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1 Introduction 

Billions of dollars are spent on advertising in the United States each year. From billboards to internet ads, these 

expenditures are intended to stimulate demand, inform customers and differentiate products and services in the 

market place. In 2014 alone, an estimated $297 billion was spent on advertising across all industries and media 

types in the United States. Under current economic conditions, IHS forecasts ad spending rates will demonstrate 

an average annual growth rate of 3.3% from 2014 through 2019, rising to $349 billion. This report examines the 
vital role that advertising plays in the US economy. 

 

 

In 2014, the US economy posted $36.7 trillion in sales activity. Of that, IHS estimates $2.4 trillion in direct sales 

were stimulated as a result of the $297 billion that companies spent on advertising for their products and services. 

Thus, approximately 6.5% of US sales activity is directly stimulated by advertising. However, as depicted in the 

graphic below, fulfilling the direct sales initiates a “multiplier effect” throughout the economy as dollars flow 

through supply chains, driving an additional $1.4 trillion in indirect sales. The economic stimulation does not end 

there; companies and their suppliers hire and pay employees, who, in turn, spend some of their income in the 

economy on consumer goods and services. These induced consumer effects amounted to $1.7 trillion in 2014. 

Thus, the initial $297 billion in ad spending drove an additional $5.5 trillion in sales. This amounts to each dollar 

of ad spending in 2014 leveraging almost $19 in sales activity. The combined $5.8 trillion (ad spend + stimulated 

sales activity) means that 16% of the $36.7 in total sales generated in the US economy were attributable to 

advertising expenditures in 2014. 
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Advertising Expenditures stimulate additional sales activity, 2014 

 

 

As discussed in this report, the stimulated sales activity triggers additional economic benefits. Workers must be 

hired and retained in order to deliver goods and services. Companies reap additional profits and make larger 

contributions to US Gross Domestic Product (GDP). Plus, companies and workers pay state, local and federal 

taxes. For example, IHS estimates that, in 2014, advertising fueled the following contributions to the US 

economy: 

 Advertising supported $5.8 trillion (or 16%) of the $36.7 trillion in US output and 20 million (or 14%) of 

the 142 million US jobs; 

 Every dollar of ad spending supported, on average, about $19 of economic output (sales); 

 The total impact of advertising represented 19% of US GDP; 

 For every million dollars spent on advertising, 67 American jobs were supported across a broad range of 

industries, throughout the economy; 

 Every direct advertising job supported another 34 jobs across industries; 

 Labor income supported by advertising represented 17% of all personal and proprietor income in the US; 

 The average salary for jobs ultimately supported by advertising was almost $96K or 20% above the 

national average. 
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The models used in this study estimate and forecast the direct, indirect and induced economic impacts in the US 

economy due to spending on advertising by major industry sectors throughout the economy. The results obtained 

from the models: 

 take a comprehensive, consistent and detailed view of the economic environment and advertising’s role in 

the economy by using IHS’s proprietary US Macroeconomic Model, Business Market Insight Model, and 

Regional Economic Model; 

 utilize an integrated approach that combines the expertise of IHS's industry and regional forecasting 

experts with IHS's time-tested economic forecasting models and custom analysis regarding the uses and 

impacts of advertising by industry and geographic area in the economy; 

 use the relationships between and among the industries that use advertising 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; 

 quantify the total economic impact throughout the US economy due to advertising, not merely the isolated 

changes expected within the various media categories themselves; and 

 identify both the sales attributed to and the jobs supported by all forms of advertising at all levels of 

economic activity.  

The modelling approach used to conduct this study, which was first developed by Dr. Lawrence R. Klein 

(recipient of the 1980 Nobel Prize in Economics), has been adapted to account for the changes in the structure of 

the US economy. It is designed to calibrate the total economic impact of advertising on three tiers: direct, indirect 

and induced. The first tier of analysis is the direct impact, which is further broken down into two sub-tiers: (1) 

the dollars spent on supporting the development and implementation of advertising activities to stimulate demand 

in each industry and (2) the dollars accruing to industries that utilize advertising to stimulate demand for their 
products and services.  

The second tier of analysis identifies the indirect impact which contains two sub-tiers: (1) the supplier economic 

impact and (2) the inter-industry economic impact. The supplier impact quantifies the activity supported by first-

generation suppliers to the industries that use advertising. The inter-industry economic impact includes the 

activity supported throughout the extended supply chain. 

The third and final tier of the analysis involves the induced impact that is initiated when employees of the direct 

and indirect companies spend portions of their wages (as consumers) to make purchases (generate sales) of goods 
and services. 

In addition, we measure the total economic impact along five dimensions: employment, sales or output, value 

added contribution to GDP, labor income and government revenues.  

Employment: In many industries the employment supported typically occurs in two ways. First, capital 

investment cycles often lead to capacity-expansion projects such as bringing a new manufacturing plant on line. 

While many construction and manufacturing jobs can be supported thereby triggering growth in indirect and 

induced jobs, these tend to dissipate as the expansion project comes to an end. Production, on the other hand, 

supports long-term jobs. These are typically jobs within core industries and their associated supply chains as well 

as jobs induced by the employee’s consumer spending activities. As advertising seeks to stimulate demand, the 
bulk of jobs ultimately attributable to advertising expenditures tend to be in the production phase.  

Output: This is also known as sales. It is the sum of the value of all products and services produced in the 

economy in a given time frame. 
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Value-added: Value-added is the difference between the non-labor production cost of products or services and 

the sales price (i.e., total value-added is revenue less outside purchases of material and services). The frequently 

cited gross domestic product (or GDP) is simply the sum of value-added across all products and services produced 

within an economy. For the purposes of this report, value added is equivalent to contribution to GDP. GDP is 
generally considered the broadest measure of economic activity.   

Labor income: A subcomponent of value-added is labor income, which captures the compensation (wages and 

benefits) paid to workers. A common measure of the relative contribution of an industry to the overall economy is 
labor income per worker. The higher the ratio, the greater is each worker's quality and contribution to growth. 

Government revenues: Increased economic activity will expand government revenues by expanding taxable 

income and vice versa, decreased economic activity lowers taxable income and will lower government revenues 

(ceteris paribus). 

Based on our understanding of the US economy and findings from this study, we conclude that advertising plays a 

significant role in stimulating US 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 2019.   
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2 Economic Impact of Advertising on the US Economy 

The US economy is heavily affected by the health of the consumer sector, which represents about 68% of the 

economy. Based on this measure, the United States has the highest dependence on personal consumption relative 

to other large advanced economies (see graph below). Further, while the consumer sector’s share of GDP is 

shrinking in many of these countries, it is still growing in the US economy. This is true despite experiencing a 

sizable hit during the recession.   

 

The slow and uneven recovery of the US economy from the 2007-2009 financial crisis and recession took a 

particular toll on the US consumer. While the economy is now picking up steam, wage increases continue to be 

stagnant. However, through low oil prices, interest rates that are still historically low and rising stock and housing 

prices, the US consumer sector is gaining some wind in its sail. This has allowed household net worth to rise 26% 

above its 2007-prerecession peak which is boosting confidence despite a labor force participation rate that 

continues to be below the pre-recession rate. With more money in their pockets and higher accumulation of 

wealth, consumers are moving into a better financial position – and businesses must continue to aggressively 
compete for a share of their wallets. 

2.1 The Impact of Advertising on Demand 

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 major 

industry sectors. 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 
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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: 

 Influencing market share within an industry or product category; 

 Changing the distribution of spending among substitute products; 

 Creating awareness of and demand for new products, technologies, and applications; 

 Promoting brand image; 

 Stimulating purchase activity. 

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 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. 

This study analyzes the impact of total advertising expenditures in 17 user industries, tracks the linkages among 

all suppliers to the industries that leverage advertising to sell and promote their products and services, and 

disaggregates the results for all states and congressional districts in the United States. Thus, the information 

presented in the study provides a comprehensive view of advertising's contribution to US national and regional 
economic activity. 

The impact of advertising spending is assessed by quantifying the level of sales, employment, value-added, taxes, 

and labor income that are attributable to spending on advertising. Advertising increases sales, which then boosts 

production and helps create and maintain jobs across every industry, state and congressional district. IHS assessed 

the economic impact of advertising by first estimating the effect of advertising on sales. Using historical data for 

advertising expenditures collected from the IRS Statistics of Income database for each industry, an equation was 

estimated to identify how sensitive sales are to ad spending in each industry. As expected, some industries are 

more dependent on advertising to generate sales than others. These output (sales) estimates became inputs to our 

models for estimating the supply-chain and induced impacts in employment, sales, value added and labor income. 

The table below displays the top-level results of this portion of the study. More details can be found in Appendix 

A. 
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2.2 Employment 
There were an estimated 144 million 

people employed in the US during 

2014 and about 0.4% of them 

(558,000) were directly employed in 

an occupation related to advertising 

and marketing across all industries. 

These workers focused on developing 

and executing the advertising 

messages that reach end users. If 

effective, advertising stimulates 

additional economic activity 

throughout the supply chain, resulting 

in businesses retaining existing or 

hiring additional workers to fill new 

orders. IHS estimates that the sales 

that occurred as a result of ad spend 

supported about 20 million workers in 2014 – including all levels of employment through the entire supply chain, 

from manufacturer to wholesaler to retailer – bringing the overall advertising impact on employment to average 

14% of the working population. That is to say, every direct job in an advertising-defined occupation (i.e. those 

employed at advertising firms) supported 34 other jobs across a broad range of industries throughout the 
economy. In addition, every million dollars spent on advertising supported 67 American jobs. 

As one might expect, many of those supported jobs occur in the retail trade industry as this industry has a large 

advertising bill relative to the others. But the impact extends down the value chain to industries that generally 

supply goods and services to businesses. For instance, there are virtually no direct advertising jobs in the 

agriculture and mining industry (about .01% of total advertising occupations). However, this sector supplies many 

industries that heavily advertise. The advertising-driven sales in those industries lead to “pull through” sales for 

the agriculture and mining sector.  The result: agriculture and mining accounts for about 7% of the tier-1 supplier 

jobs – the fifth largest impact amongst the 17 categories in this report. The manufacturing and business services 

industries are others that realize more jobs supported at this level. Detailed industry-level employment data are 

included in Appendix A. 

2.3 Sales 
Businesses spend billions of dollars on 

advertising. In 2014 alone, an 

estimated $297 billion was spent on 

advertising across all industries and 

media types. Direct sales due to 

advertising were $2.4 trillion, in 2014.  

This means that, on average, 

companies enjoy $8 of sales for every 

dollar they spend on advertising. 

The sales activity generated from the 

direct sales are “multiplied” 

throughout the economy as ripples of 

supplier, inter-industry and induced 

sales activity more than double the 

value of the direct sales impact. The 
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supplier impact in 2014 was $629 billion and the inter-industry impact was $778 billion, for a combined indirect 

impact of $1.4 trillion. The corresponding induced impact was $1.7 trillion. All told, advertising expenditures plus 

the associated sales (output) supported by advertising accounted for $5.8 trillion of the $36.7 trillion of total 

output in the US economy during 2014. By 2019 this number will reach $7.4 trillion of the $46.2 trillion expected 

in total US output. This represents approximately 16% of sales in both years. 

2.4 Value Added  
Value added is an important measure in 

the analysis of economic impact. It 

provides a more accurate indicator of 

advertising’s contribution to the broader 

economy as it removes the double-

counting that can occur when analyzing 

sales activity (e.g., when component 

products are sold and resold at various 

stages of the supply chain). In general, 

value added is sales activity (output) less 

the associated non-labor input costs. The 

sum of all value added across businesses 

in an economy is gross domestic product 

(GDP). IHS estimates that advertising 

activity represented $3.4 trillion (or 

19%) of the $18.2 trillion in US GDP in 

2014. The contribution was almost 

evenly distributed amongst the direct 

levels (48% of total value added) and 

indirect/induced levels (52% of total 

value added). 

2.5 Labor Income 
Labor income is a measure of overall 

employee compensation and proprietor 

income across all jobs and industries in 

the economy. Advertising supported 

$1.9 trillion in these salaries and wages 

in 2014, representing 17% of total labor 

income in the United States. 

An approximation of the wage 

implication can be derived by finding 

the ratio between labor income and 

number of employees. In 2014, the 

average salary associated with jobs 

supported by advertising was $95,978 or 

20% higher than the national average. 

Thus, the sales generated by advertising 

are for goods and services that require, 
on average, higher-skilled workers. 
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Appendix A: Additional Detailed Data 
 

Total Economic Impact by Industry 
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Appendix B: Theory and Methodology 

IRS Statistics of Income data by industry 

This study aimed to assess the direct, indirect (supplier and inter-industry) and induced economic impacts of 

advertising expenditures on the US economy. Companies in every industry use some form of advertising to 

establish and reinforce brand awareness, promote their products and services, and, ultimately, stimulate revenue. 

Higher sales trigger additional economic activity throughout a company’s supply chain, its suppliers’ supply 

chain, and so on. This leads to enhanced levels of job creation and retention, which facilitates the final layer of 

economic impacts: the sales generated from consumers making purchases with earned income from these 

operations. 

To quantify the economic impact of advertising expenditures on the US economy, this study: 

 Estimates the total level of advertising spending in the United States and creates a 5-year forecast. 

 Estimates sales, employment, value added and labor income impacts based on econometric models that 

quantify the relationship between ad spending and resulting sales.  

 Uses input-output methodologies to compute the ripple effect of economic activity that happens as a 

result of the sales from ad spending.  

 Simultaneously allocates advertising to every state, congressional district and 17 NAICS-based industry 

aggregates using proprietary macroeconomic, regional and industry models.  

The Economic Drivers of Advertising Expenditures  

At the foundation, this study built upon a model originally developed by Dr. Klein designed to answer the 

question: Holding all other factors equal, what percent change in advertising spending would result from a given 

percent change in the cost of advertising? This model has important policy implications concerning a potential 

increase in the cost of advertising that would result from reducing or eliminating the federal tax deductibility of ad 

spending. 

Using the IRS tax statistics database, IHS was able to collect industry-level advertising expenditure information 

that was reported on each corporation income tax form. A reformation of the model specification was needed as a 

result of revised historical data and a change in the source data of the dependent variable. The structure of the 

economy was much different when the model was first developed and subsequently the regressor data had a 
different statistical form. Thus, the old model did not provide an optimal fit of the data.  

The model uses ordinary least squares regression analysis to explain the quarterly percent change in real 

advertising spending as a linear function of three broad macroeconomic factors: household consumption, the rate 

of unemployment, and the price of advertising relative to the price of other goods and services. The specification 

of the equation allows us to control for those factors that determine advertising spending, yet still isolate the effect 
of the driver that is of interest for this study – the relative price of advertising. 

 Real consumer spending per household indicates the overall strength of the consumer market. This factor 

provides a broad measure of the potential sales opportunities that can be expected in the marketplace. 

 The health of labor market – as represented by the unemployment rate – provides a useful measure of 

changes to personal income potential and additional sales. 

 Firms that advertise take into account the cost of advertising relative to other goods and services that 
could be purchased. 
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Regression Analysis for Total Advertising Expenditures 

 

The results of the regression model are presented in the table above. The most important discovery of this linear 
regression model is that increases in the cost of advertising give companies a disincentive to spend.  

To interpret the usefulness of any regression model, we use several diagnostic statistics. First, the adjusted R-

squared statistic measures goodness of fit, and ranges from zero to one. The model's R-squared value of 0.95 

means that 95 percent of the variation in real advertising spending is explained by the three regressors. For a time-

series model, this R-squared value is quite high. Second, the Durbin-Watson statistic near 2.0 tells us that the 

model has been corrected for autocorrelation, an effect that can artificially shrink the coefficients' standard errors, 
making a driver appear to be significant when it is really not. 

The growth rates and levels of advertising spending are given in real terms. This is a standard practice in time-

series modeling, since it takes out the influence of inflation in the model's variables, allowing for estimation of the 

true economic relationships among them. However, in the other sections of the report, all spending and output 

figures are in nominal terms. 

The signs of the coefficients are all correct, and their magnitudes reasonable. The model's specification (log-log) 

allows us to interpret the coefficients as elasticities, or changes in percent terms. For example, the 0.53 coefficient 

on real consumer spending per household means that a one percent increase in real consumer spending per 

household results in a 0.53% increase in real advertising spending.  The coefficient of -0.76 on relative cost of 

advertising indicates that a one-percent increase in the price of advertising results in a 0.76% decrease in real ad 

spending. 

The t- and p-statistics are two ways of measuring the probability that the observed statistical relationships are 

actually true. A t-statistic is simply the ratio of the coefficient to its standard error, and, as a rule of thumb, a value 

of 1.96 or greater means that the coefficient is significant. A p-value measures the probability that the observed 

coefficient is equal to its true value.  A p- value of less than 0.05 is a universally accepted threshold in economics 
and the social sciences. 

Input-Output Analysis and IMPLAN 

The economic impacts in this report were quantified through input-output (I-O) modeling and social accounting 

matrices (SAM). I-O tables provide detailed statistics on economic processes and relationships between 

industries. The SAM is an extension of the I-O table and incorporates institutional and structural details that 

capture all transfers and real transitions between industries and institutions in an economy. This information 

enables the user to assess the impact of specified events on economic activity. In this report, the “event” is 
advertising activity. 
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The analysis starts with an accounting model that shows the relationship between producing sectors, final demand 

and income by industry. Each industry purchases goods and services that are used to produce commodities, which 

are, in turn, inputs for other industries or purchased by final users. The model accounts for the income originating 

from each industry as a result of its production. The income is in the form of compensation, taxes on production 

and imports (less subsidies), and gross operating surplus (profits). The US I-O accounts are derived mainly from 

the national income and product accounts (NIPA) and the capital flow tables. 

IHS sourced a model from IMPLAN Group LLC as the initial foundation from which to quantify the economic 

impact of advertising. The IMPLAN model closely follows the accounting conventions used in the US I-O 

accounts and is flexible enough to evaluate changes via the value of output or employment from the source 

industry. Using data from the World Industry Services, World Economic Services and other IHS-proprietary data 
assets, the modeling environment was customized and refined. 

The total economic impacts can be calculated either as direct and indirect effects or as direct, indirect, and 

induced effects. Direct effects are production changes associated with the immediate or final-demand changes. 

Indirect effects are production changes in backward-linked industries caused by the changing input needs of 

directly affected industries (for example, additional purchases to produce additional output). Induced effects are 

the changes in regional household spending patterns caused by changes in household income generated from the 
direct and indirect effects. 

The notion of a multiplier rests upon the difference between the initial effect of a change in final demand and the 

total effects of that change. Two types of multipliers are used to compute the level of impacts:  

     Type I multipliers 

A Type I multiplier is the direct effect produced by a change in final demand plus 

the indirect effect, divided by the direct effect. Increased demands are assumed to 

lead to increased employment and population, with the average income level 

remaining constant. The Leontief inverse (Type I multipliers matrix) is derived by 

inverting the direct coefficients matrix. The result is a matrix of total requirement 

coefficients, the amount each industry must produce for the purchasing industry to 
deliver one dollar's worth of output to final demand. 

     Type SAM multipliers 

Type SAM multipliers incorporate “induced” effects resulting from the household 

expenditures from new labor income. The linear relationship between labor income 

and household expenditure can be customized in the IMPLAN software. The 

default relationship is PCE and total household expenditure. Each dollar of 

workplace- based income is spent based on the SAM relationship generated by 
IMPLAN. 

 

      


