Plugging the Leaks
Making the most of every pound that enters your local economy
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Plugging the Leaks


It is a fact of life that money is usually sucked from poorer communities to richer. If, instead, economic activity is shifted towards places where resources are relatively underused (for example, a lot of people are out of work) it causes an overall increase in production. So Plugging the Leaks can be good for the national as well as the local economy. Supporting local business also has social benefits, such as building greater self-reliance and helping more people to work where they live, rather than commuting to areas with stronger economies. 





The Rocky Mountain Institute (RMI) is the leading organisation in the USA supporting community economic development. They say that Plugging the Leaks ’…is not a call for isolationism.  No community makes all the products it will want.  But cost-effective import replacement and a higher degree of self-reliance can help a town to improve its comparative advantage…marketing local produce, using water more productively, or using local building materials do not isolate a community from other towns.  Instead it enables them to have enough money to …buy mangos from Mexico.’


 





Keeping money in the community


Suppose you paint a pound coin red and watch where it goes. Every time it changes hands it means income for a local person. If the red paint were to come off onto people’s fingertips, how many people would have red fingers before the money finally left the community? The more times it circulates, the better it is for the local economy. 





Money stays locally if it is spent on wages for local people, buying local vegetables and re-lending in the area local savings. Money leaves in energy bills, salaries to non-local people, profit to investors based outside the area, insurance premiums and taxes.





INSERT DETAILS OF COMMUNITY/LOCAL GROUPS ORGANISING PLUGGING THE LEAKS INITIATIVE. This will enable our community to find out how money leaves the area and identify opportunities for plugging some of our leaks. 

















Plugging the Leaks: Putting it into Practice


There are three main approaches to economic development: getting extra money in (inward investment), stopping money leaving (import substitution) and earning more from outside (export promotion). Historically most efforts at economic development have focused on one particular type of inward investment – attracting large businesses to set up in a local area. Although creating many jobs, the profit from these businesses tends to leave the local community immediately. This reduces the multiplier effect and so limits the overall positive impact.  A ‘Plugging the Leaks’ approach to economic development means building upon the resources, strengths and skills that a community has within it so that it can take control of its own economic development.  Some examples are:
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So it's not just where you spend your money that matters. It is also important where the people you give it to spend it. If you give your pound to Anne then she is likely to only re-spend 20% of it locally. But if you give it to Jessica then 80% of it might stay locally. So with Jessica the value of your pound has been multiplied several times!


Understanding this so-called 'local multiplier effect' shows how important it is to look at all the economic impacts of expenditure, not solely the direct impacts. Here are two practical examples. A study of tourism in Tayside showed that although tourists in hotels spent 70% more than those in B and B accommodation, the total income generated locally was in fact higher for B and Bs. This was because most of the money spent in hotels leaked immediately out of the local economy: non-local staff and owners, legal services provided by London firms, and so on.


The second example comes from a small district in Baltimore, USA. This district is predominantly black and predominantly unemployed after the steel and rail industries declined. Locals estimate that the 'local multiplier effect' is exactly 1.0. Practically all money comes in as social security and is immediately spent outside the community at discount food stores. There is no re-circulation; no multiplier effect to benefit the local economy. The community development corporation has now set a target circulation of 8, which they believe is the average for a predominantly white predominantly employed suburb in the US.














INWARD INVESTMENT


Inward investment should fit with local priorities and increase local linkages.





Developing tourism income


In County Mayo (Ireland), villages developed tourism attractions, such as a Water Adventure Centre and Woollen Mills. They then successfully re-branded their area as a tourist attraction with the name ‘Moy Valley’.





Attracting money into the local area


Community Links of Canning Town, London, runs a welfare benefit uptake campaign to increase money flowing into the area.





Increasing local spending 


SAFE, Birmingham, interviews the employees of companies based in poorer communities. Many of the employees do not come from the local area, so by offering to create services  - such as child-minding or catering - that respond to their needs they capture more of their spending in the area.





IMPORT SUBSTITUTION


Import substitution is perhaps the easiest way for a community to take control of its own economic development.





Joining together to win contracts


A presentation to the Argyll Supermarket Group in March 1993 by 26 local food and drink producers resulted in business worth £1.8 million being placed locally.








Reducing money spent on utilities


Reducing energy-use limits the amount of money leaving the local economy. In Glasgow, the Wise Group ran Heatwise in which long-term unemployed people were trained in insulating houses. Over 100,000 houses were insulated with an estimated saving on energy bills of £5million per year.





Businesses buying from local suppliers


Businesses buy some products from non-local suppliers even though local suppliers exist or could be developed. In Grimsby, 13 ‘Meet the Buyer’ events have produced nearly £3 million in extra business for local companies.





Replacing imports with local products


Recycling is one way of replacing imports. The Community Recycling in Southwark Programme (CRISP) run many activities including an Office Furniture Fittings and Equipment Recycling Scheme (OFFERS). 





EXPORT PROMOTION


Export promotion is an important approach to developing an economy – but don’t sell biscuits to Scotland whilst importing biscuits from Scotland! You just pay extra for transport - money that could stay in your community. 





Refining & packaging products locally


Goods leave an area to be refined or packaged elsewhere – could this be done locally?
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Contact Details: 


For further information on this programme of work, please contact INSERT FULL CONTACT DETAILS.





Plugging the Leaks is a programme that has been developed and piloted by the New Economics Foundation (NEF). 





NEF developed Plugging the Leaks because it noticed that across the UK, residents were increasingly being invited to get involved in the development of local strategies. This involvement was working well for decisions with which people felt comfortable - location of health facilities, standards of education and so on. However many people were not comfortable with being involved in decision-making about their local economy - instead it was being left to the ‘experts’. 





Unfortunately the experts are only able to build half of the local economy on their own - the part which involves attracting in new investment from outside.  It takes local involvement to build the other half - the local businesses that can link to that investment, the strong skill base, or the social enterprises that can spread wider community benefit. NEF’s Plugging the Leaks approach is about the second half of this equation. It is also about making sure that the first half of the equation actually delivers what local people want.





For further details about NEF and the Plugging the Leaks approach please visit:





www.neweconomics.org


www.pluggingtheleaks.org




















Our Action: 


Mapping the Local Economy’s Leaks





We will be running a one-day Plugging the Leaks workshop. The workshop will:





Pull together some key local stakeholders (residents, businesses, schools, health service, local authority and so on – basically anyone that does or could spend money in your community).  It is surprising how many of these stakeholders don’t actually realise that they could improve the local economy by changing their spending patterns!





Use visual aids to identify how money enters and leaves the local economy through the budgets and pockets: of local people, businesses and public bodies





Generate ideas for increasing local money flows – and vote on priorities





Agree next steps for developing an action plan to strengthen the local economy. 





If you would like to take part please contact INSERT CONTACT NAME for further details (contact details below).














Local Money Flows.





As we said earlier, we could paint a £1 coin red and watch it travel on its journey. If it stays locally then each time it changes hands it is money for a local person. However as soon as it leaves the local area it is then lost - unless you can encourage someone from outside the area to bring it back into your community. So money that is re-spent in a local area is the same as attracting new money into that area. Either way, it is new money into the hands of the person who receives it. 


So much for the £1 coin. Let's go up in the world and follow £100 on its journey around an area to see where it goes and what impact it makes. Anne receives £100 and £80 immediately leaves her housing estate: swallowed up by gas and electricity bills; mortgage repayments; food from a supermarket; and a new dress from a boutique in the city. The remaining £20 stays in the local area because: £15 pays her cleaner; 50p buys an apple from the farm next door; £1.50 goes into her credit union savings scheme; and £3 buys some groceries in the corner shop. Meanwhile Jessica receives £100. To celebrate, she asks a local baker to bake a special cake for her that costs £35. She then asks the local plumber to un-block her drains (at a cost of £45). The remaining £20 goes towards her telephone bill and so leaves the local area. In total Jessica has re-spent £80 in the local area.





Let's go round again


If you are comfortable with the idea of circulation, the next point to grasp is that it is important to look beyond the first round circulation. Above, we gave the example of Anne spending some money (£3) at the local grocer's. So in this first round, the money has stayed in the bucket. But if the grocer employed people and purchased supplies from outside the area, and lived outside the area himself, almost all that money would leak out in the second round.
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