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EXECUTIVE SUMMARY 

The Large Firm Management Committee of the Philadelphia Bar Association 
commissioned Econsult Solutions, Inc. to produce a study regarding the economic impact 
of the legal industry, broadly defined, in the City of Philadelphia. While the importance 
and critical role played by lawyers, courts and other components of the legal industry is 
undisputed in a democratic society, the financial contribution of this industry to the local 
economy is less known and appreciated. 

The legal industry represents a significant amount of direct employment and direct 
output, which in turn generates numerous spillover impacts throughout a local economy. 
All told, it is estimated that the legal industry directly represents about 21,000 jobs, about 
$2 billion in aggregate annual earnings, and about $3 billion in aggregate annual output 
(see Table ES.1) in the City of Philadelphia. 

Table ES.1 - Estimated Direct Contribution of the Legal Industry to the City of 

Philadelphia Economy 

    

  

Direct Output 
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Source: Economic Modeling Specialists international (2013), Econsult Solutions, inc. (2013} 

Direct contributions by the legal industry have a ripple effect throughout the City 
economy. Within the City, the legal industry produces an annual impact of about $5 
billion, supporting about 31,000 jobs and generating about $160 million in tax revenues 
(see Table ES.2). 

Table ES.2 - Annual Economic Impact of the Legal Industry on the City of 

Philadelphia Economy 

Rte mses ; Total Exmployment Total Tax Revenues 

  

  Source: Economic Modeling Specialists Intemational (2013), US Department of Commerce (2011), Econsult 

Solutions, inc. {2013} 
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1.0 INTRODUCTION 

The Large Firm Management Committee of the Philadelphia Bar Association 
commissioned Econsult Solutions, Inc. to produce a study of the economic impact of the 
legal industry, broadly defined, in the City of Philadelphia. While the importance and 
critical role played by lawyers, courts, and other components of the legal industry is 
undisputed in a democratic society, the financial contribution of this industry to the local 
economy is less known and appreciated. The legal industry represents a significant 
amount of direct employment and direct output, which in turn generates numerous 
spillover impacts throughout the Philadelphia economy. 

This report begins by defining the legal industry and quantifying its size, in terms of direct 
employment, earnings, and output (Section 2). It then explains the input-output 
methodology employed to translate these direct contributions to the City economy into 
their total economic and fiscal impact within the City (Section 3). Finally, it provides an 
estimate of the scale and composition of that impact, in terms of overall output, jobs 
supporied, and tax revenues generated (Section 4). 
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2.0 DEFINITION AND SIZE OF THE LEGAL INDUSTRY IN THE CITY 

2.1 Overview 

The purpose of this section is to define what is meant by the legal industry within the City, 
and to arrive at a defensible estimate of the direct contribution of the legal industry on the 
City economy, in terms of direct employment, earnings, and output. 

2.2. Data Sources 

The main data source used in this report was from Economic Modeling Specialists 
International (EMSI), which links together more than 90 public and private data sets to 
provide local employment and economic data that are updated on a quarterly basis. The 
primary data set used by EMSI is the Occupational Employment Statistics (OES) Survey 
of the US Department of Labor's Bureau of Labor Statistics, which among other data 
point produces employment and wage data at the single occupation level. 

2.3 Overall Methodological Approach 

Economic data is often organized by industry and by occupation. In determining the size 

of the legal industry, one can perform three tasks (see Figure 2.1). First, one can 

determine which industries fall within the legal industry, by using data sorted by North 

American Industry Classification System (NAICS) codes. Second, one can determine 

which occupations fail within the legal industry, by using data sorted by Standard 

Occupational Classification (SOC) codes. Third, one can account for the fact that some 

activities fall within both a legal industry and a legal occupation, and so in summing the 
two totals, one must account for these double-counted activities. 
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Figure 2.1 = Simplified Approach fo Sizing the Legal Industry 

All Industries 

Legal Industries Other Industries 

' IR-TolslmOleerey orev cent 

All Occupations 

Other Occupations 

  

Legal Industry = Legal Industries (I + Ill) + Legal Occupations (1+ Hl) - double-count (I) = 1+ It + ill 

  

Source: Econsult Solutions, inc. (2013) 

In reality, data unavailability necessitated a slightly more complex approach. Specifically, 

the legal industry was considered to be the sum of the following four components (see 

Figure 2.2): 

A. Allactivity in NAICS 5411 (Legal Services) (Section 2.4). 

B. All activity in the portions of NAICS 61 (industry: Educational Services) 
represented by the law schools located within the City (Section 2.5). 

C. All activity in the portions of NAICS 92 (industry: Public Administration) 
represented by legal occupations (Section 2.6). 

D. All activity in SOC 23 (occupation: Legal) not otherwise accounted for in the three 

categories above (Section 2.7). 
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Figure 2.2 - Complex Approach fo Sizing the Legal Industry 
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Source: Econsult Solutions, Inc. (2013) 

  

] 2.4 Legal.industry (NAICS Code 5411) 

NAICS Code 54 represents Professional, Scientific, and Technical Services, within which 
there is a four-digit category, NAICS Code 5411, called Legal Services. This entire four- 
digit category was considered to be included within the legal industry. It is estimated that 
NAICS Code 5411 represents about 17,300 jobs, about $1.87 billion in aggregate annual 
earnings, and about $2.83 billion in aggregate annual output (see Table 2.1). 

| Because of data unavailability, not all relevant data points are known for NAICS Code 5411. Therefore, these data points were 

inferred by obtaining them for NAICS Code 54 and proportioning them down to NAICS Code 5411, assuming uniform proportions 

in other data points that were known for NAICS Code 5411. 
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Table 2.1 - Estimated Direct Contribution of Legal Services Industry (NAICS Code 
5411) to the City of Philadelphia Economy? 

Direct Employment? Direct Earnings Direct Output* 

  

  

Source: Economic Modeling Specialists International (2013), Econsutt Solutions, Inc. (2013) 

2.5 Law Schools (A Portion of NAICS Code 61) 

NAICS Code 61 represents Educational Services, within which fall the three law schools 
located within the City: Drexel University, Temple University, and University of 
Pennsylvania. Activity represented by these three law schools was considered to be 
included within the legal industry. It is estimated that they represent about 1,100 jobs, 
about $77 million in aggregate annual earnings, and about $90 million in aggregate 
annual output (see Table 2.2).° 

Table 2.2 - Estimated Direct Contribution of Law Schools (A Portion of NAICS Code 

61) to the City of Philadelphia Economy® 

Direct Employment Direct Earnings Direct Output 

90 Mil 

  

  
  

Source: Economic Modeling Specialists international (2013), Econsult Solutions, inc. (2013) 

2 See Appendix A for direct employment of legal industries within Philadelphia County and the Philadelphia Metropolitan Statistical 
Area. 

3 See Appendix B for occupationat distribution of legal industries within Philadelphia County. 

4 Throughout this section, “Direct Output” refers to the contribution of a particular industry or occupation to Gross Domestic Product 
(GDP). When modeling the economic impact of the legal industry later in this report, these figures are taken to represent direct 
expenditures. However, direct expenditures are actually slightly higher than contribution to GDP: based on data from the US 
Department of Commerce's Bureau of Economic Analysis, the ratio of direct expenditures to contribution to GDP is about 1.03, 
meaning that equating contribution to GDP as direct expenditures understates direct expenditures by about 3 percent. 

5 Adding to the knowledge base of the local and regional economy, many of the students who earn law degrees from Philadelphia 
institutions stay and work in Philadelphia or in the greater Philadelphia region. See Appendix C for the distribution of Philadelphia 

law school graduates by state. 

§ Because of data unavailability, not all relevant data points are known for these law schools. Employment was estimated by taking 
all direct employment at each university and assuming that the portion assigned to their law school was commensurate to the 

proportion of students at each university that were enrolled in their law school. Eamings and output were estimated by taking 

averages per employee for NAICS Code 61 as a whole. 
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2.6 Courts and Counsel (A Portion of NAICS Code 92) 

NAICS Code 92 represents Public Administration, within which fall a number of functions 
related to the legal industry, such as courts and counsel. Activity associated with 
occupations within this industry that are related to the legal industry was considered to be 
included within the legal industry. it is estimated that this set of activities represents about 
1,800 jobs, about $172 million in aggregate annual earnings, and about $305 million in 
aggregate output (see Table 2.3).’ 

Table 2.3 — Estimated Direct Contribution of Courts and Counsel (A Portion of 

NAICS Code 92) fo the City of Philadelphia Economy 

Clam arene) Direct Out 

  

  

Source: Economic Modeling Specialists International (2013), Econsult Solutions, Inc. (2013) 

2.7. Legal Occupations Not Otherwise Accounted for in the Three 

Aforementioned Industries 

In addition to the activity contained within these three aforementioned industries, the legal 
industry can be found in legal occupations within many industries. In other words, the 
legal industry can be considered the sum of law-related businesses, law schools, and 
government courts and counsel, and it should also include legal occupations such as 
general counsel and their support staff in all other industries. This activity equates to an   
7 The following occupations within NAICS Code 92 were considered (SOC Codes in parentheses): 

u © Lawyers (23-1041 
i. 

e Administrative law judges, adjudicators, and hearing officers (23-1021) 

| e Arbitrators, mediators, and conciliators (23-1022) 
H 

e Judges, magistrate judges, and magistrates (23-1023) 

« Paralegals and legal assistants (23-2011) 

e Court reporters (23-2091) 

«* —Lawelerks (23-2092) 

* Title examiners, abstractors, and searchers (23-2093) 

« Legal support workers, all other (23-2099) 
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estimated 1,250 jobs, $143 million in aggregate annual earnings, and $217 million in 

aggregate annual output (see Table 2.4)8 

Table 2.4 - Estimated Direct Contribution of Legal Occupations Not Otherwise 

Accounted for in the Three Aforementioned Industries to the City of Philadelphia 

Economy? 

Direct Employment Direct Earnings Direct Output 

  

Source: Economic Modeling Specialists international (2013), Econsult Solutions, Inc. (2013) 

2.8 Overall Size of the Legal Industry's Direct Contribution fo the City 

Economy 

Combining these non-overlapping categories result in a finding that the legal industry 

generates a significant amount of direct contribution to the City economy. Alltold, it is 

estimated that the legal industry represents about 21,400 jobs, about $2.26 billion in 

aggregate annual earnings, and about $3.45 billion in aggregate annual output (see 

Table 2.5). 

8 The SOC Codes listed in the previous footnote were considered. Employment counts included those amounts not previously 

accounted for in the three aforementioned industries. Eamings and output estimates were derived by using per-employee 

amounts for these occupations. 

9 See Appendix D for direct employment of legal occupations within Philadelphia County and the Philadelphia Metropolitan 

Statistical Area. 
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] Table 2.5 - Estimated Direct Contribution of the Legal Industry to the City of 

Philadelphia Economy 

] Orica] Direct Employment Direct Earnings Direct Output 

Legal Industries ay: a: 
(NAICS 5411) 17,300 $1.87 Billion $2.83 Billion 

Law Schools (Portion an sas 
1 of NAICS 61) 1,100 $77 Million $90 Million 

r 
: Courts and Counse! ap on 

(Portion of NAICS 92) 1,800 $172 Million $305 Million 

Other Legal 

Occupations (Multiple | 1,250 $143 Million $217 Million 

SOC Codes)         

  

        
Source: Economic Modeling Specialists Intemational (2013), Econsult Solutions, inc. {2013) 
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3.0 ECONOMIC AND FISCAL IMPACT METHODOLOGY 

3.1 Overview 

The fegal industry's direct contribution to the City economy has a multiplier effect, 

resulting in additional impacts, additional job creation and support, and additional tax 

revenues. The purpose of this section is to articulate the approach employed to translate 

direct contributions into overall impacts, using industry standard input-output modeling 

techniques and multipliers. 

3.2 Economic Impact Methodology 

Economic activity generated by the legal industry, in the form of upfront construction, 

ongoing expenditures, and visitor spending, produces two kinds of spillover effects. First, 

locally sourced materials generate increased business activity for local vendors, who in 

turn ramp up their activities and their own sourcing; this is known as the indirect effect. 

Second, workers earn wages and in turn spend a portion of their earnings within their 

local economies; this is known as the induced effect. The composition and scale of these 

spillover effects can be modeled using Regional Input-Output Modeling System (RIMS II) 

multiplier data provided by the US Department of Commerce Bureau of Economic 

Analysis.’° In this way, one can model the total economic impact generated by the legal 

industry. This impact will be sized to the City level. In other words, direct expenditures 

generate economic activity that touches the entire City." 

3.3 Fiscal Impact Methodology 

The sum of the direct expenditures associated with the legal industry and the spillover 

impacts that result from them in turn lead to various temporary and permanent 

expansions in various City tax bases and therefore generate one-time and ongoing 

increases in City tax revenues. These tax revenue increases can be modeled by looking 

at the extent to which various economic impacts increase various parts of the City 

economy. ‘2 

10 See Appendix E for additional detail on input-output modeling. 

11 See Appendix E.3 for additional detail on Econsult Solutions’ economic impact methodology. 

12 See Appendix E.4 for additional detail on Econsult Solutions’ fiscal impact methodology.   
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4.0 ECONOMIC AND FISCAL IMPACTS OF THE LEGAL INDUSTRY 

4.1 Overview 

Direct contributions by the legal industry have a ripple effect throughout the City 
economy. The purpose of this section is to estimate the magnitude of the overall 
economic impact that results, as well as to determine the industry composition of that 
impact. Because these impacts also result in the expansion of various City tax bases 
and therefore the generation of City tax revenues, those fiscal impacts are also 
discussed. 

4.2 Economic Impact from the Legal Industry 

The direct contributions of the legal industry within the City have a significant impact on 

the City economy. Within the City, there is an annual impact of about $5 billion, 
supporting about 31,000 jobs and about $3 billion in earnings (see Table 4.1). 

Table 4.1 - Annual Economic Impact of the Legal Industry on the City of 

Philadelphia Economy 

Economic Impact within the City of Philadelphia 
Legal Industry 

  

  

rere 

Direct Expenditures $3.45 Billion 

$1.47 Billion 
  

Indirect & Induced Expenditures 

    
  

      ng:       
  

Source: Economic Modeling Specialists international {2013}, US Depariment of Commerce (2011), Econsult 
Solutions, Inc. (2013) 
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4.3 Industry Distribution of Economic Impact from the Legal Industry 

While the professional services industry benefits the most from the legal industry, other 
industries experience gain as well. It is estimated that within the City, about 28 percent of 
the annual expenditure impact and about 36 percent of the permanent employment impact 
is in industries besides professional services (see Table 4.2). 

Table 4.2 - Indusiry Distribution of Economic Impact of the Legal Industry on the 

City of Philadelphia Economy 

  

  

  

  

  

    

Expenditure Impact within the City of ey ea aCe RelA 

recA EMS ° MECC view =CreiorNg 

Pression scientific, and technical 71.9% Professional scientific, and technical 63.8% 

Real estate and rental and leasing 5.3% | Real estate and rental and leasing 4.8% 

Finance and insurance 4.8% | Health care and social assistance 44% 

Health care and social assistance 2.7% | Food services and drinking places 44% 

Information 2.5% | Educational services 43% 

All other industries 12.9% } All other industries 18.2%         
Source: Economic Modeling Specialists international (2013}, US Department of Commerce (2011), Econsult 

Solutions, inc. (2013) 

4.4 Fiscal Impact from the Legal Industry 

In addition to these economic impacts, the City also generates sizeable tax revenues 
from the legal industry and from spillover impacts generated by it. It is estimated that the 
legal industry annually produces economic activity within the City that generates about 
$160 million per year in tax revenues (see Table 4.3). 
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Table 4.3 ~ Annual Fiscal Impact of the Legal Industry on the City of Philadelphia 

  

    

  

   

Government 

eee man to the City of Philadelphia 

Income Tax Revenues $110 Million 

Sales Tax Revenues $20 Million 

Business Tax Revenues $30 Million 

Tot     
  Source: Economic Modeling Specialists International (2013), US Department of Commerce (2071), Econsult 

Solutions, Inc. (2013) 
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APPENDIX A — DIRECT EMPLOYMENT IN LEGAL INDUSTRIES FOR 

PHILADELPHIA COUNTY AND THE 11-COUNTY PHILADELPHIA 

METROPOLITAN STATISTICAL AREA 

  

figure A.1 ~ Employment in NAICS $411 (Legal Services Industry) for Philadelphia 

County and the 11-County Philadelphia Metropolitan Statistical Area, and the 

Proportion of MSA Employment That is Located within Philadelphia 

  

  

  

   

           
        

4q 50,000 —— 48% 

q 45,000 | AM 

40,000 r 46% 
Ee : f . fae 7 E 7 a, 

dq 35,000 oF | 

. oe + 44% 
1 30,000 

25,000 a Ce oo 
q es as — b+ 42% 

20,000 
| 44% 

q 15,000 L 40% 

| 10,000 + 39% 

q 5,000 + 38% 

] 0 = A 37% 

= 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2014 

mztPhiladelphia MSA Philadelphia County #=Philadelphia County % of MSA 
  

Source: Economic Modeling Specialists Intemational (2013), Econsult Solutions, inc. (2013) 
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APPENDIX B - OCCUPATIONAL COMPOSITION OF LEGAL 

SERVICES INDUSTRY IN PHILADELPHIA COUNTY 

  

Figure B.1 - Legal Services Industry (NAICS Code 5411) Employment by 

Occupation Type for Philadelphia County 

bee m tens) 

SOC Code SOC Occupation Description era 
Employment     Pe

at
ee
s 

  

  

  

  

  

  

  

  

  

          

23-1011 Lawyers 36.7% 

q 43-6012 Legal Secretaries 18.4% 

23-2011 Paralegals and Legal Assistants 14.7% 

43-9061 Office Clerks, General 4.2% 

43-6014 spores and Administrative Assistants, Except Legal, Medical, and 4.2% 

xecutive 

43-4171 Receptionists and Information Clerks 2.6% 

43-3031 Bookkeeping, Accounting, and Auditing Clerks 1.9% 

23-2093 Title Examiners, Abstractors, and Searchers 1.4% 

43-1011 First-Line Supervisors of Office and Administrative Support Workers 1.4% 

43-4071 File Clerks 1.3% 

~ All Other Occupations 13.2% 
  

Source: Economic Modeling Specialists international (2013), Econsult Solutions, Inc. {2013} 
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APPENDIX C = DISTRIBUTION OF PHILADELPHIA LAW SCHOOL 
GRADUATES BY STATE 

Figure C.1 -Employment Statistics for Philadelphia Law Schools 

Tame James E. Beasley 
Pennsylvania Law School of Law 

STeliTele}t exert} 

a 
SNES eld REL cm emstc hf 

gy = % Graduates Employed Earle Mack School of See cae Rane 

in PA (2012) Law (Drexel) School rom 

SS 
# of Graduates Earle Mack School of University of AEH eemsi cela] 
Employed After men rer ee Pennsylvania Law Schoo! of Law 
Graduation (2012) rex School oro) 

PA 79% 98% 87% 

Earle Mack School of 

Law (Drexel) 
# of Graduates (2012) 

  

  

Source: Law Schoo! Admission Council (2013), Econsult Solutions, Inc, (2013) 
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APPENDIX D - DIRECT EMPLOYMENT IN LEGAL OCCUPATIONS 

FOR PHILADELPHIA COUNTY AND THE 11-COUNTY 

PHILADELPHIA METROPOLITAN STATISTICAL AREA 

Figure D.2 - Employment in SOC 23 (Legal Occupations) for Philadelphia County 

and the 11-Counly Philadelphia Mefropolitan Statistical Area, and the Proportion 

of MSA Employment That is Located within Philadelphia 

  

  

       

50,000 - 44% 

45,000 Lo 40% 

40,000 | 39% 

35,000 38% 

30,000 
+ 37% 

25,000 | 
+ 36% 

20,000 4 
0; 

15,000 S% 

40,000 | 34% 

5,000 | J 33% 

, Sie a! 30% 
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

m=Philadelphia MSA —saitPhiladelphia County *=Philadelphia County % of MSA       
Source: Economic Modeling Specialists International (2013). Econsult Solutions, inc. {2013}   
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APPENDIX E —- ECONOMIC AND FISCAL IMPACT 

METHODOLOGY 

E.i History 

The theory behind input-output modeling stretches as far back as the mid 17th century, 

when Sir William Petty described the interconnectedness of “production, distribution, and 

wealth disposal.” While Perry can be credited with noticing links between economies, 

input-output modeling did not begin to take true form until the mid 18th century, when 

French physician Francois Quesnay created the Tableau Economique. His work detailed 

how a landowner spends his earnings on goods from farms and merchants, who in turn 

spend their money on a host of goods and services. Over the course of the century, an 

algebraic framework was added by Achille-Nicholas Isnard. Robert Torrens and Léon 

Walras refined the model by establishing the connections between profits and production. 

The modern input-output system can be attributed to Wassily Leontief. in his thesis, “The 

Economy as a Circular Flow” (1928), he outlined the economy as an integrated system of 

linear equations relating inputs and outputs. This framework soon gained popularity, and 

became a widely accepted analytical tool. In 1936, Leontief produced the first input- 

output analysis of the US. Leontief's work became the US Department of Commerce’s 

Bureau of Economic Analysis’s (BEA) standard benchmark for US production in the 

1950's. Leontief received a Nobel Prize for his work in 1973. 

By the 1970's, the BEA had developed regional multipliers that could benchmark regional 

production throughout the US. Through extensive surveying, the impacts of each industry 

could be determined at the individual county level. These multipliers later became known 

as the Regional Input-Output Modeling System, RIMS. These multipliers would later be 

improved in the 1980’s and reclassified as RIMS Il multipliers. This new system soon 

became a trusted standard in economic impact studies. The updated RIMS II multipliers 

show the effect on the local economy that localized expenditures have in terms of 

employment, output, and earnings. 

E.2 Application 

The use and application of multipliers are fairly basic and intuitive. Multipliers, in their 

most basic form, are the result of an algebraic analysis expressing how two inputs are 

interconnected in the production of an output. The resuit of the equation generates a 

multiplier that is broken down into direct, indirect, and induced effects. In a generalized 

example: if the multiplier for good “X” to good “Y” is 3, then the direct of good “X” on “Y” is 

1, with indirect and induced effects of 2. Essentially, every unit of good “X” supports 2 

units of good “Y’. 
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When implemented on a large complex scale, such as that of the US economy or any 
subsection of it, multiplier effects across industries can be complicated. However, the 
same general concept comes into play. Each industry has largely different and varied 
inputs into other industries. The quantity of the output is largely decided by the scale and 
efficiency of the industries involved. As a result, the sum of those inputs equates to an 
output product plus a value added/component. By arranging these inputs and outputs by 
industry in a matrix, and performing some algebra to find the Leontief inverse matrix, 
each industry's effect on final demand can be estimated. Additionally, the direct, indirect, 
and induced effects can also be determined. Direct effects include direct purchases for 
production, indirect effects include expenses during production, and induced effects 
concern the expenditures of employees directly involved with production. Using building 
construction as an example, the direct effects would include materials, brick, steel, and 
mortar, the indirect effects would involve the steel fabrication, concrete mixing, and the 
induced effects would consider the construction workers purchases from their wages. 
While impacts vary in size, each industry has rippling effects throughout the economy. By 
using an input-output model, these effects can be more accurately quantified and 
explained. 

RIMS Hi is one of several popular choices for regional input-output modeling. Each 
system has its own nuances in establishing proper location coefficients. RIMS Il uses a 
location quotient to determine its regional purchase coefficient (RPC). This represents the 
proportion of demand for a good that is filled locally; this assessment helps determine the 
multiplier for the localized region. RIMS !I takes the multipliers and divides them into over 
500 industry categories in accordance to the North American Industrial Classification 
System (NAICS) codes. A comprehensive breakdown of a region’s multipliers by industry 
can be shown. 

Despite the usefulness of input-output modeling, there are some shortcomings to the 
system. Notably, input-output models ignore economies of scale. Input-output models 
assume that costs and inputs remain proportionate through different levels of production. 
Further, multipliers are not generally updated on a timely basis; most multipliers are 
prone to be outdated with the current economy. If the multipliers are sourced from a year 
of a recession economy, the multipliers may not accurately represent the flows from an 
economic boom period. Additionally, the multipliers may not capture sudden legal or 
technological changes which may improve or decrease efficiency in the production 
process. Regardless, I-O models still serve as the standard in the estimation of local and 
regional! impacts.   
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E.3 Economic Impact Model 

The methodology and input- output model used in this economic impact analysis are 

considered standard for estimating such expenditure impacts, and the results are 

typically recognized as reasonable and plausible effects, based on the assumptions 

(including data) used to generate the impacts. In general, one can say that any economic 

activity can be described in terms of the total output generated from every dollar of direct 

expenditures. If an industry in a given region sells $1 million of its goods, there is a direct 

infusion of $1 million into the region. These are referred to as direct expenditures. 

However, the economic impact on the region does not stop with that initial direct 

expenditure. Regional suppliers to that industry have also been called upon to increase 

their production to meet the needs of the industry to produce the $1 million in goods sold. 

Further, suppliers of these same suppliers must also increase production to meet their 

increased needs as well. These are referred to as indirect expenditures. In addition, 

these direct and indirect expenditures require workers, and these workers must be paid 

for their labor. These wages and salaries will, in turn, be spent in part on goods and 

services produced locally, engendering another round of impacts. These are referred to 

as induced expenditures. 

Direct expenditures are fed into a model constructed by Econsult Solutions, Inc. and 

based on RIMS fl data. The model then produces a calculation of the total expenditure 

effect on the regional economy. This total effect includes the initial direct expenditure 

effect, as well as the ripple effects described, the indirect and induced expenditure effects 

(see Figure A.1). 

Part of the total expenditure effect is actually the increase in total wages and salaries 

(usually referred to as earnings), which the model can separate from the expenditure 

estimates. Direct payroll estimates are fed into the “household’ industry of the input- 

output model. Impacts of this industry are estimated using the persona! consumption 

expenditure breakdown of the national input- output table and are adjusted to account for 

regional consumption spending and leakages from personal taxes and savings. The 

direct, indirect, and induced earnings represent a 

component of the total economic impact attributable to wages and salaries. Finally, the 

model calculates the total expenditures affecting the various industries and translates this 

estimate into an estimate of the total labor (or jobs) required to produce this output. 

in short, the input- output model estimates the total economic activity in a region that can 

be attributed to the direct demand for the goods or services of various industries. This 

type of approach is used to estimate the total economic activity attributable to the 

expenditures associated with various types of spending in the region (see Figure E.1 and 

Table E.1). 

  

ry Econsult Solutions | 1435 Walnut Street, Ste. 300 } ‘Philadelphia, PA 19102 | 215-717-2777 | EconsultSotutions.com



B PHILADELPHIA BAR ASSOCIATION | ECONOMIC IMPACT OF THE LEGAL INDUSTRY IN THE CITY OF PHILADELPHIA 

Figure E.1 - Flowchart of Input-Output Methodology for Estimating Economic 

Impact 
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Table E.1 - Glossary of Terms for Input-Output Models 

  

Multiplier Effect - the notion that initial outlays have a ripple effect on a local economy, to the 

extent that direct expenditures lead to indirect and induced expenditures. 

Economic Impacts - total expenditures, employment, and earnings generated. 

Fiscal Impacts — local and/or state tax revenues generated. 

Direct Expenditures — initial outlays usually associated with the project or activity being modeled; 

examples: one-time upfront construction and related expenditures associated with a new or 

renovated facility, annual expenditures associated with ongoing facility maintenance and/or 

operating activity. 

Direct Employment — the full time equivalent jobs associated with the direct expenditures. 

Direct Earnings — the salaries and wages earned by employees and contractors as part of the direct 

expenditures. 

Indirect Expenditures — indirect and induced outlays resulting from the direct expenditures; 

examples: vendors increasing production to meet new demand associated with the direct 

expenditures, workers spending direct earnings on various purchases within the local economy. 

Indirect Employment — the full time equivalent jobs associated with the indirect expenditures. 

Indirect Earnings — the salaries and wages earned by employees and contractors as part of the 

indirect expenditures. 

Total Expenditures ~ the sum total of direct expenditures and indirect expenditures. 

Total Employment - the sum total of direct employment and indirect employment, 

Total Earnings — the sum total of direct earnings and indirect earnings. 

Total Value-Added — the sum total of contribution to Gross Domestic Product.     
  

Source: Econsulf Solutions, Inc. (2013)     
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E.4_ Fiscal Impact Model 

The RIMS II model provides estimates of the economic impact of a new project or 

program on the regional economy. It does not, however, estimate the fiscal impact of the 

increased economic activity on state and local governments. Econsult has constructed a 

mode! that takes the output from the RIMS 11 model and generates detailed estimates of 

the increases in state and local tax collections that arise from the new project. Those 

revenues are in fact a part of the total economic impact of a new project that is often 

ignored in conventional economic impact analyses. 

The RIMS II model provides estimates of direct, ‘indirect, and induced expenditures, 

earnings, and employment within the defined region. The Econsult fiscal impact model 

combines the RIMS II output with the relevant tax types and tax bases associated with 

the jurisdiction or jurisdictions for which fiscal impact is being modeled. Specifically, the 

estimated earnings supported by the direct, indirect, and induced expenditures generated 

by the model are used to apportion the net increase in the relevant tax bases and 

therefore in those tax revenue categories. The resulting estimates represent the 

projected tax revenue gains to the jurisdiction or jurisdictions as a result of the increased 

business activity and its attendant indirect and induced effects. 
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