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Abstract

This paper is an exploratory comparative case
study of three Vermont food businesses. It exam-
ines the use of transaction cost and knowledge
management theories to understand how food
businesses with sustainability missions make key
management decisions about resource allocation
(the “make or buy” decision). Results suggest that
these businesses’ decisions are driven in part by
their personal values and interests and their desire
to support other local businesses and contribute to
their communities. Their decisions also largely con-
form to what the aforementioned theories would
predict: specifically, they make inputs and services
that are within their core competencies, they form
partnerships to procure key inputs and support other
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local businesses, and they buy inputs readily available
in existing markets in order to free up their time
and increase efficiency. Furthermore, they allocate
their own time to activities they enjoy or those with
high strategic value for the business. The discus-
sion focuses on how these findings may guide fu-
ture research and how these theoretical frame-
works may be used to better understand entrepre-
neur behavior, foster mutually beneficial partner-
ships, and advance sustainability missions in food
business.
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Introduction

The food system plays a large and vital role in the
well-being of individuals and communities in the
United States as a whole, as well as in individual
states such as Vermont (Conner, Sims, Berkfield, &
Harrington, 2017; Conner et al., 2013; Vermont
Sustainable Jobs Fund, 2013). In addition, the food
and agriculture sector is a significant part of the
Vermont economy (Conner et al., 2013); indeed,
Vermont has a statewide strategic plan that places
food and agriculture at the forefront of economic
development efforts (Vermont Sustainable Jobs
Fund, 2013). As such, the food system plays a sig-
nificant role in community development and qual-
ity of life, with profound impacts on social and
economic well-being, land use, and public health
(Conner & Levine, 2006; Conner et al., 2017). For-
profit businesses are critical actors in the Vermont
food system, notably those firms with social re-
sponsibility and sustainability missions, as they help
achieve planned community development out-
comes (Conner, DeWitt, Inwood, & Archer, 2015).

Heretofore, the vast majority of economic re-
search has utilized neoclassical economic theory
and its underlying assumptions that the sole objec-
tive of a firm is profit maximization (Alexander,
2007). Critics assert that the imposition of this par-
adigm provides limited insights into understanding
the behavior of firms, particularly where social re-
sponsibility and sustainability missions are salient
(Alexander, 2007; Hobbs, 1996). Two alternative
theories that have provided insights into sustaina-
bility are transaction cost and knowledge manage-
ment (Carter & Easton, 2011; Peterson, 2008).
Carter and Easton (2011) note that transaction cost
theory has been vastly underutilized in analyses of
sustainability efforts and suggest this theory as an
important direction of future research. Knowledge
management has been cited as key to sustainability
and addressing complex problems in food supply
chains (Peterson, 2008).

In this paper, I present exploratory research on
three food businesses in Vermont in order to test
the further development of methods that utilize
transaction cost and knowledge management theo-
ries as ways to understand how these firms are able
to balance profitability, lifestyle, and sustainability
goals. Specifically, I apply theories of transaction
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costs and knowledge management to better under-
stand strategic decisions involving management
and resource allocation. First, I review previous re-
search. Then I describe the methods utilized for
this research and present and discuss the results of
three case studies, concluding with implications for
future research and outreach.

Literature Review

Many businesses balance profitability with a social
mission that promotes community well-being and
sustainability, measuring performance along the tri-
ple bottom line of economic, social, and environ-
mental measures—which has been referred to as
people, planet, and profit (Carroll, 1979; Conner et
al., 2015; Inyang, 2013; Jenkins, 2006; Kakava,
Mbizi, & Manyeruke, 2013). Previous research in
Vermont has found that food-based businesses are
committed to a broad atray of socially responsible
goals and actions, including concern for the envi-
ronment and use of ecologically friendly practices;
contributing to local economic development, in-
cluding supporting local businesses; providing sup-
port for the welfare of supply chain partners; and
balancing financial interests (both self and inves-
tors) with personal quality of life and external so-
cial goals (Conner et al., 2015). These indicators of
social responsibility and sustainability mirror those
of previous studies (Carroll, 1979; Fitzgerald,
Haynes, Schrank, & Danes, 2010; Inyang, 2013;
Kakava et al., 2013).

Marke or Buy

In order to succeed in the marketplace and meet
sustainability goals, entrepreneurs must use re-
sources (including their own time) wisely. The sem-
inal work of Coase (1937), discussing how a firm
procures inputs (the “make or buy” decision), the-
orized that a firm will buy commoditized inputs,
which are readily and routinely available in estab-
lished markets, but may need to make inputs which
are highly specialized and not readily available.
Transaction costs (finding suppliers, negotiating
prices, and monitoring quality and enforcement)
increase as the input attributes become more spe-
cialized and unusual. A firm will buy an input as
long as the transaction costs—the effort it takes to
find an item negotiate price and monitor quality—
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is manageable. Williamson (1990) further discussed
how these make or buy decisions outline the effi-
cient boundary of the firm. More recently, scholars
have described three models for input procure-
ment: spot markets, vertical integration/hierarchy,
and strategic partnership (Conner, Izumi, Liquori,
& Hamm, 2012; Hobbs, 1996). Spot markets are
used for low transaction cost inputs which are uni-
form and widely available: the firm simply chooses
the lowest cost option. The vertical integration/hi-
erarchy approach is used when inputs are unique or
highly specialized: the firm may need to produce it
if suppliers are not easily found, and/or when the
resources needed to produce it are highly special-
ized. Strategic partnership occupies the middle
ground; the firm can procure differentiated inputs
but not spend the resources to own and control its
production, hence focusing efforts on activities
within its efficient boundary.

Partnerships have proven to be effective in
helping institutional foodservice operations to meet
local food procurement and educational goals
(Conner et al., 2011; Conner et al., 2012). Farmers
partner with food hubs, which in a sense “buys”
marketing and distribution services from the food
hubs rather than “making” them themselves, thus
gaining market access, year-round revenue, and as-
sistance with branding (Conner et al., 2017).

Knowledge Management

Methods of managing and sharing knowledge also
affect decisions around resource use. One useful
model is the management of explicit, tacit, and co-
created knowledge. This model has been applied to
sustainability initiatives by Peterson (2008) and to
entrepreneurial education by my colleagues and me
(Conner, Becot, Kolodinsky, Resnicow, &
Woodruff, 2014). In this theoretical approach, ex-
plicit knowledge can be written or spoken, tacit
knowledge is gained by experience, and co-created
knowledge is gained through innovation and col-
laboration. Peterson (2008) argues that while ex-
plicit knowledge has the lowest potential for
innovation and strategic value, co-created
knowledge, although uncertain, dynamic, and un-
predictable, nevertheless has the highest potential
value. My colleagues and I (Conner et al., 2014) ar-
gue that all three are needed in order for entrepre-
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neurs to discover and act upon opportunities.

The transaction cost (make or buy) and
knowledge management models also highlight the
use of human resource services (e.g., bookkeeping,
production, management, marketing) and their ef-
fect on an entrepreneur’s time. Hypothetically, as a
firm evolves and grows, the entrepreneur’s time
should be allocated toward its highest strategic
value. Labor tasks that require only explicit
knowledge will be performed essentially the same
way by any person, and in any business application
should be allocated to hired labor: the entrepreneur
“buys” this labor input from another person (i.e.,
an employee or contractor). In contrast, for tasks
that require specialized knowledge, either from ex-
perience within the firm (tacit) or from collabora-
tion and innovation with external entities (co-
creation), the labor input is highly specialized and
context-specific. In these cases, it would be diffi-
cult to find employees able to perform these tasks,
and the entrepreneur would choose to “make”
these inputs by allocating their own time to them.
Hence, the entrepreneur’s time evolves from
spending less time working “in” the business (per-
forming explicit knowledge tasks with low strategic
value) to spending more time working “on” the
business (performing co-created knowledge with
high strategic value).

In this paper, I examine the utility of the trans-
action cost and knowledge management frame-
works in the context of three Vermont food
businesses with sustainability goals. This research
fills a gap in the extant literature by combing these
frameworks to understand resource allocation and
sustainability in food businesses by testing the ap-
plicability of these methods in a small sample. Spe-
cifically, this paper addresses these reseatch
questions: How do entreprencurs choose and oper-
ationalize sustainability goals, particularly in bal-
ance with profit and quality of life? To what extent
do key decisions around resource allocation con-
form to what transaction cost and knowledge man-
agement theories would predict?

Methods

I used key informant interviews with the founding
entrepreneurs of three Vermont-based food busi-
nesses. Each is in my network of professional con-
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tacts. Two are owned by individuals; the third is
owned by a martied couple.! They were chosen to
participate as cases in this study primarily due to
their strong sustainability missions and successes in
forming partnerships with other local businesses.
Table 1 provides information on each business.

Data Collection and Analysis
I developed a semistructured interview guide that
included questions on the following topics:

¢ the business’s origins, evolution, and mis-
sion

e core competencies, make or buy decisions,
and boundaries of the firm

e partnerships, their origins and evolution,
services and functions provided

e knowledge management

e how partnerships affect management, per-
formance, scope, scale, and achievement
of sustainability goals

The three businesses were contacted via email
and asked to participate. The interviews took place
in the entrepreneurs’ homes and lasted 60-90
minutes. I used standard qualitative data analysis
methods (Miles & Huberman, 1994; Patton, 2002)
to highlight important themes from the interviews
and answer the research questions, using HyperRe-
search software (version 4.0.0) (Researchware, Inc.,
2015). This software allows the user to highlight
text, tag it with a code, and identify all text that is
tagged with a given code for easy retrieval. A total
of 15 codes were identified. The interview guide
and list of codes are available on request. The Re-
sults section will present crucial themes emerging
from the analysis, along with representative quota-
tions.

Table 1. Description of Sample Cases

Results

Motivations and 1V alues

These businesses reflect the values of the entrepre-
neurs in their origins, mission, and evolution. Qual-
ity of life is important to all three. SS began as a
small farm and evolved into a food service pro-
vider as a market for their produce: “it was both in-
tention and trial and error.” MW began their
business as a livelihood strategy “to live here and
pay the bills,” while VT wanted to have a business
that would allow for more family time and less
travel than the consulting work they had been do-
ing. They decided to “open a business, like Ver-
monters do.”

The principles of sustainability, and of consid-
eration of economic, social, and environmental fac-
tors, continue to guide their operations. All three
actively seek out ingredients from local farms and
vendors, particulatly those using sustainable pro-
duction methods. SS continues to support farms
that share space with their original farm at a local
farm incubator organization, as well as to expand
to purchasing from a distributor specializing in lo-
cally grown foods. MW sources only organic
and/or non-GMO ingredients, with the goal of
“creating balance for a resilient ecosystem.” MW
has largely replaced purchases of Fair Trade palm
oil with local sunflower oil. Their overall goal in
procurement is to “rebuild local infrastructure for
community food systems,” in this case by support-
ing “lots of diverse, decentralized small-scale oil
processing suppliers.” VT merges their “interests in
soil science and local food” by “developling] a
value-added product supporting local farmers.”
They are dedicated to “supporting Lake Champlain
basin farmers.” MW emphasizes the desire to “help
people and products push for a better tomorrow”

2018 Gross Sales  Number of Employees (full-time equiva
Firm Name Primary Product Year of Origin (US$) lent, including owner-operators)
SS Catering 2003 $1.5 million 12, plus seasonal
MW Baked goods 2015 $120,000 1.5
VT Tortillas 2016 $510,000 6.5

1'To address the diversity of gender identities in the sample, the pronoun “they” is used throughout.
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and “get better at self-reliance with community
support.”

The Make Decision

The decisions about what to “make” rather than
“buy”’—the use of their businesses’ capacity and of
their own time—is guided by a combination of
their values, interests, and expertise, as well as by
market forces. SS continues to grow certain items
on the farm, particulatly fresh herbs not available
through distributors, produce they can quickly and
efficiently process and store (e.g., tomatoes and
winter squash), and items they can re-use, such as
drying flowers and ornamental gourds for table
centerpieces. MW enjoys making packaging from
old flour containers to “give them a second life.”
MW also preserves produce items (e.g., making
glazes from berries and apples), buying them when
they are abundant, fresh, and relatively inexpensive
and using their culinary skills and resources to cre-
ate products that “change flavors every two weeks
with changes in ecology and the season.” The use
of local products and changing flavors for MW’s
products creates “value though scarcity and shorts”
because they intentionally limit the quantity of each
item in order to make it more rare and valuable.
VT focuses solely on two products within their
core competency: tortillas and masa (the raw mate-
rial of tortillas).

The entrepreneurs’ use of their time is similarly
driven by their preferences and abilities. As SS “en-
joys financial analysis “and “being the Chief Finan-
cial Officer,” SS’s role is to oversee the business,
focusing on “big picture” issues of management
and strategy. SS spends little time on food prepara-
tion or sales. Rather, SS focuses on the question,
“What do I have to do to get the phone to ring?”
SS focuses on tasks of high strategic value, involv-
ing tacit knowledge of business management and
co-creating knowledge with partners (such as im-
proving relationships with suppliers and venues),
rather than explicit knowledge tasks of food prepa-
ration. SS is the oldest business, and they have the
clearest evidence of allocating time to the highest
strategic value. MW is motivated by one principle:
“I want to be in the kitchen.” MW’s extensive use
of local inputs which vary in their composition and
therefore in the final product’s texture—“Saturday
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flufty, Sunday dense” —also requires them to do
the baking themselves. “The problem with small
local farms is consistency,” they explain. “It would
not be feasible to hire an employee to bake because
the recipe changes every time.” Rather, MW uti-
lizes tacit knowledge to mill the grains and bake the
product, as such explicit knowledge, like a recipe,
would be inadequate. VT has a clear division of la-
bor based on skills and interests; one partner fo-
cuses on finance and marketing, while the other
focuses on production.

The Buy Decision

Two themes emerged from study of the items or
services that the businesses “buy.” First, they are
fairly routine (one size fits all) inputs; second, they
save the business “making” time. SS buys many
food items from a distributor who is “reliable,
ensures food safety” and “sells cuts of meat,”
saving SS the time required to soutce from multiple
farms and break down whole animals. MW buys
“base neutral” transitional flour from Quebec to
balance out and make up for shortages of flour
from smaller, more local sources. MW hires em-
ployees to perform explicit knowledge tasks, such
as delivering product and helping with routine
food-processing chores. VT utilizes distributors
who have reach into distant regions. They also hire
consultants in order to interface with a large
distributor, perform food demonstrations in an
out-of-state city, and run their social media
campaigns.

Partnership

The businesses have partnerships that have ad-
vanced their goals. In addition to their supplying
farms and distributors, SS’s most important
partners are the venues for which they cater. SS
states that “every venue is a client” and “venue
relationships are everything.” Perhaps the most
important venue is a local children’s museum. SS
began by running its cafeteria, as a loss leader
strategy in order to drive catering. After several
iterations, including stepping away from the rela-
tionship for a few months, SS now only caters
events at the museum, and is no longer responsible
for vending at the cafeteria. SS posits two impor-
tant questions to consider: “How can we be a
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better partner?” and “How can we drive business
to each other?” Keys to a successful partnership
are “to make each other look good” and “to know
the rules and expectations of each venue” (e.g., key
and door policies, septic and electrical resources)
so that the venue manager “does not have to
manage the caterer.” In many cases, including the
museum, the venue is a nonprofit organization and
events and catering provide a substantial source of
unrestricted funds.

MW’s major partners are the coffee shops and
convenience stores that sell their pastries. MW be-
gan selling at a high-end coffee shop chain that in-
vited them to do a “pop-up” pastry sale in one of
their locations. Building on this success, the shop
helped MW develop a business plan and expand
operations. One key to their success is their ability
to “promote each other.” Although MW has since
expanded to 12 locations, the original partner “gets
all the new flavors” and serves as the test audience.
Knowing the customers of the various partners is
critical. Those who “sell lattes get the exotic fla-
vors” but MW “sticks to maple for those who sell
[US]$1 gas station coffee.”

VT’s most important partner is the farm from
which they buy organic dent corn, the raw ingre-
dient for the masa that is the principal ingredient
for their tortillas. This partner has made invest-
ments in storage and cleaning equipment in order
to deliver a clean product, saving VT the time and
effort of picking up and cleaning the grain. In
return, VT pays an above-market price for the
product.

One overarching theme in the partnerships are
the values of patience, trust, and ongoing commu-
nication. SS was able to reconnect with the mu-
seum based on trust earned from previous partnet-
ships. “Don’t burn bridges” is a central theme in
their partnership strategy. VT advises businesses to
“listen more than speak” and to understand that
“often ‘no’ only means ‘not now.” VT also advises
communicating with other businesses in order to
improve own’s own, including sharing profit and
loss statements with similatly sized businesses and
asking for advice on managing growth from slightly
larger businesses. In addition, VT cautions against
demeaning the products of others in an effort to
promote one’s own.
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Markets

The theme of market channels emerged from the
data themselves, rather than having been pre-
formed based on the questions asked. An im-
portant theme in the choice of market channels is
movement from direct sales (“vending”) to whole-
sale. Each business found that “making” their own
marketing services through selling direct to con-
sumers (vending) was both time-consuming and
risky. By selling wholesale—thus “buying”” market-
ing services from others—each business is able to
have more predictable sales and spend less time
selling. Each now has limited direct sales, in two
cases using it mainly for marketing and testing new
products.

SS began by renting “the old chicken wings
place” on a busy road and selling “high-end take-
home meals” to commuters. Over the next few
yeats they added catering, mostly delivering catered
business lunches. “Retail growth was slow, catering
growth was rapid.” SS also moved from vending to
solely catering at the museum. Now all sales are
prepaid except for cash-bar sales at events. This
transition away from vending lends SS “cost con-
trol, less staff and less stress.” SS adds, “Vending is
fickle; it involves planning and guesswork around
the weather. In the end, dropping vending lowered
employee turnover, food costs, labor costs, and in-
creased our focus.”

MW has expanded to 12 wholesale accounts,
although they still do some vending at a small
neighborhood farmers market. “Wholesale ac-
counts have standing orders. They get standard
products, doughnuts and cakes. It pays the rent.”
On the other hand, the farmers market is a “test
for what my community needs” and allows for ex-
perimentation on a smaller scale.

VT began selling at farmers markets and doing
“pop-up dinners” at the same local farmers market
where MW sells, but found that these markets in-
volved “lots of time and ingredients, but no profit.
We did not want to invest in brick and mortar,” so
they transitioned to wholesale sales. Currently, they
only provide samples at trade shows and that only
as a way to “build morale and brand.”

Discussion and Conclusions
This paper utilizes transaction cost and knowledge
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management theories to analyze decisions around
resource allocation for three Vermont food busi-
nesses. These theories are promising alternatives to
the more prominent neoclassical theory and as-
sumptions of profit maximization, particularly for
understanding firms with sustainability missions
(Alexander, 2007; Carter & Easton, 2011; Hobbs,
1996; Peterson, 2008). The contribution of this
study to the literature is the use of these frame-
works in analysis of for-profit firms with sustaina-
bility goals as proof that the concepts can be
fruitful for future study. As previous research re-
sults have indicated, these kinds of entrepreneurs
have strong sustainability missions, notably around
supporting other local businesses and being stew-
ards of the environment while maintaining their
personal quality of life (Carroll, 1979; Conner et al.,
2015; Fitzgerald, Haynes, Schrank, & Danes, 2010;
Inyang, 2013; Kakava et al., 2013). Each has been
able to incorporate their values and passions into
their business operations. Notably, the goal of
profit maximization, predicted by neoclassical the-
oty, was not mentioned by any respondent.

Their make or buy decisions and the efficient
boundaries of the firms tend to align well with
transaction cost theory (Coase, 1937; Conner et al.,
2012; Hobbs, 1996; Williamson, 1990). In terms of
vertical integration/hierarchy, each makes products
with varying proportions of local ingredients, using
their expertise to transform and add value. For ex-
ample, SS uses its capacity to process and store
produce efficiently and to grow herbs not com-
monly available. Similarly, MW preserves produce
to make unique glazes that are not generally availa-
ble to buy. In contrast, in terms of the concept of
spot markets, they buy items which are available
elsewhere: SS extensively uses a distributor with a
wide array of local products and MW buys flour.
Each business has key partners who drive business
to each other, as with SS and MW, or who are in-
vested in equipment in order to supply a unique in-
put (e.g., stored, cleaned, and delivered dent corn).
The use of entrepreneurs’ time aligns with tasks
they enjoy (e.g., MW personally enjoys baking), as
well as tasks, such as S§’s management and part-
nership formation, that require tacit or co-created
knowledge and therefore have higher strategic
value. This paper also applies the make or buy de-
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cision model to interpret entrepreneurs’ time allo-
cation and market channel decisions, which is a
novel contribution to the literature.

The strength of this paper is the novel use of
these theories, as applied to three very different
cases, as evidence that they have utility for future
inquiry. Notably, it proposes theoretical frame-
works beyond the dominant neoclassical paradigm
that will better explain firm behavior. The chief
weakness of this study is the small, unrepresenta-
tive, and narrow sample and lack of generalizability
to other samples.

Implications

This paper explores the operationalization of sus-
tainability goals for research purposes and the use-
fulness of these two theories as applied to food
businesses. It is highly exploratory research, in-
tended as a pilot study for future research to fur-
ther understand and guide the management of
sustainable food businesses. Future research can
take a number of directions. First, more research
on these three businesses (e.g., analysis of financial
documents, and customer and buyer interviews)
could provide greater depth of understanding of
these firms’ decisions and their impacts. Second,
key informant interviews of food businesses with
no sustainability missions and non-food businesses
with sustainability missions would provide further
comparisons. Third, surveys can provide data from
a large number of firms (e.g., food and non-food,
with and without sustainability missions) to tabu-
late and correlate prevalences of attributes, goals,
and behaviors. A greater understanding of when
decisions align with sustainability principles and,
more importantly, when and why they do not,
would add nuances to understanding entreprencur
behavior and guide better education and outreach
efforts. Important future topics would include the
trade-offs and changes in firm boundary when sus-
tainability goals are pursued.

Make or buy decisions can be incorporated
into agri-business and food entrepreneurship
courses, as well as farm viability programming. De-
cision cases can be developed to further refine our
understanding of the make or buy model and its
utility. In addition, education and outreach can
highlight the potential benefits of forming partner-
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ships and their role in enhancing profitability and and ultimately improve decision making and facili-
entrepreneurs’ quality of life, and advancing sus- tate more effective adoption of sustainability prin-
tainability missions. It is my hope that the infor- ciples by businesses of all types. =]

mation in this paper will inform future research
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