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THE COMPREHENSIVE ECONOMIC IMPACT OF

ADVERTISING EXPENDITURES IN THE UNITED STATES

I. SUMMARY

Global Insight has completed a study designed to analyze and forecast the impact of advertising expenditures in the U.S. economy by industry and by geographic area. The analysis analyzes the impact of total advertising expenditures in 49 user industries. It also tracks the linkages among all suppliers to the industries that use advertising to sell and promote their products and services. The analysis disaggregates the results for all states and Congressional Districts in the United States. The goal of the study is to account for all levels of economic activity that are supported by advertising activities and to quantify the sales and employment that are linked to the advertising activities throughout the U.S. economy. Thus, the information presented in the study provides a comprehensive view of advertising's contribution to U.S., state, and Congressional district economic activity. 

The study utilizes Global Insight's integrated and consistent large-scale econometric models of U.S. macroeconomic, industry, and regional economic activity. The analysis incorporates carefully researched data and information regarding the expected future course of advertising activities to quantify the impacts throughout the economy over the next five years.

Based on our understanding of the U.S. economy, we conclude that advertising plays a significant role in stimulating the nation's economic activity and supporting jobs in all sectors of the economy. Furthermore, advertising activity will continue to make a substantial contribution to the nation's economic activity through the forecast horizon, which extends to 2009.

In all industries, some jobs and sales are linked to advertising. The model developed by Global Insight for this study calibrates the total economic impact of advertising at four levels. The first tier of analysis is the direct impact, which encompasses, first, the dollars spent on and the jobs dedicated to developing and implementing advertising activities to stimulate demand for products and services in each industry and, second, the sales and jobs accruing to industries that utilize advertising to stimulate demand for their products and services. The type of transaction included in this stage of the impact is exemplified by the sale of a shirt via a company catalog to a consumer or the sale of an insurance policy by an insurance agent from a lead generated through television advertising.

The second tier of analysis identifies the supplier economic impact. This is the first level indirect impact. It quantifies the sales and jobs supported by first-generation suppliers to the industries that use advertising. The type of transaction included in this stage of the impact is exemplified by the sale of the shirt by a garment manufacturer to the catalog company or the services provided by an accounting firm that audits the books of the insurance company.

The final level of economic activity identified in the model is the interindustry economic impact. This is the remaining indirect impact. This includes the sales and jobs supported by all the remaining levels of suppliers to the first generation suppliers identified in the supplier economic impact. This level of the impact encompasses activity by the cloth, button, thread and sewing equipment manufacturers who are the suppliers to the shirt maker as well as all other products and services that are required to run the textile business.

As Figure 1 indicates, the advertising expenditures incurred throughout the economy by businesses in all industries and all geographic areas sets off a chain reaction that (1) generates a net gain in direct sales and jobs due to the promotion of the industries' products and services, (2) generates indirect sales and jobs among the first level suppliers to the industries that incur the advertising expenditures, and (3) generates indirect sales and jobs among all other levels of economic activity as the sales ripple throughout the economy.

Figure 1

A Chain Reaction in the Economy

Starts with Advertising Expenditures
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The data in Table 1 indicate the total economic impact of advertising expenditures in the economy. As shown, businesses spend billions of dollars on advertising. In 2004 alone, a total of $265 billion was spent on advertising across all media. The advertising activity generates from four to ten times the dollars spent on advertising depending on the industry. In 2004, the direct sales impact due to advertising is $2.16 trillion out of $24.35 trllion in total sales throughout the U.S. economy. The sales activity generated from the direct sales are “multiplied” throughout the economy as ripples of supplier and interindustry sales activity doubles the value of the direct sales impact. The supplier impact in 2004 is $1.12 trillion, and the interindustry impact is $1.45 trillion.

It is important to note, although it is obvious, that the net direct and indirect sales generated in response to the advertising expenditures support jobs throughout the economy. The number of jobs supported varies by industry to, first, the dollars spent on advertising and, second, the sales generated from the ad spending. Additional jobs are supported by the indirect sales in the supplier and interindustry levels of economic activity.

Table 1
The Total Economic Impact of Advertising Expenditures in the United States
(Billions of Dollars, Thousands of Jobs)
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1999-
2004-

1999
2003
2004
2005
2009
2004
2009

Total Output
19,623
22,536
24,351
25,452
29,629
4.4
4.0

Total Employment
134,624
135,719
136,826
139,104
146,248
0.3
1.3

Ad Spending
226
247
267
278
332
3.4
4.5

Sales Impact
1,781
1,999
2,157
2,252
2,655
3.9
4.2

Supplier Impact
966
1,051
1,122
1,181
1,399
3.0
4.5

Interind. Impact
1,290
1,372
1,450
1,497
1,648
2.4
2.6

Ad Employment
899
801
810
802
779
-2.1
-0.8

Sales Emp. Impact
9,303
9,253
9,457
9,547
9,975
0.3
1.1

Supplier Emp. Impact
4,813
4,645
4,716
4,726
4,797
-0.4
0.3

Interind. Emp. Impact
6,469
6,116
6,144
6,043
5,729
-1.0
-1.4

II. OBJECTIVE

The primary objective of this study is to estimate and forecast the direct and indirect economic impacts in the U.S. economy due to the usage of advertising by every industry throughout the economy. The study:

· Takes a comprehensive, consistent, dynamic, and detailed view of the economic environment and advertising’s role in the economy by using Global Insight's U.S. Economic Model, Industry Analysis Model, and Regional Economic Model.

· Utilizes an integrated approach that combines the expertise of Global Insight's industry and regional forecasting experts with Global Insight's time-tested economic forecasting models and custom analysis regarding the uses and impacts of advertising by industry and geographic area in the economy.

· Combines the synergistic gains across all advertising activities and maintains a detailed record of economic activity by type of advertising. (See Table 2 for the definition of advertising activity used in this study.)

· Uses the relationships between and among the industries that use advertising activities and their major markets and suppliers to track the ripples of activity throughout the economy not merely the sales directly attributable to the advertising activities. (See Table 3 for the industry definitions used in this study.)

· Quantifies the total dynamic economic impact throughout the U.S. economy due to the use of advertising not merely the isolated changes expected within the various media categories themselves.

· Identifies both the sales attributed to and the jobs supported by all forms of advertising at all levels of economic activity.

· Disaggregates the total economic contribution into the individual contributions generated by each advertising activity used by each industry and geographic area to more accurately account for sales and jobs.

Table 2
Advertising Activities Included in the Total Advertising Expenditures
Direct Mail  -  Direct mail includes all advertising communications through the mail or other delivery service including:  cards, card decks, letters, brochures, pamphlets, catalogs, flyers, video tapes, audio tapes, diskettes, and promotional items. This includes all out-sourced and in-house direct mail designed to immediately sell a product or service, identify a lead, or generate store traffic.

Television  -  Television includes all advertising communications conducted through local, national, or cable TV or radio channels designed to immediately sell a product or service, identify a lead, generate store traffic, or provide information regarding a company or other organization and its products or services.

Radio  -  Radio includes all advertising communications conducted through local, national, or cable TV or radio channels designed to immediately sell a product or service, identify a lead, generate store traffic, or provide information regarding a company or other organization and its products or services.

Newspaper  -  Newspaper includes all space advertising, free standing inserts (FSIs), and other advertising inserts in community, local, regional, or national newspapers distributed daily, weekly, monthly, and on Sunday designed to immediately sell a product or service, identify a lead, generate store traffic, or provide information regarding a company or other organization and its products or services.

Magazine  -  Magazine includes all space advertising, advertising inserts, and "market place" advertisements in periodical publications designed to immediately sell a product or service, identify a lead, generate store traffic, or provide information regarding a company or other organization and its products or services.

Other  -  Other advertising activity includes all other advertising media including email, internet, displays, "take-one", package inserts, electronic information service (on-line or broadcast), facsimile, kiosks, match books, paperback books, outdoor advertising, Yellow Pages directories designed to immediately sell a product or service, identify a lead, generate store traffic, or provide information regarding a company or other organization and its products or services.
III. APPROACH AND METHODS
The total, comprehensive economic impact of advertising expenditures in the United States is analyzed in the context of Global Insight's U.S. economic, industry, and regional economic forecasts. The models that generate these forecasts enable Global Insight to quantify the relationships between and among various sectors and regions of the country. They are linked through sets of identical assumptions and feedback loops to assure consistency across industries, regions, and economic aggregates. Global Insight's existing models provide the framework with which to develop a comprehensive and consistent view of the economic impact resulting from changes in economic conditions, government policies, industry structure, and key product prices.

The interrelationships between the models are explained briefly below.

U.S. Economic Model

Global Insight's U.S. economic model is a quarterly econometric model of the U.S. economy. It is designed for forecasting, policy analysis, and simulation studies. This model is used each month by Global Insight’s economists to generate the baseline forecast of the U.S. economy as well as to provide alternative forecasts based on varying assumptions on government policies and other exogenous factors. The model is also used in a variety of consulting projects by the Global Insight staff. A large number of clients use Global Insight's U.S. economic model in their own planning and forecasting activities.

Global Insight's U.S. economic model conforms to neo-Keynesian tradition, with important supply-side and financial influences incorporated into the system to yield a responsive simulation tool. Various income streams drive the components of final demand. The level and mix of output depend on movements in the components of demand. Employment, a major determinant of income, responds to changes in output. Monetary and fiscal conditions and a system of wages, prices, and supply factors interact with these major flows of economic behavior.

The components of demand are modeled from the bottom up using standard approaches which employ various measures of permanent income/output and relative prices. Relative price variables for investment goods incorporate detailed cost of capital specifications, which include a variety of tax policy levers. In addition to detailed consumption, fixed investment, and inventory sectors, the U.S. economic model contains fully specified housing, auto, and energy sectors. The model also includes a detailed trade sector in which eight categories (six categories of goods and two categories of services) of both exports and imports are modeled individually. Each is related to appropriate income/demand variables as well as to relative prices. The demand and domestic price variables in the import equations are aligned with the corresponding final demand terms.

Each industry’s input-output weights from Global Insight’s industry model are applied to the components of spending to construct measures of output produced by each of the one-digit SIC industry groups. These industry output variables determine labor and capital requirements by industry. The price sector employs a stage-of-processing approach, which starts with unit labor costs and other input prices to determine producer prices. Producer prices are major determinants of the various implicit price deflators, which then finally determine the consumer price indices. The process is simultaneous since the deflators and a measure of labor market tightness are determinants of the wage index.

The U.S. economic model captures important linkages between the financial and real sectors of the economy. Outcomes in the economy affect the federal funds rate through a Federal Reserve reaction function formulation. Long-term interest rates are modeled as functions of short-term interest rates, inflation expectations, and the federal budget deficit. Besides their impact on the flows of interest payments and receipts, interest rates affect user cost of capital variables, relative prices of consumer durables, and the consumer sentiment index, all of which influence investment and consumption.

U.S. Industry Analysis Model

The industry model is a combination input-output/stochastic model of business activity in each of 117 industries in the U.S. economy. The industry definitions include 73 manufacturing industries and 44 non-manufacturing industries. For each industry, the model uses a variety of monthly and quarterly data reported by the Department of Commerce. The standard industry framework is expanded for this analysis to explicitly account for the information services industry as part of the business services sector.

For the manufacturing industries, the model forecasts demand, industrial production indices, shipments, value of production, inventories, prices, man hours, productivity, average hourly earnings, material costs, and operating margins. For the non-manufacturing sectors, the model provides value of output, prices, man hours, and productivity.

The input-output block at the core of the model serves two important purposes. First, it defines the linkages among all 117 industries in the model. That is, the input-output coefficients provide both a supply-side view (production function) and a demand-side view (market distribution) of each industry. Second, it translates macroeconomic forecasts of final demand based on the National Income and Product Accounts from Global Insight's U.S. economic model into demand for goods and services by industry. The input-output relationships contained in the model are also used to calculate composite input costs by industry that provide the cost basis for price forecasts by industry. All other concepts in the model are forecast using estimated statistical relationships and defined identities.

U.S. Regional Economic Model

Global Insight's approach to state and metropolitan area models represents a significant departure from most previous, multi-regional modeling and forecasting efforts. Most other regional models are constructed as proportions of the United States. In the Global Insight system, however, each area is modeled individually and then linked into a national system. Thus, the models do not forecast regional growth as simple proportions of U.S. totals, but focus on internal growth dynamics and differential business cycle response. This approach is referred to as "top-down bottom-up."  It contrasts sharply with pure share (top-down) models, and models that are not linked to a national macroeconomic model (bottom-up). Thus, it contains the best of both approaches.

Global Insight's objective is to project how regional activity varies, given an economic environment as laid out by Global Insight's U.S. economic and industry models. To do this, the model must be able to explain two key phenomena:

· Why states react differently from one another over the business cycle.

· Why states grow or decline relative to each other over the longer run.

These issues are addressed using information about detailed industrial mix, inter‑industry and inter-regional relationships, productivity and relative costs, and migration trends.

The models are policy sensitive. That is, they respond to changes in tax rates, military spending, utility costs, etc. There are several reasons for this sensitivity. First, each state is modeled individually, with different model structures specified according to the characteristics of the state. Second, national policy is explicitly captured. Third, the comparative advantage of one state over another is explicitly modeled using relative cost variables.

The three major components of Global Insight's regional modeling approach are summarized below.

· The major linkages among the models occur in the economic base or export sectors. These are identified as primarily agriculture, mining, the federal government, and most manufacturing industries. In a few states, banking, insurance, or services sectors (i.e., hotels) also can be classified as export sectors. These industries typically serve national rather than local markets or are not dependent upon local market conditions. On the other hand, the income generated from these sectors provides a major stimulus to the local economy. The local growth and decline of these sectors have an impact on the economic health of the state and the region.

· The local economy is composed of construction, transportation, utilities and communications, finance, insurance, and real estate, wholesale and retail trade, services, and state and local government. Major driving forces in this part of the economy are local in nature. The income generated by the export sectors circulates and multiplies through the local economy and generates the greater part of regional employment. These interactions and simultaneities can only be captured in an independent model.

· In the demographic sector, net migration is driven by economic conditions. The principal assumption here is that people follow jobs and higher incomes. This does not mean that nonpecuniary determinants of migration do not exist. However, these are either fixed (climate and landscape), vary only slowly over time (urbanization), or are special in nature (the ability to sell homes and retire to Sunbelt areas). The important thing is to provide the correct direction of causality. Demographic factors are most important on the consumption side of the regional economy. They are significant factors in housing, retail sales, and automobile purchases, and these relationships are captured in the models. Population is also an important long-term determinant of the size of such sectors as state and local government.

Data Compilation

The analysis begins with a compilation of government published data that will enable an accurate assessment of total advertising dollars spent and sales generated as a result of the direct response expenditures by each industry. Much of this data resides on Global Insight's computer systems and a large portion of it has been integrated into Global Insight's models over the years. But the specific requirements of this analysis demand that additional data and new relationships be brought together to quantify the impact of advertising throughout the economy. Some of the additional data is readily available from other government agencies and third parties. Other data needed to be collected through primary research means. Once the data were integrated and analyzed, the model of advertising economic impacts was finalized.

Data from a wide range of sources is combined to thoroughly assess the uses and results of advertising activities by industry and geographic area. There are many public sources of data from government and industry that each provide some information on the characteristics of advertising by industry and, ultimately, in each state and Congressional district. These data were carefully examined and integrated, especially for determining the baseline industry statistics and advertising usage by industry.

Ultimately, the data that can help quantify the dollars spent on each advertising medium, the jobs dedicated to the advertising activities, and the sales generated from the advertising is compiled and incorporated into the analysis. Table 4 lists some of the data that were utilized in this effort. Note especially the dominance of government published data. By starting with this information, each industry's output and sales turnover, sales of its output to each other industry and other major market segments (for example, consumers and exports), purchases of inputs from all other industries, and the linkages of to the interindustry and final demand matrices are well defined and quantifiable over time. Thus, from this information and Global Insight's models, the dollars spent on postal services, other delivery services, telecommunication services, advertising services, broadcast and cable transmission services, newspaper and magazine printing and publishing, electronic information services, and information technology by industry are available for the last 15 to 20 years and forecasted for the next 10 years. These data and models form the foundation for the rest of analysis.

Undertaking this data compilation in the context of Global Insight's data bases and models enables regular checks for validity and consistency. Thus, all relevant data provide pieces of the puzzle and ultimately result in a clear, accurate picture of the advertising activities, the users, and the economic benefits.

Table 3
Industry Definitions


NAICS CODES
INDUSTRY DESCRIPTION

11
Agriculture

21
Mining

22, 562
Electric, Gas, & Sanitary Services

23
Construction

311, 312
Manufacturing, Food and Tobacco Products

313, 314
Manufacturing, Textile Mill Products

315
Manufacturing, Apparel & Other Textile Products

316
Manufacturing, Leather & Leather Products

321
Manufacturing, Lumber & Wood Products

322
Manufacturing, Paper & Allied Products

323, 5111
Manufacturing, Printing & Publishing

324
Manufacturing, Petroleum & Coal Products

325
Manufacturing, Chemicals & Allied Products

326
Manufacturing, Rubber & Misc. Plastics Products

327
Manufacturing, Stone, Clay, & Glass Products

331
Manufacturing, Primary Metal Industries

332
Manufacturing, Fabricated Metal Products

333
Manufacturing, Industrial Machinery & Equipment

334
Manufacturing, Computers, Electronics, Instruments

335
Manufacturing, Electrical Equipment

3361-3363
Manufacturing, Automotive

3364-3366
Manufacturing, Other Transportation Equipment

337
Manufacturing, Furniture & Fixtures

339
Manufacturing, Miscellaneous Products

42
Wholesale Trade

441, 447
Retail Trade, Auto Dealers & Service Stations

442, 443
Retail Trade, Furniture & Home Goods Stores

444
Retail Trade, Building & Garden Supplies

445
Retail Trade, Food Stores

448
Retail Trade, Apparel & Accessory Stores

446, 451, 453, 454
Retail Trade, Miscellaneous Retail Trade

452
Retail Trade, General Merchandise Stores

481
Transportation by Air

482-493
Transportation excluding Air

5112
Software Publishing

512, 711, 713
Services, Motion Pictures, Arts, Amusement & Recreation

513
Communications

521, 522
Financial, Depository and Non-Depository Institutions

523, 525, 55
Financial, Investment and Holding Companies


524
Financial, Insurance Carriers and Agents

531
Financial, Real Estate

61
Services, Education

62
Services, Health Care

721
Services, Hotels & Other Lodging Places

722
Services, Eating & Drinking Places

811, 812
Services, Personal & Repair Services

813
Services, Social Services and Membership Organizations

514, 532, 533, 54, 561
Services, Business, Leasing, and Other Services

92
Government

Table 4
Data Sources
U.S. Bureau of the Census, Census of Agriculture

U.S. Bureau of the Census, Census of Mining

U.S. Bureau of the Census, Census of Construction

U.S. Bureau of the Census, Census of Manufacturing

U.S. Bureau of the Census, Census of Transportation Industries

U.S. Bureau of the Census, Census of Wholesale Trade

U.S. Bureau of the Census, Census of Retail Trade

U.S. Bureau of the Census, Census of Service Industries

U.S. Bureau of the Census, Annual Service Survey

U.S. Bureau of the Census, County Business Patterns

U.S. Bureau of Labor Statistics, Industry Output and Employment Datasets

U.S. Bureau of Labor Statistics, Industry-Occupation Matrices

U.S. Bureau of the Economic Analysis, National Income and Product Accounts

U.S. Bureau of the Economic Analysis, Input-Output Tables of the U.S. Economy

U.S. Bureau of the Economic Analysis, Gross Product Originating by Industry

The Global Insight Group U.S. Macro Service

The Global Insight Group Industry Analysis Service

The Global Insight Group Regional Economics Service

McCann-Erickson Advertising Expenditures

Leading National Advertisers/Competitive Media Reports

U.S. Postal Service, Mail Volume and Revenue

U.S. Postal Service, Household Diary Study

Various Professional Associations and Trade Groups

Annual Reports
Information Integration

The data and analysis from this integration process was used to identify important relationships between the advertising expenditure and economic activity. The research methods used were a combination of statistical data analysis, independent expert opinion, careful research, and economic modeling. A variety of data evaluation tools were required to some handle the wide range of data sources used in the analysis.

Based on the applied economic analysis conducted on the above data, the final research objective provided input data sufficient for the integration of advertising impacts to the Global Insight's U.S. Economic, Industry Analysis, and Regional Economic models to allow for the determination of total economic contribution by advertising activity, by industry, and, ultimately, by state and Congressional district.

Modeling Factors

Advertising, among other factors, generates business activity throughout the economy. A key set of factors used in the advertising model involves the relationship between advertising expenditures and business activity in each industry. In a market-driven economy such as the United States, demand for products is a function of a variety of factors, including:

· Buying Power

· Life Stage

· Situational Needs

· Price

· Replacement of Obsolete Items

· Technology

· Seasonality

· Advertising

Advertising provides useful information to consumers in households and businesses -- an important role in a market economy. Advertising's role is to inform and educate consumers about the choices available to them in the marketplace. Depending on the situation, advertising's purpose may include:

· Influence market share within an industry or product category

· Change the distribution of spending among substitute products 

· Create awareness of and demand for new products, technologies, and applications

· Promote brand image

· Stimulate purchase activity

The Impact of Advertising on Demand

The key reason why advertising is recognized to be a positive factor in the economy is that it provides information about the attributes and prices of products and services. The benefits attributed to the economy due to advertising include the following:

· First, it is a more cost-effective and timely mechanism for distributing information about low prices and beneficial changes in technology and product design than are individual searches for that information.

· Second, through the wide dissemination of product price information, it encourages lower prices, and less variation in prices, as suppliers strive to attract customers.

· Third, it may speed the implementation of new technology.

· Fourth, it may encourage greater economies of scale in the production process by allowing individual firms to attract a wider array of customers.

However, advertising is not uniformly accepted as a tool to the greater good. It is sometimes perceived as disseminating inaccurate or exaggerated information about goods and services, or as encouraging harmful purchases.

One common idea about advertising is that it is solely effective as a tool for companies to increase market share at the expense of their competitors. This is clearly one role that advertising plays in the modern economy, and it is a very important one to advertisers. However, lower prices and better information can stimulate total demand, especially for new products, and increased efficiencies, technologies, and economies of scale can expand the potential for growth in the economy.

In this study, our effort to quantify the impact of advertising on sales will focus on this economic ability to increase market size, or advertising’s net sales impact. Another approach might be to quantify the larger perceived sales impact, derived for example from summing individual companies’ perceptions of sales gains from advertising -- this approach would, however, ignore the sales losses incurred by each company’s competitors as market share shifts.






















