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Economic 

contribution modelling 

Economic contribution studies are intended to quantify measures such as value added, exports, imports 

and employment associated with a given sector or firm, in a historical reference year. The economic 

contribution is a measure of the value of production by a firm or sector. 

All direct, indirect and total contributions are reported as gross operating surplus (GOS), labour income, 

value added and employment, with these terms defined in Table A.1. 

Table A.1: Definitions of economic contribution estimates 

Estimate Definition 

Gross operating surplus (GOS) GOS represents the value of income generated by the entity’s direct capital 

inputs, generally measured as the earnings before interest, tax, depreciation, 

and amortisation (EBITDA). 

Labour income Labour income is a subcomponent of the value added. It represents the value of 

production generated by the entity’s direct labour inputs, as measured by the 

income to labour. 

Value added Value added measures the value of production (i.e. goods and services) 

generated by the entity’s factors of production (i.e. labour and capital) as 

measured in the income to those factors of production. The sum of value added 

across all entities in the economy equals gross domestic product. Given the 

relationship to GDP, the value added measure can be thought of as the 

increased contribution to welfare. 

Employment (FTE) Employment is a fundamentally different measure of activity to those above. It 

measures the number of workers (measured in full-time equivalent terms) that 

are employed by the entity, rather than the value of the workers’ product. 

Direct economic contribution The direct economic contribution is a representation of the flow from labour and 

capital committed in the economic activity. 

Indirect economic contribution The indirect contribution is a measure of the demand for goods and services 

produced in other sectors as a result of demand generated by economic activity. 

Total economic contribution The total economic contribution to the economy is the sum of the direct and 

indirect economic contributions. 

Source: Deloitte Access Economics 

Value added 

The measures of economic activity provided by a contribution study are consistent with those provided by 

the Australian Bureau of Statistics (ABS). For example, value added is the contribution the sector makes to 

total factor income and gross domestic product (GDP) and gross state product (GSP). 

There are a number of ways to measure GDP: 

• Expenditure approach – measures the expenditure of households, on investment, government

and net exports

• Income approach – measures the income in an economy by measuring the payments of wages

and profits to workers and owners.

Below is a discussion as to measuring the value added by a sector or firm using the income approach. 

Measuring the economic contribution – income approach 

There are several commonly used measures of economic activity, each of which describes a different 

aspect of a sector’s economic contribution. One measure is value added. 
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Value added measures the value of production (i.e. goods and services) generated by the entity’s factors 

of production (i.e. labour and capital) as measured in the income to those factors of production. The sum 

of value added across all entities in the economy equals gross domestic product. Given the relationship to 

GDP, the value added measure can be thought of as the increased contribution to welfare. 

Value added is the sum of: 

• Gross operating surplus (GOS) represents the value of income generated by the entity’s capital inputs,

generally measured as the earnings before interest, tax, depreciation and amortisation (EBITDA)

• Tax on production less subsidy provided for production. Note: given the manner in which returns to

capital before tax are calculated, company tax is not included or this would double-counted that tax. In

addition it excludes goods and services tax, which is a tax on consumption (i.e. levied on households)

• Labour income is a subcomponent of value added. It represents the value of production generated by

the entity’s direct labour inputs, as measured by the income to labour.

Figure A.1 shows the accounting framework used to evaluate economic activity, along with the 

components that make up output. Output is the sum of value added and the value of intermediate inputs 

used by the firm. Net taxes on products are not included in value added but are included in GDP. 

The value of intermediate inputs can also be calculated directly by summing up expenses related to non-

primary factor inputs.  

Figure A.1: Economic activity accounting framework 

Source: Deloitte Access Economics. 

Contribution studies generally outline employment generated by a sector. Employment is a fundamentally 

different measure of activity to those above. It measures the number of workers that are employed by the 

entity, rather than the value of the workers’ production. 

Direct and indirect contributions 

The direct economic contribution is a representation of the flow from labour and capital in the company. 

The indirect contribution is a measure of the demand for goods and services produced in other sectors as 

a result of demand generated by the plant-based meat manufacturing sector. Estimation of the indirect 

economic contribution is undertaken in an input-output (IO) framework using Australian Bureau of 

Statistics IO tables which report the inputs and outputs of specific sectors of the economy. 

The total economic contribution to the economy is the sum of the direct and indirect economic 

contributions. 

Other measures, such as total revenue or total exports are useful measures of economic activity, but these 

measures alone cannot account for the contribution made to GDP. Such measures overstate the 

contribution to value added because they include activity by external firms supplying inputs. In addition, 

they do not discount the inputs supplied from outside Australia. 
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Limitations of economic contribution studies 

While describing the geographic origin of production inputs may be a guide to a firm’s linkages with the 

local economy, it should be recognised that these are the type of normal sector linkages that characterise 

all economic activities. 

Unless there is unused capacity in the economy (such as unemployed labour) there may not be a strong 

relationship between a firm’s economic contribution as measured by value added (or other static 

aggregates) and the welfare or living standard of the community. The use of labour and capital by demand 

created from the sector comes at an opportunity cost as it may reduce the amount of resources available 

to spend on other economic activities. This is not to say that the economic contribution, including 

employment, is not important. As stated by the Productivity Commission in the context of Australia’s 

gambling sectors:70  

Value added trade and job creation arguments need to be considered in the context of the economy as a 

whole … income from trade uses real resources, which could have been employed to generate benefits 

elsewhere. These arguments do not mean that jobs, trade and activity are unimportant in an economy. To 

the contrary they are critical to people’s well-being. However, any particular sector’s contribution to these 

benefits is much smaller than might at first be thought, because substitute sectors could produce similar, 

though not equal gains. 

In a fundamental sense, economic contribution studies are simply historical accounting exercises. No 

‘what-if’, or counterfactual inferences – such as ‘what would happen to living standards if the firm 

disappeared?’ – should be drawn from them. 

The analysis – as discussed in the report – relies on a national IO table modelling framework and there are 

some limitations to this modelling framework. The analysis assumes that goods and services provided to 

the sector are produced by factors of production that are located completely within the state or region 

defined and that income flows do not leak to other states or regions. 

The IO framework and the derivation of the multipliers also assume that the relevant economic activity 

takes place within an unconstrained environment. That is, an increase in economic activity in one area of 

the economy does not increase prices and subsequently crowd out economic activity in another area of the 

economy. As a result, the modelled total and indirect contribution can be regarded as an upper-bound 

estimate of the contribution made by the supply of intermediate inputs. 

Similarly the IO framework does not account for further flow-on benefits as captured in a more dynamic 

modelling environment like a Computable General Equilibrium (CGE) model. 

Input-output analysis 

Input-output tables are required to account for the intermediate flows between sectors. These tables 

measure the direct economic activity of every sector in the economy at the national level. Importantly, 

these tables allow intermediate inputs to be further broken down by source. These detailed intermediate 

flows can be used to derive the total change in economic activity associated with a given direct change in 

activity for a given sector. 

A widely used measure of the spill-over of activity from one sector to another is captured by the ratio of 

the total to direct change in economic activity. The resulting estimate is typically referred to as ‘the 

multiplier’. A multiplier greater than one implies some indirect activity, with higher multipliers indicating 

relatively larger indirect and total activity flowing from a given level of direct activity. 

The IO matrix used for Australia is derived from the ABS 2017-18 IO tables. The sector classification used 

for IO tables is based on the Australian and New Zealand Standard Industrial Classification (ANZSIC), with 

114 sectors in the modelling framework. 

70 Productivity Commission, Australia’s Gambling Industries (Report 10, 1999, Canberra) 4.19. 




