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Introduction


Why this book? Because when I landed my first job in business, I had no idea how business really worked. I was an English major and could not even read a balance sheet, an annual report, had no idea what ROI (Return On Investment) and other esoteric terms (at least to me) meant. And as a public relations consultant, working with a variety of clients, I was close to useless if I did not know the basic elements of business. This ‘need to know’ what really made business tick intensified when I became a corporate speechwriter and had to talk to shareholders on their terms, in their language. Annual meeting speeches were at first torture to write, but as I became more familiar with those strange business terms, annual meeting speeches were much easier to write.


This book also takes you beyond the nonsense they teach you in Economics 101 and 102, the basic economics courses that even liberal arts majors, despite their best attempts, cannot avoid. So most liberal arts majors escape the university’s economics department with a sigh of relief and a very dismal scattering of economic folklore rattling around in their brain.


For instance, how often have you heard the rant, “Economics is based on supply and demand”? Actually that is wrong. This book explores why that concept is wrong by discussing lobbying, competition and how to run a company in survival mode when the big boys are trying to move in on your territory.


A strange segue here. The only way to learn to hit a baseball is to go out and hit a baseball. So this book is not based on lectures or obscure wisdom found in economics departments. This book is based on the real world of business. And to achieve that, I met with the leading executives of Golden Flake Potato Chips, a small Southern-based, successful potato chip company in Birmingham, Alabama. They showed me how business really worked, the real issues they faced every day.


Consider the following two quotes. They exemplify why this book was written, and represent the philosophy behind this book. This book is based on reality, not economic fantasies. Here are the two quotes; both are from Wayne Pate, the former CEO of Golden Flake and now a Director of Golden Flake. As you read the first, I hope you are amazed how much business sense is packed into one quote:




But the sewer, the trucks, the production machines, the storage, the right potatoes – all of that is part of the business of making it work. You gotta be in the marketing business, the commodity buying business, you have to have good relations with your employees, you have to know about vegetable oil, when not to buy it, when you have to buy raw corn for corn meal. Timing is critical in all these things, but assurance of supply is necessary. You cannot gamble if you are going to run a business, you can’t cook a thought.


You have to have a product so you have to buy all these things, at prices that you can make work to deliver a finished product that you can sell.


You can’t change that wholesale price every day. Consumers, if every time they went to buy chips, the price had changed, they wouldn’t be very happy about it. So your prices have to be very stable. So you have to make all the other things work to get to the retail price so your consumers are satisfied.


Another thing that makes a small company survive is always be quality conscious, so no customer will be disappointed when they buy your product. Customers must know that every time they buy our chips, the chips will be good, just like Golden Flake always guarantees.


We want to develop a core of clients that will always buy Golden Flake chips, regardless of what the price is, because they can trust us. And we have learned that promoting it, discounting it, offering “buy one, get one free” does not guarantee steady customers. That just attracts the people looking for bargains, not quality.


And if you get into the game “Who can sell the chips cheaper”, the big boys like Frito-Lay will beat you every time. So we will make our chips taste good every time, so customers will say, “Yeah that one is cheaper, but I know that Golden Flake is good and I am going to buy Golden Flake.”


That is the importance of “A brand name you can trust.” – Wayne Pate, Director Golden Flake chips





See how much business knowledge was packed into the above quote? Now the following quote emphasizes the knowledge that most economics books don’t give you, how the real world works. I know, I know – ironically the quote talks about books.




The real world is not found exactly in a book because a book can only give a certain amount of basic information. And it may be on target – but there are so many things that happen in day-to-day life that you can’t put in a book.


One time, the graduate school of engineering at Auburn University wanted to do an energy audit of our plant. We were glad to have them. We work with universities any way we can. We work with Alabama, Samford, Auburn…


So the young man from the graduate school came down off the roof of the plant. He was hot. It must have been 110 in the shade. On that roof it had to be unbearable. He came down and it looked like he had been in a fight.


And his comment was this, “The real world sure is different than being in a classroom. My textbook, those numbers, that table of information I needed was so clear and easy to read. I have to crawl over heater ducts and crack my head on some pipes to get some basic information.”


I thought, that is a little thing but that’s the way the world really is.


–Wayne Pate





Again, why start off with those two quotes?


Again, they exemplify what this book is about. It is about the complexities of economics, about the real world of business where few things are as easy as they seem.


You just don’t pick up a bag of potato chips off the shelf.


The company making that bag of chips, in this case Golden Flake, had to undergo an amazing number of steps, fight an amazing amount of factors, including environmental, regulatory, and financial, just to get those chips to the store.


And that is why this book is important: it will introduce you to the real world of economics. The world they don’t teach you in college; it will teach you how business really works, the important things about business you need to know to get and advance in any job.


It will teach you skills you need in the workplace.


Once again, I know these skills are needed because I was an English major and, about six years out of college, through blind luck, landed a job as a corporate speechwriter and I was amazed at how many levels CEOs had to work on. They had to work with legislatures, lobbyists, regulatory agencies, environmental groups, customers, consumers, national, state and local governments, local communities, shareholders, bondholders, investors, banks.


And as a novice corporate speechwriter, I wished I had this book.


A book that taught me the basics of reading a financial statement, what stockholders were, how regulations hampered business, how you marketed and sold a product, how important raw materials were, how you even manufactured a product, how you lobbied for laws in your favor, how you adjusted and readjusted because you had to sell chips at $2 a bag and every time the government raised taxes, or the price of potatoes went up, you had to adjust and readjust.


This book is designed to show you how the economy really works. How supply and demand sometimes have nothing at all to do with setting prices. How one government decision can cause a shortage of raw materials. What your boss or your CEO is really dealing with on so many levels.


And above all, this book is designed to help you get and keep a job. It will help you, when you go into any job interview, to come across as a bright person, who understands the complexities of business, someone who can read a basic balance sheet, yet on a higher level can discuss the current regulations and legislation pending that can hurt your industry.


In short, do you really understand the economy and all the economics terms that people toss around? Do you really understand how a product is made, shipped to market, priced and sold?


Do you understand the impact that the manufacturing process has on our economy? Do you understand all the factors that you must consider when you produce anything, even a simple potato chip?


It’s a potato chip, yet you have to deal with government on a variety of levels and the decisions that government makes ranging from new regulations to passing laws that limit your supply of resources.


Can you read an income statement, cash flow statement, balance sheet? Do you know the key financial ratios? Do you know the difference between simple economics terms like elastic and inelastic? The real cost of hiring an employee? What the heck is the difference between a stock and bond? What are demand shifters? Supply shifters? How do you rally employees?


How do you deal with cancer scares, environmental regulations, slow sales; how do you introduce new products; why are entrepreneurs crucial to our economy; what is the Multiplier Effect; is hiring more cops a good economic move? How do you really market a product to stay in business; how do you survive as a small fish in a big pond?


A lot of questions. But these can all be answered and your economics literacy greatly improved just by following a simple potato chip from the field to the production plant to the market.


And that is what this book does. The people at Golden Flake talked to us and talked to us, they opened their doors to us and shared everything they had to do to sell one potato chip.


And just by following a potato chip from the field to the shelf, this book answers the above questions and more. And each answer is designed to increase your economics literacy, to understand how the world of business really works.


Welcome to Potato Chip Economics where you will learn about marketing and production and economics and government regulations and cancer scares and all sorts of economics stuff no one has ever explained to you before in a way so that you can understand how the real world works.










Lesson One 
The World of Chips – Buying raw materials, 
making chips, transporting the chips, 
marketing the chips…










Chapter 1
The Real World of Raw Materials or “You can’t cook a thought.”
Or – Why do economics professors rattle on and on about raw materials?




I saw all the people hustling early in the morning to go into the factories and the stores and the office buildings, to do their job, to get their checks. But ultimately, it’s not office buildings or jobs that give us our checks. It’s the soil. The soil is what gives us the real income that supports us all.


–Ed Begley, Jr.





Introduction: In every basic economics class, we have heard the mantra of raw materials. But I think few students, heck, few adults, really understand the crucial importance of raw materials.


A quick example – when you turn on a light switch, you expect that light switch to work. You give it no further thought. But someone had to dig the coal out of the ground; someone had to transport that coal across thousands of miles, just to deliver it to your local power plant, where they need the coal to make steam, to turn the turbines to produce electricity. The turbines are made out of steel, which is made out of iron ore, which is dug out of the ground. The turbines make electricity, which cruises through the copper wires in your house.


Ah yes, copper to make the wires, copper, which again is dug out of the ground. The point is simple: from the copper wires, to the wood in your house to the steel in your car, to the gas which powers your car, everything must be dug out of the earth somewhere. Lights don’t just go on because you flip a switch. Every material involved in that process of bringing you light and power was dug out of the ground at some point.


Let’s apply that to the subject of this book. Potato chips. Again raw materials are the most elementary of any manufacturing process. Without a potato you can’t make chips. Sounds simple. Dig potatoes out of the ground and make chips. No – it is way more complicated than that; just like every facet of economics, things can go wrong and you must have back-up plans, and relationships and the right potatoes and the right storage…


And a ‘by-the-way moment’, the Latin term for potatoes is Solanum tuberosum. And the potato and the sweet potato are not related.


Come on – it’s just potatoes!




Quote: Money is the root of all evil, and yet it is such a useful root that we cannot get on without it any more than we can without potatoes.


–Louisa May Alcott





How hard can it be to make potato chips? Buy the potatoes, stick them in the fryer, bag them up, throw them into a box, stick them on a truck and deliver them to the store.


However, as you may suspect by now, this book is intended to teach you how to succeed in the real world of business and how to expect the unexpected and how to deal with it.


Let’s look at one of the most basic raw materials that go into making a potato chip. Potatoes. How many potatoes? Golden Flake uses over 100 million pounds of potatoes a year and it takes about four pounds of potatoes to make one bag of chips. (The average American eats five pounds of potato chips a year.)


When you make any food product, it is hard to predict what your costs of raw materials will be. If you make a watch, you can pretty much predict how much it will cost you to buy each component for that watch. And those components do not vary from year to year.


But look at potato chips. They depend on potatoes (okay, I know that is obvious, but bear with me), and a whole range of things can happen to the potato supply ranging from diseases to legislation to bad luck. And that makes it hard to predict each year how much potatoes will cost you.


Oh – those variable costs!


To toss out an economics term, potatoes represent ‘variable costs’, costs which change from year to year, as opposed to fixed costs, which stay ‘fixed’ every year. A fixed cost might be the mortgage on your building, the payments you make on your fryers, or a fleet of trucks.


So your challenge becomes trying to control the costs of potatoes, because even if the costs increase, you can’t increase the price on a bag of chips; you still have to sell those chips for about two bucks a bag. Of course, you could increase the price of your chips and happily go bankrupt, as your competitors did not get the memo to increase their prices.


How much can the price of potatoes change? In June 2008 they were $10.37 per 100 pounds; a year earlier they were $7.75.


That is an increase of 34%. Can you imagine making a car and the raw materials for the car increase 34%? Yet potato chip manufacturers have to deal with that 34% increase without passing it onto the consumer. Can you imagine if the price of chips went up 34% in a year?


You would have a tough decision to make. Should I put a gallon of gas in my car or buy a bag of chips.


What is going on here? Where are my cheap potatoes?


But why does the price of raw materials, potatoes, fluctuate so much?


A number of factors affect the price of potatoes and many factors are out of the chip maker’s control. This means, and this could be the key lesson for any businessperson, that you must adjust, adjust and adjust again. Or as that great American philosopher, Dolly Parton, once said, “We cannot direct the wind, but we can adjust our sails.”


Anyway, while we take for granted that we will always have potato chips, let’s look at the many factors that snack food companies fight against every day, just to get the potatoes to make the chips.


One key reason for a 34% price increase in potatoes was that flooding destroyed a number of acres of new crop potatoes, up to 50 to 70% in Missouri and other areas.


Hmm – it can’t be good when the materials you need to make your product are wiped out by flooding and you still must get chips to the shelf to keep your employees employed and your customers happy.


Remember, there isn’t any revenue if you don’t sell any chips.


But hey, despite the occasional flood, what else could happen?


Well, the total US acres of potatoes planted has been reduced by 10% from 2007. Why? The government has mandated that 25% of the entire corn crop must be used to make ethanol and not food.


And if you are a farmer with half a brain and the government is paying you to grow corn and not potatoes, you are going to grow corn.


Opportunity costs – a cool economics term




Quote: Four things come not back – the spoken word, the sped arrow, the past life, and the neglected opportunity.


–Arabian Proverb





Let me sneak in another economics term here – Opportunity Costs. Everything has an opportunity cost. If you watch TV for an hour, you have lost the opportunity to read a book, eat dinner, and play catch with your son.


If you grow corn on your 100 acres of land, you have lost your opportunity to grow potatoes on that same land.


We obviously choose what is more desirable by the choices we make.


You think the opportunity to watch TV for an hour is more profitable than reading a book. You may argue that you don’t think that way at all, but you had the opportunity to read a book or watch TV. Your choice, your action to watch TV tells me what you think is more profitable.


All resources are scarce and if you grow corn on your land instead of potatoes, you have chosen the ‘opportunity’ that offers the best profit. Unfortunately – and this could lead into a long, long discussion of free markets, but – your decision to grow corn was not influenced by what the consumer needs; it was decided by a government program to offer you more money for growing corn. Which kind destroys the basic law of supply and demand.


Which, believe it or not, leads us back to potatoes.


What could happen?




Quote: The only good luck many great men ever had was being born with the ability and determination to overcome bad luck.


–Channing Pollock





So to recap, what can happen to the potatoes you need for your chips?


Hmm, so far the demand for corn has increased, limiting the land available to grow potatoes and there was that flooding which wiped out 70% of the Missouri potato crop.


What else can happen? Well, farmers want to make a profit. What could they be thinking?


And in recent years, the cost of producing potatoes has increased. Think of all the costs associated with growing potatoes, which include higher land, fuel, equipment, fertilizer and storage costs. And the higher cost of everything translates into the higher cost of potatoes, which affects that bag of chips on the shelf.


Think about that. Who thinks about the cost of fertilizer?


Heck, I don’t wake up at three in the morning worrying about fertilizer, and I hope you don’t either. But every time you eat a bag of chips and every time that bag of chips increases in price, you are paying for the increasing costs of fertilizer.


So if you run a potato chip company, fertilizer must factor into your business thinking. I could say that is no B.S., but that would be a bad pun.


Tariffs and chips – what’s the connection?




Quote: Tariffs that save jobs in the steel industry mean higher steel prices, which in turn mean fewer sales of American steel products around the world and losses of far more jobs than are saved.


–Thomas Sowell





Recently Hostess, the maker of Twinkies and other gourmet foods, went out of business. Was it due to bad management? Actually it was due to tariffs. A news item stated:




Economists say high sugar prices tied to US trade tariffs were a big reason Hostess was struggling, but a Mexican company could be a lifeline for Twinkies because it would be able to take advantage of access to lower-priced sugar in Mexico.





Tariffs can also raise the price of potatoes.


American potato farmers sell a lot of potatoes to Mexico. And Mexico and other foreign markets get angry at us. I know, hard to believe that some country might get angry at us, but let’s say Mexico does. And they stick a tariff on American-grown potatoes. It has happened and can happen again.


So if you are in Mexico buying potatoes, what are you going to buy? The cheaper Mexican grown potatoes or the ones with the extra tariff tax on them. Of course, you are going to buy the cheaper potatoes.


No big deal, but a Mexican tariff on potatoes can cost American farmers $80 million a year. And if they aren’t making that $80 million in Mexico, they will raise prices to Americans. And that can hurt, especially if you buy millions of pounds a potatoes a year; for instance if you own a potato chip factory, like Golden Flake.


You can thank Congress




Quote: Nothing is better than the unintended humor of reality.


–Steve Allen





Another quick detour, as we return to a favorite theme of this book. How one action leads to another action and affects you as a businessperson.


Mexico did impose a tariff on potatoes and it was not the snack company’s fault or the poor guy growing potatoes.


The tariff was imposed, costing potato farmers over $80 million a year, and forcing Golden Flake to face rising potato costs because of some obscure act of Congress.


A news story on what happened might read like this:




Fruits and vegetables – including potatoes – are the most common items on the list of 90 products hit with tariffs as of today, as Mexico retaliated against a US decision to block


Mexican trucks from traveling north of a commercial zone along the border.


Potato growers alone could lose an annual market of $80 million.


Mexico acted after Congress inserted in a budget bill a provision to halt funding for a program that let a limited number of Mexican trucks deliver goods throughout the US.


Growing houses, not potatoes




Quote: A lot of people stop short. They don’t actually die but they say, “Right I’m old, and I’m going to retire,” and then they dwindle into nothing. They go off to Florida and become jolly boring.


–Mary Wesley





Okay, so now we have tariffs, congressional actions, floods, the costs of growing potatoes, better money growing corn, less land to grow potatoes all affecting you, as you sit in your office at Golden Flake, trying to keep the costs of potatoes down, so you can keep selling chips at a two bucks a bag.


Can it get more complicated? Of course it can. That is the challenge of doing business in the real world. Just when you ask, “What could happen?” it happens.


Potato chip makers follow the potato chip market from south to north, which makes sense when you think about it. They aren’t growing any potatoes in North Dakota in the winter, but they are growing potatoes in Florida.


So you buy your first crop of potatoes in Florida. But Florida is one of the fastest growing states, and will grow even faster when 75 million baby boomers all cross the Florida border at once. Okay that might be a small exaggeration, but think about this.


To accommodate the growing Florida population, you need more houses, and you need land to build houses on. And the last time we checked, no one is making any more land. There is a limited supply of land (notice how cleverly we snuck in the basic rule of supply and demand). So where do you get the land to build houses on?


Potato farms.


And if you are a potato farmer and someone offers you a million bucks or more for your land and you no longer have to grow potatoes all day, what would you do?


In short, the housing boom in Florida has impacted potato growers and Florida has lost a lot of potato farms.


For every action, another set of reactions. Will this ever end?




Quote: Business, more than any other occupation, is a continual dealing with the future; it is continual calculation, an instinctive exercise in foresight.


–Henry R. Luce





Okay, I know I am repeating myself here, but the beauty of business is that there are so many layers to it and one reaction causes another reaction.


Consider this.


Your neighbor sells his farm and a developer comes in and builds houses. (Notice the concept of opportunity costs here. It is a better opportunity to use the land to grow houses and not potatoes.)


But once your neighbor sells his land, you as a farmer have a whole new set of issues to deal with.


For some reason the new residents want clean water to drink – heck it is not your fault they are so picky – but you must deal with drainage issues and tougher water regulations. Plus chemical applications and spray drifts have to be carefully monitored. Come on, who wants their sweet child playing in the front yard, while toxic chemicals drift through the air, caused by the spraying of potato fields?


Also highway rights have to be worked out, so farmers can move their machinery to other fields on roads that carry more non-farm traffic. In other words, if mom and dad are commuting to the city every day, from their nice new home in the suburbs, the last thing they want is to be stuck behind some yahoo, driving his tractor to the potato fields.


Wait, even more terrible things can happen to potatoes, plus a real short history lesson


Let’s think even more about potato farmers and how what happens to them affects Golden Flake and affects what you pay for that bag of chips. Look at Florida for example.


Florida can get freezing temperatures in late February or early March, which can wipe out the potato crop. How about throwing in some heavy rain, which can knock down hilled rows, which can cause root damage and sunburn.


Let’s return to basics for a moment here. This book shows that business can be a challenging endeavor and you can’t take anything for granted. Most textbooks say ‘raw materials’ and that is about all they say. But raw materials, in this instance potatoes, are never guaranteed and events can happen that can leave you scrambling to find potatoes to make chips to fill the bags that feed your customers.


But the deeper lesson here is that at times we all forget that our society depends on two acres of top soil to grow everything we eat and to grow cotton for everything we wear.


And even the smartest businessperson is at the mercy of the elements. You can crunch numbers all you want but a flood, tornado, hurricane, drought can wipe out the best-laid plans.


We often forget the potato famine that devastated Ireland. In two years Ireland lost two million people.


A quick history lesson




Quote: True the greater part of the Irish people was close to starvation. The numbers of weakened people dying from disease were rising. So few potatoes had been planted that, even if they escaped blight, they would not be enough to feed the poor folk who relied upon them. More and more of those small tenants and cottagers, besides, were being forced off the land and into a condition of helpless destitution. Ireland, that is to say, was a country utterly prostrated.


–Edward Rutherfurd





The Irish Potato Famine began in 1845 as leaves on potato plants suddenly turned black and curled, then rotted. An airborne fungus (phytophthora infestans), originally transported in the holds of ships traveling from North America to England, was the culprit.


Winds from southern England carried the fungus to the countryside around Dublin. Fungal spores settled healthy potato plants, multiplied and were carried by cool breezes to surrounding plants. A single infected potato plant could infect thousands more in just a few days.


And the Irish starved. Before the famine, Irish families ate an average of ten pounds of potatoes a day. But the bright side, if there was one, is that the Irish gave us a great nickname for potatoes. The term ‘spud’ comes from the Irish name for a type of spade used for digging potatoes.


So what’s with all this history?


Okay – nice history lesson, but what does it have to do with potatoes today? Well diseases that attack potatoes have not disappeared, and our food supply is never as safe as we like to pretend it is.


Here are just some of the diseases that can ruin a potato farmer’s day. Or year. Or decade.




Alfalfa mosaic virus 
Andean potato mottle virus 
Arracacha virus B - Oca strain 
Beet curly top virus 
Cucumber mosaic virus 
Eggplant mottle dwarf virus


Potato aucuba mosaic virus 
Potato black ringspot virus 
Potato deforming mosaic virus 
Potato latent virus 
Potato leafroll virus 
Potato mop-top virus 
Potato rugose mosaic 
Potato stem mottle 
Potato spindle tuber 
Potato yellow dwarf virus 
Potato yellow mosaic virus 
Potato yellow vein virus 
Potato yellowing virus 
Potato virus A 
Potato virus M 
Potato virus S 
Potato virus T 
Potato virus U 
Potato virus V 
Potato virus X 
Potato virus Y 
Solanum apical leaf curling virus Sowbane mosaic virus 
Tobacco mosaic virus 
Tobacco necrosis virus 
Tobacco rattle virus 
Tobacco streak virus 
Tomato black ring virus 
Tomato mosaic virus 
Tomato spotted wilt virus 
Tomato yellow mosaic virus 
Wild potato mosaic virus 
Aster yellows 
Witches’-broom


BLTVA 
Aerial tubers 
Air pollution injury 
Black heart 
Blackspot bruise 
Elephant hide 
Hollow heart 
Internal brown spot = heat necrosis 
Jelly end rot 
Physiological leaf roll 
Psyllid yellows 
Shatter bruise 
Skinning


Stem-end browning





Dexter in the lab!




Quote: They that die by famine, die by inches.


–Matthew Henry





Every year scientists are working to stop the latest potato disease. So far, they have been able to stop diseases from spreading. But while we worry about exotic events like a meteorite hitting earth, an even more realistic scenario would involve a disease that wipes out entire crops, leading to widespread deaths from famine.


Not likely?


Consider the latest threat that scientists are working on. Scientists in South Texas are fighting a disorder in potatoes that affects the production of potato chips. So far, its cause is unknown. The disorder, called zebra chip, for the dark stripes it leaves in the flesh of raw potatoes, reduces crop yields and quality. Crops have been affected in Guatemala, Mexico, Texas and as far north as Colorado. Symptoms are especially pronounced when potatoes are sliced and fried to make potato chips, causing frying plants to reject entire loads of affected potatoes. It also affects fresh market potatoes.


Okay, so what? A small potato disease. How can that make a difference? Hmm, an economic impact study showed that, left unabated, losses from zebra chip could cost 100 million dollars in lost business in Texas and almost 1,000 jobs.


1,000 Jobs???


Wait a minute – we have a disease that could cost over 100 million dollars in Texas alone and cost the state of Texas over 1,000 jobs.


This could be serious.


I coached Babe Ruth baseball, kids in high school, and in the sixth inning, when my team was winning, we had a joke. The coaches would look at each other and say, “What could happen?”


We knew that anything could happen and often did. No lead was safe – pitchers could walk the batters, ground balls could be muffed, fly balls could be dropped, the kids could throw to the wrong base – a myriad of mistakes could pile up to cost his team the game.


And as an executive, if you are truly an executive, a manager, a leader, you know that ‘anything can happen’ even to the potato crop that you depend on for the chips to put into the bags to sell to the customer, so you have revenue to pay your other business expenses.


We’re only trying to help




Quote: Giving money and power to governments is like giving whiskey and car keys to teenage boys.


–PJ O’Rourke





Heck what else could happen to limit the supply of potatoes?


Remember we have chatted about ‘do-gooders’ and how they can throw wrenches into the best-laid plans.


Jefferson Country in Alabama, where Golden Flake is located, was sued and forced to build a new sewer system because environmental groups wanted to save the rivers. That is a good impulse, but the sewer project went way over budget (crooked politicians, now in jail, took bribes – see even crooked politicians can affect your cost of doing business) and sewer rates were raised 300% driving Golden Flake’s water bill through the ceiling. It can take 160 gallons of water to produce one bag of chips. Plus Golden Flake was going through 300,000 gallons of water a day. In 1998, the plant was paying $800 to $1,000 per month to Jefferson County in surcharges for dumping its 100,000 to 350,000 gallons of wastewater into the county’s municipal sewer system. By 2008 that figure had escalated to $100,000 per month in surcharges for the same daily discharged wastewater flow rate, with county projections that the rate would most likely raise to $250,000 per month within the next five years. (Ah yes, stay tuned, more about this later.)


The Snail Darter




Quote: The regulators assume the public are innocents in need of protection.


–Anon





The point is – and again we are returning to a main point of this book – a businessperson must able to think on several layers at once, be able to anticipate and plan for levels of complexity that are found in every business, and this goes far beyond numbers and charts and graphs and financial plans.


The classic example of ‘the-best-laid-plans’ being undermined by do-gooders involves the case for the snail darter.


In August of 1973, a biologist discovered a small fish species, the snail darter, in the Little Tennessee River. So what harm could one small fish do? It turns out – a lot of harm.


At that time there was a major construction project; there was a dam being built which hired hundreds of workers. The Tellico Dam would create a reservoir. But the problem was, the reservoir would change the flow of the river and alter the snail darter’s habitat.


Again, so what?


Well, the snail darter was on the endangered species list and the biologist and other environmental groups claimed the Tellico Reservoir would kill all the snail darters off. So, opponents of the dam invoked the Endangered Species Act to stop construction of the multimillion dollar dam (did I mentioned the dam hired lots and lots of people and no one was on the snail darter’s payroll).


The Supreme Court eventually ruled in favor of the snail darter, halting construction on the Tellico Dam. And, of course, everyone filed appeals and the dam was eventually completed, after a long delay and years of layoffs for the workers.


Another detour – watch out for those weasel phrases!




Quote: How often misused words generate misleading thoughts.


–Herbert Spencer





The point is that the snail darter story also shows how science, politics and business are entwined. And to become a businessperson you must be competent in all three arenas.


But we digress – what do the snail darter and ‘do-gooders’ have to do with Golden Flake. And the supply of potatoes?


The European Union wants to ban 50 chemicals used on crops because of their potential hazard to human health. Notice the key word here “potential” – one man’s potential is another man’s ‘you got to be kidding’.


Critics say pesticides contain ingredients, which have, in high doses, been linked to cancer and other conditions. Again, note the magic phrase “in high doses”. This is a phrase that many do-gooders use, without defining what a “high dose” is. This is important because to be successful in business you have to carefully study how your opposition frames an argument and you have to be aware of ‘vague’ phrases that they use.


Also note that while saying, “pesticides contain certain ingredients”, no one has clearly defined the ingredients.


These phrases are ‘weasel phrases’ and really say nothing. What is ‘a high dosage’? Drinking a quart of pesticides a day?


No one knows, as your opponents never clearly define the term, but they know that if you throw the word cancer into a sentence, people will focus on the word cancer and ignore the weasel phrase ‘high dosage’ that precedes it.


Heck, a high dosage of anything will kill you. A ‘high dosage’ of water is called drowning.


Quickly back to weasel phrases, which like the phrase ‘high dosage’ are vague, but powerful enough to stir up public sentiment against your product or service.


Another commonly used ‘weasel phrase’ is “a growing body of evidence shows that…” Really, a “growing body of evidence”? To paraphrase that old Wendy catch-phrase –“show me the beef” – please don’t say a “growing body of evidence”, just ‘show me the data’.


Of course, if you have no data, it is much easier to say, “A growing body of evidence”, “Clearly…”, “There is evidence that” or “Studies show…”


Note that in these vague phrases, no one is showing you the data.


Back to the main event




Quote: Government in the US today is a senior partner in every business in the country.


–Norman Cousins





Back to the main event of this chapter, the value of raw materials, which in Golden Flake’s case are potatoes. What else can limit the supply of potatoes?


Think government regulations. Playing upon unnecessary fears and playing to a population, who has little scientific literacy, the government can pass regulations which can cause potatoes to be in limited supply.


For instance, as mentioned, the EU is trying to ban certain pesticides “which in high dosages might possibly…” Now banning these pesticides sounds good in theory, but can cause a drastic drop in the supply of potatoes.


Pests already, despite the use of pesticides, destroy 20–40% of all the food cultivated in Europe every year. European farmers predict that if you ban certain pesticides you could lose 60% of the potato crop.


All because of a cancer scare with no evidence to back it up.


Oh Yes – A Small Storage Challenge




Quote: Simple solutions seldom are. It takes a very unusual mind to undertake analysis of the obvious.


–Alfred North Whitehead





So far, we have discussed only a few of the things which can happen to potatoes and why, even in our advanced economy, we can’t take any raw material, even a potato, for granted.


Now if Farmer Brown grows a thousand acres of potatoes, that really does not help Golden Flake unless Farmer Brown grows what is known as a chipping potato.


Golden Flake wants potatoes with low sugar content. Golden Flake needs potato chips that are well, golden. Hence the name. And no one will buy burned potato chips. When you fry a potato slice, the sugars in the potato are what make the chip turn brown. Too much sugar and you are looking at chips that are burned.


Golden Flake can’t have that, so they buy special chipping potatoes which have less than 3% sugar in them. The low sugar content means that that the potatoes won’t burn when being fried and it also means they won’t rot in storage. Too much sugar causes potatoes to rot quickly.


Which, of course, leads us to one more thing that can destroy potatoes before Golden Flake can even buy them. Potatoes have to be stored before the farmer takes them to Golden Flake and Golden Flake has to store them before they cook the potatoes.


Come on, how complicated can it be to store potatoes. Actually, storing potatoes is a relativity new science.


In the 1930s, potatoes were stored in underground root cellars that were highly susceptible to condensation that damaged the crop. Farmers knew that this problem could be resolved by ventilation, but – whoops – ventilation caused the potatoes to shrink. It actually took significant state and federal research to design above-ground storage warehouses that actually protected potatoes in storage.


Well, as you have realized by now, nothing in business is easy, even storing potatoes for Golden Flake chips.


You just can’t throw the potatoes in a storage shed, like the one you have behind your house. They would mold and rot and do all kinds of nasty things, making it impossible to make chips out of them.


The potatoes are stored in specially designed warehouses where the temperature, relative humidity, oxygen and carbon dioxide are monitored and controlled to specific conditions, depending on the chipping variety, to maximize the storage life span of the potatoes. In short, the potatoes are not unlike fine art, which is protected in art museums by precise climate control.


As I mention, unlike the shed out back, potato storage areas use the latest technologies to minimize sugar content. Remember, too much sugar and the potato rots.


The farmers and then Golden Flake must store the spuds in a warehouse which has a temperature ranging from 48–52°F (8.9–11.1°C) and is controlled to permit approximately 18 to 21 cubic feet per minute (cam) of air per ton of potatoes. The relative humidity is maintained at 90 to 95% to reduce shrinkage, pressure bruising, and loss of tuber texture.


Wow, are you impressed? All of that just to store potatoes.


The point is, if the potato crop survives the growing season and is not destroyed by natural disasters, then the potatoes must survive storage and transportation in specially refrigerated trucks and then storage again.


Finally!


Freezes, floods, tariffs, increased cost of fertilizers, housing developments, more corn, fewer potatoes, banning pesticides, heck what else could happen to your cost of raw materials? After all they are just potatoes and it can’t be that tough to buy them at a decent level so you can still sell your potato chips for two bucks a bag.


The Real World of Golden Flake: The executives share their knowledge Tracking raw materials


Everything is connected.


We can tell you the weather forecast in Brazil which is important because of commodities.


South American commodity prices have an influence on


North American commodity prices. Argentina had an excellent soybean and corn bean crop down there this year and the federal government down there decided they were going to go ahead and tax soybean and corn farmers. They were going to tax the farmers more if they were going to export the crops, because the government wanted to keep the prices low at home.


So the farmers said, “Fine we will just keep everything on the farm,” and they wouldn’t sell any corn or soybeans. Finally the government relented, but for a period of six to eight weeks, while the farmers withheld corn and soybeans, it really put pressure on the North American commodity market and the prices went up.


We know pork bellies, corn, wheat, potatoes, all of the world markets; commodity markets are no longer just domestic. The last 25 years it is much more global. We know when China buys. If they buy a lot of corn, the corn prices jump.


We have to have corn, so we have to take a more conservative approach to that. We try to have contracts with certain farmers that are not affected by global markets.


–David Jones


Acts of God or Hedging your bets


Our most volatile commodity is potatoes because there are no old potatoes.


There are certain times of years what is being grown in South Florida is it. And you don’t want flood, freeze, hurricanes. If a crop in South Florida gets wiped out – what do you do?


And we did have a bad spring in Missouri with the flooding and an early frost; first time in a long time, there was a period of two weeks, where there were no potatoes.


There is an act of God clause in that these farmers do not have to supply potatoes. If they can’t produce potatoes, where are they going to find them to supply us?


But that is why we are a snack food company and not a potato chip company. We have decreased our dependence on potato chips, even though they are still 45 to 50% of the business. In those time periods where you have few potatoes, you push the other items heavier and choose select sizes and flavors of potato chips and put them out there.


You make do for a while because you just can’t just ignore your customers. You can’t say, “Oh I am sorry, for the next three weeks we not going to have this at all.” But it does become difficult, but that is part of what we do.


–Mark McCutcheon


One potato, two potato, three potato, four…


Everybody else’s business always looks easy. I say, “You have to do it.”


Then it is not as easy as you think it is.


People say, “Potato chips. My goodness. You don’t hardly put anything in the bag and charge me so much for it.”


What they don’t see is that 80% of the potato went up the stack in the form of steam. About 25% of the weight in the bag came from the potato. A potato is 75% water.


We have to take potatoes grown by different farmers in different states and different soils and different climate conditions, different moistures, and take these numerous different characteristics and make a potato chip so that the consumer does not know where it came from.


You have to do it winter, spring, summer, fall, all the time. You expect the same outstanding white, no brown, tasty, crispy wonderful product. And that is the goal of Golden Flake: take potatoes from Florida or North Dakota or Canada or wherever, and make the same potato chip when the potatoes are not exactly the same.


You have to have faith in God tremendously when you are a farmer or in the snack food business where you are using all agricultural products. You cannot control the climate and obviously we are affected by it. Some years, the weather is terrific and the crops are terrific. Some years the crops get damaged in one area and it gets carried over to all the rest of the areas.


For example, a bad Florida crop in the springtime typically puts pressure on the source of the potatoes we use and that pressure continues, even if there are good crops along the way, ’cause you have gotten behind.


And varieties. You have to keep breeding varieties. The government has a hand in this, through the USDA; you have to keep researching breeding varieties that will grow in different soils and are free of defects and bugs and wilts and all the things that cause potato crops to fail. And you have to keep finding varieties that will produce a yield that a farmer can make a living out of.


Another thing that people in our industry have to worry about, where is the potato grown? With fuel, energy costs so high these days, it costs a tremendous amount to move raw potatoes from the field to where they are processed.


If you could grow them next door all year, it would be wonderful, but you can’t. Actually Golden Flake buys potatoes all the way from Florida to Canada. We used to buy some Arizona potatoes, but it’s a long way from Arizona. The freight just got to be atrocious.


And you want the right potatoes. You want a round white potato with shallow eyes so you can have a good smooth potato to peel, but you have to have potatoes with a low sugar content, because sugars cook brown. That’s why people think you burn the chips, but they had hot sugar in them and no they are not burned, the sugar just cooks brown – so a high concentration of sugar in the potato causes you to have brown chips. So to eliminate the sugar, you want starchy potatoes which cook white.


When we buy potatoes we work through a broker, an agent – call them what you want to – they work on our behalf, they aren’t just going out, working on their own, buying from the farmer and selling to us. We are very involved with the farmers, we know the farmers. I have met farmers all throughout the states. I used to buy potatoes; that was one of my first jobs at Golden Flake.


–Wayne Pate


Buying potatoes


We deal with Jack Rubin and Son. Jack is dead, son is in his 80s, they have been handling our potato needs for many, many years. I suspect 50, 60 years. They contract on our behalf with growers. We have a say in who they contract with.


We know the growers and we just don’t depend on the Rubins. We go visit the growers, they know who we are. They know what we expect them to ship to us and they know when we say that their potato doesn’t meet quality specs, they know we are not trying to mess them up. We give them straight answers.


We contract directly with growers for specific varieties. We specify that we want so many hundred weights of a specific variety which we know the farmer will grow for us.


A grower knows how much it costs him to produce potatoes. He expects to make a certain yield on his acres and he has to base his contract terms on that.


And we know what we can sell a bag of chips for, so we can agree with the grower on a set contract price.


We stay away from the commodity market because in the commodity market prices go up and down, prices can change daily.


We can’t play that game. We can’t change price very often on potato chips. It is difficult because you have your preprinted bags and all of that. With the printed price on the bag, we have to stabilize prices.


So we have to deal with growers directly and they know they can sell what they produce to Golden Flake at a fair price.


–Wayne Pate


How relationships pay off


There have been years where there have been shortages of potatoes, and that is why we know the farmers. We build a good relationship with our growers. Golden Flake has always tried to be a great company to work for, to deal with from a customer or a supplier perspective.


We are nice to all of them and dependable. We do what we say. You work on that relationship with growers, so they know we are not trying to cheat them. They know that we will work with them to use their potatoes.


So because of that good relationship, some years when the crops have been very short, and dishonest growers would be tempted to go out and harvest their crops and sell at a much higher price than the contract, our growers don’t.


The relationship is critical; of course they know that we will be there good years, bad years. So we have been able, by and large, for our growers to dig for us, honor our contracts and supply whatever potatoes they have.


We always have an Act of God clause in those contacts. In other words, through an Act of God, weather and the crop not being produced in the amount expected, he is not obliged to sell us what he could not produce.


Because of these relationships, there are very few times that we have been out of potatoes. There have been a few times when we have stopped production or cut back on certain items for a short period of time because you can’t make a potato chip out of a thought.


Sometimes we have gone as far as Canada to buy potatoes, but we don’t normally contract in those areas; but we have had to when the potato supplies in our regular areas have been short. I have walked around potato farms in New Brunswick.


Basically our potato supplies come from Tampa Bay, Florida. The main Florida potato growing area is around Hastings by the Saint John River; we used to use about 20 million pounds of Florida potatoes. We started in late March or April or May, then we moved up to Alabama.


We use very few Alabama potatoes now. They have problems in the soil, and diseases and that type of thing, so we started buying Missouri and North Carolina potatoes, so typically we buy in June and July – Missouri and North Carolina potatoes.


Then we move up to Wisconsin and Minnesota and North Dakota and Michigan. And we buy some from Indiana.


Typically we will go as far north as above Grand Forks, North Dakota. Probably fifty, sixty miles north of Grand Forks in the Red River Valley of North Dakota.
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