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8b. Local multiplier and more
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izzoe® What is LM3 tool 7

e 'Local Multiplier &'
e invented by John Maynard Keynes
e tracks where maoney is spent in your local economy

e valuable insights into the functioning of the local economy
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wive®  Why bother measuring?

The LM3 tool has been rigorously tested in [0 different communities and in
five different economic sectors:

) Government procurement

Food and agriculture

Social enterprise

Access to finance

Welfare benetit take-up campaigns
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University ®
in Brno

[he problem is not necessarily that too little money fows into a
nefghbourfiood. Kather it is what consumers, public services and
businesses do with that money. oo often it is spent on Services with no
local presence, and so immediately leaves the srea.

The Government's National Strategy for Neighbourhood Renewal



How local money flows - or doesn't 7



The Local Multiplier Effect

KEEP YOUR MONEY IN THE COMMUNITY

Buying local products at locally owned businesses keeps money circulating
closer to where you live. This creates a ripple effect as those businesses and
their employees in turn spend their money locally. Unfortunately, mast
corporate chains send most of your money out of town.

For every $1 spent
at a local business...

45 cents is
reinvested
\ locally

For every $1 spent
at a corporate chain...

Only 15 cents
is reinvested
locally

VMAKE YOUR MONEY WORK HARDER

If everyone in a community spends a greater percentage locally, the multiplier
effect turns that into big bucks for the local economy. If you increase your
spending with local businesses from 50% to 80% for example, the multiplier
effect more than doubles those dollars. Therefore, $200 spent locally could
have close to $500 in impact on the community.

Increasing percentages
of $100 spent locally

The local effect
of that spending

51,200
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- 5400

o 5200
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The Local Multiplier Effect

Susan buys a vase from Lisa’s antique stone.,




Who should measure money flows?

Government ?
Businesses and organisations ?

Communities and individuals 7
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ree® So how does it work?

Start with income, sales or turnover, which we call initial income. In the [ayside
example above, the Fafs’ initial income was £100 000

[fhien measure fiow that income is spent Peaple and organisations spend mongy
differently so we calculate their expenditures differently. In layside, we first measured
the spending of the BG5S, which are organisations. [hen we measured the spending of
the peaple and organisations receiving mongy from the Bafs.

Ihe (M5 goes three rounds. The G565’ initial income of F100,.000 is Round [ Kound Z is

fiow much the B&8s spent locally: £80 000 And Round 3 is how much of that local
spending is then re-spent by the Bals local staff and suppliers in the local area which
comes to F40000

(adapted from The Money Trail, NEF, 2002)
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ree® So how does it work?

Add the money from all three rounds together (FZZ0.000), divide by the initial
income (EI00.000) and presto, you get the answer 2.2l This is the local multiplier
score for three rounds - or (M5,

Very importantly - our M5 tool is an indicator. We use indicators all the time, such
as television ratings or stock market estimates (like Uow Jones), Ihese are indicators
because they are not exact measurements but do give us a general sense of how
something is doing. Likewise, when you calculate your (M3, your result will offer
general insight into how one aspect of your local economy is warking, rather than a
fixed unchangeable fact And. just like television ratings, local multipler results are
apen to interpretation.

(adapted from The Money Trail, NEF, 2002)



Buying local products at locally owned businesses
keeps money circulating closer to where you spend
it. This creates a ripple effect as those businesses
and theiremployees in turn spend your money
locally. Corporate chains send
most of your money out of town.

For every $1 spent at a corporate chain ...

at a local business ...
Only 15 cents

is reinvested

45 cents is locally

reinvested
locally
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Where does your

money g0?
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