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Economic Impact Analysis
• Economic Impact (Contribution) Analysis uses Input-Output Methodology

• Contribution Analysis is like Economic Impact Analysis but for an existing industry

• Input-Output Methodology is based on an Input-Output Table

• Economic Impact Analysis software and tools include:

• IMPLAN
• REMI
• Moody’s Analytics
• Lightcast
• RIMS tables from the U.S. Bureau of Economic Analysis

https://apps.bea.gov/regional/rims/rimsii/


Economic Impact Analysis



Input-Output Modeling System



Circular Flow Chart



Social Accounting Matrix



Input-Output Assumptions

1. Constant returns to scale

2. Fixed input structure; no substitution effects

3. Industry homogeneity

4. No supply constraints

5. Technology assumption

6. Constant byproduct coefficients

7. The model is static

8. Backward linkages



Economic Impact Analysis Steps
• Starts with an economic event (e.g., new business or government program)

• Use NAICS codes to identify the industry

• Identify and define the region

• Economic “event” is measured by jobs, CAPEX, OPEX, sales, etc.

• Use IO table or SAM to track the effects of the “event” via the circular flow chart

• Contribution analysis does the same, but for an existing industry

https://www.census.gov/naics/


Measuring the Economic Impact
• Output represents the value of an Industry’s production.

• For manufacturers:  Output = sales +/- change in inventory
• For service sectors:  Output = sales

• Intermediate Inputs are purchases of non-durable goods and services that are 
used to produce other goods and services. 

• They do not include any capital-account purchases or labor.

• Value Added is the “added value” to the Intermediate Inputs in order to produce 
the final product. 

• It is the contribution to GDP.

• Value Added + Intermediate Inputs = Output



Types of Effects

1
Direct Effects

2
Indirect Effects

3
Induced Effects



Direct Effects

Direct Effects are the initial effects to a 
local Industry or Industries due to the 
activity or policy being analyzed. 



Indirect Effects

Indirect Effects are the effects 
stemming from business-to-business 
purchases in the supply chain taking 
place in the region.

 



Induced Effects

Induced Effects are the effects stemming 
from labor income being spent throughout 
the region associated with the directly 
impacted Industry and those indirectly 
impacted through the supply chain. 



Multipliers

Multipliers estimate the “ripple effect”, or ratio of total 
effect to direct effect within a region.

Similar to the Keynesian-cross multiplier:  1/(1-MPC)

Direct + Indirect + Induced
Direct

An industry with a multiplier of 2 generates an additional of $1 of 
Indirect and Induced per $1 of Direct Effect. 



Cost-Benefit Analysis

• Net Impacts report a holistic look at the effects 
resulting from a change in production or spending 
in the economy by considering both the positive 
and negative effects. 

• Opportunity Cost is the benefit that is lost when 
one choice is made over another; they are the 
missed opportunities that are often overlooked in 
analysis. Must be done by the analyst in IMPLAN.



Example #1.  Economic Impact Analysis
• Heritage Park was proposed for 

Newcastle, WY

• Economic impact study required for 
WBC grant application

• Four phases of economic impacts:
• Construction
• Visitor spending
• Residential
• Maintenance/operations 



Example #2. Contribution Analysis
• Measure the economic 

contribution of Wyoming  
hospitals and nursing 
homes.

• 35 nursing homes

• 33 hospitals

• Over $1 billion in employee 
compensation.
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