Scottish Enterprise Economic Impact Guidance


                   Wider Benefits to the Economy
	While the ultimate measure of the success of an intervention is economic growth, the way each benefit accrues to the economy is not always transparent.  This may reflect the difficulties in quantifying some impacts or the inability to place a monetary value on some identified benefits.  Nevertheless, these benefits should be captured  in order to fully describe the effect of an intervention 


Why is it Important?

To ensure effective intervention, and value-for-money, public sector organisations need to try to understand how project activity leads to economic and other benefits and the exact nature of these benefits.  The Logic (or Theory of Change) Model provides a way of conceptualising the route from project inputs to impacts.  However, it is often the case that not all of the benefits can easily have a monetary value (for example GVA) placed on them whilst others, who may not be the direct targets of the intervention, may receive benefits.  This is illustrated in Figure 1 which shows how support to one company (in this case for Research & Development) can result in other benefits to the wider economy thereby enhancing overall economic performance.  Typically these benefits may include: improved capacity and capability, transfer of technical knowledge to competitors, and up-skilling of staff who may move within the economy thereby re-distributing knowledge.  An intervention may also result in spillovers, or positive externalities, that impact upon the wider economy, affecting those who have had no part in the intervention.  These also need to be captured.  
FIGURE 1 Wider Economic Impacts as a Consequence of Supporting One Company  
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Source: Jaffe, Adam B. "Technological Opportunity and Spillovers of R&D." American Economic Review 76, December 1986.
Key Considerations

There are established econometric approaches for trying to assess the impact of the more intangible benefits.  For example, the H.M. Treasury Green Book
 sets out methodological approaches for attempting to address the intangibles issue, such as “willingness to pay”, “revealed preference” or “hedonic pricing”.  However, these are complex, time-consuming and expensive approaches that are outwith the scope of SE’s impact assessment approaches.
Despite these methodological difficulties, it is important to try to identify (and report on) all of the benefits arising from an intervention, although this is unlikely to be able to be done quantitatively.  If this is not done then the benefits are likely to be underreported.  
Reporting Wider Benefits - Direct Tangible and Intangible Benefits
When reporting on impacts of an intervention attempts should be made to capture all of the tangible and intangible benefits, as set out in the logic model.  
Figure 2 illustrates one example of the benefit flow for a project of a more technical nature.  This highlights the benefits at the last three stages in the logic model (outputs, outcomes and impacts).  These are split into three categories:-

· The tangible benefits: essentially those benefits that can be quantified culminating in GVA and employment;

· The intangible benefits to the beneficiary, which is things such as changes in attitude or the enhancement of a company’s reputation with potential customers and suppliers.  These are things that would be very difficult to quantify yet might, in the longer term, result in enhanced impacts.  As such they need to be identified qualitatively; and  
·  Strategic Added Value (SAV) which covers: strategic leadership and catalysts, strategic influence, leverage, synergy and engagement
,
.  These are the wider intangible benefits that, although they occur as a consequence of the interaction with the beneficiary, are often the result of changes in things such as behaviours in non-beneficiaries, albeit that these are often players involved in some way with the intervention such as  partners, funders and other stakeholders. 
FIGURE 2: Illustrative Benefit Flows Arising From a Technical Intervention
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Spillovers or Externalities

The benefits outlined in Figure 2 impact on beneficiaries and partners in interventions.  Such interventions can also result in other impacts that need to be captured.  These are the externalities arising from an intervention that can have an effect on those who are not involved in the intervention in any way.  These are also known as the spillovers and can be negative or positive, albeit the focus here is upon identifying the positive spillovers.
Literature commonly categorises externalities as:-  
· Market spillovers (benefits to the consumer and non-innovating companies);
· Knowledge spillovers (the availability of knowledge to other businesses so that they can change their approaches and processes); and
· Network spillovers (whereby clusters of activity may benefit from the developments made by one member of this cluster).

Figure 3 illustrates the set of inter-related factors that influence the extent to which spillovers may be prevalent within the economy.  These are split into ‘bigger-picture’ structural factors reflecting wider macro-effects and micro (firm) level influencing factors.  These elements are complex and often co-dependant, and must be considered on a project-by-project basis.  For example, if a beneficiary is part of a geographical cluster of similar activities then it may be that there is a greater probability of their being positive spillovers than if the beneficiary were geographically isolated.  Likewise it may be that some sectors have better networks than others so that innovations in one company as a result of public support are more likely to have an impact on others in the sector.  At the micro-level it may be that some companies have greater absorptive capacity
 than others perhaps reflecting the characteristics of the owners or managers.
FIGURE 3                       Key Factors Influencing Spillovers
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The spill over effects of an intervention are likely to be project specific and may be more difficult to identify than the earlier tangible, intangible and SAV impacts.  However, attempts should be made to do this, using the typology (markets, knowledge and networks) outlined above.
Need more help?

For further information contact:-

Suzanne Fleming, 0141-228-2062

Suzanne.fleming@scotent.co.uk
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� https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-governent


� � HYPERLINK "http://www.berr.gov.uk/files/file21900.pdf" ��http://www.berr.gov.uk/files/file21900.pdf�


Figure 2.3, p. 20.


� For a fuller description of SAV see:-


� HYPERLINK "http://www.sqw.co.uk/file_download/169" ��http://www.sqw.co.uk/file_download/169�


Paragraphs 3.35 to 3.45 (PP. 30 -34)


� This is generally defined as the ability of a business to recognise the value of information, have the ability to assimilate it and to then apply it within the business in a way that brings commercial benefits.
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