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Local Multiplier 3 (LM3): measuring your impact on the local economy

Promoting local economic linkages

For many years, the proposed solution for regenerating urban and rural areas has been to attract more money into them, whether it is in the form of tourism, agriculture, corporate relocations, and other forms of inward investment.  There is, however, a different approach that can have an even greater, more sustainable, impact: regenerating the local economy from within by taking advantage of the resources that communities already possess.  

In many areas, the issue is not that too little money comes in but that most of the money that does enter the local economy flows right out again in the form of spending on and contracts to non-local businesses and labour.  Research by the Countryside Agency has shown that on average upwards of 40 percent of business turnover ‘leaks’ outside of the local economy.  By finding ways to ‘plug the leaks’ by creating economic linkages between local businesses, labour, and public bodies, poorer communities can build a healthy local economy that can stand on its own long after regeneration funding dries up.

The Local Multiplier 3 (LM3) tool has been developed by nef (the new economics foundation) to help communities tackle issues of deprivation from within.  LM3 enables organisations to measure the impact they have on a local economy by tracking where the money they receive is then spent and re-spent.  The purpose of tracking and measuring this spending is to identify opportunities to get more money circulating locally.  Deprived communities can achieve more local circulation of money by strengthening linkages in their local economies.

The name ‘Local Multiplier 3’ indicates how the tool works.  The multiplier is an economic tool, usually applied at the national or regional level, to measure how income into an area circulates, and hence multiplies, within the economy.  nef has adapted the multiplier for use at the local level.  Since the multiplier measures how money is spent and re-spent, we stop after three ‘rounds’ of spending rather than continue onwards.  This is where the bulk of spending takes place, and it also becomes unfeasible to keep tracking beyond this point.  

Using LM3

LM3 works like this:

1) Measure an organisation’s income, which may be a combination of public and private funds (Round 1);

2) Then look at how that organisation spends its income in a defined local area (i.e. parish, ward, district, or 30 mile radius) – suppliers, staff, subcontractors, and overhead are typically the principal expenditures (Round 2);

3) Then look at how the local people and local businesses who received money from that organisation – the suppliers, staff, etc. – spend their money (Round 3); 

4) Finally, run through some quick maths to arrive at the LM3, which tells you how much spending by the organisation impacts the local economy.

LM3 therefore gives a clear figure, which is an indicator for how the organisation is impacting on the local economy.  Moreover, the LM3 process enables those involved in the analysis to determine how to increase their local economic impact.   A quick look at an earlier application will make this come to life.  

nef worked with North Norfolk District Council on comparing the LM3 for two construction contracts.  We used contracts for comparable concrete work, a sea wall constructed by the Contractor 1 and a car park constructed by Contractor 2. Since such work requires little specialised labour or materials, it was possible for both contractors to use local labour and supplies for the respective jobs.  

Here’s what we found:

LM3 for two contractors


Contractor 1
Contractor 2

Round 1:
£72,000
£120,000

Round 2:
£57,600
£20,400

   Staff
24,480
0

   Suppliers
33,120
20,400

Round 3:
£24,987
£6,768

   Staff
17,038
0

   Supplies
7,949
6,768

Total:
£154,587
£147,168

LM3:
2.15
1.23
We found the LM3 for Contractor 1 to be 2.15, while the LM3 for Contractor 2 was 1.23.  This means that for every £1 spent with Contractor 1, an additional £1.15 was generated for North Norfolk, while only 23p was generated by Contractor 2.  This application illustrates quite clearly that it is not the quantity of money but the ‘quality’ – how the money then circulates in the local economy afterwards.  Even though the local authority spent nearly twice as much money on the contract to Contractor 2 (£120,000 versus £72,000 paid to Contractor 1), the spending on Contractor 1 actually generated more money for the North Norfolk economy!

More information

You can find more information about LM3 or nef’s other tools for local economic renewal on the nef website, www.newconomics.org.  To obtain the DIY book for using LM3, The Money Trail: measuring your impact on the local economy using LM3, order online under the publications section of the website, or download a copy at www.pluggingtheleaks.org
If you have additional questions about LM3 or The Money Trail, please contact Elizabeth Cox at +44 (0)20 7820 6381 or Elizabeth.cox@neweconomics.org.
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