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Executive Summary

Controller Alan L. Butkovitz launched the Anchor Procurement Initiative in January 2014 with
the release of “Survey of the Current and Potential Impact of Local Procurement by Philadelphia Anchor
Institutions.” The 2014 report drew upon publicly available data supplemented by surveys of
procurement officers at the City’s major higher education and healthcare institutions (“Eds-and-Meds
anchors”). It identified $5.3 billion in non-payroll spending, in very general categories. A $14 billion
sector supporting over 100,000 employees and over 100,000 students and visitors, Philadelphia’s Eds-
and-Meds anchors procure a wide variety of goods and services. While many if not most services are
procured from local vendors, the January 2014 report estimated that about $1.14 billion in commodities
are procured from sources outside the City. This means that the anchors are exporting a substantial
proportion of their procurement dollars, and thus are probably not maximizing their economic impact
on Philadelphia. The current report drills down into actual purchasing data to identify promising
opportunities for procurement from local manufacturers.

Since the release of the January 2014 report, the Controller’s Office has deepened its
engagement with the City’s largest Eds-and-Meds anchor institutions. Thanks to excellent cooperation
from the major institutions, which provided nearly $3 billion in fine-grained procurement data, the
Controller’s Office is now prepared to offer a much more detailed and specific analysis of the anchors’
supply chains — what sorts of things are purchased in large quantities across institutions and where they
are bought. Using this ‘demand’ data in conjunction with the ‘supply’ data produced in 2013 by the
Mayor’s Manufacturing Task Force, the current report provides an analysis of the gap between what the
anchors demand and what the local economy currently supplies. The Controller’s office has identified
over half a billion dollars in promising growth opportunities in 13 manufacturing sub-sectors. Those
with the most potential are surgical appliances, medical supplies, HVAC equipment, and office supplies,
representing $531 million in annual spending; currently only $102 million (19%) is local.

The present report can inform a roadmap to developing clusters of economic activity driven by
demand from the City’s largest institutions. By leveraging existing local demand, the Controller believes
that Philadelphia-based manufacturers can grow to serve regional and even national supply chains.
Where manufacturing capacity is lacking, this report points to the types of enterprises that Philadelphia
might attempt to attract and nurture using its economic development policy tools. This report also
breaks new ground in probing the function of “integrators” like Office Depot and Owens & Minor in the
supply chain of large institutions, and proposes an important role for them in developing a local
procurement program. In the final analysis, the Controller understands that this approach must make
business sense for all involved: it must not be charitable impulses that drive this program, but what
renowned Harvard Business School professor Michael Porter calls “shared value.”

Finally, this report makes concrete recommendations toward following the lead of cities like
Cleveland, Baltimore, Detroit, Newark, and Chicago in devising a plan to implement an anchor-led
procurement strategy. The Controller’s Office has had numerous conversations with partners in the Eds-
and-Meds anchor world, as well as with numerous other institutions and organizations that would form
the nucleus of a support coalition, and all seem willing to get behind this agenda.



Why the Controller undertook this study

Since taking office in 2005 as the City’s fiscal watchdog, Controller Butkovitz has focused on
ways to raise revenues and otherwise improve the City’s fiscal health without raising taxes. He launched
the Anchor Procurement Initiative in 2014 to explore whether Philadelphia’s largest tax-exempt
institutions were maximizing their impact on the local economy. The Controller’s initial report
estimated that Philadelphia’s largest Eds-and-Meds institutions, critical “anchors” of the local economy,
spend over S5 billion on goods and services on an annual basis. The current report builds upon and
refines the initial analysis. Utilizing actual procurement data supplied by the largest anchor institutions,
The Controller’s office has identified hundreds of millions of dollars in potential opportunities to expand
local production and distribution to meet demand from these institutions. This report is envisioned as a
touchstone for a citywide strategy that will bring together the major institutions and others in a shared
commitment to organize the demand side with an eye toward localization. While potential
opportunities exist in many sectors of the local economy, this report focuses primarily on manufacturing
opportunities.

Several individual Philadelphia institutions have already demonstrated commitment to local
purchasing, and have developed basic structures for group purchasing. In cities like Cleveland, Detroit,
Baltimore, Newark, and Chicago, however, the anchors are working together to leverage their combined
purchasing power to create new businesses and expand existing ones. This report recommends the
creation of a new entity in Philadelphia, along the lines of Chicago Anchors for a Strong Economy (CASE)
or Evergreen in Cleveland, that will facilitate coordination and link existing businesses to a purchasing
program; further, this entity should be charged with helping develop and grow local businesses that can
meet demand. There is much upside and virtually no downside to this initiative.

Findings

e The Controller’s Office analyzed $3 billion of procurement data from five of Philadelphia’s
largest anchor institutions and determined that approximately $800 million (27%) is spent
annually with Philadelphia-based vendors.

e The institutions bought about $860 million in manufactured goods, of which $136 million
(15.8%) was procured locally.

e The analysis suggests more than $530 million in total promising opportunity for increasing
manufacturing output. The top sectors are summarized in the chart below:



Annual Growth

Local . Total
potential . *
impact

(+25%)

Commodity Category Spend

(V)
(mil ) Spend %

Surgical Appliances and Supplies $300 S27 9% $68 $186
Medical Equipment and Supplies $146 $S69 47% $19 $53
HVAC & Commercial Refrigeration S34 S2 6% S8 S21
Manuf & Repro of Magnetic Media S18 SO 2% S4 S12
Office Supplies Excl Paper Products $13 S3 20% S3 S7
Sporting & Athletic Goods S7 S1 9% S2 S4
Scales and Balances S8 SO 1% S2 S5
Printing S5 S1 15% S1 S3
TOTAL PROMISING OPPORTUNITY $531 $102 19% $107 $292

* See Appendix B-2 for multipliers

e If the anchor institutions increased local procurement in these targeted sectors by 25% of what
they are currently ‘importing,” it would generate an additional $107 million in direct economic
impact and $292 million in total impact. Such a shift would create 1,250 direct manufacturing
jobs and an additional 4,000 indirect jobs.

e The Controller’s analysis suggests that many local manufacturers already have the capacity to
supply anchor demand or would need minimal assistance to be competitive; the sectors in
which they operate are already either growing faster or have a larger comparative workforce
relative to the nation.

Recommendations

The Anchor Procurement Initiative aims to encourage Philadelphia’s large, private, not-for-profit
healthcare and higher education institutions to voluntarily spend more of their procurement dollars
locally. It aims to do so by facilitating the coordination of demand among the anchor institutions, as
well as by coordinating supply among vendors and manufacturers in targeted sectors; it also identifies
an important role for supply-chain integrators. The participating institutions have already demonstrated
great commitment to local procurement, as well as a willingness to do more, as possible and where it
makes business sense to do so. But it is outside the general purview of any particular institution to help
organize the demand side, and even less so to organize the supply side. The Controller believes that
local government can and should play a role in facilitating an economic development strategy that
leverages anchor institution demand. The Controller also believes that such a strategy represents
perhaps the best opportunity for the anchor institutions to maximize their local economic impact
through sustainable, deep, market-driven engagement. As such, the Controller recommends:

e Convene all concerned parties. Bring together University leaders and procurement directors
with workforce developers, financial institutions, civic leaders, business groups, and
manufacturers. Hold a one-day conference to share the results of the current study and
produce a commitment to further engagement.



Form a broad coalition to build support and capacity. The coalition should include the anchor
institutions, workforce developers, community development financial institutions, business
groups, and City officials.

Build a permanent organization to drive the work. Following in the footsteps of Chicago
Anchors for a Strong Economy and Cleveland’s Evergreen Cooperatives, each major anchor
institution might make a relatively modest financial commitment that could leverage
philanthropic support for the creation of “Philadelphia Anchors for a Strong Economy” (PHASE).
Facilitate the organization of the demand side. Working with procurement directors at the
anchors, PHASE would help to create an inter-institution collaborative purchasing structure.
Facilitate the organization of the supply side. Working with manufacturers’ organizations such
as the Delaware Valley Industrial Resource Center, the Manufacturers Alliance of Philadelphia,
the Chamber of Commerce, and the Sustainable Business Network, as well as the Mayor’s Office
of Manufacturing, PHASE should perform a deep census of what is produced locally, to serve as
a baseline for development. This could include creating a database and a portal that would
allow procurement officers to readily locate local suppliers.

Invite supply-chain integrators to play an active role. PHASE would work with major wholesale
suppliers such as Office Depot, Owens & Minor, Aramark, Sodexo, Grainger, and Cardinal to
create opportunities for local businesses to gain access to regional and national supply chains.
Create a business development program. Following in the footsteps of CASE, PHASE should
create a program that connects local businesses to opportunities in the anchor sector, and
provides technical and capital assistance to enable them to scale up to earn anchor business.
Such a program could be run by a combination of Philadelphia’s excellent local business schools
in partnership with experienced developers like DVIRC, Interise, and Next Street.

Coordinate business development with workforce development. A common complaint among
local businesses is a lack of qualified workers. PHASE would work to align the City’s major
workforce development providers with the training needs of local manufacturers as they expand
to meet new demand.

Determine a reasonable benchmark and timeframe for increasing local procurement. It is
important to set an initial goal and how this goal can grow in the future

Use the City’s policy tools to create targeted incentives for investment in production for
manufacturers. Among the obstacles to significantly increased localization is the ability of local
manufacturers to compete on price and quality with existing suppliers. While guaranteed
demand will help, the City should provide performance-based financial incentives. These
incentives need to be flexible, grow and adapt to the different stages a firm will go through. The
incentives need to drive investment rather than reduce costs. They must be tied to job creation.
Track input commodities so second tier commodity manufacturers can grow in the future. It is
important to develop the supply chain both vertically as well as horizontally.



SECTION 1 Background

Philadelphia is blessed with a very high concentration of major higher education and healthcare
institutions. More than 30 universities, colleges, and academic medical centers call the City home. They
employ more than 150,000 people and educate over 100,000 students, most of whom reside in the City;
the health centers serve over 170,000 patients annually. In total, the Eds-and-Meds “anchor
institutions” represent about 30% of the City's economy. By definition, anchor institutions are rooted in
Philadelphia. Each has major physical infrastructure built over decades; each considers itself to have a
mission to improve its community, and their largely tax-exempt status derives from their public
purpose. In short, they all have both a moral and an economic stake in the vitality of their local
communities.

The University of Pennsylvania and Drexel University have long been considered national leaders
in investing in their West Philadelphia communities. For many years, Penn and Drexel have devoted
substantial resources to real estate development, cleaning, greening and public safety, supporting
neighborhood-based public education, and creating direct employment opportunities for West
Philadelphia residents. More recently, Drexel has been the driving force in attaining Promise Zone
designation for the challenged Mantua neighborhood in West Philadelphia and has embarked on a deep
process of engagement around community economic development. Temple has made huge strides in
increasing local and diverse hiring on its major construction projects, and is partnering with organized
labor to increase employment opportunities for North Philadelphia residents. Jefferson is recognized in
the area of local food procurement and measures its annual local impact at $130 million. The Children’s
Hospital of Philadelphia has prioritized local procurement in its neighborhood-based projects. In sum,
these efforts add up to a major economic impact on the City, directly and indirectly.!

Despite this laudable work, the economic health of the neighborhoods surrounding many of
these institutions lags the City. Even institutions as large as Penn, Drexel, Temple, CHOP, and Jefferson
have limited direct-employment opportunities for Philadelphians, especially those who lack college
degrees. The long-term solution is, of course, to increase the proportion of Philadelphians in these
neighborhoods with college degrees; in the short and medium-term, though, it makes sense to consider
other ways the economic vitality of the anchors can create jobs. The Controller’s Office has found that a
focused program of localizing procurement can form the core of a feasible citywide development
strategy that leverages already existing circumstances — the fact that the anchor institutions purchase
large amounts of goods and services. Many services are already procured locally, however only a few
manufactured goods are.

A few institutions already privilege local purchasing, albeit mostly individually and without
challenging fundamental supply chain relationships. Penn has long prioritized local spending: about
$100 million of its $1 billion procurement budget is spent in West Philadelphia, and Penn Purchasing

! Philadelphia City Controller, “Survey of the Current and Potential Impact of Local Procurement by Philadelphia Anchor
Institutions,” January 2014 (http://www.philadelphiacontroller.org/publications/Anchorlinstitutions_January2014.pdf). For
impact of higher Ed institutions, see Philadelphia Higher Education Government Relations Officers Group, “The City of
Philadelphia and its Higher Eds: Shared Goals, Shared Missions, Shared Results,” October 2013
(http://www.econsultsolutions.com/?wpdmdI=35740). “What Does the West Philadelphia Promise Zone Mean for Drexel?”
Drexel Now, May 7, 2014 (http://www.drexel.edu/now/archive/2014/May/Promise%20Zone%20Q-and-A/)



Services provides incentives to its purchasing agents to find and utilize local suppliers.? There have been
a few attempts to create new supply-chain relationships that help develop local suppliers. In a well-
publicized case, Penn and Drexel together actively helped develop a local office supply vendor from a
Tier Two diverse subcontractor into a Tier One supplier.®> This case demonstrates an appetite for the
approach advocated in this report. Reaching the next level requires cooperation and coordination across
multiple institutions. It requires sophisticated analysis and it requires leadership.

The Controller’s January 2014 “Survey of the Potential of Anchor Procurement” revealed much
about the economic potential of the anchor sector and how leveraging an increased proportion of its $5
billion procurement spending could benefit Philadelphia’s economy. Thanks to gracious cooperation on
the part of Philadelphia’s largest anchor institutions, in the past year the Controller’s office has collected
and analyzed nearly $3 billion in actual procurement data. The data suggest that approximately 25% of
goods and services are supplied by local vendors. The Controller’s analysis demonstrates that in terms of
manufactured commaodities, local suppliers comprise between 9.4% and 15.8% of total procurement.
Since suppliers are more likely to be distributers than actual producers, this number overstates the
proportion of goods that are manufactured locally. In short, about 5% of the goods the anchors
purchase are manufactured inside the City of Philadelphia. To determine whether it is plausible to
increase the proportion of locally manufactured products in the anchors’ supply chains, this report has
taken a sectoral approach to the data, using 4, 5, and 6-digit NAICS codes to attempt to match anchor
demand with local manufacturing output, both actual and potential.

Thus the analysis in this report begins by compiling the anchor procurement data and
categorizing it by manufacturing sector. The report identifies the specific commodities that are most
commonly purchased by Philadelphia’s anchor institutions, and match this information with the current
output of the local manufacturing sector. Mapping supply and demand in this manner generates a
market analysis that elucidates the existing gaps which might be filled with an intentional combination
of relatively minor changes in the anchor institutions’ supply chains and the application of policy tools.

In short, the report has identified potentialities: Specific sectors in which it seems plausible that
existing local manufacturing capacity could be developed to meet existing anchor demand, and where
anchor demand could in turn, help to grow particular manufacturing sectors so that they might become
exporters to broader markets. Some economists have called this approach a local version of import
substitution industrialization (ISI) — using local demand to spur deeper economic development by
increasing the export of tradable commodities.”

There are numerous reasons why there are currently gaps between anchor demand and the
local economy’s ability to provide supply. These include information asymmetry, where supplier and
purchaser are unaware of each other’s needs and capacities, margins that are too small or need for
capital investment too large that a particular commodity is not manufactured in the City, lack of an
appropriately skilled workforce, well-worn supply chains that aren’t oriented toward local procurement,
and so on. Thus there is a wide spectrum of opportunity for development, from connecting existing
supply and demand on the one hand to the creation of entirely new local industries on the other. This

% Rita Axelroth and Steve Dubb, The Road Half Traveled, University Engagement at a Crossroads, 2010.

3 Athena Merritt, “Big Deal, Small Firm,” Philadelphia Business Journal, Apr 21, 2008; interview with Todd Rose, Sept 23, 2014
* See Joseph Persky, David Ranney and Wim Wiewel, “Import Substitution and Local Economic Development,”

Economic Development Quarterly, 1993, vol. 7, issue 1, pp. 18-29.



report will also focus on the role of a heretofore under-studied aspect of institutional procurement,
namely that of the large supply-chain integrators like Office Depot and Owens & Minor.

SECTION 2 Spending by Philadelphia’s Anchor Institutions

The Controller’s Office asked each of Philadelphia’s largest anchor institutions to provide a
recent and typical year’s worth of procurement data enumerating their most frequently purchased
commodities and the billing zip code for the supplier of each commodity. Philadelphia’s 5 largest
institutions — comprising 4 higher education institutions and 4 health systems — supplied usable data.’ It
became clear rather quickly that despite differences in data systems, the major institutions operate
more similarly than differently. The data provided by these institutions amounts just over $3 billion in
procurement spending, of which $798.1 million (27%) was identified as local.®

For purposes of analysis, the data has been divided into 3 general categories: Construction-
related expenditures, Healthcare-related expenditures, and Other expenditures. A summary of the data
is found below.

Construction-Related Expenditure Summary

The largest category of anchor spending is in Construction and Construction-related
expenditures. It accounted for $1.13 billion of the $3 billion, and the data indicate that $420.8 million
(37.3%) was spent locally.

Drilling down further, construction-related categories with the highest proportion of local
spending are electrical equipment, furniture, and general construction. Local spending in these
categories ranges from 35% to 50%. Included under general construction are materials such as wood,
steel, cement, finishing, and paint. Because of their size, the anchors account for a sizeable percentage
of the Philadelphia market’s overall demand for these commodities. In 2011, the entire Philadelphia
market was $4.3 billion in electric commodities and $588 million in furniture; in both categories,
spending by the anchors is equal to approximately 5% of aggregate City demand.’

Among construction-related expenses, the subcategory demonstrating the smallest proportion
of local spending is Heating Ventilation Air Conditioning (HVAC) equipment: with $58.7 million in total
spending, just $3.6 million (6.1%) was procured locally. There is a substantial local market for HVAC
equipment: overall demand in the City for Heating, Air Conditioning, Refrigeration and Ventilation

> Data was received from The Children’s Hospital of Philadelphia, Drexel University, Temple University and Temple Hospital,
Thomas Jefferson University and Health Systems, University of Pennsylvania and Penn Health Systems.

®The January 2014 report examined 34 Philadelphia Eds-and-Meds anchor institutions. The sample used in this report,
comprised of the 5 largest anchor institutions, is both representative and constitutes the vast majority of procurement in the
Eds-and-Meds space in the City. All claims are based only upon the commodity data provided by our sample institutions. It is
possible that procurement patterns among the smaller institutions are significantly different. Because some institutions
provide more complete data than others, some extrapolation was necessary to derive comparable data. See the Appendix for
details regarding the projection method.

”In terms of procurement, the local spend number is likely lower because the majority of reported construction spending is
accounted for by contract, not specific items.



equaled $645 million in 2011.% Thus, demand from the sample anchors constituted 9.1% of the City’s
overall market in this subcategory.

Healthcare Expenditure Summary

Table 1 Anchor Construction Spending

Estimated Total Spend | Estimated Local Spend ‘ Local Spend %

Furniture $22,023,540 $10,649,163 48.4%
HVAC $58,658,804 $3,561,664 6.1%
General Construction $573,256,494 $238,619,410 41.6%
Misc Facility Products $327,068,008 $110,488,587 36.5%
Electrical $108,050,924 $38,324,062 35.4%
Telecommunications $37,525,391 $10,197,772 27.2%
Total $1,126,583,162 $420,840,658 37.4%

down into four primary health-care procurement subcategories: pharmaceuticals, medical equipment,
laboratory equipment and chemical subjects. Across the seven institutions examined, healthcare

Healthcare commodities comprise the next largest category of anchor spending. The data broke

commodities account for $950.5 million in overall spending, $154.9 million (16.3%) of which is procured

locally.

the reported institutional spending, $133.8 million (24.2%) of which was local. This subcategory
includes such patient care supplies as adhesives and bandaging, as well as specific medical machinery
and instruments. Since medical equipment procurement is often left to individual doctors, there is a

Medical equipment is the largest subcategory within healthcare accounting for $552.1 million of

wide array of brands that the suppliers offer.

Laboratory supplies are the next largest commodity within the healthcare category, accounting

for $144.1 million of the overall spend, with $8.7 million (6.0%) local spend. Laboratory supplies include

glass products, observatory instruments, and related equipment. The chemical subjects and gases
subcategory includes biochemical compounds, reagents, oxygen, specialty gases, and the associated
research costs. This subcategory amounts to $56.7 million with $4.5 million (8.0%) spent locally.

Table 2 Anchor Healthcare Commodity Spending

Estimated Total Spend

Estimated Local Spend

Local Spend %

Laboratory $144,137,918 $8,662,298 6.0%
Medical $552,115,778 $133,815,331 24.2%
Pharmaceuticals $197,489,368 $7,832,914 4.0%
Chemicals and Gases $56,733,702 $4,543,109 8.0%
Total $950,476,767 $154,853,652 16.3%

8 Manufacturing Task Force “Manufacturing Growth Strategy for Philadelphia,” December 2013

(http://www.manufacturingonline.org/resources/FULL%20REPORT%20Manufacturing%20Growth%20Strategy%20FINAL.pdf)
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Other Expenditure Summaries

Office Supplies

Spending in the general office subcategory is $82.4 million with $19.8 million (24%) spent
locally. It should be noted that commodities that would generally belong under this subcategory
(writing utensils, storage supplies, tapes & adhesives, etc) are regularly accounted for under other
subcategories because the purchases are not carried out by a centralized procurement department —
they are purchased separately by specific departments. That being noted, it is likely that the data
underestimates the demand for these commaodities.

Paper Products and Printing

Across the institutions studied herein, spending for paper products amounts to $5.2 million,
with a $1.6 million (31.1%) local spend. Paper products are pervasive in nearly every industry and are in
heavy demand. In 2011, the Philadelphia market for paper products was $3.9 billion. That amounts to
0.13% of the total Philadelphia market. These figures probably underestimate actual spending, since
paper product costs are also likely to fall under more general purchasing categories such as
administrative services or general supplies. The robust citywide demand for paper products speaks to
the manufacturing opportunity.

Paper production has a strong relation to the printing industry. In 2011, the Philadelphia market
for printing-related services was over $1.5 billion. The institutions spent $21.2 million with
approximately $5.1 million (23.2%) spent locally. Total spending across the sample institutions represent
1.4% of aggregate demand.

Cleaning Products and Supplies

Anchor spending on Cleaning, Housekeeping, and Custodial Services was $14.1 million, $1.7
million (12%) of which was procured from local vendors. Approximately 40% of the total amount is
likely manufactured goods — the rest of the spending was reported under a general “housekeeping
costs” label. Like many other commodities mentioned in this report, there is broad demand for cleaning
products beyond the anchor institutions.

City contract spending displayed significant spending in snow removal products. Although there
are no snow removal costs specified by the institutions, it’s certainly a commodity that the Universities
have to purchase and may be beneficial to look into further.

Food-Related

The Anchor Institutions spent $32.5 million on food-related procurement, $18.7 million of which
was spent locally. However, more than half of this amount is attributed to “catering services,” implying
a service contract. Large food service companies such as Sodexho and Aramark, and regional firms like
Bon Appétit have explicit commitments to buying local; the “buy local” food movement is broad and
growing, and obviously, demand for food products is huge beyond the anchor sector, suggesting that
larger-scale urban agriculture spurred by anchor demand could be a promising manufacturing
opportunity. The institutional food service supply chain is also reasonably consolidated, and thus
conducive to scaling. In addition to food, food service contractors and institutions also purchase kitchen
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products and vending machines; together these comprise approximately $3 million in spending across
institutions.

Computer Technology

The overall annual Information Technology — hardware, software, etc - spend amounts to $182.6
million with $ 9.9 million spent locally. Institutional hardware and software purchases make up the bulk
of this spending, and they are generally bound in contract agreements, but there is potential
opportunity regarding the manufacturing of such commaodities, specifically magnetic software products,
and basic hardware such as keyboards or speakers.

Sports Recreation

Anchor Institutions spent $16.8 million on Sports Recreation equipment in 2011, of which $1.5
million (9.1%) was locally procured. Potential commodities of interest include athletic apparel and
workout equipment. The citywide market for Sports and Athletic products was $409 million in 2011.
Our sample would thus constitute about 4.1% of total city demand.’

Miscellaneous Residual Commodities

Unfortunately, a substantial proportion of the data, roughly 23%, did not fit neatly into one of
the 17 commodity categories. Of the ‘residual’ $630.6 million in spending, $169.1 million (26.8%) is

” u

procured locally. The majority of the residual is denoted as “purchased services,” “general expenses,” or

“subcontract services.” The Controller’s Office is hoping to work with the institutions to drill down into
these generic categories in the future.

Table 3 Other Anchor Spending

‘ Total Spend Local Spend Local Spend %

Paper $5,182,143 $1,612,952 31.1%
General Office $113,564,122 $19,834,664 24.1%
Cleaning Supplies | $14,067,191 $1,691,769 12%
Food-related $32,461,823 $18,703,889 57.6%
Technology $182,560,176 $9,960,878 5.4%
Sports & Rec $16,807,372 $1,533,606 9.1%
Uncategorized $630,645,952 | $169,105,360 26.8%
Total $964,155,703 | $224,443,117 23.1%

In sum, the categories that account for the most spending by anchor institutions are
construction services (5573 million), medical supplies (5552 million), facility-related spending (5327
million), pharmaceuticals (5197 million), technology ($183 million), laboratory spending (5114 million),
general office spending (5114 million) and electrical services (5108 million). In three categories, anchors
spend more than 40% locally — Food-related, Furniture and Construction Services. In six categories,

o Only two institutions reported sports recreation spending. An estimate was made based on averages and extrapolated from
that point
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anchors spend less than 10% locally — HVAC, Laboratory, Pharmaceuticals, Chemicals, Sports &
Recreation Equipment, and Computer Technology. These numbers can cut both ways: there may be
room for growth in those categories that are already well-represented locally, and in some cases, less
room in those categories that are poorly represented in the local economy. Understanding more
precisely the growth opportunities requires an analysis of the city’s manufacturing and supply sector.

These numbers paint a rough picture of the ‘demand’ side of anchor procurement. The next
section will examine the manufacturing sectors in Philadelphia that are best suited to fill anchor
institutions’ demand. A large institution rarely buys a commodity directly from a manufacturer. The
institutional supply chain is complex, controlled by a relatively small number of large ‘integrators.’
Understanding how a local manufacturer enters the supply chain is critical, thus this will comprise the
final section of the report.

SECTION 3 The Supply Side: What Philadelphia Makes

Philadelphia has historically had and continues to have a diverse manufacturing base. It
produces both secondary commodities, sold to distributors or to the final user, as well as primary
commodities, sold to other manufacturers. These commaodities include petrochemicals, freighters,
confectionaries and furniture. These manufactures sell products all over the world.

In December 2013, the Mayor’s Manufacturing Task Force (MTF) issued “Manufacturing Growth
Strategies for Philadelphia,” a report aimed at understanding the nature of manufacturing in
contemporary Philadelphia. The MTF report provides an invaluable set of foundational knowledge
about what is currently manufactured in Philadelphia. The report produced four statistics that are
useful for the gap analysis and market mapping: SDR, RPC, growth sectors, and sectors that have a
location quotient larger than 1.0.° The Supply-Demand Ratio (SDR) measures the proportion of what is
produced in the City for local consumption; it is the total supply available in the region in a given sector
divided by the total demand in the region for that sector’s output. A low SDR indicates there is more
local demand than local supply. The Regional Purchase Coefficient (RPC) measures the share of demand
for an input by all users in a region that is purchased from producers in the region. An RPC of 10%
means companies in the region requiring it as an input purchase only 10% of their demand from
producers in the region. The MTF looked at a sector’s growth relative to the national economy, as well
as the relative size of the workforce in that sector, captured by the Location Quotient (LQ); an LQ
greater than 1.0 means there is a larger percentage of people working in a sector in Philadelphia relative
to the rest of the country.

These statistics facilitate the grouping of sectors into clusters and permit analysis of which
sectors are growing, and which are unique to the city, as well as where the greatest opportunity exists
for well-established sectors to potentially compete on a national level. The MTF report also provides an
approach to calculating the employment impact of 100 new jobs in a sector on the local economy, as
well as the multiplier effect of how much new sales increase total output. The MTF report enumerated
the top ten sectors that have an LQ above 1.0 and are growing faster locally than nationally.

19 A Location Quotient larger than 1.0 means there is a larger percentage of people working in a particular sector in Philadelphia
relative to the country.

13



In this section eight of the commodity categories described above will be investigated: HVAC
products, Electrical Equipment, Furniture, Facility Commodities, Medical Equipment, Laboratory
Equipment, Paper Products, and Office Supplies.!! These broad commodity categories are represented
by thirteen 4-digit NAICS codes. These 13 sectors are still relatively general and include some sub-
sectors that do not derive much demand from Eds-and-Meds anchor institutions; however the vast
majority of these sectors manufacture commodities that all anchor institutions purchase. These 13
sectors also constitute a large proportion of the total manufacturing sector in Philadelphia, with 250
firms employing 4,636 people, with an average yearly wage of nearly $55,000. Within the City limits
there are roughly 750 manufacturing firms with 23,000 employees, at an average wage of nearly
$59,000; the 13 sectors discussed represent one-third of all firms and 20% of all manufacturing
employees.™

Within these 13 sectors there are 51 sub-sectors, of which 41 contain firms that manufacture
commodities that are purchased by anchor institutions.”* These 41 sub-sectors represent 15% of all the
manufacturing sub-sectors defined by NAICS. The sub-sectors vary greatly in terms of scale, capacity of
firms, and proportion of business done locally. In 28 of these sub-sectors, more than 50% of local supply
is consumed by local demand; of these, 11 sub-sectors have a SDR over 100%. This implies there is more
supply in the region than demand. However, there are only two sub-sectors with a Regional Purchase
Coefficient greater than 50%. This implies a majority of what is being purchased in the city is not being
made here in the city. Put another way, there could be large potential for expanding capacity to fulfill
large amounts of local demand with high quality local supply.

" These sectors are identified by codes assigned by the North American Industry Classification System, the standard used by
Federal statistical agencies in classifying business establishments for the purpose of collecting, analyzing, and publishing
statistical data related to the U.S. business economy. The NAICS codes in question are: 3221 Pulp, Paper, Paper Mills; 3222
Converted Paper Product; 3231 Printing and Related Support; 3256 Soap and Cleaning Supplies; 3272 Glass & Glass Products;
3333 Commercial and Service Industry Machinery; 3334 HVAC and Commercial Refrigeration Equipment; 3345 Electronic
Instruments; 3351 Electric Lighting Equipment; 3371 Household and Institutional Furniture; 3372 Office Furniture & Fixtures;
3391 Medical Equipment & Supplies; 3399 Other Miscellaneous Manufacturing.

12 “Manufacturing Growth Strategy for Philadelphia.”

3 There are 51 5- and 6-digit NAICS codes within these 13 sectors
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Table 4 Commodity Sub-Sectors with Supply/Demand Ratio > 50%

. Gross Net
Commodity . .
Commodity Description Output commodity RPC Commodity
(In Millions) Demr'c\ered Supply
(In Millions) (In Millions)
32223 Stationery product $152.8 $147 100.0% | 30.7% $155.3
322291 Sanitary paper product $906.7 $389 100.0% | 33.3% $495.7
32312 Support activities for printing $190.4 $140 100.0% | 21.7% $207.9
32562 Toilet preparation $1,894.3 S$771 100.0% | 19.3% $1,460.3
327215 Glass product made of purchased glass $228.3 $55 100.0% | 19.2% $97.6
333311 Vending, commercial, industrial, and office
Saaa13 machini o $160.3 $113 | 100.0% | 14.8% $134.5
333319 Other. commercial and service industry $552.1 $475 100.0% | 17.1% $572.3
machinery
334514 Totalizing fluid meters and counting devices $110.4 $72 100.0% | 13.5% $114.5
;;221; Software, audio, and video media reproducing $313.3 $124 100.0% | 21.3% $311.3
32221 Paperboard container $1,112.0 $952 100.0% | 59.9% $1,069.6
327213 Glass container $173.0 $92 100.0% | 50.6% $165.0
339114 Dental equipment and supplies $174.6 $144 99.3% | 13.7% $143.1
32311 Printing $1,861.1 $1,406 88.2% | 16.9% $1,240.2
339116 Dental laboratories $77.0 S 88 86.1% | 15.8% $75.8
33512 Lighting fixture $292.5 $299 85.9% | 14.0% $257.3
32561 Soap and cleaning compound $1,088.6 $1,243 85.4% | 17.2% $1,060.8
iiiji; Air purification and ventilation equipment $159.5 $162 78.6% | 9.0% $127.7
327211 Flat glass $71.7 $41 77.7% | 20.2% $31.6
339112 Surgical and medical instrument $836.0 $811 75.1% | 6.8% $609.8
334513 Industrial process variable instruments $640.1 $537 75.1% | 10.7% $403.4
322299 All other converted paper product $69.4 $82 71.4% | 26.0% $58.8
334516 Analytical laboratory instrument $581.8 $365 69.0% | 8.8% $251.4
32212 Paper mills $756.0 $1,478 68.1% | 19.8% $1,005.9
334515 Electricity and signal testing instruments $304.7 $272 66.8% | 6.9% $181.8
333415 Air cgnditior.ﬂng, refrigeration, and warm air $314.5 $386 66.2% | 11.0% $255.4
heating equipment
339113 Surgical appliance and supplies $644.5 $920 60.3% | 10.0% S 554.7
334517 Irradiation apparatus $527.3 $502 51.8% | 9.3% $260.0
339115 Ophthalmic goods $192.5 $313 51.4% 4.6% $160.9

Besides those sub-sectors with SDRs above 50%, there are 13 which are below 50%. However all

but three of these sub-sectors have an SDR greater than 10%, which means their output is at least 10%

of local demand. None of these sub-sectors have an RPC greater than 19% and almost all are under

10%. This means there is a high local demand for what these sub-sectors produce; but it also means

that it is not being produced at a large enough scale to fulfill the existing demand.
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Table 5 Commodity Sub-Sectors with Supply/Demand Ratio < 50%

. Gross Net

Commodity . .
Commodity Description Output commodity RPC Commodity

(In Millions) derr'1a.nd SUPPIY
(In Millions) (In Millions)

334518 Watch, clock, and other measuring and controllin

e1s | dovice & 8 $243.9 $247 | 49.5% | 6.4% $122.1
33994 Office supplies (except paper) $46.9 $115 | 44.5% | 6.6% $51.0
334510 Electromedical and electrotherapeutic apparatus $195.3 $341 | 43.7% | 18.7% $149.1
333414 Heating equipment (except warm air furnaces) $35.5 $97 | 38.2% | 10.1% $36.9
334512 Automatic environmental control $31.3 $63 | 37.9% | 3.6% $23.8
32213 Paperboard Mills $207.3 $438 | 34.9% | 13.8% $153.1
333314 Optical instrument and lens $111.6 $108 | 22.8% 1.6% $24.6
333315 Photographic and photocopying equipment $0.9 $39 | 22.4% | 0.4% $8.7
33992 Sporting and athletic goods $80.6 S$409 | 19.4% | 2.8% $79.3
i;;i;: Metal and other household furniture (exc wood) $27.9 $145 | 12.0% | 3.1% $17.5
337127 Institutional furniture $21.2 $217 8.0% 0.9% $17.4
33511 Electric lamp bulb and part $2.3 S84 2.2% 2.2% $1.9
334613 Magnetic and optical recording media S - $51 0.0% | 0.0% S-

Most of the sectors in Philadelphia that supply the commodities demanded by anchor
institutions are either growing faster or have a larger comparative workforce than the rest of the nation.
Household & Furniture (NAICS 3372) and Medical Equipment & Supplies (3391) are both growing faster
and have larger comparative employment numbers than the rest of the nation. Glass & Glass Products
(3272) and Commercial & Service Industry Machinery (3333) are growing faster than the national
average, but have a smaller comparative workforce in Philadelphia. Four subsectors display the converse
characteristics: not growing as fast as the national average, but with a larger comparative local
workforce; these are Printing & Related Support (3231), Soap, Cleaning Compound & Toiletry (3256),
Electronic Lighting (3351) and Other Miscellaneous (3399). Three subsectors lag behind the nation in
terms of both growth rate and size of workforce — HVAC & Commercial Refrigeration (3334), Electronic
Instruments (3345), and Household & Institutional Furniture (3371).

In short, Philadelphia’s manufacturing economy already comprises most of the sectors and sub-
sectors that produce much of what the anchor institutions purchase; further, these sub-sectors probably
have the capacity to supply or would need minimal expansion to be competitive, and they are either
growing faster or have a larger comparative workforce relative to the nation. These sectors are primed
for growth, and need only an increase in business and investment. They are already a prominent force
in the nine already-existing manufacturing clusters in Philadelphia. Of these, manufacturers that could
potentially be driven by anchor demand comprise a sizable portion of the following: Pharmaceuticals &
Chemicals, Electronics, Machinery & Metal Products, Textiles Clothing & Paper and Non-Metallic
Minerals. These clusters account for 57.4% of the employment and 30% of the real output in the
manufacturing sector. In other words, investment in these sectors would likely spill over into supporting
industries and strengthen the cluster as a whole.

The industries in these sectors have tremendous impact within and outside of their cluster.
They are interrelated and have large employment and output multipliers. Every 100 new jobs in
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manufacturing produces 322 new jobs in other sectors, and overall output increases by 1.64 times for
each additional $1 million in sales.”* There are nine manufacturing sectors of a total of 15 that strong
direct support to the Anchor Institutions. These Nine sectors are above the median in the output per
sales multiplier and all nine sectors have a higher output multiplier than the Citywide manufacturing
average.”

SECTION 4 Bridging Supply and Demand

Following the lead of the Manufacturing Task Force, the Controller’s analysis suggests that
developing a mechanism to bringing the City’s anchor institutions together collaboratively with the
manufacturing sector could create an opportunity for major leverage that could, in turn, create a great
deal of economic growth. For decades, local and state economic development policy has focused
primarily on business attraction or the development of start-ups; while these are important elements of
a growth strategy, Philadelphia has largely missed the opportunity right under our proverbial noses: the
existing demand of our legacy institutions. As the Controller’s Office demonstrated in its work on the
Keystone Opportunity Zone Program, untargeted business attraction and retention program produce
small multiplier effects and generally fail to produce sustained growth.'® The approach advocated in
this report has become common in many so-called “legacy cities,” from Detroit and Cleveland on the
most distressed end, to Baltimore, Pittsburgh, and Chicago on the more developed end. It is important
to note that few cities possess the number, comparative quality, or scale of anchor institutions as
Philadelphia. Utilizing their demand to bolster and grow the manufacturing sector can help shape the
local economy by creating clusters, which in turn have large spillover agglomeration effects. Moreover,
by working with national supply chain integrators, local firms that have heretofore been focused on a
very small market can be induced to scale up to build export capacity and thereby grow exponentially.

Extracted from the institutional procurement data, approximately $860 million worth of
commodity purchases were matched directly with manufacturing NAICS codes."” Of this $860 million,
just $136 million or 16% was procured locally.’® Grouping the commodities into categories by NAICS
codes help to elucidate those sectors upon which local anchor institution demand might have the
greatest impact. It also allows for a direct comparison to what is actually being manufactured in the
city.

At present, the data suggest that Philadelphia’s anchor institutions already procure a majority of
commodities locally in three categories — Food, Electrical Equipment, and Furniture. There has been
considerable research and investment on how to expand local food procurement from anchor
institutions and this is a promising area for investment.’® There are local manufacturers of both
electrical equipment and furniture within Philadelphia. Another possibility for growth is miscellaneous

1 “Manufacturing Growth Strategy for Philadelphia.”

!> See Appendix for Chart of manufacturing sector multipliers
16 Philadelphia City Controller “An Analysis of the Keystone Opportunity Zone Program, 1999-2012,” March 2014
(www.philadelphiacontroller.org/publications/KOZ-Report_March2014.pdf).
17 . . .
See Appendix A-2 for more information
'® These numbers are not projected, and only reflect the institutions that supplied data.
19 E.g., Initiative for a Competitive Inner City (ICIC), “Anchor Institutions and Food Systems,” April 2014
(http://www.icic.org/ee_uploads/publications/ICIC_whatworks_anchors_food.pdf).
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manufacturing, as Table 6 below shows, NAICS code 339 (Miscellaneous Manufacturing) accounts for
$479 million, which is 56% of the total spending. This is because the medical equipment manufacturing
sector, which accounts for $458 million, is captured under NAICS Code 339. This category also includes
Sports Recreation Equipment and Office Supplies, which account for $6.7 million and $13 million in
spending, respectively. The manufacturing subsectors of Machinery, Computer Electronics, and
Chemicals also feature a significant amount of reported spending.

The durable manufactured goods with the most potential for local procurement appear to be
Fabricated Metal, Electrical Equipment, and Furniture; as shown in the Table below, these range from
38% to 48% local. These sectors, along with Paper Products and Miscellaneous Manufacturing, already
have a strong base in Philadelphia. As indicated by the low Regional Purchase Coefficients for these
sectors shown in Table 5 above, most of the demand for these commodities is coming from outside of
the region; at the same time the Supply/Demand Ratio for these commodities is close to 100. This
suggests sufficient local capacity to supply these commaodities to local institutions, as well as sufficient
size to compete on a regional national or global scale.

Table 6: Spend Location by 3-Digit NAICS Code

Code NAICS Descriptor Total Local Local %
311 Food $4,505,150 $3,114,880 69.1%
313 Textile Mills $353,382 $9,562 2.7%
314 Textile Product Mills $4,484,318 $344,790 7.7%
322 Paper $5,401,168 $695,230 12.9%
323 Support Printing $6,706,481 $1,137,387 17.0%
324 Petroleum Coal $33,418 $17,522 52.4%
325 Chemicals $232,981,586 $13,858,797 5.4%
332 Fabricated Metal $3,786,368 $1,455,084 38.4%
333 Machinery $60,076,664 $3,812,810 6.3%
334 Computer Electronics $52,838,972 $4,529,460 8.6%
335 Electrical Equipment $1,639,986 $632,716 | 38.6%
336 Transportation Equipment $369,787 $26,264 7.1%
337 Furniture Related $7,789,427 $3,692,295 47.4%
339 Misc Manufacturing $479,233,950 | $104,093,385 21.7%
31-33 | Total Manufacturing $860,200,657 | $136,160,292 15.8%

Chart 1: Procurement Spending, Local vs Non-Local, Top Categories

Chemicals |
H Non local
Misc Manufacturing M Local
SO $200,000,000 $400,000,000 $600,000,000
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Chart 2: Procurement Spending, Local vs Non-Local, by 3-DigitNAICS Categories
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In sum, assuming that local manufacturers are able to compete on price and quality, a shift by
the anchor institutions of some of their spending could have a substantial impact on the local economy.
Table 7 below estimates the impact of a 10%, 25%, and 40% shift in each sector. A 25% increase in
spending towards local procurement from the sample institutions would result in at least $46.6 million

in additional economic activity from direct spending, and another $76.5 million from indirect spending.?’

Table 7 Direct Effect of Increased Anchor Spending by Sector

NAICS Descriptor

Current Local

10% increase

25% increase

40% increase

Procurement
311 Food $3,114,880 $3,253,907 $3,462,448 $3,670,988
313 Textile Mills $9,562 $43,944 $95,517 $147,090
314 Textile Product Mills $344,790 $758,743 $1,379,672 $2,000,601
322 Paper $695,230 $1,165,824 $1,871,715 $2,577,605
323 Support $1,137,387 $1,694,296 $2,529,660 $3,365,024
324 Petroleum Coal $17,522 $19,112 $21,496 $23,880
325 Chemicals $12,598,906 $34,637,174 $67,694,576 $100,751,978
332 Fabricated Metal $1,455,084 $1,688,212 $2,037,905 $2,387,597
333 Machinery $3,812,810 $9,439,195 $17,878,774 $26,318,352
334 Computer Electronics $4,529,460 $9,360,411 $16,606,838 $23,853,265
335 Electrical Equipment $632,716 $733,443 $884,534 $1,035,624
336 Transportation Equipment $26,263 $60,616 $112,145 $163,673
337 Furniture Related $3,692,294 $4,102,008 $4,716,578 $5,331,148
339 Misc Manufacturing $104,093,385 | $141,607,442 | $197,878,527 $254,149,611
31-33 Total Manufacturing $136,160,282 $208,564,328 $317,170,383 $425,776,438

P 5ee Appendix B for multipliers
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Chart 3: Direct Effect of Increased Anchor Spending by Sector
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A 25% increase in local procurement among the anchor institutions would generate $181 million
additional dollars in manufacturing revenue. Utilizing the same metrics used in the Controller’s January
2014 report and the Manufacturing Task Force Report, this additional spending would create 1,250 new
manufacturing jobs and an additional 4,000 indirect jobs.*

The charts below summarize the analysis based on the data at hand, omitting categories that
suggest little or no opportunity for improvement regarding local procurement. The sectors shown
below represent the most plausible opportunities for leveraging almost half a billion dollars in anchor
procurement spending to create local economic activity.?

2 In the January 2014 report, Econsult Solutions” model assumes that for every $145,000 in redirected anchor procurement, 1
new direct local job is created. Indirect job figures are calculated using the same multiplier utilized by the Manufacturing Task
Force: for every 100 manufacturing jobs created 322 other jobs are created; See Table B-2 in the appendix for more detailed
information on multipliers.

2 The most notable category omitted is pharmaceutical spending, which accounts for $197 million dollars. Despite the fact that
so many pharmaceutical companies are headquartered in the Greater Philadelphia region, very few manufacture their products
here. The data in Table 8 above correlates commodities purchased by the anchors with 5 or 6-digit NAICS Codes, and thereby
almost assuredly filters out spending on human resources. This reduces the local procurement figure below 10%, suggesting
that there is much room for growth
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Chart 4: Promising Opportunities > $100 million23
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Chart 5: Promising Opportunities < $100 million
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