as an ‘aternative path of success' for those that are
disadvantaged in some way by conventional business systems. Ethnic minorities,
women and ‘under qualified” men often fall within this category (Scase 2000). It is
conceivable that those in particularly rural areas may also sometimes use
entrepreneurial strategies to these ends. Such groups often prevail in sectors where
little capital funding is required, possibly because they are unable to gain funds
through conventional means (eg banks and support institutions) (Scase 2000).

According to Stanworth & Curran (1976), feelings of social marginality are common
among small business entrepreneurs. In fact, entrepreneurship in thisformisseen as a
method for achieving certain intrinsic satisfactions that minimise the psychological
deprivations associated with social marginality. The ‘social marginality’ the authors

describe can be due to such events as a loss of livelihood, relocation to a ‘ threatening’
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environment or more pervading feelings of feeling ‘out of place’. Being those that
have ‘only recently adopted the entrepreneurial rol€’, it is inferred that they are not
naturally entrepreneurial but rather have reverted to the role as a means to cope with

the impact of their external environment.

Many entrepreneurs are pushed rather than pulled into entrepreneurship, for example
through unemployment, job dissatisfaction and time of life, rather than a particular
attraction to money making opportunities (Sweeney 1985). The primary motives of a
typical small business entrepreneur are therefore factors associated with
independence, rather than money (Herbig et al. 1994). For example, a study of rural
business start ups found that the achievement of independence was the most popularly
guoted motivational factor (Townroe & Mallaieu 1993). Similar research in Holland
has indicated that the main spur to rura diversification is the quest for extra income,
along with the desire for independence and enjoyment at work (van Broekhuizen et al
1997). The craving for freedom, however, aso means that many entrepreneurs do not

operate well in bureaucratic environments (Herbig et al. 1994).

According to Liles (1981), individual entrepreneurs are typically borre from certain
kinds of experiences and situational conditions — rather than personality or ego.
Moreover, the realisation of this entrepreneurial potential typically occurs during a
‘window of opportunity’ in an individua’s life, when present circumstances are
favourable and sufficient experience has been gained. Other important life-cycle
factors include family and domestic responsibilities as well as an overall perceived

risk, in relation to potential outcome (Goss 1991).

The degree of entrepreneurship among individuals varies depending on the influence
of the pre-mentioned characteristics. Schumpeter distinguishes between managers
who merely operate an established business and the entrepreneur who innovates
(Schumpeter 1934). In practice, however, the behaviour of business owners can
change between the two. Farmers may for example only show entrepreneurial
tendencies for brief periods, acting managerially during the other periods. Others,
however, may seek out new opportunities constantly, therefore being amost

constantly entrepreneurial (Bryant 1989).



Burns and Dewhurst (1996) identify three aspects of entrepreneurship in business:
Uncertainty, Innovation and Management. Uncertainty deals with how entrepreneurs
react to uncertainties from the market, customers and their own aspirations among
others. Perceptions of too much uncertainty may cause an over emphasis on short-
term considerations, to the long-term detriment of the business. Innovation
entrepreneurship is the management of innovation within businesses, whilst

Management entrepreneurship is the day to day running of the business.

Stanworth and Curran (1976) offer two classes of small business entrepreneur: the
‘classical entrepreneur’, who is concerned with earnings and profit, fitting closely to
classical economic notions of the entrepreneur, and the ‘manager’ entrepreneur who
finds satisfaction through the achievement of financial security and status among
peers. Mertz et al. (1994) provide atypology of four entrepreneurial classes according
to their growth characteristics:

Focused Entrepreneurs (associated with steady high growth)

Adventurist Entrepreneurs (associated with volatile high growth)

Survival Entrepreneurs (associated with steady slow growth)

Unfocused Entrepreneurs (associated with erratic low growth).

Focused Entrepreneurs are most likely to perceive a complex but less dynamic
business environment, whilst Unfocused Entrepreneurs typically regard their
environment as hostile (Mertz et al. 1994).

3.3c Artisanal / Microfirm Entrepreneurship

Many micro business owners have distinct entrepreneurial characteristics that set
them apart from the more classical, and better researched, notions of the entrepreneur.
Far from the risk taking, profit maximising, forward thinking entrepreneurs littered in
classica economic theory, small business entrepreneurs tend to be thought of as
conservative, risk averse with lifestyle preserving rather than profit maximising

priorities.



Stanworth & Curran (1976, p105) attempt to define what they term the ‘artisanal
entrepreneur’ in the following manner: ‘the artisanal identity is not very concerned
with growth and is more frequently found among people who have only very recently
adopted the entrepreneurial role’. Small businesses owned by entrepreneus with
artisanal characteristics, therefore, tend to show different behavioura patterns, both in
terms of long-term growth and day to day operation. This is illustrated in a study of
UK craft producers. Among the findings was a discrepancy between the desire and
motivation of producers to expand their business. While 70% of respondents to a
postal survey stated that they would like to expand, only 47% thought that it was
important for them to do so, indicating that expansion, whilst attractive, is not
important to their business lives. There are, therefore, more important factors that
supersede expansion. ‘Personal satisfaction’ was the most stated reason for their
desire to expand. ‘ Production capacity’ was seen as the greatest barrier to expansion.
Interestingly, desire for expansion was found to increase with age until the 30s and
then slowly diminish (Wright 1996).

Small business support policies often misunderstand the ‘lifestyle’ priorities of many
small business owners (Scase 2000). According to Cromie et al. (1999, p254) ‘what is
regarded as a nornreconomic decision by an outsider may make excellent sense to
family insiders. Family entrepreneurship may differ from strict economic
entrepreneurship but it a may, by enhancing organisational commitment, confer a
competitive advantage on the firm’. Moreover, ‘success to the small business owner
is a function of their original expectations (Davidson 1989) rather than the kind of
objective measures usually sought by support organisations such as turnover, unit
margins, employment creation etc. In fact, ‘success may not be connected with
growth in anyway at al. For instance, in some entrepreneurs, business success may be
the achievement of a situation where management of the enterprise can be achieved
on a part-time basis, or success may be measured by achieving a certain level of
product quality (Perren 1999a).

Microfirm entrepreneurs differ from their larger organisation counterparts in a number
of ways. Most apparent is their integratedness in all aspects of the business. They tend
to be both owners and managers and work at both the operational and management

level. Their interaction and information gathering is therefore very much on a
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personal, tacit level rather than through the more formalised feedback mechanisms
present in larger organisations. Moreover, decision making tends to be concentrated

among one or two people (usually the owner / partners) (Greenbank 2000).

Organisational commitment from owners in general tends to be stronger than in larger
businesses, both through the tendency to work longer hours and demand lower wages.
Micro and artisanal businesses in genera often employ family members. This can
have strong consequences for people management within the firm. The employment
of kin in positions of responsibility, for example, may not always be due to their
ability to do the job (Cromie et al. 1999). Family factors may also influence major
expenditure decisions made within microbusinesses as the distinction between family

finances and business finances is often blurred (Scase & Goffee 1987).

3.3d Microfirm Decision Making

Entrepreneurial behaviour is difficult to explain and predict using economic theory
alone. Factors which are generally ignored in conventional economic models, such as
psychological, cultural and sociological influences, can al be highly significant but
difficult to quantify. The result is an absence of an adequate economic decision
making model (Ripsas 1998).

It is clear that microfirm entrepreneurs do not always made decisions within the
classical notion of an entrepreneur as rationalising within purely economic
boundaries. Instead they are exposed to a myriad of influencing factors which act and
interact with different degrees of effectiveness. Influences on entrepreneurship can
operate on many levels. At the individua level, personal characteristics such as a
willingness to assume a certain degree of risk, an ability to plan effectively and the
desire for self-standing or autonomy can prevail. At the family level, characteristics
such as life-cycle stage and degree of off-farm employment can also be important
(Bryant 1989). Then there are wider economic, social, political and environmental

influences that influence both the individual and the business (see section 3.4).

Greenbank (2000) has developed a microbusiness decision making model in which

microfirm entrepreneurs make decisions as a result of a function of three different
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contexts: the individual, the social and the economic (see Figure 3.3a). In this model,
the individual context describes their personal behaviour, abilities, perceptions and
beliefs. Social context is their interaction with others, e.g. through networks,
employment, education and family, both previously and at the present time. The final
context, economic, describes the influence of the economic desires and needs of the
individual. This moddl illustrates the complex nature of decison making processes,
which can produce a multitude of different outcomes. Consequently, effective

generalisatiors are difficult to achieve.

Figure 3.3a. A Contextual Model of Microbusiness Decision Making

Individud

Context

A
v

Socid
Context Context

Economic

A

Decision

Source: Greenbank (2000)

In sum, the influences on decision making, whether on an individual basis or in a
business as a whole, are complex and seemingly difficult to model effectively. The
process of decision making in small firms is best described by Reid (1999) who

outlines the activities of small firms as ‘ complex actions and simple outcomes'.
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3.4 External Influences on Small Firm Activities

3.4alnnovation Inducing Environments

Creating innovative and entrepreneurial regions has become a key economic objective
of many levels of western government, from the EU, through national and local levels
in recent years (Thomas 2000). Among the growing body of literature that addresses
environmental influences on innovation and business development, one of the most
insightful areas is the Regional Systems of Innovation (RSI) literature. This approach
focuses on the influence of the external melieu on business, and, in particular, the
value of creating an enabling regiona environment for entrepreneurship. The
literature centres on the potential governments have to aid the creation of conducive
environments and states that this is best achieved, in general, at the regional level.
Cooke et al.(1998), for example, identify the following characteristics of aregion that
indicate its potential for fostering successful regional systems of innovation (see
Figure 3.49)

RSl literature emphases a series of notions which differentiate it from standard
economic theory. The most pertinent for the purpose of this study are:
The importance of the ingtitutional setting of norms, routines and conventions
within regional supply complexes.
The increasing redlisation of the significance of locality for globa firms in order
to achieve competitiveness (through innovation).
A recognition of the role of informal networks by creating high-trust relationships
between actors.
The value of tacit-knowledge exchange along with other externalities, and their
dependence on proximity.
The importance of high institutional and organisational learning propensity within
regiona complexes.
(Cooke et al. 1998)



Figure 3.4a: Differential Indicators of Potential for Regional Systems of Innovation

Stronger RSI potential Weaker RSI potential

Autonomous taxing and spending Decentralised spending and/or taxation

Regiona private finance Dependence on national financial
organisations

Regional partnership capacity for Weak regional capacity for partnership

financing financing

Limited mediation and promotion

Regiona mediation and promotion competence

capability No control over strategic infrastructure
Control and influence on strategic Diss-embedded universities
infrastructure Absence of R&D laboratories
Embedded universities Normal state training system
Integrated R& D |aboratories Piecemeal innovation projects

Regional vocational-training competence
Regional innovation strategy

Source: (Cooke et al. 1998)

As a school of thought, it contributes towards alternatives to standard views of
organisationa relationships which have traditionally been thought of as functions of
hierarchies and markets (Cooke & Morgan 1998; Cooke et al. 1998). It aso
emphasises the influence of governments and institutions on entrepreneurship within

regions.

In recent years, the regulatory burden placed on firms by government has become
increasingly highlighted as a significant constraining factor for small firm vitality.
Dunphy & Herbig (1994), among others, argue that lightening regulatory burdens is
key to increasing the innovative capacity of smal firms. In fact, rather than the
provision of support instruments, Storey (1994) regards macro economic policy and

access to capital as the key influences of government on small businesses in the UK.
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Wider macro economic conditions can hold powerful sway on small business
fortunes, as business failure statistics during economic downturns consistently
highlight. In relation to food, Wilkinson (1998) suggests that innovation patterns
within the sector must be analysed relative to the current economic cycle. The
influence of different types and phases of economic cycles must be appreciated in any
analysis and innovation patterns should not be seen as generic and static attributes of
the food industry as a whole. Bradley et al. (1995) provide empirical support for this
by observing that new technology is most likely to be adopted in the Northern Irish

food industry during the expansion stage of the business cycle.

A key factor that has spurred much investigation into external influences on
innovation has been the obvious disparities in innovation and enterprise that exist
between seemingly similar regions and nations. A number of studies have focused on
the influence of culture on innovation. Dunphy & Herbig (1994), for instance,
conclude that ‘culture has a profound influence on the innovative capacity of a
society’. In particular, they point to societies that reinforce static economic systems
tend to restrict innovation and only develop when circumstances threaten the status
quo. (Dunphy & Herbig 1994) (see also Herbig & Dunphy 1998). In fact,
entrepreneurship prospers best in diverse and tolerant societies which avoid over
protection of vested interests (Herbig et al.1994). The sociocultura climate in the UK
is thought to be restrictive to innovation, particularly in comparison to the innovative
regions such as the USA (Dunphy & Herbig 1994).

Porter’'s diamond theory of National Competitive Advantage (Porter 1990) can
contribute to our understanding of the external factors that influence business. As
Figure 3.4b details, the approach illustrates the interactions between four factors that
combine to determine the competitiveness of a nation or region in any particular
industry. Although originally designed to be applied to nations and regions, the model
can be successfully trandated to the level of the firm, in which the factors interact to
determine the competitive capabilities of a firm. By placing the firm at the centre of

this analysis, an effective model of the influences on afirm is created.
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Figure 3.4b: Porter’s Determinants of National Competitive Advantage.

Firm Strategy,
Structure,
and Rivalry
Factor Demand Conditions
Conditions ‘ g
Related and Supporting
Industries

Source: (Porter 1990)

3.4b Support Policy Efficacy (and the problems of)

Although the past 30 years has witnessed a boom in government prescribed support
policies aimed at assisting the development of the small business community in the
UK, the success of such policies has been regarded by many as poor. In fact, Storey
(1996) suggests that explicit public policies aimed at encouraging new firm formation
may have had only a margina impact. Studies which have attempted to empirically
frame support policy efficacy problems through monitoring / evaluating
methodologies have, however, typicaly yielded limited, inconclusive and
occasionally contradictory results. Part of the problem seems to have been a lack of
explicit objectives associated with many policies that has rendered effective
evauation difficult (Goss 1991; Johnson et al. 2000). Indeed, measuring the
effectiveness of policies needs a clear understanding as to which are the most
desirable aspects of their impact and how these can be measured. For example,
measuring the effectiveness of policies that target high potential firms presents the

problem of identifying how much subsequent success is due to the assistance and how
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much is a result of their potential that would have been realised regardiess of the
support received. Hart et al. (2000) postulate this effect in the case of SME assistance
in Northern Ireland, although they fail to empirically validate this. Indeed, identifying
high potentia firms is fraught with problems, both in terms of identifying suitable
definitions of *high potential’ and also predicting what type of firms are likely to fulfil
this potential. Studies from both academic and practitioner fields have tended to focus
on discrete outputs such as new jobs or customer satisfaction rather than, for example,
transferable measures associated with business expertise (Johnson et d. 2000). An
additional problem with measuring the effectiveness of small firm support policies is
that it can take years before the full influences are realised and can be measured
sufficiently (Storey 1996).

In spite of these methodological problems, a number of studies have addressed the
problems associated with low support policy success in the UK. Curran & Blackburn
(2000), for example, list the following factors as being foremost in contributing to the
low take-up of small business services.

Poor marketing

Over pricing

Poor quality

I nappropriateness

Poor reputation of service provider

Of these factors, the authors point to the last two as being most likely in the UK as a
whole and across sectors. Poor reputation, for example, can occur through previous
poor performance of the organisation or just by being associated with the state and the
mistrust that many small business owners can have of centra government. Curran &
Blackburn, however, point to the inappropriateness of many services as being the
biggest problem in the past. The categorisation above is supported by Johnson et al.
(2000) who, through a review of relevant academic literature, ascribe the poor uptake
of support services in general as suffering from the following factors:

Lack of networking between support services

Overlaps and gaps in support provision

Variable quality of support delivery



Lack of proactivity among the policy community in contacting businesses and
developing relationships
Inadequate tailoring of services to meet local needs

These first four criticisms have directly led to a new generation of integrated support
models such as Business Connect and the Agrifood Partnership in Wales (see 2.3). It
is the fina point, mirrored by Curran & Blackburn (2000), that support policies are
too often inappropriate for the needs of small business owners that presents perhaps
the biggest challenge to service providers. Curran & Blackburn (2000) cite an
unpublished PhD thesis by G Lightfoot (Kingston University, 1998) which found that
many owner managers who do not take up schemes feel that support providers do not
understand their business sufficiently. However, Lightfoot suggests that rather than
this signifying the inherent inappropriateness of the service or organisation, it is likely
to reflect a common small business owner’s psychology of wishing to do things their
way. Curran & Blackburn (2000, p185) agree with this point of view, stating that
‘because they believe passionately in their way of doing things, [small business
owners] often have little time for the ordered, formal methods of conventional
business. Yet the latter are the basis of the skills and approach that small business
support providers offer to small business owners . Similarly, according to Townroe &
Mallalieu (1993, p5l1) ‘the successful entrepreneur will frequently be a strong
individualist, with an aversion to conformist institutions and a resistance to defined
hierarchies. There are, therefore, psychological barriers to the receipt of training and

advice that go beyond an apparent ‘ provision of the facts'’.

In a survey of rural businesses in four English counties, Bennett & Errington (1995)
found that the perceived need for management training amongst managers increased
proportionately with business size. Similarly, they also found that the proportion of
businesses who regularly arrange training for their employees increases with business
size. This could reflect either alack of an appreciation of the benefits of such training
or a lack of desire to develop (either themselves or the business). The authors
conclude, however, that a failure to provide appropriate training is aso likely to be a

major factor behind the low value placed on training by small rura businesses,



although only 23% of the respondent businesses mentioned unsuitability of training

provision as a barrier.

The uptake of training courses among all types of small businesses, rural and urban, is
regarded as very low (Down 1999; Townroe & Mallalieu 1993). Many other reasons
have been put forward as to why this is so. Cogt, in terms of both money and time is
often purported as being a major factor, as is lack of specificity in courses offered
and, in the case of rural businesses, locational problems (Townroe & Mallalieu 1993).
The Bennett & Errington (1995) survey found that over half of the sample businesses
regarded ‘lack of time' a significant barrier. In addition, 37% and 30% (respectively)
found money and distance as constraints. Keeble et al. (1992) also reached similar
conclusions concerning the general inappropriateness of training methods available to
small business and the locational problems met by rural businesses. In a food specific
example, a study by the Agricultural Training Board (reported in Bennett & Errington
(1995)) concluded that he uptake of management training courses in the agrifood
sector was very low and that better promotion of the benefits of improved

management skills was needed.

The general approach to training microbusiness entrepreneurs has traditionally been to
attempt to introduce formalised, theory-based decision making routines into day to
day management, in an attempt to improve the awareness and efficacy of
microbusiness operations. Greenbank (2000) however, suggests that in most cases this
type of training is unsuitable to the background and capabilities of both the business
and entrepreneur. Instead, he suggests the decison making among small business
managers is much more informal and intuitive and training support would be much
more effective if aimed at improving these existing processes rather than imposing
formalised, theory and information hungry approaches. This approach would sit
comfortably with the concerns mentioned above over the non-conformist outlook of
many small business owners. Greenbank does admit that there are problems with
relying on intuitive management, not least the quality of both the intuition and the
experience(s) on which it is based. There is also the existence of bias, for instance
towards remembering only recent events (Greenbank 2000). Down (1999) suggests
that ‘training maybe more effective if employed through existing and potential

networks employed by business owners (for example through suppliers, banks and
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accountants) rather than forma consultants and public sector business advisors.
Policies which promote networks, and in particular the enhancement of trade and
professional associations are aso put forward as a possible method for raising the

skills of small business owners.

The wider question mark over the efficacy of institutional support can be illustrated
by a study in the North East of England examining farmers' reactions to various forms
of institutional support for diversification schemes (Bowler et al. reported in (Clark et
al. 1997)). In this case, farmers who had diversified claimed that institutional support
had no major effect on their behaviour. Of these farmers, only 32% claimed to have
had contact from a supporting institution and only 30% received grant support.
Moreover, the mgjority of those businesses that received financial support regarded
them as irrelevant or a ‘bonus’, rather than a stimulant for development. The authors
did conclude however that the support structures did serve some purpose by
legitimising diversification in these rural areas. A study in the Nordic countries backs
up the finding about the inappropriateness of financia aid, finding that expertise
assistance was far more valued among small agrifood producers, particularly
assistance in the areas of sales, marketing and distribution (Borch & Arthur 1998).
Similarly, a study in Ireland estimated that between 50 and 60% of small rurdl
manufacturing firms that received funding would have proceeded without any
financial aid (McDonagh et al. 1999).

In an OECD sponsored study of the support needs of rural businesses engaged in
niche market activities, Chassagne (1995) concludes that their needs are highly
specific, dependent on the type of area, rura situation and the type of enterprise
culture present. Similarly, with respect to small firm entrepreneurship in developing
countries, Verschoor (1997, p263) states that “it is difficult to formulate policies to
support small-scale business through social, political, economic or technical
incentives aone’, the relationships that govern actors behaviour are instead too
complex and require an understanding of the multi-dimensional character of action. In
fact, McDonagh et al (1999) suggested that, rather than influencing businesses for the
good, public agencies are largely seen as obstacles to the brtunes of small firms,
particularly through their management of macroeconomic policy, legislation, access
to capital etc.
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The potential for public agencies to develop effective support structures is limited
further by the traditional culture of risk aversion typically present in such
organisations. Government agencies tend to operate in an arena where avoidance of
fallure is paramount rather than innovation, risk and success. Consequently, the
formulation of support methods tends to favour established ways of doing things. This
has a profound effect on both innovation and the development of new forms of
support and wider governance structures in general (Herbig et al. 1994). In successful
innovation inducing environments, innovative-ness should be evident not only at the
firm level but also among the other actors who influence rural food supply chains,
including support ingtitutions (Bryant 1989).

Skuras et al. (2000) found empirical evidence suggesting that the assistance needs of
small rura firms immediately proceeding state financial support varies depending on
the size of investment, size and age of firm and the owner’s age and education. For
example, the study found that larger investments are more likely to require marketing,
quality assurance and new premise assistance. The study highlights the need for
support institutions to recognise that innovations are not discrete events, rather they

can often have on going repercussions for the firm involved.

The methods used to support small businesses in the UK have shifted in recent years,
partially as response to the kinds of criticisms argued above. Johnson et al. (2000)
describe four recent trends in UK small business support and governance:
The Localisation of Business Support; attempting to deliver sypport in ways more
sengitive to local needs.
The Introduction of Quasi-Markets; aiming to foster competition and business- like
attitudes among support institutions.
Partnership in Governance Structures; particularly between public and private
sector interests, believed to be more effective because of representation of private
sector interests and also the creation of awider expertise base.
Regionalisation and Rationalisation; the creation of Regional Development

Agencies and the devolution of various responsibilities to regional institutions.



Overall, public and private support organisations, partnerships and networking (both
formal and informal) have proliferated in recent years. Concurrent with this has been
the gradua blurring of the lines between private and public sector organisations.
Public sector organisations have been made to become more financially viable whilst
some private sector businesses have introduced free or low cost services traditionally
associated with the public sector in order to win business (Johnson et al. 2000).
Additionally, in 2000, small business support in England was reviewed again and an
attempt made to improve its effectiveness through the introduction of the Small
Business Service. This new agency is designed to aid the cHivery of government
resources to small business and aso to represent and coordinate small business
interests within central government, including attempts to reduce the legidative
burden. The agency aso claims to acknowledge the value of small firms rot just in an
economic sense but aso socialy. Despite this admission, however, commentators
have noted that the rhetoric of the Small Business Service still seems to be focused
towards high growth firms and ‘ spotting winners' etc (Low & Talbot 2000; Curran &
Blackburn 2000). The impact of these new ways of supporting small businesses,

however, has yet to stand the test of time.
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3.5 Understanding the Dynamicsof (Food Micro) Firm Development

3.5a Microfirm Growth

Only a small proportion of microbusinesses in the UK can be categorised as growth
orientated (Lowe & Tabot 2000). In fact, few micro firms experience significant
growth during their lifetime. A study in rural Ireland of a cross section of small
manufacturing businesses found that approximately 50% had witnessed no significant
growth at all since their formation (McDonagh et al 1999).

There is a sharp discrepancy between the number of business owners who profess to
pursuing a growth strategy and the much lower proportion of those that actualy
experience growth. There are thought to be a number of possible reasons for this.
Firstly, entrepreneurs may tend to overstate their growth objectives, particularly to
outsiders. Secondly, definitions of growth vary, so that what is growth for a small
business owner may not necessarily be regarded so by academics or peers etc.
Thirdly, small business entrepreneurs may in some way be constrained from

achieving their desired growth (Storey 1994).

Failure rates among all new businesses are notoriously high. Of those that do survive,
only a small proportion account for the mgjority of growth witnessed in the sector. In
fact, of the small businesses which survive longer than 10 years, only 4% provide
50% of the net jobs created (Storey 1994). Moreover, of those that do progress from
small to large enterprises, most tend to have only a very short period as a small
business. The majority of small firms can be classified as ‘lifestyle’ businesses. Such
businesses tend to grow from a very small start-up phase until the owner attains a
desired form of lifestyle. Often this crudely comprises an acceptable level of income

with a‘comfort’ level of activity (Burns & Dewhurst 1996).
Consequently, few small businesses practise strategic management principles with a

view to growth. Most instances of strategic management are confined to periods of

crisis for either the business or the business owner (Burns & Dewhurst 1996). For
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most firms, the most innovative period is, by far, the period prior, during and
immediately after start-up (Reid 1999). During start up, many decisions have to be
made regarding, amongst others, physical location, production, business strategy,
marketing strategy, financial structure, inventory, human resources and supply chain
type. As businesses grow, the role and skills of the central entrepreneur must evolve.
As Burns & Dewhurst (1996, p9) put it, “the personal characteristics required to
launch a business successfully are not those required for growth ... not those required

to manage it once it has grown to any size”.

In organisational terms small businesses can be considered very different to larger
firms, particularly in terms of innovation, motivation and performance. Small firms
tend to have simple direct organisational structures within which the manager has a
high degree of control (Borch & Arthur 1995). As they grow, the owner must expect a
certain amount of loss of control and develop effective delegation and the
formalisation of roles and activities among staff (Burns & Dewhurst 1996). Very
often, the manager represents the vast majority of the manageria talent available to
the small firm (Cooper et al. 1997). As such, demands on managers are both broad
and dynamic. From a longitudina perspective of a firm's development, the
managerial demands placed on owners are challenging, particularly if the business is
pursuing a growth strategy. As well as requiring new skills and roles within the firm,
the allocation of time spent on different tasks must change. Growth in family
businesses enforces greater distinction between the family and the business as
externa skills and interests are brought in, the need for ‘subsidised’ family labour
decreases and often businesses outgrow locations at or close to the family home
(Scase & Goffee 1987). Often owner managers are reluctant to relinquish control
over certain aspects of the firm, particularly production (Storey 1994). This refusal to
give up certain tasks and structural aspects and spend more time managing and giving
strategic direction to the business may impact of the firms performance and ultimately
stunt growth potential (Davidson 1989). As Cooper (1995, p114) highlights, “a very
successful small firm may become a mediocre or even failing larger firm as it
outgrows the entrepreneur or the management methods which accounted for its earlier

success’.
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The adoption of an entrepreneurial role as a reaction to social marginality, as
proposed by Standworth & Curran (1976), is aso seen by the authors as a limiting
factor to the growth possibilities of many such firms. In short, they hypothesise that
growth is often resisted through fear of recreating the social feelings that produced the
original feelings of marginality, for example through the need for systematic order
and non-persona relations. Such dynamics are what the authors term the ‘internal

socid logic of the firm’, which drives the formation and growth possibilities of many
small firms (Stanworth & Curran 1976).

As Goss (1991, p163) putsit, according to Stanworth & Curran’s socially constructed
view of the firm; ‘the growth potential of a business will be determined largely by the
meaning the entrepreneur attaches to growth.... In other words, these meanings are
not fixed and immutable but are constantly negotiated and renegotiated through the
experience of social interaction’ (emphasis in original). This ‘social interaction’ of
course brings into this concept external structural factors that act independently of the

entrepreneur, such as market relations and cultural norms.

3.5b Empirically Based Evidence of FactorsLinked to Innovation and Growth

The traditional focus of much enquiry into small firm innovation and growth has been
to identify empirically sound causal links between various factors and innovation and
/ or growth. This section sets out some of the more pertinent relationships covered in
the relevant literature. Perhaps the key causal link for this study is the often assumed
correlation between firms that innovate and their subsequent growth. Reid (1999),
however, found that post start-up process innovation had no significant effect on
microbusinesses survival rate and product innovation actually decreased the chances
for success. The authors put this down to premature introduction of new products,
although another line of reasoning is that businesses aready in trouble may attempt
new product launches in a bid to reverse fortunes. In fact, firms innovating during
crisis periods were identified in 3.3c as a common strategy for small business
entrepreneurs. It is likely, therefore, that correlations between innovation and growth
may include a considerable subset of businesses that are in fact in crisis, consequently
reducing the impact of genuine ‘market opportunity’ based innovations.
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Firm size has traditionally been considered as one of the most important factors for
innovation. The general logic has been that the more a firm grows, the greater its
innovative capacity. However, empirical results across a wide range of sectors have
however borne mixed results. A small number of food specific studies have tested this
hypothesised link. Huiban and Bouhsina's (1998) study of innovation in the French
food industry, for example, indicated a strong positive correlation between size and
innovation (using a sample that concentrated on small-scale firms). The authors
concluded that small firms are generally less process innovative due to a lack of
capital and personnel with the required specific competencies. They did find
evidence, however, that small food businesses may potentially be more product
innovative (Huiban & Bouhsina 1998). Wilkinson (1998) attributes correlation
between size and product innovativeness in the food industry to larger firms ability to
spend more resources on market research, testing and advertising. A survey of
technological innovation within the Northern Irish food sector also found that
innovation frequency increased with firm size (Bradley et al. 1995). At best, however,
business size should only be considered as a proxy of innovation and growth,
indicating the presence of other factors which have a more direct influence. For
example, organisational form and structure, management demands and objectives and
financia reserves are al likely primary influences on innovation and growth which
also correlate strongly with business size.

Burns and Dewhurst (1996) contend that the biggest difference between growth and
non-growth firms is that the former tend to think strategically over the long term.
Nayak and Greenfield (1994), however, found that strategic planning is rare among
microbusinesses, with many firms keeping only few records and therefore not being
able to monitor plans even if desired. Forsman (2000) found lack of strategic
orientation as a significant limiting factor among Finnish small scale rural food
producers. Additionally, research on young micro firms in Scotland (Smith 1999)
suggests that owners who apply more formal, structured approaches to business
achieve stronger performance. Similarly, firms with a greater awareness of their own
strengths and weaknesses also tend to perform better. The Forsman (2000) study also
concluded that marketing skills were both deficient and under appreciated by Finnish
rural micro businesses. Consequently they tend to adopt ‘supply oriented’ approaches
to their business activities. Patten (1989) concurs with this with respect to the small
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business sector as a whole, pointing out that marketing is commonly perceived by

business owners as solely constituting selling, advertising and promation.

Once aspect of management that has received limited attention from academics is the
significance and determinants of time alocation by entrepreneurs within small
businesses. Cooper et al. (1997) hypothesis that the priority and length of time given
to different management tasks within a small business environment can have a
significant influence on financia performance. Additionally, the authors propose that
personal background, motivation and prior work experience are the major influences
on time alocation. They found that entrepreneurs with money making / growth
aspirations take less of a ‘hands on’ approach and are consequently more successful
than those whose primary objectives are lifestyle connected. ‘Lifestylers by contrast
prefer to keep the administrative / planning elements of their role to a minimum.

The significance of social ties in small business enterprise has been empirically
determined in a number of studies. In a review of the relevant literature, however,
Briderl & Preisendorfer (1998) conclude that empirical correlations between
‘networking’ and performance / success are inconclusive. More recently, Thomas
(2000) reports on an extensive survey of small firmsin the West Midlands of England
that found that firms that network with each other and support institutions experience

higher rates of growth.

Another factor which has attracted a significant amount of empirical investigation has
been the influence of education and training on small business performance. The
results of these studies have been far from conclusive however. When discussing the
links between formal education and business performance, Storey (1996) reports that
of 17 studies reviewed, 8 show a positive association between education and
performance while 9 show no significant relationship at all. Similar observations were
made when looking at previous studies which addressed prior sector experience and
success. Subsequent to this review, Huiban & Bouhsina (1998) concluded that, in the
case of the French food industry, the ‘quality’ of labour is a significant factor and is
dependent on both an individual’s characteristics and how they are employed within

the firm
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Of particular relevance to this study is the existence of any linkages between rurality
and business growth and / or innovation. Again the empirical evidence is rather
inconclusive. In a study of small rural manufacturing firms in the UK, North &

Smallbone (2000) found no significant difference between what the authors defined as
‘remote’ and ‘accessible’ rural areas for levels of both product and service innovation
(using sectorally matched samples). An empirical study by Keeble and Tyler (1995),
which compared possible constraining factors to small businesses in urban, accessible
rural and remote rura areas, found that rurality was significant in a few aspects of

business but not in most that they investigated. They found that the most significant
rural specific barrier to their multi-sectora sample of firms was the problem of
recruiting ‘skilled labour’. Another significant difference identified was a shortage of
‘marketing and sales skills' in both accessible and remote rural firms compared to
urban businesses of similar size and sector. Significantly, no appreciable differences

were found for constraints associated with access to business support infrastructure.

A number of authors have identified factor deficiencies and other constraints to
entrepreneurial activity in rural areas. North & Smallbone (2000), for example,
acknowledge the fact that rura firms are often more isolated from teir customer
bases, which are often concentrated in rural areas. This can present problems for
communication between the two, particularly in terms of marketing and being aware
of changing consumer trends. The dispersed nature of rural businesses can aso
present constraints to networking activities (North & Smallbone 2000). Vaessen and
Keeble (1995) take a different perspective on remoteness, suggesting that small firms

in peripheral areas can often utilise factors of remoteness to strengthen themselves.

Rurality also thought to also present specific issues with respect to providing small
business support. For instance, the sparseness of rura areas can lead to problems
associated with an inadequate provision of support services, particularly those of a
normally commercial nature such as accountants and solicitors (Hitchens 1997).
Businesses in such areas are thought to experience comparative disadvantages in
terms of the quality, range and price competitiveness of these services (O’ Farrell &
Hitchens 1990). Chambers of Commerce also tend to be weaker in rural areas than
urban ones (Johnson et al. 2000). As mentioned above, Keeble and Tyler (1995)
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found no evidence of deficiencies in business services in their comparative study of

rural and urban firms.

3.5¢ Problems with Empirical Evidence

When considering the findings set out in the preceding section, and indeed in much of
the predominantly quantitatively based small business literature, a considerable air of
caution must be retained when generalising conclusions. As Figure 3.5a below, from
Storey (1996), ably illustrates, the quest to identify direct causal relationships in the
realm of the small business is fraught with problems.

This table illustrates that agreement across multiple studies of the mpact of various
factors is rare, even in terms of whether the relationship is positive, negative or
neutral. This is a problem that dogs traditional enquiries into small firm performance.
Although the table is for studies exploring correlations between entrepreneurial
characteristics and growth, similar tables in Storey (1996) for the relationship between
firm factors (p138) and strategic factors (pl44) with growth show similar, if not more
variable, results.

Huiban & Bouhsina (1998) point out, in the case of the lack of consistency in results
of studies linking innovation and growth, that error may be, at least partially, due to
methodological problems. In the case of empirically determining links between
entrepreneurship and motivation, Johnston (1990) suggests that rather than there
being no link, it has been hidden by the employment of ‘flawed research
methodologies that have lacked, amongst other things, ‘an explicit consideration of
interrelated contextual variables .
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Figure 3.5a. A Review of Studies Linking Entrepreneurial Characteristics and Growth
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Unemployment push X X - - - X -
Education X X + + + + + x x ® x + x X X X +
Management + X X + + X - + X X
experience
Number of founders + + + ® + X +
Prior self- employment X X X - X X X
Family history X
Socia marginality - + X X
Functional skills + +
Training X X X
Age ™ X X X ™ - - X X x +
Prior sector X - + - X X X X -
experience
Prior firm size X X X X - +
experience
Gender X X X X X - X X X X X X X +
Key: + positive relationship between the element and growth of the firm

- negative relationship between the element and growth of the firm

O relationship present in a univariate context, but weak in a multivariate

context

X element not shown to be significant in influencing growth

Source: Storey (1996) pl127

Such problems therefore raise doubt about the ‘conclusive’ nature of many small

business findings. For example, the research of Smith (1999) which found that micro
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firms in Scotland that applied formal structured approaches to business achieve
stronger performance does not de facto mean that formal business structures lead to
stronger performance, even on average. What this observation may obscure, in fact, is
that owners with high growth aspirations are both more likely to adopt formal
businesses structures and more likely to show strong performance. The causal link is
therefore between individual aspirations and growth, not business structures and
growth. Many conclusions of this nature are &hieved using quantitatively based
econometric studies that neglect many aspects of context. It may be concluded from
this, therefore, that reaching high levels of insight about causal links in small

businesses is difficult to achieve using quantitative techniques alone (see 4.1).
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3.6 Conceptualising the Dynamicsof (Food Micro) Firm Development

3.6a Micro Firm Growth Theories

As illustrated above, small and medium size enterprise studies are well-established
among academic literature. One of the most common objectives of such research has
been the development of various theories and models of business development and
growth. In spite of this, however, there are very few studies which focus on the
growth and development of very small or micro businesses. In fact, only one recently
produced growth model can be located that focuses on the sow-growth type of
microbusiness dealt with in this thesis, namely Perren (1999a) (See also Perren
(1999b).

The majority of business growth models can be classed as linear stage models. The
central tenant of such models is that the business growth life cycle can be
conceptualised as a series of stages, each of which contains a distinct set of
circumstances and challenges. Businesses therefore confront and overcome these
challenges and thus move on to their next stage in development. Implicit in these
models is the notion that businesses start small and then progress through the series of
stages until they ultimately become large mature organisations (although some models

also include business decline scenarios).

In recent years, however, many small business academics have increasingly
acknowledged the inadequacy of such linear stage models (for example see Storey
1996; Scott & Rosa 1996). Among the criticisms are that such theories tend to show
no alowance for the possibility of firms not following the prescribed steps. For
example, firms may skip a stage or go backwards. Many growth theories seem to
overlook the fact that most firms do not grow past a finite point. Indeed, in practice,
significant and sustained growth in small firms tends to be the exception rather than
the rule (Burns & Dewhurst 1996).

Predicting firm development is a notorioudly difficult exercise. In fact, most growth

models tend to be solely descriptive rather than predictive (Storey 1994; Gibbs and
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Davies 1990). As Cooper (1995) highlights, “the central problem for predicting
entrepreneurial performance has been the lack of well developed theories of causal
relationships’. Practical observations of business growth illustrate that businesses can,
and do, follow a multitude of different development paths. At best, growth models
could be regarded as potentially valuable predictors of imperatives that firms need to

be aware of if they wish to grow successfully and linearly.

Despite their failings, however, firm growth theories are useful tools for
understanding firm dynamics, not least as they provide a firm-centric approach in
which the firm is seen in a similar perspective to the owner / manager. The
longitudinal nature of many growth theories can aso provide valuable insight and
highlight the different demands placed on businesses and business managers as firms
develop. For example, the loss of control and need for effective delegation and
formalisation of roles and activities when firms reach critical sizes (Burns &
Dewhurst 1996).

Perren (1999a and b) offers a model of microbusiness growth based around the
existence of four ‘interim growth drivers’, namely;

Owner’s Growth Motivation

Expertise in Managing Growth

Resource Access

Demand for Products and Services

Perren’s research, empirically based on longitudinal case studies of 16 microfirms
across different sectors, identified the interactions of these four factors as dictating the
growth of a micro firm. These four drivers are themselves driven by 16 ‘independent
factors' that can each act on one or more of the interim drivers. Figure 3.6alists these

factors, which are themselves grouped into 4 categories.



Figure 3.6a: Perren’ s Independent Growth Factors for Microbusinesses

Personality Attributes Desireto be one's own boss

Desire to succeed
Activerisk taker

Innovator

Transferable Experiences Transferable personal capital

Transferable primary skills
Transferable support skills

Transferable network of contacts

Stakeholder Patronage Family, ‘investing’ friends

Key employees, partners
Active professiona advisors
Debtors and creditors

Externa Influences Societal and other ‘outer’ factors

State of the economy
Product sector and market segments

Competitive dynamics

For example, ‘state of the economy’ can influence both ‘demand for products and
services and ‘resource access drivers. ‘Family’, ‘investing friends influences all

four intermediate drivers in his model.

The basic tenant is that for firms to grow out of the microfirm stage, al four
intermediate drivers must be positively represented. In certain circumstances,
however, a lack of one driver can be compensated by a particularly strong
performance in another. The 16 independent factors can be further categorised into
those which the owner-manager has little or no control over, those which the owner-
manager has more control over and those which require self awareness in owner-

managers.
This model can be criticised on a number of levels. In particular, the specific

influences of each independent factor on each driver were based solely on the 16

firms in the study. Simple theorising can create further combinations between

81




independent factors and intermediate drivers that are wholly plausible. Perren uses the
model to develop a diagnostic toolkit which aims to stimulate reflection and proaction

by owner- managers who use it (see Perren 1999b). It is, however, so far untested.

3.6b Network Approachesto Understanding Food Chains

The graduel appreciation of the importance of networks and relationships in business
development has led to an increasing interest from academics in recent years
(O'Donnell et al. 2001). Network approaches to understanding food chains are rooted
in the notion that market based relationships are not formed solely around economic
criteria. Conventions Theory, for example, examines the way in which commodity
circulation presupposes prior processes of qualification. These qualifications are
achieved through the development and dynamic interactions of rules and
organisations. Underlying this theory is the notion that rules and organisations are
dominant forces in exchange, in addition to conventional ‘market forces'.
Conventions Theory attributes this to the element of uncertainty that is present on
both sides during exchange, resulting from the scarcity of perfect information. This
phenomenon applies particularly in the case of product (and service) qualities. It isthe
collective learning process by actors along the supply chain, incorporating the effects
of rules and organisations, that lead to the conventions which govern relations and
exchange. The theory takes a ‘symmetrical’ approach to people and ‘things’, treating
them equal. Importantly, rules do not exist in abstract, and cannot be deciphered by
objective reasoning. One strength of conventions theory for the purpose of this study
is that it incorporates broader definitions of quality rather than price. Its product-
centred approach also accommodates diversity in production and therefore suits niche
market applications (Wilkinson 1997).

Network approaches to understanding food chains, entrepreneurship and development
in general hold a number of advantages. To quote Murdoch (2000, p408) on the
subject of rural development, ‘as sets of relations that can straddle diverse spaces,
networks hold the promise of a more complex appreciation of ‘development’ than has
traditionally been evident in state-centred versus market-led or endogenous versus
exogenous models' . The potential of network approaches in entrepreneurial studies is

also increasingly being recognised, for example, as a viable alternative to classical
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approaches such as linear stage growth models (O’'Donnell et al. 2001). Whilst the
majority of studies in the small business literature focus either on the entrepreneurial
characteristics of the owner / manager or the impact of external factors on business
fortunes, using network approaches provides an opportunity to dovetail both aspects
(McQuaid 1996).

Supply chain studies are one form of network approach that allow the anaysis of
socio-economic activity at the intermediate level, between the micro economics of the
enterprise and the macro economics of the ‘market’ and region (Renting et al. 1999).
Such approaches concentrate on the interaction and influence of constituent
individuals and organisations along the whole supply chain. Thislevel of analysis can
be a potentially powerful tool in understanding the dynamics of food chains and can
therefore aid the development of appropriate support measures. Key to this is gaining
an awareness of socio-economic relationships between firms. Investigating such
relationships, for example, can aid the determination of effective forms of chain
integration / cooperation (both vertical and horizontal) (Borch & Arthur 1995).

A successful empirical application of a supply chain approach in a food context that
illustrates its value is that of Chianina Beef. Ventura and van der Meulen (1994) (see
also van der Meulen & Ventura (1995)) use a ‘food circuits approach to investigate
to dynamics and ‘success factors of an artisanal form of beef production in rural
Umbria, Italy. By following the product and the relationships built around its passage
from producer to consumer, the study identifies the pivotal role performed by

butchersin defining and trandating qualities aong the chain.

A key eement of networks is knowledge, in particular its form, type, interpretation
and transfer between people. Morgan & Murdoch (2000) define networks in an
informational sense as ‘forms of organisation in which knowledge is, in some sense,
“strung out” along a chain of actors and organisations'. It is this knowledge that is
thought to play a key role in binding relationships in networks together.

One sophisticated network-based academic approach that is relevant for this study is
Actor Network Theory (ANT). ANT attempts to explain change by focusing on forces

within networks, as opposed to external factors, and attempting to analyses how their
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interactions influence network structure. To this extent it attempts to avoid
structuralist criticisms of other theories such as flexible specialisation and regulation
theory which tend to abate the influence of ‘alternative’ movements and structures
(Murdoch 2000) (Murdoch 1995). Thisform of analysis identifies the ‘materials' that
make up networks as including not just human resources but non-human, material and
non-material resources too. This includes technologies, texts and cultural norms. A
key concept of the ANT approach is that power within a network is associative, i.e.
tied up in relations between actors rather than within actors themselves. This shifts the
emphasis away from one or two individuals with hegemony to the analysis of all
power relations along a network. The approach therefore aids the understanding of
alliances and cooperation between people and focuses on micro events rather than

macro actions (Woods 1997).

According to the ANT model, networks with strongly associated actors result in an
enhanced ‘ power’ which can be used by trandating actors (i.e. those who interact with
external players) to represent the coordinated needs of the network. This power is
described by Murdoch (1995, p748) as ‘the glue that binds the network together’
(Murdoch 1995). Hence, ANT contrasts with conventional forms of network analysis

which tend to concentrate on socio-economic components (Murdoch 2000).

An innovator, in an ANT perspective, is therefore, in the words of Callon and Law
(quoted in Murdoch 1995), ‘one who is able to use resources drawn from a series of
pre-existing networks to build a novel network which is able to sustain a two-way

exchange of resources within these networks'.

3.6c Resour ce Based Theory

Resource based theory is a multidisciplinary approach to the study of firms that takes
on board elements of marketing, strategy research and institutiona theory (Borch &
Iveland 1998). According to this theory, the long-term competitiveness of a business
is dependent on the possession and effective employment of resources that enable it to
differentiate itself from its competitors in a self sustaining manner. As a strand of
theory, it has been used extensively in the study of SMEs (Rangone 1999).



Competitive resources open to a firm can be defined in a number of ways. Common
classifications of resources include financial / physical / human / technological etc,
tangible / intangible, assets / skills and competencies / capabilities. When
operationalised however, the theory addresses only those resources that are critical to
the firms sustainability, rather than analysing all possible forms of resource. (Rangone
1999).

Forsman (2000) presents two main attractions for using a resource based approach for
the study of small scale food processing firms: firstly, such firms often rely on
significantly different tangible resources than large scale firms and secondly, they also
tend to lack certain resources that are necessary for sustainably developing the firms
to their potential. Therefore, taking the availability and characteristics of these
resources as a central point of analysis allows their influence to be studied.

Within their application of resource based theory to small food firms, Borch and
Iveland (1998) differentiate between internal and external resources available to the
firm. Interna resources include physical resources (i.e. capital), financial resources,
organisational resources, motivation and entrepreneurial spirit, as well as “immaterial
and rare human” resources. Resources exterral to the firm include government
influence, network building and financial support.

As Rangone (1999, p237) states however, ‘the endowment of critical resources cannot
be directly related to a company's financial performance, as the latter also depends on
the specific structure and attractiveness of the industry in which the company acts,
and on the ability of the company to transate resources into capabilities and,
subsequently, competitive advantage. With regards to this last point, a fundamental
role is played by the entrepreneur, who can be seen as a “ special” resource supporting
al the others'. As such, resource based theory alone is unlikely to be able to account

for al the nuances present in small firm devel opment.



3.7 Discussion and Presentation of Empirical Schema and Key Research

| ssues

The preceding sections of this literature review have outlined five conceptual areas of
theory and knowledge that contribute towards our understanding of food micro firms.
The central message from these sections is that the dynamics of food micro firms are
complex and contingent upon the influence (both directly and indirectly) of many
factors. Moreover, these factors are themselves complex and contingent both on each
other and on many factors outside the scope of this review. In addition, influence or
relations between factors can be conceptualised in a number of different ways, with

each method having its own strengths and weaknesses as vehicles for analysis.

Constructing a structured and meaningful conceptual framework which contains the
dynamics of this complex interaction, therefore, is an ambitious task. As the review of
micro firm growth and the endeavours to understand and model the dynamics of
growth show, previous attempts to build predictive theoretical frameworks have not
been very successful. This problem applies both to models of larger businesses with
an assumed economic rationality and to attempts to frame small and micro businesses,
who often do not conform to economic rationality principles, or at least conform to a
different set of such principles. In fact, modelling ‘artisanal’ activities would appear a
far more troublesome objective. Whereas economic rationality is, at least
theoretically, bound in logical axioms, the artisanal mindset appears less predicable.
The central tenet of this study therefore is, that predicting the behaviour of micro
firms accurately and in a meaningful way is infeasible. At best, we can bid to
understand how rich, context dependent factors interact and influence facets of micro

firm development.

Taking these issues into account, this study contributes towards effective
conceptualisations by developing an empirical schema in which the factors that effect
micro-firm development are presented in a manner that aids conceptua insight. As
such, it draws upon the body of knowledge reviewed above and presents these factors
in a form which alows their interaction to be conceptualised by the reader with
greater clarity.
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A number of authors have attempted to categorise and list the factors that influence
small businesses. Gibb & Scott (1985), for example, categorise their 8 key influences
according to whether they are internal or externa to the firm:
External
The state of the economy and its bearing on the relevant industry
Administrative and ingtitutional barriers (e.g. ‘red tape’, planning
restrictions)
The complexity and uncertainty in the particular market
The influence of competition
The influence of business assistance
Internal
The availability of management time and resources
Environmental awareness (as perceived by the business)

Strategic awareness

With reference to agrifood businesses in general, Bryant (1989) lists his factors of
influence according to the geographical scale at which they operate (see Figure 3.7a)

Figure 3.7ac Geographic Scale of Influence on Individual Decision Making in Agri-
food Businesses

Geographic Scale Manifest Forces and Factors
Macro Supply / Demand Conditions
International Arena Technological Change
Government Polices / Regulations
National Industry Structure
Macroeconomic Conditions
Meso Marketing Boards
Regiona Cooperative Structures

Urban Development Patterns
Regiona Support Agencies

(cont...)
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Micro
Local Local Government Policies
Individual Farm/ Firm Firm / Farm Characteristics
Individual Household / Family | Family Characteristics
Individual Personal Characteristics

Source: (Bryant 1989).

The empirical schema presented below, therefore, integrates these kind of approaches,
as well as those discussed earlier in the chapter. It takes the pertinent factors of
influence reviewed in this chapter, as well as aspects discussed in Chapters 1 and 2
and some additional, hypothesised factors not explicitly featured in the sources
reviewed. As such, it is a response to the 'strong voices in the field of
entrepreneurship research’ noted by Johnson (1990) that call for a departure from the
focus on the individual entrepreneur towards 'more sophisticated multidimensional
models of venture creation and growth that consider, at a minimum, the individual,
the venture, and external environment or social context'. It also attempts to meet the
challenge of Wilkinson (1998) who criticises previous work on innovation in the food
industry as suffering from:

a generic categorisation of the food industry, limited to common elements of

industrial organisation (size, concentration etc);

adissociation of the food industry from its up and downstream linkages;

a static focus on timel ess characteristics.

By adopting a broad viewpoint, with respect to the literature adopted and the
subsequent theories incorporated, the empirical schema also goes some way towards
addressing what Verschoor (1997, p254) describes as the first problem in
conceptualising small firms, that is overcoming “the debate between formalists, who
maintain a pre-eminence for homo economicus, and substantivists, who persist in

championing the salience of homo sociologicus’.
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The schema responds to the central message of much of the literature review by
placing the entrepreneur / microbusiness owner at its heart. The relationships between
the entrepreneur and his or her firm, between the firm and the supply chain and, to a
lesser extent, between the supply chain and the individual are centra to this
representation of microfirm development. Outside of this trinity are the pervading
forces of the Market, Society, Government and the Environment. These four forces
influence, to a greater or lesser degree, al the areas of interaction that form the
production / consumption process of the food product in question and in particular the
firm itself. As the preceding sections illustrate, the relationships between the factors
presented in the schema are both complex and vital to a full understanding of food
microfirm development. Network approaches illustrate the multi-dimensiona nature

of relationships and the importance of both human and norn human relations.

Another vital aspect to the relationships presented in this schema is the essential
distinction between actual and percelved. As Marsden and Arce (1995) remind us,
value can be gained from regarding external processes asin fact ‘internal to the action
of the actors'. In other words, how actors perceive relations with factors can be as
important, if not more important, than the actual influence of factors themselves. The
relationships between factors in the schema must therefore be regarded in this light.
Moreover, as there are many actors involved in the development of food microfirms
there are many sets of perceived relations as well as the actual relations in each case.
The emperical schema, and the study it informs, takes the perception of the central
entrepreneur as the most important set of relations, in addition to, of course, the actual
et of relations.

The Entrepreneur

The entrepreneur is defined as the owner / manager of the microbusines. the person
who is responsible for both the day to day running of the business and its strategic
direction. Clearly, there can be more than one person with responsibility for these
aspects and even in situations where there is one central entrepreneur, the person is
often influenced by other individuals, either employees or family members etc.
Nevertheless, the characteristics of the entrepreneur and the trandation of these
factors onto the operation of the firm have substantial bearing on its development. The

literature points to a number of facets of the entrepreneur that appear most pertinent.
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A person’s entrepreneurial disposition can be defined as their willingness to bare risk,
which itself is a function of their perception of risk and their desire for change. It also
encompasses their psychological makeup. This is linked strongly to their life
experiences, which includes education, training and previous employment as well as
their age, marital status, health etc. Participation in other networks is also seen by
many as an important variable. These may include persona relationships, other
business concerns and community organisations. These factors combine to give an
entrepreneur a set of competencies, a set of expectations (with regard to the
environment) and a set of objectives. It would seem that the constant interplay

between these three aspects is what defines the action of an entrepreneur.

TheFirm

The nature of the firm, in particular its internal logic and relationships with the
entrepreneur and supply chain is central to its own development. Aside from the
entrepreneurial heart, the production process is perhaps the key component of a small
firm as it directly influences other important components such as the number and
skills of employees, business location, level of technology adoption and business size,
and what type of market the business operates in. Also vital are the resources which
the firm has at its disposal such as financia, skills and natura resources, and the

‘costs' to access these resources.

The Supply Chain

The supply chain in which the firm operates can be extended to different levels. As
well as convertional notions of ‘farm to fork’ supply chains (i.e. those businesses
directly involved in the production of the main ingredients, the production of the food
product and then the supply and marketing of the product to the consumer), the
concept of supply chain can be extended to include non-core food ingredients such as
additives, farm inputs (fertilisers, seeds) and nonfood elements such as machinery
and packaging. In addition, institutions that supply non-physical aspects, such as
finance and expertise, can aso be considered as part of a supply chain. After all, there
is, without doubt, a banking supply chain for example. As the purpose of the schema
is to encompass a comprehensive set of relations that influence food microfirm
development in an accessible manner, then these less apparent supply chains should
also be considered (at |east conceptualy).
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In a supply chain, elements such as chain length (both physica and in terms of
numbers of actors and interests) and power relationships across the chain are
important. Again, the supply chain characteristics seem to be contingent, to a large

extent, on the product transformation process at its heart.

The Market

The main driver of the supply chains in which the food microfirm is embedded is, of
course, the market. Again, the notions encompassed within the market and its
functioning are complex and not easily predictable. It includes the supply and demand
characteristics of the main product in question and also aspects of the nexus where
these two elements meet. It also includes the same elements for other markets relevant
to the microfirm, such as the market for finance, labour and any substitutable
products. In fact, the different aspects of the product itself can be seen to be
embedded in distinct sets of market relations. For instance, notions of authenticity or
healthiness which may be contained within a product are themselves embedded in
separate markets with their own supply and demand elements. The notions listed in
the schema under the market heading therefore apply not only to the physical product
but also to other aspects of the firm’s activities. As mentioned above, market relations
pervade throughout the empirical schema, including at the point of influence of the

other pervading factors on the firm and its components.

Government

The label ‘government’ in this framework encompasses not only the conventional
notion of government but also wider elements of ‘governance’. It therefore not only
includes local, regional, national and pannational government institutions but also the
other apparatus of institutional regulation employed for ‘civic good’. This therefore
includes the so-called third sector and other tools used by government to create,
among other things, elements of the enabling environment heralded by the RSI

literature.

Society
Wider society is a vital dimension to the empirical schema. Sociological perspectives

highlight the importance of norms and conventions in the social relations that pervade
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this model. Society, through culture, provides the values on which the relations in this
model are based. The structural aspects of society and its diversity are important
elements in this respect. Studies highlight the importance of cultural attributes for the

provision of skills and attitudes to entrepreneurial activities.

Natural Environment

Any study of food must recognise the important role that the natural environment
plays, not least through the transfer of environmental qualities through the food
product itself. The qualities of food ae inextricably bound with the environment,
more so in the case of ‘rural’ foods. Other aspects of the environment also impact on a
rural food micro firm. For instance, the productivity and availability of natural
resources are key, both in terms of ingredients and also wider aspects. An additional
factor related to these two aspects is seasonality, which impacts both on supply and

demand.

Influences

The two classes of influence - direct influence and pervading influence - are the two
major areas of ‘unkrmown’ in this model. In fact, how these various factors influence
each other is the key question that perplexes many researchers of small firms. The
approach outlined above enables insights gained from network based theories such as
ANT and Conventions Theory to contribute towards our understanding by

accommodating both flexible and grounded forms of analysis.

This empirical schema and wider study aims not to pinpoint exact relationships and
dynamics of influence, but rather to provide a holistic framework for understanding
food micro firms that identifies the key relationships and areas of influence. It is only
through a better understanding of these processes that an effective role for

government and governance structures can be identified.
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3.8 Conclusions

This chapter illustrates both the broad basis for understanding microfirm dynamics
and the lack of adequate theoretical development that can encompass the issues
identified in the literature review. It demonstrated that existing knowledge and
understading of small firms is too underdeveloped to warrant the confident
development of specific hypothetical statements about causal relationships between
firms and their influences. Moreover, it may be argued that the identification of
powerful causal relatiorships in such complex and diverse phenomena is

unobtainable.

The next section therefore details the development of a methodology which is able to
meet the twin objectives of this research:
to characterise and forward understanding of the development of food micro firms
in general and specifically with respect to innovation, and;
to contribute towards the development of effective policy tools that support rural

food micro firm supply chains.



Chapter 4. Development of the Empirical M ethodology

4.1 Entrepreneurial Research Methodologies

It is clear from the ams and objectives set out in chapter 1 and the subsequent
literature review and empirical schema given in chapter 3, that this study essentially
has an ‘entrepreneuria’ focus, athough bound within the context of agrifood.
Consequently, it is within the broad field of entrepreneuria research that the
precedents for an appropriate methodological development lie. As noted in the
introduction, entrepreneurial research at the level of the small firm s a relatively
underdeveloped and disparate discipline. As such, there are no ‘standard
methodologies for small firm inquires. Moreover, the complexity of the issues
involved mean that arriving a robust empirically-based predictive theories is
methodologically challenging, if not improbable. This fact was highlighted in section
3.5c by the lack of corroboration between studies of causal factors that influence
small firm performance. A lack of theoretical grounding has led many authors to call
for an exploratory emphasis to research that looks to develop theory and is
phenomenological in basis rather than positivist (Shaw 1999; Bygrave 1989;
Churchill & Lewis 1986). According to Bygrave (1989, p23), ‘in entrepreneurship
research, it is nearly impossible to reduce problems to neat constituents that can be
examined in isolation. We should avoid, whenever possible, reductionism in our
entrepreneurship research. Instead, we should look at the whole'. Bygrave goes on to
contend that, at this stage in the intellectual paradigm, ‘inspired induction (or more
likely enlightened speculations) applied to exploratory, empirical research may be
more useful than deductive reasoning’.

The lack of robust theoretical grounding for understanding the actions of
entrepreneurs and their businesses is therefore a key attribute in determining the
methodological basis of this study. There are three other vital aspects which inform
the methodological development of this study. Firstly, the methodology should
respect the broad basis of intellectual enquiry in this area, as outlined in the literature

review. The empirical schema and accompanying review highlight the broad spectrum
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of influences on small businesses and our understanding of them. Secondly, as chapter
2 illustrates, there are large gaps in the knowledge base of the food micro firm sector
upon which the study could draw. Lastly, this research has both conceptua and
practical objectives. As outlined in the introduction, the objectives of this research are
to characterise ard forward understanding of food micro firms and to contribute

towards the development of effective policy tools that support them.



4.2 Meeting Research Aims: Towards a M ethodological Framewor k

4.2a The Trade Offs Between Qualitative and Quantitative Data Use

Methodological frameworks for investigating small businesses vary somewhere
between subjective techniques (i.e. qualitative, invasive, relationship based) and
objective methods (quantitative, indicator-type, remote). The debates between the use
of quantitative and qualitative data are by now well versed. Figure 4.2a reproduces

Sarantakos' summary of the principal perceived differences between quantitative and

qualitative methodologies.

Figure 4.2a Perceived differences between quantitative and qualitative methodology

Feature

Quantitative methodology

Qualitative methodology

Nature of reality

Objective; ssimple; single;
tangible sense impressions

Subjective;  problematic;
holistic; asocial construct

Causes and effects Nonological thinking; | Non-deterministic; mutual
cause — effect linages shaping; no cause-effect
linkages
The role of values Vaue neutral; vaue-free | Normativism; value-bound
inquiry inquiry
Natural and social sciences | Deductive;  model  of | Inductive; rejection of the
natural sciences, | natural  sciences model;
nomothetic; based on strict | ideographic; no  strict
rules rules; interpretations
Methods Quantitative; Qualitative, with less
mathematical;  extensive | emphasis on  statistics,
use of statistics verbal  and qualitative
anaysis
Researcher’srole Rather passive; is the| Active;, ‘knowe’ and
‘knower’; is separate from | ‘known’ are interactive
subject — the known; | and inseparable
dualism

Generalisations

Inductive generalisations;
nomothetic statements

Analytical or conceptua
generdlisations; time-and-
context specific

Source: Sarantakos (1998)

It should be clear from the figure above that a predominantly qualitatively based

methodology is most appropriate for the objectives and other key attributes for this

study as outlined in the preceding sections.
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Although traditionally small firm enquiries have relied on quantitative techniques,
there is a growing acceptance of the value that qualitative approaches can bring,
particularly in light of the growing calls for more exploratory research outlined above.
Curran et al. (1993), for example, argue that qualitative methods are suited for studies
concerning small firm involvement in networks as they can only be understood in
terms of how participants perceive networks, rather than what they actually are. The
level of data richness achievable through quantitative methods is insufficient for many
elements of network research. At best only a partial picture of the processes involved
can be gained (Blackburn et al. 1991; Down 1999). Others suggest that such is the
complexity of processes involved in microfirm development that only studies which
incorporate qualitative data are likely to make understanding of these issues clearer
(Curran and Burrows 1987). The aim of qualitative research is to understand rather
than measure phenomena (Gilmore et a. 2001). It is adso particularly attuned to the
study of life in natural settings. Qualitative data, however, is generally more time
consuming and skill demanding in their execution. They also lack the key attribut es of
guantitative methods, in particularly their ability to infer characteristics of the

population as a whole from a sample (Punch 1998).

By adopting a predominantly qualitative approach, the study method is also better
able to integrate two further methodological aspects that can provide unique value to
the study in the light of its objectives and key considerations. These are grounded
theory and longitudinal approaches.

4.2b Grounded Theory

The lack of a rigorous theoretical basis for the study supports the use of aspects of
grounded theory. Grounded theory is an approach that ams to generate abstract
theory through data collection and analysis. Pioneered by Strauss and Corbin, it
allows researchers to focus on an area of study and slowly bring out ‘relevancy’,
without the constraints of pre-defined theory (Strauss & Corbin 1998). At its core is
the search for conceptual categories in data and the identification of relationships
between categories. These relationships are then accounted for by increasing levels of
abstraction. Punch (1997) identifies three layers of coded data in this process:

1. Substantive codes— initial conceptual categories in the data



2. Theoretical codes— connecting the categories; and,

3. Core codes — the higher order conceptualisation around which theory can be built.

The grounded theory approach is similar to theory building approaches in case study
analysis (Chetty 1996). Its main point of departure, however, is that its central
concern is not with description or the interpretation of data, but with the generation of
grounded abstract concepts which can become the building blocks of theory (Punch
1998). As such, grounded theory research tends to emanate without, or with very
little, theoretical under-pinning. Instead, the process of data collection and analysis
informs the application of theory to the study. Grounded theory is particularly
appropriate for studying causality issues as its focus is on action and process (Stauss
& Corbin 1998).

Carson and Covidlo (1996, p53) neatly sum up the grounded theory process in
relation to qualitative research at the marketing / entrepreneurship interface;

‘Grounded theory in emerging research areas such as that of the marketing /
entrepreneurship interface would be developed from a combination of the existing
literature, professional and personal experience, and analytical process. Thus, the
process is sensitive to the subtleties of both the data and the meaning of the data. The
grounded theory method also alows for theoretica sendsitivity by having the
researcher periodicaly step back from the analytical process to question “what is
going on?’.

4.2c Longitudinal Approaches

Longitudina studies are another methodological aspect whose value and subsequent
use has increased in recent years. According to Bygrave (1989), the fact that
longitudinal methods have tended to be ignored in the past is more to do with their
time consumption and costliness rather than academic worth. A number of authors
have suggested the suitability of longitudinal research for innovation studies. Ray
(1996, pl176), for example, points out that ‘innovation, amost by definition, can
include ideas that are experimental, longer-term and whose impact may be, at first,
difficult to tell’. O'Donnell et al.(2001) acknowledge that a weakness of many
network studies is their static nature. Consequently, they propound the use of
longitudinal methods in the entrepreneurial studies field. Similarly, in the field of



entrepreneurship, Bygrave (1989) points out that entrepreneurship is a process that

evolves with time.

4.2d Case Study Theory

The most appropriate qualitatively based data generation strategy that allows the
generation of longitudinal data and can effectively incorporate aspects of grounded
theory is the use of case study methodology. The use of case studies in small business
research has grown in recent years. Case studies are regarded by many as a highly
effective method of qualitative research. Yin (1994, pl), a leading proponent of case
study research, describes them as suited to ‘empirical inquiries that investigate
contemporary phenomena within real-life contexts, especially when the boundaries
between phonomenon and context are not clearly evident'. In other words, they are
suited to issues where the context of the phenomenon is a key variable. As such, they
suit goals that attempt to answer ‘how’ and ‘why’ questions (Yin 1994; Chetty 1996).

Case studies should not be designed to seek representativeness or statistical inference,
but rather to explore theoretical popositions and general analytical generalisations
(Burton, 2000). In other words, they are tools for generating insight (Gibb & Scott
1985). The research flow from data to theory makes a case study approach
particularly applicable for areas under-served by theory or effective conceptual
frameworks (Chetty 1996). They are also suited for questions that deal with
understanding phenomena that develop over time, rather than merely collecting
frequencies or other measures of incidence (Yin 1994). Additionally, they also
overcome problems when the population is not large enough to sample in a
statistically rigorous manner (Chetty 1996).

Case study research tends to involve in-depth investigations from the researcher, often
over an extended period of time. Its grengths include flexibility and the potential use
of a wide range of evidence (including observation, interviewing, documents and
artefacts). Multiple sources of information allow for a broad range of data. A degree
of triangulation is aso achievable, which bolsters the integrity of the data. The data
collected may be qualitative, quantitative, both or somewhere in-between (Chetty
1996).
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Critics of case study method often point to problems of generalisability when focusing
on a small number of individual cases among a large population. Yin (1994, p10)
responds to this by stating that case studies ‘like experiments, are generaisable to
theoretical propositions and not to populations or universes.” In other words, the
quests for generalisability should be in the form of analytic generalisation not
statistical generalisation.

Nethertheless, the nature of case study research ensures that effective research in this
area presents particular challenges to the researcher. For example, procedures for data
collection are less formalised than, for example, survey research. As Smith et al.
(1989) note, research into entrepreneurial activity is typically fraught with ‘sensitive
data’. Data collection is particularly prone to bias from both respondents and
researchers. The onus is therefore on the researcher to be able to skilfully handle data
collection from varying sources, in varying Stuations and using a wide range of
methods. Appropriate questioning, listening and data recording are paramount
(Burton 2000). The less formalised nature of case studies means that bias and
subjectivity are hazards. This can be overcome to some degree by using multiple

sources of information (Yin 1994).

Eisenhardt (1991) purports that the number of case studies used should be contingert
on the topic and the degree of further information that can be gained for each
additional case. However, she recommends however that between 4 and 10 cases
should be used. Less than 4 renders theory generation difficult and over 10 risks data
overload (Eisenhardt 1989).

For multiple case studies, cases should be chosen purposively on the basis that they
will either produce similar results or contrasting results but for predictable reasons.
According to Yin (1994, p34), ‘the ability to conduct six or tencase studies, arranged
effectively within a multiple-case design, is analogous to the ability to conduct six to
ten experiments on related topics, a few cases (two or three) would be literal
replications, whereas a few other cases (four or six) might be designed to pursue two

different patterns of theoretical replication’.
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Purposiveness rather than random selection aids the collection of rich data pertinent to
the research issues involved. This is achieved by focusing on cases that provide rich
sources o information rather than relying on random samples that would require
higher numbers of cases to elicit the same richness. Sampling in this manner does,
however, require the researcher to develop a good understanding about the research

issues (Shaw 1999).

Dyer & Wilkins (1991) warn that multiple case study methods are liable to focus too
much on constructs and measurability between cases and neglect context. They also
caution that exemplar cases are more likely to be avoided using such methods, ridding

the opportunity for researchers to compare their own stories and gain rich theoretical

insights.
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4.3 The M ethodological Framework

Asdetailed in section 4.1 above, the key attributes that inform the development of the
methodology are:
A lack of robust theoretica grounding for understanding the actions of
entrepreneurs and their businesses,
The broad basis of intellectual enquiry in this area,
A lack of knowledge base concerning the food micro firm sector, and

The twin conceptual and practical objectives of the study.

The preceding sections have outlined the value of taking a qualitative, exploratory,
longitudinal approach to this study, principaly through the use of multiple case
studies. In order to satisfy the need to resolve the lack of knowledge base associated
with food micro firms, and reinforce certain aspects of the case study findings, a
postal survey was also employed. This provides a stronger basis to which the
exploratory nature of the case study findings may be applied, both by helping D
position the case studies within the food micro firm population and by applying a
certain degree of triangulation of findings borne independently from both the case

studies and survey.

As outlined aready, the search for statistically robust causal relationships is not an
objective of this research. The small number of Welsh food microbusinesses (there
are approximately 340 food manufacturers in total according to the WDA) and the
nature of survey research, also dictates, that respondent sizes are likely to be relatively
small. This therefore precludes the possibility of drawing many dStatistically
significant inductive conclusions. The survey was consequently designed to
complement the exploratory nature of the research in the following ways:

It covered awide range of issues

The trade off between survey length and respondent rate was balanced firmly

towards survey length

It contained a broad mix of question types designed to dicit rich and varied

information
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Similarly, the case studies were chosen in a purposive manner so as to provide arich
source of data. The issues covered with case study businesses were also deliberately
broad, at least initidly, in order to guide the exploratory nature. As such, the case
study inquires adopted strong elements of grounded theory as outlined above.

4.3a Data Collection

The data collection process was designed to satisfy both the exploratory nature and
the associated need for longitudina insight. Consequently, the case studies were
visited at regular interviews during an 18-month period. This length was decided
appropriate in consideration of both the likely time frames for developments in micro
firms and practical considerations to do with PhD research. The case study data
collection process was aso used to inform the development of the survey, in
particular to outline key issues that should be covered in the questionnaire. The results
of the survey were subsequently used to inform the later stages of the case study

research. The data collection processis outlined in Figure 4.3a.

Figure 4.3ac The Data Collection Process
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This structure alowed for an iterative approach to data collection to be taken, with
subsequent interviews being developed on the bases of previous findings. The
iterative process allowed issues to be taken back to respondents that were not fully
satisfied previously. Similarly, some areas that were originally identified for future
analysis were later dropped after initial interviews signalled either their irrelevance,
inappropriateness or supersession by other topics. In other words, interview data were

used to sharpen the focus of subsequent interviews.

4.3b Case Study Selection and Interviewing

The case studies were selected purposively to provide a rich set of data. Businesses
were identified through a variety of means, including personal recommendation from
experts, newspaper articles and random selection from the database used for the postal
survey (see section 4.3c). Although the amount known about each business prior to
initia interviews varied, attempts were made to select businesses with some apparent
similarities and some apparent differences. The selection criteria used were chosen on
the bases of vighility, with little or no enquiry needed, and significance (on the basis
of the peceding chapters). In particular, product type and supply chain type were
used as bases of selection, both due to the accessibility of this type of information and
recognition through existing literature that these factors are both important and
relatively better understood. Location was aso a contributory factor, both for

theoretical and practical reasons.

Businesses were chosen so as to both cover a broad range of characteristics and
provide important points of contrast. For instance, each of the main agricultural
sectors in Wales was represented, plus one business that sourced al its ingredients
from outside the region. Also a mixture of consumer interfaces and business sizes
were sought. One business was also selected from a different region of Wales. There
are, of course, other equally valid factors that could have been used for selection
criteria but were hidden from immediate consideration. As the empirical schema
indicates, entrepreneurial characteristics are a key factor that was not used. This was
largely due to practical considerations and the fact that the identification of
entrepreneurial characteristics would require concerted enquiry prior to case study

sdlection.
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Six case study businesses were chosen. This figure was reached on the basis that any
more would contribute little to our understanding within the research constraints
presented. Fewer than six businesses meant excluding identified firms that provided

an important point of contrast.

Potential businesses were identified through a variety of means. These included
personal suggestions from experts, newspaper articles and examination of the
information in the WDA food business database. Businesses were ensured that al
information would be used anonymously for the purpose of this research only. All six

busi nesses approached agreed to take part.

Each business was interviewed periodicaly, predominantly face-to-face at their
business locations or occasionally via telephone. Interviews were of a semi-structured
nature, using interview guides. Care was taken not to restrict the flow of pertinent data
from the case study respondents (Yin 1994). Consequently, some unplanned issues

were raised during interviews as a result of information given.

The iterative nature of the interview process, coupled with the development and
analysis of the survey during the longitudinal case study enquiry provided a number

of clear advantages.

4.3c Survey Development

As outlined above, a number of key considerations had to be respected when
developing the postal survey. The exploratory nature of the research dictated that a
wide variety of issues needed to be covered, so as not to risk neglecting any important
areas of consideration. At the same time, it was recognised that long surveys are more
likely to dissuade individuals from responding. It was decided to limit the
guestionnaire to six sides of questions, corresponding to a completion time of
approximately 20 minutes. This allowed a comprehensive set of issues to be covered
while, it was hoped, ensuring a response rate that would provide a substantial number
of replies.
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The structure of the survey and the types of questions included were designed to
provide a broad arrange of data. The survey was split into six sections each covering a
different topic: Business characteristics, Business relationships, Entrepreneurial
profile, Innovations, Differentiation and Business development. A copy of the
guestionnaire is included in appendix A. The subject matter was derived directly from
the literature review and early case study interviews. The level of existing knowledge
about the Welsh food industry, as outlined in 2.2, was aso considered.

The questionnaire was developed using lay language, and avoiding complex issues.
Although a degree of sophistication was retained, particularly in the section
requesting information about innovations, the questions were designed so as to avoid

misleading or confusing respondents (de Vaus 2002).

The formats of questions varied considerably, both reflecting the variety of issues
under investigation and so as to prevent respondent lethargy. For example, both
exclusve and nonexclusive categories were used. Scales were typically either
nominal or ordinal in nature and often of the LIKERT or Semantic Differentia type.
Data of both objective (e.g. demographic, economic) and subjective (attitudinal)

nature were sought.

The WDA food business directory was used as the source of data for Welsh food
businesses as it is the most comprehensive source available. The 411 businesses
contained within the database were reduced to 343 after the exclusion of known large
businesses and double entries. As the directory gave no clear indication of business
size, non-micro sized firms could not be excluded. It was decided that other small
businesses, with over 10 employees should be included in the survey and subsequent

analysis, but that they should be clearly marked.
The survey was administered by mail, with a covering letter and completion notes. A

freepost envelope was aso included to encourage responses. Respondents were

ensured that all findings were would be used anonymously.
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4.3d Data Analysis

The case study analysis involved both taking a broad view, across cases, and
subsequently focusing in on individual aspects. Even during focused analysis of
specific issues, a holistic perspective was maintained. This was important in order to
keep the analysis of the phenomena within its context. Similarly, when broad analysis
was taking place, within the confines of the case study data, in was important to retain
the fact that it was being derived from specific contexts (i.e. the case studies). The
analysis of the qualitative data followed closely the Miles and Huberman framework
(Miles & Huberman 1994) illustrated in Figure 4.3b below.

Figure 4.3b: The Miles and Huberman Framework for Qualitative Data Analysis

Data Collection Data Display

v

Data Reduction

Conclusions:

Drawing / Verifying

Source: (Miles & Huberman 1994)

This method involves interplay between data reduction techniques such as
summarising and labelling, and data display through charts, tables etc. The effect is a
gradual iterative process that allows the elucidation of key phenomena, concepts etc.
From this process, conclusions can be drawn and potentially verified. In practice these

three aspects often take place concurrently (See also (Punch 1998)).

As well as presenting the basic characteristics of the entrepreneur(s), the business, its

dynamics and the environment in which activity takes place, the case studies were
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analysed to identify ‘recurring regularities’, i.e. the same phenomena occurring at
different times, among different businesses and in different contexts. For example,
notes made during interviews were analysed both across the case studies according to
the issues under investigation and longitudinally along the course of interviews
carried out on an individual business. Data collected through the interview process
were aso analysed with secondary data, including both business literature and wider
external market analysis. This provided both a degree of triangulation and alowed a
greater understanding of the business, and cross case, context. The findings from the
case studies were also co-analysed with the survey material, in a mainly qualitative
sense, in order to provide further lucidity. Where applicable, preliminary analysis was

fed back into the longitudinal data collection process.

A largely exploratory approach was taken to analysing the survey data, with a variety
of statistical methods being investigated with the aim of characterising various aspects
of food micro firm activity. As noted above, due to the nature of the study and the
characteristics of the sample, statistical inference was not the key aim of the postal
survey. Consequently, survey analysis was largely restricted to descriptive analysis
and cross tabulations. Other statistical treatments were also applied to the data in
order to help elucidate relationships between variables.

Where possible, the applicability of statistical tests was investigated, although rarely
used for anaysis due to inherent shortcomings. Comparative non-parametric tests
such as chi-square, while seemingly suitable for this type of approach, were
commonly rejected due to either a low number of businesses in each comparative
category or alack of statistically significant findings. More sophisticated multivariate
techniques such as cluster analysis and factor analysis were investigated where
possible. Factor analysis, a data reduction and structure detection method was rejected
as a suitable tool due to the inappropriateness of the data, particularly in terms of the
number of firms and comparative categories. Cluster analysis, an exploratory data
analysis tool used to sort cases into common groups, whilst more suitable for the
survey, failed to generate any meaningful results. In fact, this method was unable to
identify any groups of businesses that shared common characteristics across a

significant number of variables. This method was used, for example, to try to
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ascertain whether some firms can be grouped according to innovation characteristics

or certain entrepreneurial perceptions.

As noted above, the approach taken to both the longitudinal case study and postal
survey analysis allowed for a degree of flexibility and interaction within and between
each aspect. For example, the ongoing analysis of the case studies aided the
development of the survey by providing indications about which issues are more
pertinent. During the longitudinal case study data collection process, a number of
issues that originaly appeared important were discarded in favour of seemingly more
relevant issues. For example, a lot more time was spent discussing individua
innovations, and importantly, the progress of innovations, than was originaly
anticipated.

The complex nature of this research focus has typicaly caused problems of
reproducibility in studies that have identified causal links (see section 3.5¢). In this
light, the difficulties outlined above appear to be due to the nature of the phenomena

under investigation rather than methodological error.
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Chapter Five: Agrifood Business Survey Analysis

5.1 Introduction

As outlined in 4.3c, the survey was designed to fill notable gaps in the existing
knowledge base about Welsh food businesses, and to complement the case study
inquiry. The emphasis of the questionnaire was on €liciting a broad range of relatively
rich data, rather than achieving a high response rate and attempting to make
inferential statements about the population of Welsh businesses as a whole.
Consequently, the data are presented mainly in a descriptive sense, with strong use of

cross tabulation.

This section starts with a description of the sample compared with the known
population and then covers in depth the questions and responses in each of the 6
sections. A copy of the questionnaire used is contained in appendix A.

52 Sample Characteristics

The survey yielded a total of 76 usable responses, from the 343 businesses solicited.
This gives a response rate of 22.2%. Whilst low, it is comparable to similar surveys;
for example, a mgjor Food From Britain postal survey of 3100 Speciality food firms
in the UK in 1999 achieved a 20% response rate (14% among Welsh firms) (Food
From Britain 1999).

The strength of the sample is indicated in Figure 5.2a which illustrates a high degree
of similarity between population and sample in terms of products produced. The
number of businesses in each product category for expected and observed samples
are, in most cases, very similar. There is, however, a large discrepancy in the baked
goods category. An explanation for this anomaly is not immediately forthcoming,
although it could be hypothesised that bakers, who make up a large proportion of the
businesses in the baked goods category, do not regard themselves as ‘agri-food

11



businesses, in the conventional sense. Despite the deficiency in the baked goods

category, it can be concluded that, in terms of products produced at least, the sample

reflects the population closely.

Figure 5.3ac Comparison of Product Types in Population and Sample

Population | Expected sample* | Actual sasmple | Difference

Meat products 88 19 19 0
Poultry / game / eggs 69 15 15 0
Fish / seafood 34 7 7 0
Fruit / vegetables 43 9 12 +3
Dairy 80 17 15 -2
Baked goods 111 24 14 -1C
Alcoholic beverages 31 7 10 +3
Non alcoholic beverages | 30 6 6 0
Preservatives / sauces 46 10 14 +4
Other 27 6 7 +1
Total 559 119 119

*rounded to nearest integer

It should be noted that the total number of product categories is greater than the
number of businesses as many businesses produce more than one type of product and
some products can be classed in more than one category. The average number of
categories per business in the population is 1.63, whilst the sample returned dightly
fewer categories per business at 1.57.

When compared using a chi squared test, the data sets return a P-value of 0.49. This
indicates that, whilst there are differences, they are not statistically significant enough
to conclude the observed sample as unrepresentative. A number of general factors can
be suggested as contributing towards the small discrepancies between the cross
sections of observed and expected samples. For instance, it seems likely that larger
businesses would be less likely to respond, as the questionnaire is tailored more
towards micro firms. Additionally, time pressures for such businesses may be greater.

Unfortunately, as no data exist regarding business size for the population, it is
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impossible to test this hypothesis. A disproportionate number of larger businesses
among the respondents may also account for the reduction in the average number of
product categories per business, as, broadly speaking, larger businesses are more
likely to produce a wider range of products. As mentioned above, one would also
expect that firms who do not class themselves as atypical agrifood business would be
less likely to respond. Again, however, there are no data available to test these

hypotheses.

5.3 BusinessCharacteristics

Section one in the survey attempted to gain key statistics about the respondent
businesses such as their age, turnover, current growth and employment.

Age

The year of establishment among the sample population ranged from 1922 to 1999.
The distribution is significantly skewed towards recent years. This is illustrated by
comparing the mean and medium year of establishment, which are 1981 and 1988
respectively. This indicates that half of al respondents were formed since 1988.
Micro businesses tend to be younger than their larger counterparts, with a mean and
medium of 1982 and 1990 respectively. The most common year of establishment (i.e.
the mode) was 1996, when 6 businesses in the sample were formed. This illustrates
the young nature of many small businesses, corresponding to the growth in small
enterprise in the UK over recent decades, the expansion of the quality food sector and

the high turnover of small business start-ups.

Turnover

The respondents were asked to indicate their business turnover in one of five broad
categories. Figure 5.3b presents the results. Just over 40% of businesses achieved a
turnover of under £50 000 in the last financial year. The second most popular
category was businesses that achieved a turnover of greater that £400 000 per year.
Interestingly, the bar chart shows a “W” shape with peaks at the beginning, middle
and end categories. Whilst this may indicate a step nature in size characteristics, in
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terms of turnover at least, it may aso be due to the nontlinearity of the turnover
categories used. Unsurprisingly, non-micro sized firms are concentrated among the
larger categories of turnover.

Figure 5.3b: Approximate Turnover
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Interestingly, of the 3 microbusinesses that reported an annual turnover of over 400 K,
two were meat processors while the other was a horticultural cooperative.

A cross tabulation of turnover and year of establishment (Figure 5.3c, below)
illustrates that Welsh food businesses do not grow uniformly over time. If this was the
case, then one would expect the vast mgjority of larger businesses to also be older
businesses. In fact, the proportion of businesses established during the 1980s who
command an annual turnover of more than 400K is greater than that of businesses
formed before 1970 (40% versus 33%). Conversely, the proportion of businesses
started in the 1980s whose turnover is less than 50K is much greater than the
respective proportion pre-1970 (28% versus 3%). Again this probably illustrates the
boom in the formation of artisanal food businesses during the 1980s and 1990s, for

whom growth aspirations tend to be, amost by definition, low.
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Figure 5.3c: Crosstabulation of Business Turnover Versus Decade of Establishment
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Figure 5.3d: Crosstabulation of Product Category Versus Turnover
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Figure 5.3d (above) shows few clear patterns of certain businesses sizes dominating in
certain product categories. Alcoholic beverages and fruit / vegetables have the largest
proportions of very small businesses (i.e. <50K), whilst baked goods have the
smallest proportion. The meat product category is of note due to its dominance of
businesses at either end of the turnover scale. These findings go someway towards

supporting the notion that product type plays a significant role in defining the size

115




possibilities of businesses (although this is by o means conclusive as, among other

things, these results are not adjusted for business age).

Current Growth

As Figure 5.3e illustrates, nearly one third of businesses classed themselves as
‘growing steadily’. The second largest category of growth characteristic were
businesses that were ‘not currently experiencing any significant growth’ (23.7%). An
only dlightly smaller proportion of businesses, however, were ‘achieving significant
growth’ during the period when the survey was administered. The sample contained 5
recent start-up businesses. 13.1% of respondents classed their businesses in one of the
poor performing categories (losing sales/ in review because of poor sales / planning
to end production). Of interest is the high proportion of responding SMEs who
responded who were currently reviewing operations.

Figure 5.3e: Current Growth
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Figure 5.3f: Current Growth Characteristics Versus Product Category
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Figure 5.3f shows growth characteristics according to the product categories that the
businesses operate in. Of interest here is the high proportion of businesses achieving
significant growth in the fish / seafood, preservative / sauces and non-alcoholic

beverage categories. Alcoholic beverage producing businesses also appear to be

performing well with only one business not showing positive growth.

Figure 5.3g: Current Growth Characteristics Versus Y ear of Establishment
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Figure 5.3g cross tabulates business age versus current performance. Unsurprisingly,
businesses established more recently are more likely to be experiencing growth. Of
those established prior to 1970, 42% are experiencing no growth and 25% are
performing poorly. There are however 2 businesses from this age lracket that are
experiencing significant growth (including one established in 1924).

Farm Based

The respondents to the survey were amost equally split between farm and nonfarm
based businesses (51.3% & 47.4% respectively). However, micro sized firms were
more likely to be farmbased (59.3% versus 39.0%). These figures highlight the
strong integration between the farm sector and smaller food processing businesses in

the Welsh economy.

Business Ownership

Figure 5.3h: Business Ownership
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Nearly 79% of businesses are either owned by sole proprietors or are partnerships
within the same family (35.5% & 42.1% in each group respectively). Among micro
firms the figure rises to 86.2% (44.8% & 41.4% respectively). Only one SME was run
by a sole owner. Similarly, the proportion of microfirms with non sole or family

ownership was low (under 14%).
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Number of Employees

The average business employed the equivalent of 83.66 months of labour per year
(just under 7 full time equivalents (FTES)). This compares with the DTZ average for
Speciality food producers of 8 FTEs. There were, however, a small number of larger
businesses in the sample that skew the results upwards. Figure 5.3i shows the spread
of sampled businesses in terms of number of FTEs. Of the 70 businesses that
responded adequately to this particular question, 53 were micro-sized (i.e. had 9 or
less FTES). Of the six businesses in the sample which failed to adequately complete
the employment questions, further examination using secondary sources reveals that
these businesses were all (almost certainly) micro-sized (the non-respondents were 3
honey farms, two small dairy producers and an organic farm). Including these

companies, therefore, there are 59 Micro businesses and 17 SMEs in the sample.

Compared to the DTZ Specidlity food study, the sample is found to be significantly
different to both UK Speciality food businesses (P = 0.018) and Welsh Speciality food
businesses (P = 0.001), with respect to the proportion of microfirms. The proportion
of micro businesses in our sample and the DTZ Welsh firm sample is, however, very
smilar (77% versus 76% respectively).

Figure 5.3i: Total Employment Among Respondent Businesses.
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Figure 5.3] crosstabulates the average employment levels according to type of
employment (i.e. full time / part time / seasonal and family / non-family) for both the
micro businesses and SMEs in the sample. As this figure illustrates, the most
significant difference between microfirms and SMEs is the levels of non-family
employment. In fact, the average level of full-time family employment is almost
identical between micro firms and SMEs (1.03 FTEs versus 1.08 FTEs respectively)

Figure 5.3j: Average Employment Levels According to Business Type for SMEs and
Micro Firms.
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Figure 5.3k further breaks down employment levels by showing the proportion of
businesses in certain bands of FTEs for each employment type. These figure illustrate
that 50% of businesses do not use external full time labour; only 11.4% of businesses

use seasonal family labour and 32.9% use seasona external |abour.
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Figure 5.3k: Summary of Employment Breakdown, According to Employment Type

FTEs Fit Fit Pl Pt Seasonal | Seasonal

Family | External | Family External | Family External
None 28.6 50.0 68.6 57.1 88.6 67.1
=05 4.3 0.0 171 12.9 114 229
>05&=1|357 8.6 14.3 15.7 0.0 14
>1& =2 27.1 5.7 0.0 5.7 0.0 29
>2&=3 4.3 14 0.0 4.3 0.0 14
>3& =6 0.0 12.8 0.0 4.3 0.0 2.8
>6& =10 [ 0.0 4.3 0.0 0.0 0.0 14
>10 0.0 17.1 0.0 0.0 0.0 0.0
Location

Just under 45% of businesses that responded to this question are located in a town /
village. Of the remainding businesses, the average distance from a settlement is just
over 3.5 miles (with a standard deviation of 2.24). 11 businesses are located in towns
with greater than 15 000 inhabitants. For the remainder, the average distance from
such a town was 14.1 miles (with a standard deviation of 11.2). Cross tabulation of

distance from atown and current performance showed no significant correlations.

54  Business Relationships

The aim of this section is to reveal the supply chain structures of respondent
businesses, in terms of where they source / sell their products, how they distribute
their product etc. Information of this type is generally scarce for small food businesses

in general and virtually non-existent in the Welsh context.

Customer Characteristics

Interestingly, the two most common types of supply channel employed by businesses
both dealt directly with the end consumer. Nearly 28% of all businesses sell product
‘to agreat extent’ through their own shop or from the site of production. This was the

most common chain type which producers used ‘to a great extent’. The most popular
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chain type, regardless of degree of usage, was delivery direct to consumers with 68%
of respondent businesses using this method to some extent. As Figure 5.4a illustrates,
a wide range of supply chain types is used by the sampled businesses. The graph aso
enables one to identify chains which are not well used, but perhaps have the potential
to be. For example, the proportion of businesses that supply other producers, either as
ingredients or to supplement their ranges, is low as are the number of businesses that

supply public institutions.

Figure 5.4a: Supply Channel Usage
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NB: Dotted area in this figure and also others in this chapter indicated the SMEs in
the sample, unless stated otherwise.

Multiple retailers are well represented in the supply chains, with over 40% of
businesses having at least some trade with them. Only 10% of businesses supplied
supermarkets ‘to a great extent’. When micro and non-micro firms are compared, the
larger businesses seem to be more likely to use the following types of supply channel:
non-local independent shops, restaurants cafes etc, public institution catering and
supplying other food firms (both as ingredients and to supplement their ranges).

Interestingly, micro firms seem more likely to supply a significant proportion of their
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product to multiple retailers than SMEs. This seems to illustrate the trend of
supermarket sourcing policies towards either large or micro sized firms (to meet
increasing consumer demand for specialised products) but at the expense of SME

food businesses.

From the 17 specific categories of supply channel given in the survey, respondent
businesses use on average 6.3 different types. This indicates that Welsh food firms
use awide range of supply channels to market their products. Thisis backed up by the
fact that Welsh food businesses rarely seem to have only a smal number of
significant individual customers. In fact, only 7 respondents (9.2%) have 3 or less
significant customers. This indicates that very few businesses are dependent on the
fortunes of individual businesses down the supply chain. These responses also suggest
that small businesses tend to trade with other small businesses rather than with larger

businesses who would individually account for a higher proportion of output.

Only 17% of businesses reported having a contractual relationship with any of its
customers. In fact, among microbusinesses only 10% have such contracts. By
contrast, just over 41% of the SMEs in the sample have fixed contracts. This
emphasises the informal nature of business relationships prevalent among small rural
food businesses.

Figure 5.4b shows the proportions of products sold to different geographical areas
among the sample. The areas were defined as being mutually exclusive, i.e. produce
sold locally was not included in the figures for produce sold regionally. As the graphs
indicate, local markets are both the most common and largest geographical markets
for the sample. Over 77% of businesses supplied their products to local consumers,
the average proportion of output going to such markets was 47.7%. Interestingly,
regional demand was much less served; only 55% of businesses claimed to supply
such markets and with an average (per business) of only 8% of output. The
proportions of businesses that supply other parts of Wales and the UK are similar
(50% and 53% respectively) as are the average amounts supplied (20.5% and 22.3%
respectively). Trade overseas is limited and 80% of businesses have no custom
abroad. Only one business in the sample had a significant proportion of their sales in

this geographical range.
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Figure 5.4b: Geographical Location of Markets
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Distribution Methods

Approximately half of the respondents (51.3%) indicated that at least some of their
product is transported in a chilled or frozen state. Slightly more (55.4%) regarded
their products as fragile, in distribution terms. This illustrates the specific nature of
many products’ distribution needs and therefore the unique requirements of this sector

vis-a-vis non-food sectors (and its implications for cost, reliability etc).

Figure 5.4c: Product Distribution Methods
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As Figure 5.4c illustrates, the most popular method for distribution is using the
companies’ own transport; nearly 90% of respondent businesses used this method to
some degree. In fact, just over 47% of businesses used their own transport ‘to a great
extent’. The second most popular means of distribution is customer collection; 71.1%
of businesses use this method. Third party methods are less significant among the
respondent population. SME businesses seem proportionately more likely to use their
own transportation and third party specialist distributors and less likely to use
customer collection methods and nonspecialist couriers. The high proportion of own
transport and customer collection corresponds to the high share of local customers

noted above.
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Supplier Characteristics

The most popular source of ingredients among respondent businesses was wholesale
markets. In such cases, they amost always purchase product from a known source
(via the wholesaler). Sourcing directly from producers, both local and norlocal, was
next popular while approximately 40% of businesses use at least some of their own
products. Overal, this indicates a high degree of traceability (or at least immediate
traceability) among small Welsh food businesses. SMEs seem more likely to purchase

on wholesale markets and direct from non-loca producers than microbusinesses.

Figure 5.4d: Ingredient Origins
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The supply base for smal food businesses appears relatively narrow; 71% of
businesses regarded themselves as relying on a small number of significant suppliers.
Among those that considered their businesses to fall into this category, the average
number of suppliers was 5.5. As with their customers, only asmall proportion of
businesses have any kind of contractual agreement with suppliers (16.7%). Moreover,

there seemed little difference between micro businesses and SMESs in this respect.
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Figure 5.4e illustrates the proportion of ingredients sourced from various geographical

locations. 53% of businesses use local ingredients (to some degree) in their products.

This compares with 51% using non-local, non-regional Welsh ingredients, 66% using

wider UK sourced ingredients and 45% sourcing from abroad. In fact, the sample

businesses source significantly more

product abroad than they supply abroad. The

figures aso show that SMEs are less likely to source localy than micro firms. It is of

interest to note that firms are more likely to source products UK wide than from local

markets.

Figure 5.4f: Geographical Location of
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5.5 Entrepreneurial Profiles

As the literature review and empirical schema (Chapter 3) recognise, the entrepreneur
is at the heart of the dynamics of small business. This section therefore focuses on the

characteristics of the respondent and other entrepreneurs in the business.

Entrepreneurial profiles were recorded for 135 individuals as part of this survey. 62%
of businesses gave details for both the respondent and a partner. 23% aso completed
details for another significant individual in the business. Overall, 64% of
entrepreneurs were male; this included 74% of actual respondents, 41% of partners
and 80% of ‘Other significant’ employees (who have ‘a significant decision making
influence on the business’). A cross tabulation between business turnover and the
gender of the respondent (Figure 5.5a below) shows clearly that male entrepreneurs
dominate among the larger businesses in the sample. In fact, among the smallest

bracket of businesses (less than 50K) there are only 2 more males than females.

Figure 5.5a Cross Tabulation of Entrepreneur Sex and Business Size
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Figure 5.5b: Summary of Entrepreneurial Characteristics

Y ourself Partner Other
Significant
Age Category
<30 0% 22% 235%
30-45 284 % 30.4 % 58.8 %
46-6C 54.1% 52.2% 11.8%
60+ 17.6 % 15.2 % 59%
Sex
Mae 74.3% 41.3 % 80.0 %
Femde 25.7% 58.7 % 20.0%
Highest level of formal
education
None 111 % 14.6 % 8.3%
O levd [/]|25.0% 24.4% 25.0%
GCSE
A levels 6.9 % 14.6 % 16.7 %
Degree level | 56.9 % 46.3 % 50.0 %
Vocational 9.5% 6.8 % 176 %
Local origin
Yes 54.9 % 53.3% 80.0 %
No 451 % 46.7 % 20.0%
Previous food related
experience
Yes 66.7 % 46.7 % 78.6 %
No 33.3% 53.3% 21.4%
Previous business ventures
Yes 46.5 % 44.4 % 25.0%
No 53.5% 55.6 % 75.0%

Figure 5.5b presents the basic characteristics of the entrepreneurs. The age profile
reveals that they are mostly within the 46-60 age bracket. Few exist in the sample
under the age of 30. ‘Other significant’ entrepreneurs tend to be younger, potentially
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indicating their role as professional employees (see Figure 5.5c¢ for a graphica
representation). This observation is backed up by the high incidence of higher
education qualifications among the ‘other significant’ entrepreneurs. Although only
19 people are present in the sample, ‘other significant’ entrepreneurs seem
significantly more likely to be younger (i.e. 30-45 rather than 46-60), male, of local
origin and have vocational qualifications. They aso have a greater tendency to have
previous food related experience but no previoudy business venture experience.
Oveadl, 53% of the entrepreneurs in the sample have been educated to degree level.
Only 12% have no formal education. 10.4% of entrepreneurs were listed as having a
vocational qualification (although doubt about question structure).

Figure 5.5¢. Age Breakdown of Entrepreneurs
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When the data in this section are crosstabulated by firm size, it reveals a number of
interesting but inconclusive (due to the small number of non-micro firms) trends.
Entrepreneurs in SME businesses seem more likely to be male (87.5% versus 70.1%
for respondents, 70.0% versus 33.3% for partners), and more likely to be of local
origin (68.7% versus 50.9% for respondents). Whilst academic qualification levels
seemed more or less equitable, no SME respondents or partners had any vocational
qualification (compared with 12.1% of respondents and 9.0% of partners among
microbusinesses). In addition, SME entrepreneurs seem far more likely to have had
previous food related experience. In fact, only 1 SME respondent did not (compared
with nearly 40% of microbusiness respondents).
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Soecific Positions of Responsibility

Respondents were asked which of a range of areas they and other entrepreneurs in
their business have direct responsibility for on a day to day basis. Figure 5.5d
summaries the results by measuring the average differences between the scores for
each responsibility among entrepreneurs in each business. For example, if the scores
in business x for responsibility for procurement were; respondent = 3, partner = 1 and
other significant = 5, the average distarce would be (3-1) + (3-5) + (1-5) / 3 = 2.67.
Therefore, if the role was shared equally between entrepreneurs the score would be 1;
if only one person was responsible then the score would be 4. The aim of analysing in
this way is to identify which tasks are generally shared and which are more likely to
be the responsibility of one person. As Figure 5.5d illustrates, there appear to be some
differences between responsibilities. Financial management / planning is most likely
to be done by a single person. Product development and strategic planning, by
contrast, are the most common shared responsibilities. These findings seem to make
intuitive sense, athough it should be noted that there may be others in the business

with responsibilities whose details were not given in the survey.

Figure 5.5d: The Sharing of Responsibilities Among Entrepreneurs
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Entrepreneurs

Figure 5.5e: Training or Acquired Competence Through Earlier Experience
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Figure 5.5e shows that most entrepreneurs have little or no training or prior business
experience in any of the given business roles. Moreover, the ratios were relatively
consistent across the categories, except for ‘packaging development’ (athough it
should be noted that this may be only a minor concern for some businesses).

In terms of decision making within the businesses, Figure 5.5f illustrates that among
the micro businesses, significant decisons are made by only one person in the
majority of cases. The small number of SMESs in the survey, by contrast, were most
likely to make decisions by consensus. Again this is consistent with expectations that
single entrepreneurs are less able to take responsibility for all management / control

aspects asthe firm grows.
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Figure 5.5f: Decision Making Relationships
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Factors which influenced the establishment of the business

The following question asked how much influence the given series of factors had on
the decision to start the enterprise. As Figure 5.5g illustrates, the two strongest factors
across the sampled businesses were the identification of a market niche and the
development of a good product or business idea. The importance of these factors may
seem to contradict the artisana thesis identified in the literature review, which
emphasises noneconomic factors as being prevalent among micro business
entrepreneurs. What these results suggest is that, although norteconomic factors may
prevail, entrepreneurs typically require an economic rationale to help reduce their
perceived risk in undertaking the venture (and perhaps the perceived risk of a bank
manager etc). It should be noted here that other reasons, not suggested in the
guestionnaire may also be important; for instance there may be a wide range of non
economic factors that were not accounted for. Also of interest is the low score for
‘difficulty to find waged work’, suggesting that entrepreneurs are rarely ‘forced’ into
entrepreneurship due to lack of alternatives. ‘Desire for control / challenge’ was also a

significant factor among nearly half the respondents.
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Figure 5.5g: Factors Influencing Business Formation
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Figure 5.5h: shows the results of a cross tabulation between those that rated the
influence of a good product or business idea upon the formation of the business as
either 4 or 5 (where 5 = great extent and 1 = not at al) and their current business
performance. The figure illustrates a clear positive correlation between their
performance at the time of the questionnaire and the likelihood that the business was
formed due to a good product or business idea. Agan, the objectives of the
entrepreneur should be taken into consideration when drawing conclusions from these
data. Those businesses not founded on a good product or business model may aso be
those in which the entrepreneur has little growth ambition, regardless of the potential
of his/ her business. Also, entrepreneurs may perceive that their businesses is based
on a good product or business idea during times of plenty, but not when the

businesses is struggling.
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Figure 5.5h: Current Growth Versus ‘ Good Product or Business Idea .
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Cross tabulation of factors influencing start-up and whether the respondent is of local
origin also produces some interesting data. Although few differences are observed for
many of the factors, outsiders were significantly more likely to found a business as
‘there was a clear niche in the market’” (72% versus 47% gave scores of 4 or 5). This
contrasts with equitable results for ‘good product or business idea’ (63% versus 61%),
suggesting that outsiders are drawn more towards niche market opportunities. Locals,
by contrast, were significantly more likely to be influences by a ‘desire for control /
challenge’ (55% versus 36%).

Also of significance is the similarity of scores observed for ‘willingness to maintain a
local food culture (35% loca versus 37% nonlocal) and also an inconclusive
difference for ‘ sceptical attitudes towards large scale industrial food production’ (35%

local versus only 23% nontlocal).

5.6 Innovation

This section of the survey was designed to elicit discrete information about individual
innovations which could complement those identified by the case studies. In order to

create useful data, the survey asked for details of innovations broken down into
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different aspects. The section finished by posing some general questions about

innovation propensity in the business concerned.

The survey yielded details of 72 innovations from 46 different firms. A wide range of
innovations were submitted, ranging from new factories and purchasing more cows to
updating internet presence. Innovation descriptions ranged from very specific details
of action (for instance purchasing UV lighting for disease control) to generic courses
of action (e.g. new marketing activities). The vast mgjority of innovations given had
marketing related aims. In fact 59 of the 72 (81.9%) were described according to one
of the four marketing related aims (‘develop new markets', ‘increase demand’, ‘ meet
potential demand’ and ‘retain interest’). Among these categories, the aim to ‘develop
new markets was the most popular with 34 (47.2%) innovations listing this as either
the sole aim or one aim. Multiple aims were common among the innovations given.
Only 44.4% gave one single aim. Figure 5.6a illustrates the proportion of innovations
given for each aim given in the survey. Of interest is the lack of innovations

responding to legidation and lifestyle factors.

Figure 5.6a: Aim of Innovations
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Further investigation by cross tabulations reveals that innovations aimed at retaining
interest are more prevalent among larger businesses. In fact, 50.0% of all innovations
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among businesses of 7 or more employees have ‘retaining interest’ as an aim. This
compares with just 10.5% of those from businesses under 7 employees. Similarly,
75.0% of innovations from businesses with 14 or more employees had developing
new markets as an aim, compared with 44.4% of innovations from businesses with
less than 14 employees. The aim of cost reduction shows a similar split between

businesses of 7 or less and greater than 7 employees (62.5% versus 37.5%)

Origin of innovation idea / stimulus

Approximately 60% of the innovations given originated solely from the owner /
partner. About 1 in 5 innovations, however, originated with no influence from the
owners at all. The proportion of innovations that originated, at least partially, from the
other categories were similar for each at around 15% (See Figure 5.6Db).

Figure 5.6b: Origin of Innovation Idea/ Stimulus
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A cross tabulation of innovation origin and innovation aims reveals little of statistical
significance. This process is hindered however by the small numbers of innovations
originating from sources other than ‘self (or partner)’. When those innovations
originating solely from ‘self (or partner) are cross tabulated with innovation aims
however, a strong correlation emerges with innovations that aim to retain interest. Of
the 42 innovations that originated solely from self (or partner), only 4 (9.5%) aimed to
retain interest in the businesses products. This compares with 50% of those
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innovations that originated, at least in part, from other sources. This correlation is
significant to 0.01 using a chi squared test. This finding may, however, be due to
smaller businesses being both less likely to innovate for retaining interest reasons (see

above) and more likely to originate innovations from the owner or partners only.

Figure 5.6¢: Assistance Received During Innovation Process
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Approximately half of all innovations were assisted by agents external to the business.
Of these, other immediate supply chain businesses (e.g. suppliers / customers) were
most frequent, involved in 22% of cases. Public agencies had involvement in 17% of
innovations and private consultants in 12%. It is expected that responses in this
section, in common with responses to this survey in general, would be skewed
towards those businesses with favourable experiences with consultants / public

agencies.

When the findings of ‘innovation origin’ and ‘assistance received’ are considered
together, it appears that in the mgority of cases no significant influence is received
from outside the business, at least in terms of other supply chain members,

consultants or the public sector.
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Innovation outcomes

A diverse range of responses were gained for this section. Respondents were
encouraged to indicate approximate impacts in one or more of 9 categories. This
section is difficult to summarise as different measures cannot be related to each other
in an objective manner. Moreover, ‘perceived’ outcome is dependent on a multitude
of other factors. The category used to measure the outcome of innovations does
however give an indication of the criteria to which the respondents to this survey
guantify an innovation outcome. Change in turnover and sales were the most frequent
measures used (approximately 42% of cases). Changes in margin was the least
popular measure (excluding ‘other’ and ‘no measurable outcome’), occurring in only
22.2% of cases. The measures used, however, do depend greatly on the type of
innovation being described. Not all measures are valid for al innovation types. For
example, the effect of new packaging is not likely to be measured by changes in
employment levels. Five innovations were recorded as having no measurable

outcome. All five originated from the owners and had no external assistance.

Relative cost and value.

Figure 5.6d: Relative Cost and Vaue for Given Innovations
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As Figure 5.6d illustrates, most innovations given by respondents were high / medium
cost but high value. In fact, only 2 innovations given were rated as low cost in both
time and money and low value. Interestingly, cross tabulation reveals no correlations

between perceived value and innovation origin or assistance received.

The theme of exploring which generic categories of innovation are more important
than others for food microbusinesses was explored further in the subsequent question.
The responses are summarised in Figure 5.6e. For the purpose of this question,
obtaining new suppliers and new customers were treated as innovations in their own
right, although they may equally be considered as outcomes of innovations
(particularly in the case of new customers). Consequently, ‘new customers was
deemed by far the most important ‘innovation’. Interestingly, however, new suppliers
were deemed the least important out of all the categories.

Figure 5.6e: The Relative Importance of Various Types of Innovation
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Respondents were subsequently asked to indicate the frequency of the innovation
categories in their businesses. These are presented in Figure 5.6e.
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Figure 5.6f: The Frequency of Various Types of Innovation
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This Figure shows that, overal, innovations are not frequent among the businesses
guestioned. Again, ‘new customers was the most popular category, but even here

nearly 60% of businesses obtained new customers less than once a year .

These last two figures together confirm that, excluding ‘new customers’, product
development is both regarded as the most important and most frequent type of
innovation. Although deemed next important, ‘new packaging’ was also the least
frequent innovation among the businesses sampled. Interestingly, ‘new marketing
strategies and ‘new promotions were regarded as of low importance and low
frequency among the businesses. Again, this is indicative of a productionled

philosophy among producers.

I mportance and freguencies of innovation

As Figure 5.6g confirms, the level of demand for the company’s products is by far the
most important determinant of its performance, at least in the eyes of the respondent.
Two further factors sem to stand out from those given as belonging to a second tier

of importance: influence from customers and the businesses’ financial situation.
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Figure 5.6g: Factors Influencing Business Performance
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Tellingly, ‘ consultant’s (or other expert) opinion’” was regarded as the least influential
factor given. This was particularly apparent among the SMEs in the sample. There
were, however, a small number of businesses (10%) who gave scores of 4 or 5 for this
factor. The opinion of family / peers and other employees was deemed more
important overall, although they were aso relatively low. SMEs and Micro businesses
contrast strongly on the importance of lifestyle / family commitments. In fact, over
half of all micro businesses gave this factor either a4 or 5, illustrating the influence of
this factor on microfirm performance. SMEs seem more likely to see the activities of
competitors as a threat. SMEs were proportionately more likely to regard the activities
of competitors as important. In keeping with earlier observations, customer influence

was deemed significantly more important than supplier influence.
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5.7 Differentiation

As outlined in Chapter 3, the economic bases of many small businesses are gained
through differentiation and, particularly in the case of foods, in niche markets. The
aim of this section was therefore to explore how small food businesses differentiate

themsalves and from whom.

Figure 5.7ac Consumer Characteristics
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According to the responses summarised in Figure 5.7a, most businesses regard their
customers as willing to pay more for quality, consuming a wide range of food and
interested in the preservation of food culture. Least agreed were the statements that
their consumers live mostly in cities and are over 40 years old. Most respondents also
disagree that a large proportion of their products are sold to tourists. Interestingly, the
businesses regarded their consumers to be significantly less interested in supporting

small scale agriculture and food businesses than traditional food culture as a whole.
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Of note is the wide variety of responses to these questions, indicating a diverse

customer base across the sector as awhole.

Figure 5.7b: Product Characteristics
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In general, most respondents agreed with the statements given in Figure 5.7b. The
most favourable were statements regarding the quality of products and ingredients.
The businesses also tended to regard their products as having a unique taste and being
additive free. Overall, these questions indicate that Welsh food products tend to be of
higher quality, organoleptically and in terms of food culture and health, than
mainstream food products. SMEs seem less likely to have products based on
ecological / organic ingredients, attractive packaging or healthiness. Scores for quality

and tradition are, however, quite similar.
Businesses that regard their products as extra high quality are more likely to be

experiencing significant growth. In fact, 75% of businesses who are experiencing

significant growth rated this factor witha 5, compared with 67% of other businesses.
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Figure 5.7c: Factors of Differentiation Against Competitors
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The responses to the questions above (Figure 5.7¢) show clearly that the competitive
edge of the sampled businesses lies mainly in the development of a good reputation
backed up by good quality products and strong personal contact. Nearly three quarters
of respondents rated the two factors concerning reputation with either a4 or 5. Similar
scores were recorded for personal contact with customers and product quality /
appearance. The least important of the given factors were using different types of
ingredients (including organic ingredients) and different distribution channels.

Differentiation on the basis of a traditional product recipe was also rated poorly, as

was innovativeness of product development.
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Nearly half of all businesses regarded ‘environmentally friendly products /
ingredients' as an important factor in differentiating their business / product. Among
Micro businesses only, the Figure is 55%. In terms of other differences in attitudes
between micro firms and SMES, there are a few clear differences. For instance, 80.0%
of SMEs rated the ability to meet customer needs as important compared with 63.0%
of micro firms. In fact, these data suggest that SMES place more importance on
differentiating their business than microbusinesses. This is borne out by taking the
averages of all scores for micro firms and SMEs. Micro firms rated each factor with
an average of 3.11 compared with SMEs who scored on average 3.68. The proceeding
guestions in the survey sought to shed light on what types of business the respondents
compete with, and which aspects they are able to differentiate on. The table below

(Figure 5.7d) summarises the responses.

Figure 5.7d: What Type of Businesses Firms Compete With and How They
Differentiate Themselves

Small Premium /| Ordinary | Who  are| Differentiated in terms of...
scale Specidlity | products | your main | (number of firms)
firms products | from competitors | Physical Services | Overal
from large- ? product
large- scale
scale firms (number of
firms firms)
v 4 13 13 13 16
v
v v X 2 1 0 1
v X X 11 3 3 2
v X v 3 0 1 1
X v v 5 2 1 9
X X v 5 4 2 2
X v X 6 1 0 0
X X X 11 5 8 7

Where v indicates agreement (i.e. either 4 or 5 rating) and X indicates disagreement
(i.e. either 1 or 2 rating) with the statement.

The Figure illustrates that 13 businesses regard themselves as competing with small

scale firms, quality products from large firms and ordinary products from large firms.
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Of most interest here is the fact that there is such a wide spread of results among
respondent businesses. Just 11 firms regarded themselves as only competing with
other small businesses. The same number considered that they had no direct
competition. The largest group, however, were the 13 businesses who regarded
themselves as in competition with both small and large firms and both quality and
conventional products. This table highlights both the high degree of competition
between large and small firms and cnventional and high quality products and the
wide diversity of competitive bases. In terms of who they differentiate themselves
againgt, it is again of interest that few businesses differentiate themselves against
large firms but not other small firms. Even fewer puposely differentiate either their
product or services in this way. The most common strategies were those firms with
either no differentiation against both large and small, quality and conventional and

those who differentiate against all three given categories.

Figure 5.7e illustrates that the uniqueness (or inimitability) of the firms in the survey
is more likely to be based on product differentiation rather than other business
competencies. In fact, approximately 50% of businesses rated their products as
difficult to imitate (i.e. a score of 4 or 5). No significant correlation could be found

between inimitability and current growth.

Figure 5.7e: Degree of Business and Product Imitability
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Together, these questions sugges that, although physical product differentiation is
high across the sector, competition with other firms with similar types of products is
significant.

The question of how easily the firm’'s customers are able to substitute their products
gave abroad spread of responses (see Figure 5.7f). Approximately 20% of businesses
regarded their products very easy to substitute while a similar number regarded their
products very difficult to substitute.

Figure 5.7f: Product Substitutability
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The final question in this section asked the respondent to compare the price of the
firm’'s products with others in the same market. As Figure 5.79g illustrates, the prices
of respondent firm products are on average higher than normal products and broadly
similar to high quality products of both small and large firms. Again this signifies the
general high product quality among respondent firms.
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Figure 5.7g: Product Price Versus Competitors
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5.8 Business Development

The final section covered respondents perceptions of their businesses development,
and their perceptions of institutional support. In particular, the survey sought to

explore levels of satisfaction and perceived weaknesses in the firm.

As Figure 5.8a signifies, a significant number of businesses do not identify with the
factors given as being a significant hindrance to the development of their enterprise.
In fact the average score across al factors and businesses was 2.47 (out of 5). This
equates to a general recognition that these factors do constitute weaknesses, but they
are generally not of ‘significant’ influence on the business. The factors perceived as
the biggest weakness to businesses were the two concerned with capital; ‘availability
of outside capital’ and ‘the level of the firm’s capital resources’. Both these factors
were rated as either 4 or 5 by 52% of respondents, and only approximately 20% of

businesses considered these factors not to be a weakness to them.
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Figure 5.8a: Factors Which Make it Difficult to Achieve and Maintain a Competitive
Position
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Two further factors are considered as significant weaknesses by respondents; ‘the
amount of paperwork demanded by legidation and customers and ‘the number of
potential customers'. These were rated with 4 or 5 by 41% and 42% of entrepreneurs
respectively. The lack of ‘potentia’ customers perhaps relates to the number of firms
operating within niche markets, or maybe to the geographical sparseness of many
parts of rural Wales. A third tier of factors can be identified which were rated as 4 or
5 by about 25% of respondents. These were ‘the availability of professional
employees’, ‘the ease of entry into distribution channels’, ‘your ability to acquire
information about customers and markets and ‘your location relative to your

customers'.
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A Crosstabulation of ‘the availability of professional employees with firm size (in
FTES) presents some interesting findings. 75% of all businesses in the survey with
between 4 and 10 FTEs rated this factor with either a 4 or 5, compared with 22% of
businesses with under 4 employees and 19% of businesses with greater than 10
employees (i.e. SMES).

Figure 5.8b: Average Expenditure on Marketing, Product Development and Training
Over Previous Three Years

50

45

40 A —&— Product development
—&— Training
—&— Marketing

35 1

Percentage

0 0.1-1.0 1.1-2.0 21-3.0 31-50 51-10.0 10.1-20.0 20.1-40.0 >40.0
Expenditure (% Turnover per year)

The average expenditure for those businesses that spent on the given areas was 8.3%
for product development, 6.1% for marketing and 2.8% for training. As the above
figure illustrates, however, a large proportion of businesses reported no experditure in
the three given activities (45% for training, 30% for marketing and 25% for product
development). This may, exclude activities in these areas that have not been costed,
either asthey are integral to another process or ad hoc in nature etc. It seems unlikely
that 30% of Welsh food businesses had not done any marketing over the 3 years prior
to the survey, for example. Expenditure in these areas will obvioudly tie in with other
developments in the business such as new product launches, new machinery purchase
and external influence.
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Figure 5.8c: Profitability During Past Three Y ears
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Figure 5.8c presents interesting data which show that most entrepreneurs regard their
businesses as moderately profitable when compared with the targets they have set the
business, but less profitable compared with how they feel similar small scale firms
fair and versus the average in their industry. This suggests that their own targets tend
to be lower than they would consider average, i.e. they perceive competitors to be

more competitive than they actually are.

Figure 5.8d: Liquidity During Past Three Y ears
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Just over 18% of respondents reported that their financial liquidity had been ‘very
good’ over the past 3 years, this compares with under 14% who rated this aspect as
‘very weak’. Most respondents gave a neutral response to both this question
concerning liquidity and the previous questions regarding profitability. This may
suggest a hesitancy to divulge information of a financial manner. This, in turn, may

have something to do with respondents’ perception of the purpose of the survey.

Figure 5.8e presents levels of satisfaction for various performance factors over the
past three years of business operation. Respondents were most satisfied with the level
of customer satisfaction with their products. In fact, just under 90% of all respondents
gave ether a 4 or a 5 for this score. Very high levels of satisfaction were aso
registered for ‘quality of your product versus competitors’ and ‘reliability of delivery
to customers'. Factors which gave the least satisfaction were mainly those to do with
costs (raw materias, labour, capital and product unit costs) or other financial
indicators (revenue, return on investment and profit). The number of new products
launched was also rated lowly, with only 25% of respondents offering a 4 or 5 score.
Interestingly, SMEs were more likely to express lower levels of satisfaction among
nearly all the factors given, maybe due to the increased competitive nature of their
business. Overall, however, satisfaction levels were generally high among the given

iSsues.
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Figure 5.8e: Levels of Satisfaction for Various Performance Factors During the Past

Three Years
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Figure 5.8f: Use of Marketing Tools and Methods
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Figure 5.8f illustrates the strong reliance on persona selling among small food
businesses in Wales. Nearly 50% of businesses scored this method with a4 or 5. This
was by far the most popular of the methods given. Marketing materials and
participation in food fairs (which is also a form of persona selling) were the next
popular methods. Business websites were rated lowly. In fact, only 35% of businesses
had their own website and 44% had any kind of significant presence on other
websites. Of those that have their own website, only 21% indicated that it was used
for marketing purposes to a significant extent (i.e. either a4 or 5). The lowest scores

however were for advertisements on local radio, national media and trade magazines.
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Figure 5.8g: Development Objectives
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The above figure presents a mixed picture of health among the respondent businesses.
Approximately 17% of businesses agree to some extent that they plan to end their
business gradually. However, nearly 60%, foresaw an increase in production with a
similar number claiming that the business will widen into new markets. These figures,
however, mask deeper factors behind these plans. For example, plans to widen into
new markets and broaden product ranges may be due to both adverse conditions
forcing new strategies or synergies developed through opportunity and strong
performance.
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Figure 5.8h: Levels of Cooperation During Past Three Y ears
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This figure highlights the low level of cooperation among small food businesses in
Wales. Of the types of cooperation given, raw material purchasing, product
distribution and selling and marketing were most likely to involve cooperation with
other firms. Each of these methods, however, were only scored 4 or 5 by under 20%
of firms. Product storage and packaging were the least likely activities to involve
cooperation.

Figure 5.8i: Perception of Need for Common Marketing Organisation for Small Scale
Food Products

75% 1 Completely agree (5)

@

50% 1 ®)
]

@
]

Completely disagree (1)

25% A

0% -
We have a need for a common A common marketing A common marketing A common marketing

marketing organisation for  organisation should operate at organisation should operate at organisation should operate at
small scale food products the regional level the local level the national level



Opinion was generaly split over the need for common marketing organisation for
small businesses. The SME community in particular felt that such an organisation was
not necessary. Just under 53% of microbusinesses agreed to a significant extent (i.e.
either a4 or 5) that an organisation of this nature was needed. Opinion about which
geographical level such an organisation should operate was inconclusive, with the

‘national level’ being only marginally more popular.

Figure 5.8j: Perceived Effectiveness of Support Programmes and Initiatives
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Opinions about the effectiveness of the various types of support were far from
unanimoudly positive. In fact, more respondents gave scores of either 1 or 2 for ‘one
to one business advice', ‘training schemes’ and ‘ marketing information schemes’ than
gave 4 or 5s. Unsurprisingly, capital and marketing grants were perceived as most
effective, athough even with these types of support just over % of businesses rated
them as either 4 or 5 (5 = not at al effective). SMEs were more likely to find the
support measures given effective compared with microbusinesses. In the case of
training schemes, 23.5% of SMEs considered them extremely effective compared
with only 10.6% of microfirms. Overall, however, the respondent businesses gave low

opinions of the effectiveness of support initiatives.
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5.9 Conclusions

Overdl this survey illustrated the broad nature of Welsh food firms. The length of the
survey enabled the generation of a considerable amount of data. Asoutlined in section
4.3, the nature of the survey and phenomena under consideration, combined with the
relatively small sample, dictated that in many cases datistical tools were not
appropriate. Despite this, the survey provides clear indications of many aspects of
small food firm behaviour and provides a strong basis with which to both apply
aspects of the empirical schema and to better understand the following case study

phenomena.

A number of broad conclusions can be drawn from the preceding chapter:
Food micro firms and the perceptions of their entrepreneurs appear highly diverse.
Growth characteristics among the businesses sampled appears nont linear.
The presence of significant correlations between factors (given the sample size
used), in adtatistical manner, is low.
Welsh food micro firms supply a broad range of products through a diverse set of
supply chains.
Their own purchasing activities, however, are much more concentrated.
The innovation details given were highly diverse, but mainly originated from the
business itself. Assistance was often received during the innovation process.
Marketing based innovations associated with winning new business dominated.
Products tend to be perceived by their producers as highly value laden.
The competitive basis of food micro firms tends to be developed through gaining
good reputation via a good product and strong personal contact.
In general, businesses percelved a wide range of constraining factors, although
they did not tend to regard them individualy as highly significant.
Marketing tends to be based on persona selling and the use of marketing
materials.

Cooperation between Welsh food micro businesses is generally uncommon.
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In sum, the small food businesses surveyed displayed a broad range of characteristics
and perceptions. Although some correlations were identified, the sample provided
very little evidence of causal relationships between factors. Lack of correlation
indicates the highly contextual nature of the phenomena under investigation and
therefore adds credence to the employment of case study techniques to ad

understanding.

The findings in this chapter are distilled further and co-analysed with the case study
datain Chapter 7. They were also used to inform the later stages of the case study data

collection process.
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Chapter 6: Case Study Analysis

6.1

I ntroduction

As outlined in Chapter 4, six case studies were chosen in a purposive manner. Figure

6.1a presents each of the six businesses and the criteria with which they were chosen.

All the case studies have been anonymised in order to encourage openness from

respondents during the data collection process.

Figure 6.1a Case Study Businesses Outlines and Selection Criteria

Meadow Wye Yew Tree| Harvest Nature's Oceanview
Cheese Smokery Organics Bakery Bounty Cheese
Description Farmhouse | Traditional | Organic Craft Baker | Quality Ice| Farmhouse
Cheese Smoked Meat and Cream and| Cheese
Products Eggs Meringues
Primary Dairy Meat Mest, Wheat, Dairy Dairy,
Product Organic Some Organic
Group Organic
Farm Based? | Yes No Yes No No Yes
Relative Size | Medium Small Small Large Large Small
(Employees)
Significant Speciaist Mail Order | Own Own Shop, | Wholesale' | Specialist
Consumer Wholesdle, Delivery, Wholesale | Tourists Wholesale,
Interfaces Specidist Own Shop Farm
Shops Purchases
Location West Wales | South East | West Wales | West Wales | West Wales | West Wales
Wales

This chapter presents each of the six case studies in discrete sections and following

the same broad structure. After an introduction, each case study is divided into three

sections:

161




Part One: Activities and Context — covering a profile of the business, the supply
chains it uses, the nature of the wider market in which it operates, and the
business's perceptions of both its market and the role of government.

Part Two: Dynamics of Change and Innovation — covering broad growth and
innovation characteristics and then focusing in on discrete innovations (both
actual and failed) that have occurred either immediately prior to or during the case
study period.

Part Three: Managerial Characteristics — managerial responsibilities and time use

plus the owner’s personal histories and perceptions of support services.

The case studies were investigated in regular intervals over an approximately 18
month period between 1999 and 2001. This period can be characterised as being
relatively economically benign, with low interests rates and strong (national)
economic growth, but in the context of an ever increasing rural crisis. The latter end

of the case study period coincided with the outbreak of Food and Mouth Disease
during 2001.
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6.2 Case Study I: Meadow Cheese

6.2a I ntroduction

Meadow Cheese (MC) is a farm-based manufacturer of speciality cheeses based near
the village of Meadowberis on the Carmarthernshire / Pembrokeshire boarder. The
business makes two types of cheese: Meadow Cheese (and a laverbread variant), and
Vale Organic Cheese, which was developed during the course of the case study.
Meadow Cheese is made from the farm’s own herd of rare breed cows, while Vale
Organic Cheese is made from organic milk produced by the nearby organic farmers
group Calon Wen. Both cheeses are made to unique recipes developed by the
business. During the case study period, the business witnessed a mgjor expansion

linked with the development of the new product.

Meadow Cheese primarily supply purveyors of fine cheeses such as delicatessens,
speciaist cheese shops and some department stores. Approximately 60% of its
product is sold outside of Wales, including a limited amount overseas. Restricted

amounts are also sold through regional stores of a major supermarket.

The business is owned and run by Joan Smith who lives on the farm with her
husband, who has minimal involvement with the business. Joan Smith is also an
active member of the UK Cheesemakers Association and the Welsh Cheesemakers

Association.

6.2b Part One: Activities and Context

Business Profile

Meadow Cheese was founded in 1984, soon after Joan Smith and her husband moved
to the farm. Prior to the expansion, MC employed 3 staff ‘on aregular basis' (not full
time) whose main role was to make cheese, and a full-time cowman employed on the
farm. Turnover was estimated to be ‘under £200 000" per annum. Expansion brought

the number of employees up to 5, with the origina staff working longer hours,
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although this may increase again depending on future demand for the new products.

Two of the employees are wives of neighbouring farmers.

Traditional cheese making methods are employed in the production of both types of
cheese. The cheeses are handmade, with what the owner describes as the only
‘concessions to modern techniques being the stainless steel equipment and up-to-date
cheese moulds. Meadow cheese is made from unpasteurised milk from the farm’s
herd of Sark cows. It is believed to be the only commercia cheese in existence made
from this breed of cow. The cheese is a hard cheddar type variety with a mild buttery
taste. Meadow cheese is also made in a laverbread variety. Vae Organic Cheese is
made from pasteurised milk sourced solely from a local farm group. It is also a hard
cheese with a unique taste. Both products are made without the use of artificial
additives and acquire their rich tastes through long maturation periods (up to 11

months).

Both cheese varieties have won awards at the prestigious British Cheese Awards. In
fact, Vale won both a gold medal in the New Cheese class and the title of Best
Organic Cheese, just 10 months after it was launched. Meadow Cheese has won both

slver and gold medals in previous years.

Supply Chain Characteristics

Figure 6.2a outlines the basic supply chain that MC has been involved in during the
course of the case study period. The diagram positions each major component of the
supply chain according to whether it has a supply or customer relationship with MC,
its locale of activity with respect to MC’s location and its significance in the overall

supply chain. The same form of diagram is used in all the case studies.
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Figure 6.2a The Meadow Cheese Supply Chain
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Prior to the expansion, the only significant raw material supplier to the business was a
laverbread producer in the Gower region of South West Wales (approximately 35
miles away). All milk was produced from the farm’s herd of approximately 90 Sark
cows. Part of Meadow Cheese’s uniqueness is achieved by the mixing of morning and
evening milk from the herd. Since the expansion, organically certified milk is sourced

from local producers on a non-contractual basis.

The business uses either specialist distributors or courier firms to distribute product to
its customers. Four main specialist businesses are used: Caws Cymru (the Welsh
Cheesemakers Association’s business arm), Abergavenny Fine Foods, Vin Sulivans (a
private business based in Gwent) and Cegin Cymru (a publicaly supported Welsh
fine food distributor and retailer). Most trade customers are dealt with directly.
Among other reasons, Joan states that this allows better control of the maturation state

of the cheeses when it reaches the consumer.

165



The most significant form of consumer interface used by MC are local shops and non
local speciaist fine food retailers. Supermarkets, wholesalers and food service
establishments are also regarded as significant destinations for the business. In
addition, smaller amounts of product are sold direct from the farm, through mail
order, farmers markets, food fairs and regional tourism outlets. The business also sells
some product direct to other firms who use Meadow products to supplement their own
range, including in hampers. Additionally, the organic variety is also used in some

box schemes.

MC Consumer Profiles

Joan regards her target consumers as food lovers who demand high quality and enjoy
a wide range of foods. These consumers tend to have a higher than average income
and be over 40 years old. Many actively sympathise with small scale production and

the preservation of local food cultures.

External Environment

Market Conditions

Household consumption of cheese in the UK is amost universal. In 1998 it was
estimated that 96.5% of all UK households purchased cheese (at least once a year)
(Mintel 1999c). Indeed the market for cheese is considered mature by industry
analysts as the product is well known and well tried. The maturity of the market
means that growth dynamics are characteristically slow. The overall retail market for
cheese in the UK has been fairly stagnant during the past decade. Within this,

however, there are discernible trends in the type of cheese consumers eat.

Cheddar is by far the most popular category of cheese in the UK accounting for 55%
of sales in 1998. Territorial cheeses (i.e. those with British geographical
denominations, excluding cheddar), Natural or Soft cheeses, Processed and
Continental cheeses all account for approximately 10% of the retail market each.
However, Continental, processed and soft cheeses have al steadily grown in
popularity over recent years at the expense of Territorial cheeses and to a lesser extent
Cheddar. Despite the maturity of the market, per capita consumption of cheese in the

UK isrelatively low compared with other European markets. This represents an area
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of opportunity which the industry as a whole has long been trying to address (Mintel
1999c)

There are estimated to be about 350 cheese makers in the UK. This is a figure which
has risen in recent years from an estimated low of 126 manufacturers during the
period after the 2" World War (Cunynghame 2000). Between them it is estimated that
there are approximately 500 distinct varieties of cheese produced in the UK. Figure
6.2b presents a cross section of the cheese producing sector in terms of business size.
As this figure illustrates, the sector is characterised by a large number of very small

producers and a small number of very large producers.

Figure 6.2b: UK Cheese Producers According to Output (1999)
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Cheese production as a whole in the UK is dominated by six mgor producers. two
UK companies, St Ivel (part of Unigate) and Dairy Crest (formed out of the Milk
Marketing Board), and four overseas companies who are part of larger conglomerates.

There is aso a strong group of smaller but significant producers that includes
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Associated Cooperative Creameries and Abergavenny Fine Foods who are both based
in Wales (Mintel 1999c).

Historically, the mainstream cheese industry has pursued a strategy of high-value low-
quality pre-packed cheeses. This has resulted in much of the market becoming
commodity based. Consequently, the maority of cheese produced in the UK is
generic and few strong brands exist (Mintel 1999c). Recent years, however, have
witnessed a trend towards higher quality products, a development that has been
witnessed in many food sectors (see chapter 2). Branding has increased, as has the
choice made available to consumers through mainstream retail outlets. Lower quality

generic cheeses now tend to be used in processed foods.

As with most food categories in the UK, the vast mgjority of cheese is sold through
mainstream multiple retailers. In 1998, 80.6% of all retail sales of cheese was sold
through multiple retailers. Figures for delicatessens and specialist farm / dairy shops
are only available aggregated with sales from milkmen and garage forecourts.
Together these account for about 8.6% of the retail market. Moreover, Mintel estimate
that major retailers make margins of around 40% on cheese in their stores (Mintel
1999c).

The mainstream cheese sector as a whole spent approximately £20 million on
advertising in 1999. Thisis relatively low for food sectors of this size (Mintel 1999c).

There is however a high occurrence of price promotions in the sector.

In terms of the market for organic cheeses, thisis still relatively small, both compared
with the cheese sector as a whole and compared with other organic sectors. In fact, a
survey by the British Cheese Board in 2000 found that only 1% of consumers seek
organic cheese products. Demand for organic cheese is predicted to grow strongly in
the short to medium term. As a reflection of this, organic cheese is firmly established
in supermarkets. Such products are normally produced by the same large companies
that supply the bulk of the supermarkets mainstream range. However, there has been
however, a shortage of supply of organic cheeses to the multiple sector. In a number
of cases this has ‘forced” multiple retailers to approach some specialist farmhouse

organic cheese makers, rather than their traditional supply base. This has been seen as
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a big opportunity for the specialist sector, abeit probably a temporary one until
mainstream companies come on stream. Due to supply side shortages, organic cheese
still carries a high premium in supermarkets. This is thought to discourage many

consumers (Keynote 2001).

There are estimated to be approximately 250 artisana producers in the UK
(depending on the definition of artisanal). These businesses tend to survive by serving
mainly regional specialist markets. A survey of artisana cheesemakers by Portsmouth
University reported in Cunynghame (2000) reveded that approximately 1/3 of
producers use only their own milk. A further 1/3 buy in al milk (i.e. are not farm
based), with the remainder mixing own and bought in milk. Artisanal cheesemakers
are represented by the Specialist Cheesemakers Association, a body that was
originaly set up to lobby on behalf of producers who use unpasteurised milk (the

majority of artisanal producers).

MC is a member of the Cheese Association of Wales, Caws. The organisation, which
was set up by the WDA, is aimed at fostering cooperation / coordination among small
cheese producers in Wales. Its principal activities are connected with marketing. In
particular, the group organises attendance at fairs. The group meets approximately 3
times a year, often at each others businesses. These neetings often include a tour
round the hosting business. The UK-wide Specialist Cheesemakers Association
provides assistance for members on issues such as environmental health advice,

providing details of suppliers, organising seminars and running a helpline.

Business Perception

The business has experienced a strong growth in demand for its products in recent
years. Joan has noticed the market for speciality cheeses change over the years since
the company began. There is more competition now in the market but also more
assistance and interest from large retailers and public agencies. Organisations like the

Specialist Cheesemakers Association and Caws assist their members significantly.

Demand for MCs products are busiest during the Christmas period, when sales are
50% above normal demands. This growth in business is mainly from existing

customers. The business also experiences a smaller peak during Easter (up by 30%)
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and again during the summer season. Sales in January and February are generally the
lowest. Production is partially dependent on milk yields which peak during the
summer months.

The unique nature of MCs products means that the business feels it has no direct
competitors. Moreover, the nature of the products dictate that they would be very
difficult to imitate by potential competitors. Joan feels that obtaining information

about potential customers and markets is not a big problem for the business.

Government / Legidlation

It is felt that there is more paperwork required now than when the business started.
HACCP, for example, creates extra work, although the need for this is appreciated by
Joan. In fact, in contrast to the other case study businesses, Joan does not feel that the

businessis significantly over burdened by legislation or other forms of paperwork.

6.2c. Part Two: Dynamics of Change and Innovation

Growth

Demand is said to have been consistently greater than supply since the business was
founded. Initialy the business grew strongly, but then growth, in terms of physica
output, ‘stood still’ as capacity was reached. This situation lasted for approximately
five years until the expansion was undertaken. The impact of the expansion in terms
of turnover could not be estimated by the end of the case study period. In employment
terms, however, one extra person was employed full-time and two existing part-time

employees had their hours extended significantly.

Innovation Patterns

Product Devel opment

Although there have only been two periods in the business's lifetime when new
products have been developed (at start-up and during the case study period), product
development is regarded as being a continual process of refinement. This is largely
through small changes designed to ‘perfect’ the product. This has been a particularly
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important task immediately after products have been launched. Key variables that

have been improved include developing different stages of maturation.

Process Devel opment
Process development is also regarded as being continuous in the business, largely for
similar reasons as stated above, athough the methods employed by the business are

traditional in nature. The new product range involved developing new equipment (see
below)

Marketing Strategies

The business has employed a clear marketing strategy since its inception, aimed
towards its target consumers (as described above). The focus has been on
communicating the quality of the product and its uniqueness due to the use of Sark
cow’s milk. Marketing in general has been an important element of the business's
development over the years. Moreover, it is regarded as even more important in the

period after the launch of the new product.

The amount of money spent on marketing has been limited during the case study
period due to the amount spent on the expansion. The business has considered
employing a marketing assistant / advisor, essentially as someone for Joan to bounce

ideas off.

The main marketing activity employed by the business has been the production of
marketing materials, which are used at the point of sale. Both farmers markets and
food fairs are attended regularly. The business also participates in shared marketing
with other members of CAWS. A website is also planned in the future.

Packaging Devel opment
Outside the development of the new range, packaging development has only occurred
very limitedly. This is largely due to the nature of the product and the fact that it is

usually cut up further down the supply chain before it reaches the end consumer.
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New Suppliers
Prior to the expansion, the business only had one significant ingredient supplier (for
lavabread). The limited availability of this product and its lack of significance in cost

terms has meant that finding new suppliers has not been an issue.

| nnovations

1. Supermarket Interest

Although initially not interested in supplying the mainstream retailing sector, the
business succumb to interest from Safeway in 1995. Joan has always been wary of the
supermarket sector due to the ‘cut throat’ nature of the business and a perceived loss
of control this kind of business relationship would bring. She feared getting too
dependent on trade with large customers which would bring problems if they ended
their custom. She now believes that she has a ‘good relationship’ with Safeway; the
business supplies a limited amount of product to five Welsh stores. Moreover, she

feels that she has retained a degree of control due to the uniqueness of her product.

2: Expansion Process

The process of expansion which occurred during the case study period represents a
major period of change for MC. The process is predicted to eventualy double the
output of the firm and significantly shift the dynamics both within the firm and in
terms of the supply chain relationships employed by MC. Within the process there
were a number of important innovations which will be dealt with separately for the

sake of clarity (although they are of course intrinsically linked).

i) Product Research and Devel opment

Extensive research was carried out during the development of ideas for the new
products. The decision to produce an organic cheese was a direct consequence of
observing market trends and estimating its potential. The decison to obtain Soil

Association accreditation was taken as a marketing tool.

Among the product development techniques used was selling trial versions of the

product direct to consumers, at farmers markets and food fairs, in order to gain
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feedback. The final product was chosen from 16 different varieties developed by the

business.

Suitable packaging was developed with the aid of the regional WDA Agribusiness
advisor. Smaller sized packages were developed for the tourist trade.

ii) Product Name

The names were chosen to reflect the provenance of the products as well as their other
qualities. The am was to purvey connections with Welsh cultural heritage.
Brainstorming was employed with experts, friends and family. The origina names
chosen had to be dropped as they were found to already exist. The choosen name

(Vale) is derived from the name of their farm.

iii) Obtainment of Grants
The business received financial aid from the WDA for the development in the form of
a Processing and Marketing Grant which provides up to 40% of costs for large

investments in processing or marketing schemes.

iv) New Staff

Finding staff has been a significant problem for the business over the years. Although
there is no shortage of applicants, there have been very few people who Joan sees as
appropriate for the positions. The particular qualities she was interested in were
intelligence, fitness and a good attention to detail. Motivation has not been a problem

among her employees.

V) New Supply Chain Development

New customers for the organic products were sought in order to maximise the
potential of both the new and the original cheeses. It was feared that the new hard
cheese variety may compete with Meadow cheese in some outlets due to their
similarities. In addition, the organic nature of the new cheese would make it suitable
for some consumer interfaces where the Meadow range were not (i.e. exclusively
organic interfaces, including box schemes). The new product was also developed to

target existing customers,
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Perhaps the biggest change in supply chains used by the company has been the need
to purchase milk from outside the farm for the frst time. A local organic farmers
group, Calon Wen, was chosen. The close proximity of milk production was deemed
favourable for both practical and ethical reasons. Calon Wen were chosen in part
because she objects to using ingredients which have been ‘transported half the way
around the world’; it was also felt that the local producers share the same philosophy
as Meadow Cheese.

v) Management Role

The expansion has caused a distinct change in role and routine for Joan Smith. Her
role became more managerial and consequently less ‘hands-on’. She has attempted to
retain some practical tasks such as cheese pressing and rearing young calves, largely
because she enjoys these activities. A lot more time is now spent dealing with people,
mainly because she now has more suppliers and customers to dea with. This is
regarded as a very important part of the business and therefore is one which she feels

it isvital to retain control of.

Among the skills she needed to develop were marketing and IT skills. Marketing
before the expansion has aways been relatively nonaggressive because of the
volumes involved. The cheese sold itself. However, with the development of the new
range it was necessary to employ marketing principles, to develop an effective
product and to communicate its qualities to the market place. Assistance was received
for this and Joan also attended a marketing course. IT was also seen as a skill that
needed improving in order to make the administration side of the business more

efficient and widen the marketing possibilities.

3: Tailored Packaging

Joan has investigated the possibility of special packaging for her products that would
be tailored towards special events or particular customers. For example, specific
labels would be produced for the Christmas and Easter periods and also for tourists
during the summer. She is particularly interested in innovative designs. Possibilities,
however, are limited by the volume of cheeses produced and the cost of packing and

cutting facilities.
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6.2d: Part Three: Managerial Characteristics

Managerial Responsibilities

Joan Smith is responsible for al day to day decison making in the business. Other
employees in the business take no managerial responsibility. Joan does however
consult quite widely for important decisions. In addition to paying for professional
advice during the expansion process, Joan also uses other professional sources
including her bank manager and a local advisor from the WDA. The cowman is aso
consulted on production issues as is her husbard, who is an expert on finance. Overall
she does not fed that the business lacks any core competencies in management,
although she did consider seeking marketing and IT expertise during the case study

period.

Personal Histories

Joan Smith and her husband are both in late middle age (46-60) and of non-loca
origin. They have two children who have left home. Joan was educated to a degree
level and was a teacher for many years. During this time she made goats cheese as a
hobby. The business started after the couple moved to Meadowberis from
Herefordshire, England.

Originally the business was started with her sister, who enrolled on a cheese making
course and was responsible for the early production. In addition to making goats
cheese, she had previous experience, both in the food industry and with other business

ventures (in afinancial management / planning role).

Joan Smith has played an active role in a number of organisations connected with
speciality cheese and food in general. For example, she is on the board of the UK
Speciality Cheesemakers Association and was a non—executive director of Welsh
Food Promotions Ltd (which was subsumed into the WDA Food Directorate). She
also plays an activerole in CAWS.

Joan shows a distinct ethical dimension to her business operations. The business was
established partially due to a wish to maintain local food cultures and as a

consequence of her misgivings about mainstream food production. She is keen to
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employ locals where possible and in particular females. The whole farm is run to an

artisanal philosophy. For example, homeopathic remedies are used on cattle.

Her other main motivations for starting the business were to supplement farm income
and to find a commercia use for her rare breed of cows. She recognised strong

commercial possibilities for her products.

Perception of Support Services

Joan has been a keen utiliser of various support services in the development of her
business. She welcomes ingtitutional support and feels that there is much more
support available for new and growing businesses now than there was when she was

starting out.

The business has used both regional and national support facilities, according to her
needs. For instance, Joan has used facilities at the Milk Marque research centre in
Cheshire as she felt facilities there were better than at Horeb (athough more
expensive). She also attended a HACCP course at Horeb which was run by someone
from a large company who seemed to misunderstand the situation for small
businesses. She has also used consultants from ADAS in HACCP matters as well as

advice on pasteurisation.

She has had mixed experiences with Business Connect, the one stop business advice
network run in partnership with various agencies. She found that there was a wide
variation in the knowledge and awareness of people and organisations within this
network.

She fedls that the criteria for grants tend to place too much emphasis on employment
creation and demand a level of detall in business plans that put people off applying.
Moreover, grants tend to be aimed at larger businesses. For example, the Processing
and Marketing Grant is only available for sums over £70 000 which would exclude a
lot of businesses. Many businesses are happy to be small, but lose out on grant
assistance asa result. According to Joan, the agencies do not seem to realise that even

schemes that bring 3 new jobs to a rural community are important.
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Despite this, in terms of her own business she feels that there is no problem with the
availability of outside capital. This, no doubt, reflects her success at attracting state

funding support and her acceptance of risk associated with borrowing money.

6.3 Case Study I1: Wye Smokery

6.3a I ntroduction

Wye Smokery (WS) is a traditional small scale smokehouse producing a wide range
of smoked foods made using traditional methods. The company is based on the edge
of Crickhowell, a small town in the Breacon Beacons National Park with a population
of approximately 2000. The business supplies goods mainly via mail order to
customers all over the country. Product is also supplied direct to local and regional
customers. Demand is highly seasonal, with approximately 40-50% of the business's

yearly turnover gained during the Christmas period.

The smokery is owned by James and Jill Smith who are husband and wife. James
effectively runs the business, with Jill helping out occasionally. The business employs
2 full-time workers. Seasona staff are also taken on during busy periods. The
businessis primarily aimed at the high quality end of the market. All products carry a
significant premium and marketing is focused towards ‘food connoisseurs and ABC1

‘country lovers'.

All interviews were conducted with James Smith, either in the office or during the

smoking process.

6.3b Part One: Activities and Context

Business Profile

Wye Smokery was founded in 1996. The company is located in a small industrial

estate on the edge of a town. Turnover during the case study period was

approximately £180 000 per annum. The most popular products produced by WS are
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chicken, duck and salmon. The business also smokes a wide range of other foods such
as Trout, Haddock, Geese, Quail, Cheese and Sausages. In addition to this, WS

smokes products on demand from either individuals or other businesses.

Production is very much based on traditional methods, athough the smoking
equipment is of a modern nature. Everything is batch produced by hand, in relatively
small quantities. Products are smoked over local oak chips producing a distinctive
natural smoked quality. The products contrast strongly with modern smoking
techniques which tend to use chemical smoke flavouring rather than traditional wood
chips.

After smoking, the products are often portioned, filleted or siced and then vacuum
packed. This gives a shelf life of 10 — 28 days if kept refrigerated. All products are

guaranteed to be free from artificial colourings, flavourings and preservatives.

Approximately 95% of business involves buying-in product from wholesalers,
smoking it and then selling it on under the Wye Smokery label. The remaining output
is on commission from other businesses or from individuals (usually for game which
they have caught). The business aso produces a gift range, targeted manly at the
Christmas trade. The company aims to produce a high quality product combined with
good service. Consequently, they are able to charge a high premium for their
products. For example, Smoked Chicken breasts cost £2.34 per 100 grams compared
with Sainsbury’s Premium Smoked Chicken which costs £1.49 per 100 grams (price
as of 25" May 2001).
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Supply Chain Characteristics

Figure 6.3ac The Wye Smokery Supply Chain
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Raw material is procured from a variety of businesses both local and regional. During
interviews, James stated that the choice of supplier is based mainly on price as most
organoleptic qualities do not survive the smoking process. The most important quality
of the final product is its ‘smokedness . WS does occasionally procure raw material
based on other qualities (e.g. organic) if requested by customers. Purchasing is done
on spot, depending on the best value available rather than using long-term
relationships. Raw materials are relatively expensive as a large degree of weight is

lost during the smoking process.

The bulk of the smokery’s own product is sold direct to consumers through mail
order. Such orders are normally delivered the next day either via first class post or
courier. Postage and packing are charged extra. Product is also supplied direct to local

and regiona restaurants, caterers and delicatessens in a region from Cowbridge
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(approximately 70km south west) to Ludlow (approximately 70km north). As such,
the business is reliant to a certain degree on the tourist trade in the area, although

tourists are not directly targeted. Delivery is done using the business's own vehicle.

WS also occasionally undertake commissioned smoking for other, usually larger, food
businesses such as Abergavenny Fine Foods, Hazelwood Foods and Beacon Foods
(see smoked shallot innovation below). Customer turnover is regarded as fairly high,
particularly for the mail order trade. For this reason continual marketing is an

important aspect of the business.

WS Consumer Profiles

James states that the business gets a lot of support from people in the local area. He
describes the local custom base as ‘adventurous and affluent’. Mail order customers
also tend to fit that description with many being mature and connoisseurs of both fine
food and the countryside.

Externa Environment

Market Conditions

Market information specifically for smoked foods is difficult to locate. The sector is
too small to warrant inclusion in any market reports by large market researchers such
as Mintel or Keynote. In addition, there is no national organisation of smokeries that
may hold such information. Therefore, estimating market conditions for smoked foods
isvery difficult. A good proxy for information of this kind may be the speciality food
market as a whole (See section 2.1b). As noted earlier the overall speciaity food

market has grown strongly in recent years.

Business Perception

James recognises that there is a steady growth in demand for high quality smoked
foods. Mail order in particular is seen as the main source of potential growth for the
business, particularly with the development of the internet. The tourist trade is

profitable but has been too variable in recent years.
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James also recognises a strong growth in demand for smoked vegetables which he
feels he could take advantage of. This has originated mainly from the maor
supermarkets who have observed the popularity of these ingredients in places such as
Cdlifornia.

Trade for WS is highly seasonal and focused around the Christmas period.
Immediately prior to and during this time the company typically employs up to 8 extra
staff to cover the increase in production. James states that the business only runs at
full capacity for the 2 weeks leading up to Christmas. During the rest of the year it isa

‘fraction’ of this.

6.3c: Part Two: Dynamics of Change and Innovation

Growth

The business has experienced consistent growth in turnover since its establishment. In
the first year of operation, it achieved approximately £60 000 in sales. By the
beginning of the case study period (1999) turnover had reached £180 000. The
business grew consistently during the case study period, with Christmas sales in 2000
estimated to be up by 30% on the previous year. However, the business did suffer

from inconsistent tourist markets during the same case study period.

The mail order custom is considered to be the most profitable side of the business.
James states that this is due to the lack of middiemen between producer and customer.
It has also proved to be the most consistent over the years. Despite charging a
premium for WS products, the business has experienced decreasing margins in recent
years, leading to a gradual decrease in return on capital. Narrower margins are

attributed to both increasing costs and a growth in competing businesses.

Overal, however, demand is still regarded as greater than supply. The growth
potential of the business is regarded as being limited by its production capacity,
particularly with regard to opportunities that have arisen to trade, both directly and
indirectly with supermarkets. Opportunity to expand is, in turn, limited by access to

acceptable forms of financing. James estimates that an appropriate level of expansion

181



would cost approximately £200 000. Borrowing this amount through conventional
sources (including small business loans) is regarded as too much of a risk. The
interest rates associated with commercia financing are too high for the business. In
fact, the owners feel that significant expansion will not proceed without financial aid

from a public source.

James regards the business as being a difficult size. Overheads are high due to its
limited production capability and the highly seasonal demand for their products. The
only ways to reduce costs are to either expand, which would decrease unit costs, or
produce more out of season. Existing equipment provision is also seen as weak in the
business. Their size dictates that they have only one of most pieces of equipment;

therefore, if any of them go wrong the whole process is delayed.

Innovation Patterns

According to James, the nature of the business and its consistent growth since
inception has meant that innovation, outside of smoking new products and some
marketing initiatives, has been limited. The objective ‘to sell more’ has meant that

marketing is the business's cur rent priority.

Product / Process Development

Aside from smoking different products, product development has limited potential for
the business. Further development is therefore restricted to refining the optimum
smoking process for the product in question. With the exception of commissioned
smokings, the business experiences little influence from customers in terms of the

development of the product range or specific product attributes.

Packaging Devel opment

The vacuum packed nature of the product has been consistent since the business was
established. This is partially due to the perishable nature of the product and its end
use. Vacuum packing brings versatility in terms of portion sizes. Logos and labeling

have not been changed significantly in the lifetime of the business.
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Marketing Strategy

Marketing innovations are regarded as very important for the business as they are the
primary method for increasing turnover. The fostering of relationships between the
business and its customers is the key marketing strategy of the business. This is

achieved through regular personal contact, mainly via the telephone.

The business's products are advertised mainly through attendance at shows, mail
shots to existing customers and direct advertising in targeted magazines (e.g. Sporting
Index). Attendance at shows is an effective tool to increase custom as taste is thought

to be akey factor in attracting consumers to WS's range.

Another marketing tool used is tasting promotions. These tend to be organised with
producers of other compatible products such as wines and other fine foods. Targeted
customers are invited to these events which are generally considered as successful for

the business.

A magjor objective of the business during the case study period was to decrease the
seasonality in demand for their products by promoting interest outside of the
Christmas season. This has, in part, been attempted by the attendance at farmers
markets and targeting hotels in the region. The business was wary, however, of
targeting businesses that rely on the tourist trade which is regarded as un-reliable. The
owners are also resistant to pursuing direct or indirect trade with supermarkets for
similar reasons. It is felt that they are too concerned with ‘fads and therefore should
not be relied on. Consequently, the focus has been on what they term their ‘loya
trade’.

Marketing to many restaurants is difficult as they tend to use core suppliers who
mainly source from large (or mainstream) smokeries. The company has attempted

‘door to door’ marketing to restaurants, but with little success.

In general, WS does not regard its location in Wales as a potential marketing tool.
This is largely based on feedback once gained from a buyer for Fortnum & Mason
who suggested that, with the exception of lamb and some cheese, Welsh-ness was not
asignificantly positive attribute for food. James therefore considers the nearby Welsh
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English border (approximately 8 miles away) as irrelevant to his business and makes

no distinction when purchasing from Wales or England.

New Suppliers

The pervading smoke-ness quality of WSs products dictates that the quality of
ingredients is largely redundant, in terms of final product quality. Suppliers are
therefore chosen on the basis of value, location and availability. Consequently, the

business tends to purchase from a small number of local or regional suppliers.

Innovations

1 Partnership with Beacon Foods

In the period prior to the case study duration, the business was approached by a large
independent food ingredients supplier based in nearby Brecon. Through a forma
consultation agreement, WS trial smoked a number of vegetables, including Shallots,
for the company. James saw potentia in developing this arrangement but was unable

to pursue it due to the limited production capacity of the smokery.

2 Co-promotion with Shoe Company

The business was approached by a quality shoe company based in London who saw a
WS advert in a magazine. A prize draw promotion was run to which WS donated 5
packs of smoked salmon. In return, the business gained over 200 new names for their

mailing list plus good advertising and association with a quality product.

3 Training Grant from TEC

WS received a training grant from Powys TEC for £500. This was used for on-site
training on second hand equipment acquired by the business. The TEC approached
the business to offer the grant. Moreover, according to James, it was made clear by
the TEC that they were trying to use up grant funds in order to qualify for funding for

the next year.

4 Cooperation with Neighbouring Businesses
During the latter half of the case study period, the business began linking with another

business on its industrial estate that produces optics. This took the form of
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coordinated deliveries and sharing hired equipment. The neighbouring business was

responsible for raising the idea.

5 Supplementation of Range [failed)]

The business investigated the possibility of supplementing the range of products on
offer with other compatible products bought-in. It was anticipated that there may be a
latent demand for products such as salami and saucisson among customers. These
would be bought in and sold on without additional processing or repackaging. This
innovation failed as it was decided that the margin would be too small on products
such as these if they were to be competitively priced against supermarkets and
delicatessens etc.

6 New Director / Marketing Manager
During 2000, Brian Jones was brought into the business to be a director. His specific

area of responsibility is marketing the company’ s products.

7 New Website

Also during 2000, the business relaunched is website with a stronger design,
incorporating more features than the previous version. The new website lists a
complete product range with photos of each product. Also included on the website are
serving suggestions and recipes for each individual product, details of the smoking
process and links to local customers and complementary food businesses. Importantly,
the new website also alows customers to purchese products electronicaly as well

giving instructions for purchasing via phone or fax.

This was seen as an important development for WS, particularly regarding its mail
order trade. It represented a major improvement on its previous website which was
much less sophisticated, and only listed product descriptions and prices. The website

was produced by alocal company.
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6.3d: Part Three: Managerial Characteristics

Managerial Responsibilities

Although the business is registered in both names, the day to day running of the
business is conducted by James. Jill does however take on some roles occasionaly.
All mgjor decisions are discussed between partners, but James is responsible for the
final decision. The employment of a marketing manager has alowed James to

concentrate on production management and strategic issues.

Personal Histories

Neither James nor his wife are local. James values his independent lifestyle; in fact he
has rarely worked for others. He states control and the associated flexibility that
business ownership brings as being the key attractions. The avoidance of rigmarole is

regarded as more important than making money.

Neither husband nor wife have had any experience in the food industry prior to WS.

Previoudly James was an independent merchant banker based in South Africa.

Perception of Support Services

The business felt that there was a lack of support available from the WDA during
thelr start up process in 1996. By contrast, a competitor has recently relocated to the
area (approximately 6 miles away from the business) from over the border in England
and received a significant grant from the WDA. The presence of this business is seen
as a threat to WSs local customer base and the awarding of a grant by the WDA as
unloyal.

WS has boked for assistance from supporting ingtitutions in the past but found that
too much effort has been involved for the potentia return. Often it is easier to do it by
themselves. For example, they have looked for IT grants but found the potential
rewards did not warrant the effort needed.

In general, James believes that current business support is aimed mostly towards large

businesses at the expense of small companies and start-ups. The owner also feels that

186



amajor area for improvement is the provision of suitable capital grants. He gave an
example of a capital grant scheme that he investigated (he could not recall its name)
that stated that all equipment purchased must be new not second-hand. This was

perceived as a particular problem for WS as new smoking equipment is expensive.

6.4 Case Study I11: Yew Tree Organics

6.4a I ntroduction

Yew Tree Organics (YT) isasmall producer and distributor of organic meat and eggs.
All their products are raised on their own 450 acre mixed farm near a small village in
Pembrokeshire, and sold through either their own organic butcher’s shop located in a

nearby town or delivered direct to consumers, both local and regional.

The farm produces a variety of livestock products including Beef, Lamb, Chicken,
Turkey, Pork and Eggs. All products have Soil Association certification. The retail
shop supplies a small local demand for organic meat. However, the majority of
business is conducted through their own delivery service which principaly serves the
area between Cardiff n South Wales and Cheltenham across the border in England.
YT delivers to a broad range of customers including shops, hotels, restaurants and
residential premisesin this region. The business also directly supplies some customers
in the London area.

The delivery and shop areas of the business were set up only a few months prior to the
case study period. Before this all output from the farm was sold to a thriving organic
wholesaler located in the region. Therefore, the case study period coincided with the
business attempting to establish itself in its new supply channels.

YT is owned by a husband and wife; Paul and Karen Smith. Interviews were
primarily with Paul, although his wife participated occasionally. All interviews took

place in the farmhouse kitchen.
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6.4b Part One: Activities and Context

Business Profile

The business in its current form was established in 1998, athough they have been
farming organically since the late 1980s. The owners were unwilling to give turnover
figures. The reason given br this was that ‘the business is till trying to establish
itself’. Judging by the size of the farm and its output, turnover would be estimated to
be in the region of under £50 000.

In addition to Paul and Karen, the business also employs their son, who works on the
farm and one person full time in their shop. Deliveries are made by one of the family

members, usually Paul, using their own chilled van.

The output of the farm, in terms of numbers of each animal, varies depending on
demand. The most popular products typically are chicken, beef and lamb. The farm
also produces cerea for animal feed and some vegetables for the owner’s own

consumption. The livestock breeds used are typica for farm production in the UK.
The business's shop, located approximately 15 miles away from the farm, cuts and
packages YT products after daughter. The types of cuts and packaging used are

standard for the butchery sector.

Supply Chain Characteristics
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Figure 6.4a: The Yew Tree Organics Supply Chain

Significance

Farm Inputs (feed etc)

3 SUPPLIERS
- /
e
U
3 CUSTOMERS

Significance

The business has no significant ingredient suppliers, aside from feed and other
agricultural inputs. These are purchased from conventional non-local suppliers. All
feed is either produced on farm or purchased from sources that meet Soil Association
guidelines. Yew Tree differs from the other case studies in this study in that it has two
distinct sites involved in production (farm and shop). It is aso distinctive as an
intermediate business (an abattoir) operates between the two aspects of the business,
handling the majority of the farm product before returning it back to YT. The abattoir
(TWM Ltd) holds a Soil Association licence and usually takes all livestock produced
by YT. It is located approximately 50 miles away from the farm, near the town of
Llanelli. After slaughter, the carcasses are transferred to the YT shop where they are
cut and prepared for sale. This shop is located in Pembroke Dock, which is about 15
miles from the farm and 50 miles from the abattoir. Pembroke Dock has a population

of approximately 10 000, and has recently welcomed a large multiple retailer.

Approximately 75% of all YT's output is delivered direct to the customer. These are
mainly located in the urban centres of South Wales, principally in the Cardiff area. As
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mentioned above, he business supplies a wide variety of customers. Demand in
London is mainly from specialist restaurants. Custom in this area was initially gained
through friends and is now growing strongly. Demand from the South Wales region is
growing less strong. This is primarily thought to be due to greater competition in the
area and a smaller consumer base, compared with London. The London trade is
resisted to a certain extent, however, due to the long distances that the business must

travel to deliver the product.

In addition the business attends a local farmers market once a fortnight. This is seen
as holding strong potential for the business. Paul knows of aloca producer who has
increased his trade by three times through attendance at farmers markets. This fas
been largely a consequence of regular orders being set up after consumers have

discovered the business through the market.

Excess 