Scottish Enterprise Economic Impact Guidance


Impact Period

	The impact period refers to the time horizon over which an economic impact assessment is calculated and presented


Why is it important?

To gain as full an understanding as possible of the economic impact of an intervention it is important to consider a time period that covers both:-

· The time needed to implement a project; and

·  The time to capture its impact across the lifespan of the new/improved products/services sold in the market place or processes implemented as a result of the intervention.
While some interventions, such as support for an event, might have a short, but immediate, time to impact, it is not uncommon for considerable periods to elapse before impacts emerge. However, such impacts may then last for a long time.  An example of this might be when a period of intensive Research & Development is required as part of the product development phase of a project, where regulatory hurdles are required to be overcome before a product can be launched.  However, once launched then the impacts may persist for many years, albeit that over this time there may be a gradual year-on-year decay of the impacts attributable to the intervention.
Consistency of presentation is fundamentally important: given that the elapsed time to achieve initial impacts will vary across interventions, as will the period over which attributable impacts will be accrued.  Accordingly using a consistent timeframe over which economic impact assessments are undertaken aids consistent data collection and reporting, and allows for better comparison of the performance of interventions.

What impact period must be used and how should economic impacts be reported?

The following elements are required to ensure that a consistently accurate assessment of economic impact is derived:-
· Defining the year of intervention for each beneficiary as year ‘1’;
· Seeking, where possible, to construct a 10 year impact assessment profile capturing all required data to calculate gross and net GVA on an annualised basis as set out in the template EIA spreadsheets, accruing from the first year of expenditure (i.e. 10 years in total from intervention year ‘1’).  It needs to be stressed that using a 10 year time frame does not mean that all interventions will have impacts for 10 years: some will have impacts for less, others more.  Ten years is a compromise
 between those interventions that will give short terms impact, which have short persistence and decay very rapidly, and those, such as infrastructure, which may take more than 10 years to implement and which may then persist for  a long period; and

· Cumulative net additional GVA should always be reported at the following key ‘milestone’ years
: years 1, 3, 5 and 10.
There will also be a need to adjust forecast impacts for policy persistence and decay.  This is dealt with below.  

Infrastructure Projects

As the economic life of a physical asset is much longer than that of a product, process or service, it is important to capture economic impact over the life time of the asset.  For example, if new business accommodation is expected to have a minimum life-span of 20 years, then the economic impact assessment should examine impacts over that time period.  The special challenges of appraising infrastructure projects are dealt with elsewhere,
What if data is not available?

In practice, it may be either overly ambitious or inappropriate to capture data over a 10-year timeframe: beneficiaries may either not have the visibility of business performance for medium to long term forecasts, or the life cycle of a product may simply be less than this given time frame.
Where whole-term economic impact will be realised over a legitimately shorter time frame, such as on account of shorter product life-cycles, impact should be reported on a cumulative basis to the last available year: for example years 1, 3 , 5 and 6, with year 6 indicating the full time span of impact within the economy.  However, the impacts can then be reported over 10 years with the impacts in years 6 to 10 being 0.
Alternatively, where it can be determined that there are genuine gaps in the data, on account of the difficulty in forecasting over a 10 year period, it is important to consider data adjustments based on the time path of the intervention.  In such cases it is recommended that as a rule of thumb a 20% per annum decay rate be applied to impacts for those years beyond which data is forecast.  However, should there be, for example, survey evidence as to the decay rate then this should be used.
Consider the following example (Table 1).  Here it is felt that the intervention will last for 10 years (if not longer).  However, it has not been possible to calculate these beyond Year 7.  For the remaining years of impact to Year 10 the impacts have been decayed by 20% a year.   
TABLE 1

Decaying Impacts When Data is Not Available
	
	Year

	
	1
	2
	3
	4
	5

	GVA (£000s) in current prices
	500
	550
	650
	700
	850

	
	
	
	
	
	

	
	Year

	
	6
	7
	8
	9
	10

	GVA (£000s) in current prices
	900
	900
	-
	-
	-

	Policy decay at 20%
	
	
	900*(1-20%)

= 720
	720*(1-20%)

= 576
	576*(1-20%)

= 461


Persistence Effect Adjustments
The impact of a public sector intervention will not persist for ever.  Over time it is recognised that extrapolating economic impact for a cohort of businesses is likely to over-estimate the real levels of activity.  This reflects a range of macro and micro-economic factors that can influence the cohort of supported companies over time.  For example, adverse trading conditions may reduce the size of the cohort through company closures, or consolidation within an industry may result in attractive growth businesses becoming acquisition targets. These businesses will, therefore, not necessarily add value to the Scottish economy.
In order to avoid over-counting persistence effects, the following adjustments should be made, and applied to annual totals from year ‘1’ as follows:

· Failure rates – estimated to be 10% per annum
.  Accordingly 10% of the mean total value GVA and employment should be subtracted for the annual totals each year over the available impact period for interventions that are supporting multiple companies. For interventions that are supporting one company, or a small number, such an adjustment may not be appropriate and a suitably caveated judgement should be made based on the characteristics of the beneficiaries; and
· Acquisition rates – estimated at 30% of companies over a decade with 33% of this total retaining some form of local ownership
.  Accordingly a further 2% of the mean total value GVA and employment should be subtracted from the annual totals each year over the available impact period ((30 x (1-0.33))/10).  However, the characteristics of the companies being supported need to be taken account of before making an adjustment.  For example, if they are small, high growth companies then the acquisition rate may be higher.
Need more help?
For further information contact:-

Suzanne Fleming, 0141-228-2062

Suzanne.fleming@scotent.co.uk
� And recommended by BIS (http://www.bis.gov.uk/assets/biscore/better-regulation/docs/i/11-1112-impact-assessment-toolkit.pdf)


� Presented in present values and constant prices for the given base year


� BERR (2008) High Growth Firms in the UK: Lessons from an Analysis of Comparative Performance, Department for Business, Enterprise and Regulatory Reform


� Training and Employment Research Unit (2005) Corporate Headquarters in Scotland, their Nature and Contribution to Scotland’s Economic Development, Scottish Enterprise. The remainder of these businesses becoming shell companies, cost centre or significantly reduced operations
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