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Important notice from Deloitte

This report (the “Report”) has been prepared by Deloitte LLP (“Deloitte”) for the Advertising Association in accordance with the contract with them dated

20th July 2012 (“the Contract”) and on the basis of the scope and limitations set out below.

The Report has been prepared solely for the purposes of assessing the economic impact of advertising in the UK, as set out in the Contract. It should not

be used for any other purpose or in any other context, and Deloitte accepts no responsibility for its use in either regard including their use by the Advertising

Association for decision making or reporting to third parties.

The Report is provided exclusively for the Advertising Association’s use under the terms of the Contract. No party other than the Advertising Association

is entitled to rely on the Report for any purpose whatsoever and Deloitte accepts no responsibility or liability or duty of care to any party other than the

Advertising Association in respect of the Report and/or any of its contents.

As set out in the Contract, the scope of our work has been limited by the time, information and explanations made available to us. The information

contained in the Report has been obtained from the Advertising Association and third party sources that are clearly referenced in the appropriate sections

of the Report. Deloitte has neither sought to corroborate this information nor to review its overall reasonableness. Further, any results from the analysis

contained in the Report are reliant on the information available at the time of writing the Report and should not be relied upon in subsequent periods.

Accordingly, no representation or warranty, express or implied, is given and no responsibility or liability is or will be accepted by or on behalf of Deloitte or by

any of its partners, employees or agents or any other person as to the accuracy, completeness or correctness of the information contained in this document

or any oral information made available and any such liability is expressly disclaimed.

All copyright and other proprietary rights in the Report remain the property of Deloitte LLP and any rights not expressly granted in these terms or in the

Contract are reserved.

This Report and its contents do not constitute financial or other professional advice, and specific advice should be sought about your specific

circumstances. In particular, the Report does not constitute a recommendation or endorsement by Deloitte to invest or participate in, exit, or otherwise use

any of the markets or companies referred to in it. To the fullest extent possible, both Deloitte and the Advertising Association disclaim any liability arising out

of the use (or non-use) of the Report and its contents, including any action or decision taken as a result of such use (or non-use).



Foreword



Contents

Foreword by Gavin Patterson, CEO, BT Retail and 	

President, Advertising Association



05



Executive Summary	



08



1 Scope of this report	



10



2 Advertising transforms our economy	



12



3 Advertising makes markets work	

	3.1 Promotes innovation and differentiation	

	3.2 Drives price competition	

	3.3 Encourages market growth	



16

18

20

23



4 Advertising funds media and the creative industries	



26



5 Advertising spend supports a wide range of employment	



28



6 Advertising supports exports	



30



7 Advertising enables the digital economy	



32



8 Advertising’s social contribution has an economic value	



34



Bibliography	36



by Gavin Patterson, CEO BT Retail and

President, Advertising Association

Instinctively, when you work in advertising you

understand its effects. Advertisers see at first hand

how it promotes competition, spurs innovation and

– most importantly of all, in the current climate –

connects businesses with their customers.



The report’s scope is impressive and could not have

been embarked upon without the backing of industry.

I’d like to thank the AA’s membership for its support

and, in particular, the Front Foot group, without whom

this report would not have been possible.



But until now, those instincts have not been

backed up with facts and consequently, I believe,

advertising’s potential to support growth is often

overlooked. This report was commissioned to

fill that void with an authority that goes way

beyond the instincts of ad-land – it is founded

on independent analysis from one of the world’s

leading consultancy firms.



The implications for policy-makers are powerful

and compelling. If the task of government is to

seek out policies that can encourage and sustain

growth, then the time has come to look more

closely at advertising.



Deloitte’s conclusions are startling. Advertising –

to quote the report’s title – is economic fuel. We

might think of it as oxygen in the economy – not

just a successful industry in its own right but a

vital element in flourishing UK markets and our

successful media and creative sectors.
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#adpays

Sources: AA/Warc Expenditure Report; Deloitte
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Executive Summary



On average, £1 of

advertising spend

generates £6 for the

economy. That means

the £16 billion spent on

UK advertising in 2011

generated £100 billion

in the UK economy.



Key findings

Annual advertising expenditures of £16 billion support

the advertising and creative industries and associated

employment. However, the effect of advertising on the

economy is much greater than that. We estimate that

advertising adds at least £100 billion to UK GDP by

increasing the level of economic activity and increasing

the productivity of the economy.

The UK advertising industry has a strong international

reputation and since 2002 has won more awards

for its creativity than that of any other country, with

the exception of the US.1 Thanks to its international

reputation, UK advertising helps to export over

£2 billion in advertising services each year. In addition,

successful advertising enables UK brands to enjoy

strong international recognition, enabling the UK to

export a much wider range of goods and services.

The advertising industry is central to the creative

industries.2 It provides a third of all TV revenues

and two-thirds of newspaper revenues; it supports

sectors from photography to film production. We

estimate that over 550,000 people work in jobs that

are funded by advertising revenues, or involved in the
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commissioning, creation and production of advertising

across the relevant supply chains.

However, the overall impact of advertising is much

broader. It has a critical role in making the economy

function. Advertising is at the centre of a virtuous circle

of competition, innovation and market expansion, to

the benefit of consumers and businesses.

Analysis of academic literature on advertising

reveals a pattern: increases in advertising spend

boost competition, improving quality and pricing

for consumers.

Advertising enables businesses to deliver more

innovative and higher quality products and services.

It helps to match buyers and sellers more efficiently,

allowing firms with new ideas to succeed more quickly

and differentiate themselves through the quality of their

offer to consumers.

Advertising can play a key role in accelerating the

growth of new businesses and ideas. The internet

provides a powerful example, as many of the UK’s

most popular websites are free at the point of use.



1



The UK would exceed the US if these figures were GDP weighted. Source: Advertising Association analysis of Gunn Report data.



2



‘Creative industries’ is used in this study as defined by DCMS in the Creative Industries Mapping Document 2001.



Funded by revenue they raise through advertising,

they provide valuable services to consumers, including

search, news, entertainment and travel information.

Such sites make a tangible contribution to the

economy, supporting both online and high-street sales

and contributing over £7 billion to the UK economy.

This report analyses each of the above impacts,

providing a perspective on the different ways in which

advertising supports the UK economy.

It also calculates the overall impact of advertising

on the economy based on a cross-country statistical

analysis covering 17 markets over 14 years.

This analysis shows how higher levels of advertising

spend increase GDP. Based on current expenditure,

advertising adds at least £100 billion to UK GDP

by raising the level of economic activity and

boosting productivity.

On average, £1 of advertising spend generates £6

for the economy. That means the £16 billion spent

on UK advertising in 2011 generated £100 billion in

the UK economy.
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Advertising informs,

entertains, persuades,

dissuades and helps to

enhance the perception

of value.



1



Scope of THIS report

Advertising informs, entertains, persuades,

dissuades and helps to enhance the perception of

value. Its effects stretch across the economy, with

roles ranging from an enabler of efficient markets to

a supporter of the creative industries.



Advertising is any paid-for

communication intended to

inform and/or influence one

or more people.3



Advertising’s contribution to the UK economy is

often lost among narrower debates about the

industry. To help address this imbalance, the

Advertising Association commissioned Deloitte

to examine the economic impact of advertising

in the UK.



While this report takes a broad approach to

considering the effects of advertising, it is an

economic impact report which focuses on the

economic consequences of factors that are

measurable, such as expenditure on

paid-for advertising recorded by AA/Warc

expenditure data.4



In order to assess the economic contribution of

advertising activity, it is first necessary to define

advertising. This study adopts a historical definition

of advertising by Jeremy Bullmore which states that:
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3



J.J.D. Bullmore in Bullmore, J.J.D. and Waterson, M.J. (eds) (1983), Advertising Association Handbook



4



http://expenditurereport.warc.com/



Limitations on the availability of data mean that

effects of related activity such as sponsorship

and market research are beyond the scope of this

report. The overall approach of the report is to

look at the impact of advertising through:

•	 a

 n overall econometric analysis of the role of

advertising expenditure in explaining GDP

•	 a

 series of case studies of the impact of

advertising on individual aspects of the economy

including its role as a stimulus to competition, a

supporter of exports and a driver of innovation

•	 a

 n analysis of the employment provided by

expenditure on advertising. This covers roles

related to the commissioning, creation and

production of advertising content and roles that are

indirectly funded by the revenue from advertising.
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Advertising transforms our economy

Advertising fuels the economy

Advertising plays a central role in a market

economy. It provides vital information to consumers

on products and prices and makes it easier to bring

new innovations to market.



Information



Innovation and branding



Advertising helps consumers

compare products and prices



Advertising helps firms bring innovative

products and services to the market



It connects companies

and consumers



Through its role in building brands it helps

protect those innovations, stimulate

investment and build export markets



It informs choices



Market

expansion



Investment and

innovation



Competition



Unless a brand quickly achieves

adequate market share – and this

is only possible through rigorous

promotion – there is no way the

programme of innovation could

be afforded or financed. And, in

consequence, no way in which the

consumer could reap the benefits

of that innovation.

Sir Michael Perry

Former chairman of Unilever.5



Without advertising, markets as we know them

would cease to function. There would be less

innovation. Products and services we take for

granted would become more difficult to find and

more expensive to consume.

Advertising is so fundamental to every part of our

economy that it is very challenging to measure

its impact. One way to approach this question

is to look at how differences in the level of

advertising across countries contribute to

different levels of GDP.

In order to study this, Deloitte constructed a

model of 17 countries covering 14 years, ranging

from the G76 through to developing economies.

The model is designed to identify the main drivers

of GDP differences between countries and isolate

the role of advertising.



The £100 billion impact

12



5



Quoted in Boyfield, K. (2002), The Effects of Advertising on Innovation, Quality and Consumer Choice, The Advertising Association.



6



G7 countries are Canada, France, Germany, Italy, Japan, the United Kingdom and the United States.
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Without advertising,

markets as we know

them would cease

to function.



Appendix A7 describes the statistical methodology

followed to address an important issue around

the direction of causality. That is, even if we find a

correlation between advertising and GDP, is this

because higher levels of advertising drive higher

economic growth, or do faster-growing economies

generate higher levels of advertising?

The key findings from the model are as follows:

•	 Increases in advertising expenditures lead to a

beneficial impact on GDP that begins to be felt

almost immediately, with the effect rising over

time as the impacts feed through the economy.
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Academic research on the effects

of advertising



•	 W

 e estimate that £1 spent on advertising

generates on average £6 across the economy.8

To put this number into context, for most

industries the economic impact of £1 is likely

to be in the range of £2 to £4.9 The higher

return estimated here arises from the ability of

advertising to increase the flow of money around

the economy and to improve productivity by

driving up competition and innovation.



The impact of advertising has been extensively

debated in the academic literature. The sometimes

controversial debate often rests on the extent

to which advertising acts as a medium to inform

consumers, leading to better decisions, or whether

it persuades them to do something they would not

otherwise have wished to do.10



•	 O

 n this basis, we estimate the total contribution

of advertising to be at least 7% of total UK GDP,

or £100 billion in 2011.



Please see Appendix A enclosed with this report, or visit www.credos.org.uk/appendices

 his may be derived from the econometric results that show that an average 1% increase in advertising expenditure generates 0.07% higher GDP per capital within one year, rising

T

to 0.6% within 10 years.

 his can be observed from ONS I-O tables and other similar sources. The comparison is for illustrative purposes, as economic multipliers are not directly comparable with the 1:6

T

ratio derived from the econometric analysis. The economic multipliers referred to tend to reflect the impact of spend on output.



Advertising restrictions have the potential to

increase consumer prices



The impact of advertising on consumer prices is also

a topic that has been much debated, partly because

of the different effects that are observed across

markets. A recent study on Austrian advertising

taxation found that the tax increased overall

consumer prices but with very different effects across

markets – the reduction in advertising expenditure

as a result of the tax led to increased prices for food

products but falls for others.11



The literature suggests these differences arise

because the overall effect of advertising on prices will

depend on the net effect on economies of scale, the

firm’s unit costs and consumers’ sensitivity to price.12

Increased advertising tends to lower prices



Advertising has been shown to increase consumer

price sensitivity,13 which – other things being equal

– should reduce prices. Similarly prices can be

expected to fall to the extent that advertising helps

firms generate economies of scale.

On the other hand, advertising, like product research

and development, adds to selling costs, which increases

the firm’s unit costs. When advertising increases

the price sensitivity of demand, as it might when it

contains price information, it works to reduce prices.

In contrast, advertising creates higher intrinsic value

for brands because it helps promote differentiation and

innovation, which in turn drives customer demand.14



10



Bagwell, K. (2007), ‘The economic analysis of advertising’, Handbook of Industrial Organization, Volume 3.



11



Rauch, F. (2011), ‘Advertising expenditure and consumer prices’, CEP discussion paper 1073.



12



Chamberlin, E (1933), The Theory of Monopolistic Competition, Cambridge, MA: Harvard University Press (referred to in Bagwell, 2007).



13



Erdem, T. et al. (2008), ‘The impact of advertising on consumer price sensitivity in experience goods markets’, Journal of Quantitative Marketing and Economics, 6.



14



See Chamberlin (1933).
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Advertising makes markets work

Advertising creates and sustains relationships

between consumers and companies.15 It informs

consumers about existing products and

innovations, helping the best ideas, products

and brands to succeed.

Advertising helps companies communicate their

prices and products, allowing people to make

informed choices about who they buy from and

at what price. Advertising is at the centre of a

virtuous circle of innovation, competition and

market expansion.

Advertising speeds up the communication of

product designs and innovations, enabling faster

return on investment. It helps companies with

the best ideas succeed and funds research and

development. It also offers firms the opportunity to

differentiate their products to consumers, increasing

the range of choice available and establishing

brands through which manufacturers are made

accountable and which people can therefore trust.
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Advertising is at the

centre of a virtuous

circle of innovation,

competition and

market expansion.



Drives innovation

and new product

launches by informing

consumers about the

latest developments
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Consumers benefit

from increased

choice and more

affordable products



‘Consumers’ can be individuals or businesses, depending on the form of advertising.
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