
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Economic Impact of Manjimup Revitalisation  
 

 

Prepared for 

Shire of Manjimup  
 

May 2017 



  

 

 

 

 

 

 

 

 

 

 

 

 

 

Document Control  

Job Name:   Manjimup Revitalisation EIA    

Client:    Shire of Manjimup   

Client Contact:   Andrew Campbell  

 

Version Control  

 Version  Date  Authorisation  

Draft v1 6/5/17 MC 

Final  8/5/17 MC 

Final Rev A 17/5/17 MC 

   

   

 

  

lucid 
/’lu:sid/ 

adjective  

1. expressed clearly; easy to understand  

2. bright or luminous 

Disclaimer: 

While every effort has been made to ensure the accuracy of this document, Lucid Economics Pty Ltd is unable to make 
any warranties in relation to the information contained herein. Lucid Economics Pty Ltd, its employees and agents 
accept no liability for any loss or damage that may be suffered as a result of reliance on this information, whether or 
not there has been any error, omission or negligence on the part of Lucid Economics Pty Ltd, its employees or agents. 
Any forecasts or projections used in the analysis and relied upon for any findings can be affected by a number of 
unforeseen or unknown variables, and as such no warranty is given that a particular set of results will in fact be 
achieved or realised.  



 Economic Impact of Manjimup Revitalisation   
Final Report  

i  

Executive Summary  

Background  

Lucid Economics was engaged by the Shire of Manjimup to identify the economic impact of the 
SuperTown initiative and the Manjimup Town Centre Revitalisation.  

The SuperTown initiative began in 2011 as a public infrastructure investment program geared to 
increase the attractiveness and liveability of nine regional centres (i.e. SuperTowns). The ultimate 
goal of the project linked to significantly growing the local population of these SuperTowns over the 
next 40 to 45 years as a way of reducing the population growth pressure within the Perth 
Metropolitan region.  

Manjimup Town Centre Revitalisation 

The Manjimup Town Centre Revitalisation was one of two initial projects funded through the 
SuperTown program in Manjimup. The project also received a considerable grant in the second 
round of funding (Royalties for Regions “Growing Our South” program) in order to complete the 
revitalisation project.  Stage 1 of the project represents $5.9 million in public investment and Stage 2 
will represent $24.7 million in public investment. While the SuperTown funding represents the 
majority of this investment, there are numerous other funding parties, including:  

• Shire of Manjimup  

• Lotteries West  

• South West Development Commission  

• Main Roads Western Australia  

• Department of Transport  

• Department of Sport and Recreation  

Table E.1 Manjimup Town Centre Revitalisation   

Stage 1 Stage 2 

• Mottram Street improvements  

• New road access from SW Hwy 

• Brockman Street improvements  

• New adventure playground  

• History House construction  

• Land for future road improvements  

• Extensive planning for Stage 2 

• New northern town entry  

• Transformation of Timber and Heritage Park  

• Removal of rail corridor  

• Mottram Street pedestrian links  

• New hotel development site  

• New town square  

• Mottram Street and SW Hwy improvements  

• Pedestrian and cycling links 

Source: Shire of Manjimup (2017a) 
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Economic Impact of Manjimup’s Revitalisation   

The Stage 1 of Manjimup’s Town Centre Revitalisation has had considerable economic benefits for 
the local economy. The public infrastructure investment of Stage 1 has encouraged private sector 
investment into the area, including:  

• A new shopping centre (including new Woolworths, additional shops, Manjimup 
Homemakers Centre and a new Caltex Petrol Station) 

• Tall Timbers Restaurant (renovation of an older commercial building)  

• Kingsley Motel (including considerable refurbishment)  

• Southern Forests Medical Centre   

Stage 1 – Public Sector Investment Encourages Private Sector Investment and Job Growth 

The public investment of $5.9 million into the Stage 1of the Manjimup Town Centre Revitalisation 
project encouraged private businesses to invest $18.7 million. This private sector investment has 
directly resulted in 188 total new jobs (both direct and indirect) as well as adding a total of $21.2 
million into the local economy, which represents 4.4% of the current total economy.  

According to the developer, the Woolworths and Caltex are amongst the best trading in Western 
Australia. As private sector investment has followed public sector infrastructure investment, the new 
jobs created can also provide a trigger for new residents and families moving to the area, which 
creates additional economic benefits throughout the community. Engagement with local businesses 
has revealed a considerable increase in local business confidence, which has led to (and will continue 
to lead to) local business expansion and new job creation. 

The tables below (Table E.2 and Table E.3) highlight the total economic impact of the project for 
both its construction phase and its operational phase. It should be highlighted that while 
construction phase impacts are temporary, operational impacts will recur every year into the future.  

Table E.2 Economic Impact, Manjimup Town Centre Revitalisation, Construction Phase 

 Output ($M) Gross Value Added ($M) Employment (No.) Income ($M)  

Direct  $29.4 $13.1 42 $6.4 

Indirect  $51.5 $18.0 105 $9.0 

Total  $80.9 $31.1 147 $15.4 
Note: 2016-17 dollars.  
Source: Lucid Economics  

Table E.3 Economic Impact, Manjimup Town Centre Revitalisation, Operational Phase 

 Output ($M) Gross Value Added ($M) Employment (No.) Income ($M)  

Direct  $45.5 $23.6 328 $16.10 

Indirect  $91.5 $31.8 184 $15.10 

Total  $137.0 $55.4 512 $31.20 
Note: 2016-17 dollars. Operational impacts represent Stage 1 impacts that have occurred as well as estimated Stage 2 
impacts.  
Source: Lucid Economics  
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Beyond these quantified economic benefits, there will be additional economic benefits, including:  

• Increased business confidence, which will lead to additional private sector investment and 

job creation into the future.  

• Potential increase in population, which can dramatically increase local expenditure, 

encourage business investment and create jobs.  

• Increasing tourism and visitor expenditure, which would flow to local businesses and 

support future job growth and business sustainability.  

• Increased services for residents across healthcare, retail, personal services, etc.  

• Marketing value through various media and news outlets as well as first-hand accounts and 

experiences in the town, which provides broader positive marketing for the area.  

Consultation with businesses and investors also highlighted a future planned investment into a new 
medical surgery, which is further evidence of the future private sector investment into Manjimup 
which would contribute to additional Stage 2 economic benefits for the town.  

The local economy has benefited greatly from the SuperTown initiative and the Manjimup Town 
Centre Revitalisation project.  
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1. Introduction  

Lucid Economics has been engaged by the Shire of Manjimup to conduct an assessment of the 
economic benefits of the Royalties for Regions initiative and the Manjimup Town Centre 
Revitalisation project.  

The Royalties for Regions initiative and the Manjimup Town Centre Revitalisation project has 
provided (and will provide) numerous improvements to the town. These improvements in turn 
provide a boost in local business confidence, which has numerous flow-on benefits in terms of 
private sector investment and job creation, which will lead to population growth over time in accord 
with the objectives of the Manjimup Townsite Growth Plan. 

This assessment provides a review of the Royalties for Regions initiative and the Manjimup Town 
Centre Revitalisation project as well as identifies the economic impacts stemming from the project.  
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2. Manjimup Revitalisation  

2.1 SuperTowns Initiative  

The SuperTowns Initiative (Regional Centres Development Plan) was a Royalties for Regions funded 
program that sought to assist identified regional centres in Western Australia (i.e. ‘SuperTowns’) 
reach their full potential through targeted investment in a variety of economic and community 
infrastructure. The initiative was undertaken in response to considerable future population growth 
expected for Western Australia, which was expected to double in population over the next 40 to 45 
years.  

In July 2011, Royalties for Regions invested $85.5 million into the SuperTowns program in order to 
assist the identified SuperTowns to attract future population over the next 40 to 45 years and 
reduce the pressure of population growth on Metropolitan Perth. Each town developed a detailed 
Growth Plan to identify required infrastructure and provide a general plan to accommodate 
significant population increases over the coming decades. The Growth Plans identified key 
investment projects and were used to apply for funding from the SuperTowns initiative.  

The nine identified SuperTowns were:  

• Boddington 

• Collie 

• Esperance 

• Jurien Bay 

• Katanning 

• Manjimup 

• Margaret River 

• Morawa 

• Northam 

2.2 Revitalisation of Manjimup 

As with all SuperTowns, Manjimup developed a detailed Growth Plan that considered a variety of 
economic, social and environmental factors as well as the unique requirements of the town. The 
revitalisation of Manjimup was identified as a key project through the Growth Plan and had two 
proposed stages.  

Stage 1 – Revitalisation of Manjimup’s Town Centre  

The Stage 1 of Manjimup’s Town Centre Revitalisation was included in the initial round of 
SuperTown funding together with another project (Manjimup’s Agricultural Expansion). This first 
stage of the project included the following infrastructure improvements:  

• Underground Power and new Street Lighting Mottram Street 

• New road allowing access from South West Highway (Mottram Street) to Manjimup Central 
Business District 

•  Preliminary development of a Food and Beverage Precinct in Brockman Street 

• Extensive adventure playground with giant slide in the Manjimup Timber and Heritage Park 

• Construction of History House 

• Purchase of Land to facilitate future road improvements 

• Extensive planning for Stage 2 of the project 

Through Royalties for Regions the State Government contributed $5.71 million to Stage 1.  
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Stage 1 – Project Benefits   

Beyond the physical delivery of the infrastructure identified in the Stage 1 project, there were 
other considerable benefits stemming from the project. The overall SuperTown initiative and 
Manjimup’s Town Centre Revitalisation generated considerable confidence in the market and 
encouraged a number of private sector investments, including:  

• New shopping centre complex (including numerous new businesses)  

• Two new medical centres  

• New tavern, restaurants and cafes  

For most regional centres business confidence is extremely important to economic growth. Like 
most regional economies, Manjimup’s economy is predominately made up of small, local 
businesses (i.e. 82% of all businesses employ less than 5 people, ABS 2017). As such, considerable 
public sector investment into local infrastructure provides a major boost in confidence, which can 
attract new businesses, new investment as well as encourage existing businesses to expand and 
hire additional employees.  

Consultation with many investors and businesses in Manjimup has indicated that the public 
investment of Stage 1 of Manjimup’s Town Centre Revitalisation were major contributing 
factors for their investment in the town.  

 

 

Figure 2.1  Removal of Overhead Power Lines and New Street Lighting along Mottram Street   

 

Source: Shire of Manjimup (2017) 
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Figure 2.2  Adventure Playground – Manjimup Timber and Heritage Park  

 

Source: Shire of Manjimup (2017) 

Stage 2 – Revitalisation of Manjimup’s Town Centre  

Stage 2 of the Manjimup Town Centre Revitalisation includes considerable infrastructure works to 
complete the project. Specifically, the project includes:  

• Create a new northern town site access and entry statement to the town centre and 
rationalise the existing entry points to improve safety 

• Transform the Manjimup Timber and Heritage Park into a unique multipurpose attraction 

• Remove the unused rail corridor infrastructure in the town centre to create town site wide 
linear recreation park (note that negotiations for access to the rail corridor have been partly 
approved with further negotiations currently underway for access to the rest of the rail 
corridor within the Manjimup town site) 

• Construct additional pedestrian access points and car parking opportunities from Mottram 
Street to the town centre to facilitate town centre linkages 

• Create an investment ready town centre location for a high-quality Business Tourism 
Accommodation facility provider adjacent to the Manjimup Timber and Heritage Park 

• Transform Brockman Street, Giblett Street and Rose Street in the town centre into a town 
square by various improvements including integration into the Manjin Park precinct 

• Undertake an array of Mottram Street / South Western Highway vehicle accessibility, safety 
improvements and streetscape works to capitalise on the recent undergrounding of power 
infrastructure along this major transport route 

• Generate additional pedestrian and cycling linkages in the town centre and throughout the 
Manjimup town site. 

These infrastructure improvements would completely change the town centre of Manjimup and 

transform the way the centre functions today.  
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3. Economic Impact Assessment  

3.1 Modelling Approach  

This assessment leverages Input-Output (IO) modelling based on the latest Input-Output tables 
provided by the Australian Bureau of Statistics (ABS, 2016) and considers both the construction and 
operational phase of the project. The table has been modified to reflect the structure of the Western 
Australian economy.  

Economic impact analysis identifies a series of economic metrics, during both construction and 
operational phases, including:   

• Output: gross value of goods and services, including all input costs. 

• Value Added: value of the output minus the costs of goods and services used as inputs. 
Value added is the preferred measure of the economy as it focuses on the net contribution 
of the local economy. This value is most closely associated with Gross State Product (GSP) or 
Gross Regional Product (GRP).  

• Income: wages and salaries paid to employees.  

• Employment: employment positions generated, expressed on a full time equivalent (FTE) 
basis.  

These metrics are measured in terms of the direct impact as well as the indirect (flow-on) impact. In 
terms of the indirect impacts, both Type I and Type II impacts have been considered: 

• Type I: Production effect or supply chain impacts linking to the direct impact.  

• Type II: Consumption induced effect, which measures expenditure paid by employees 
related to the project in the broader economy. 

IO modelling has various limitations, as highlighted in Appendix A. 

3.2 Key Assumptions and Drivers  

The following tables (Table 3.1 and Table 3.2) highlight the key assumptions used for this analysis. 
These assumptions have been sourced through Manjimup Shire Council’s building approvals as well 
as consultation directly with the business proponent/investor. Businesses and investors consulted 
identified that they SuperTowns initiative and the Manjimup Town Centre Revitalisation was a major 
contributing factor for their decision to invest in Manjimup.  

Table 3.1 Capital Expenditure Assumptions ($M) 

 Stage 1 Stage 2 

Public Sector Expenditure    

Public Sector Expenditure  $5.9 $24.7 

Private Sector Expenditure    

Shopping Centre Complex  $11.7 NA 

Tall Timbers Manjimup  $1.8 NA 

Kingsley Motel  $5.0 NA 

Southern Forests Medical Practice  $0.2 NA 

Total  $18.7 NA 
Note: NA – Not available. At this stage, future capital expenditure from private sector driven projects for Stage 2 is 
unknown. Shopping Centre Complex includes Woolworths and associated shops, Manjimup Homemakers and Caltex Petrol 
Station.  
Source: Lucid Economics; Manjimup Shire Council (2017a); Manjimup Shire Council (2017b) 
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Table 3.2 Employment Assumptions (Net New Employment)  

 Stage 1 Employment (No.) 

Shopping Centre Complex  95 

Tall Timbers Manjimup  11 

Kingsley Motel  7 

Southern Forests Medical Practice  7 

Total  120 
Note: At this stage, future employment from private sector driven projects for Stage 2 is unknown. 
Source: Lucid Economics 

To identify the economic impact of the construction phase of the project on the Shire of Manjimup, 
it is necessary to isolate the construction expenditure that took place in the local economy. Table 3.3 
shows the breakdown of capital expenditure by sector as well as how much of this capital 
expenditure was likely spent in the local economy.  

Table 3.3 Capital Expenditure Breakdown and Local Capture  

 Stage 1 - Public  Stage 1 - Private Stage 2 - Public  

Capital Expenditure ($M)    

Non-Residential Building Construction $0.0 $6.6 $0.0 

Heavy and Civil Engineering Construction $5.5 $2.6 $21.0 

Construction Services $0.0 $8.0 $2.5 

Professional, Scientific & Technical Services  $0.4 $1.4 $1.2 

Total  $5.9 $18.7 $24.7 

Local Capture, by Sector (%)    

Non-Residential Building Construction 0% 22% 15% 

Heavy and Civil Engineering Construction 25% 22% 75% 

Construction Services 0% 78% 95% 

Professional, Scientific & Technical Services  25% 62% 50% 

Total Local Capital Expenditure ($M) $1.5 $9.2 $18.7 
Source: Lucid Economics; Shire of Manjimup (2017a) 

For Stage 1, employment was used as the key driver for the economic impact of the operational 
phase of the project. The employment highlighted in Table 3.2 represents the employment 
generated through local investments (i.e. shopping centre complex, Kingsley Motel refurbishment, 
Tall Timbers redevelopment and the Southern Forests Medical Practice). Only net new employment 
has been included in these figures and is based on consultation with the business and/or investor.  

For Stage 2 of the project, private sector operational impacts were based on the actual experience of 
Stage 1. The shopping centre was excluded from this analysis, as it represents a large investment 
that is unlikely to be replicated into the future. The remaining three businesses (i.e. Kingsley Motel, 
Tall Timbers and the Southern Forests Medical Centre) are representative of the types of businesses 
that are likely to invest into Manjimup in the short to medium term future as a result of the Stage 2 
of the project, based on the experience of Stage 1. The ratio of public sector investment in Stage 1 
compared to private sector investment (excluding the shopping centre) for Stage 1 was used to 
identify the future private sector operational impacts of Stage 2 stemming from the public 
investment in this stage of the project.  

Due to the unknown nature and magnitude of the actual private sector investments as part of Stage 
2, the capital investment and construction phase impact were not included in this analysis.  
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3.3 Economic Impact  

The results of the economic impact assessment are highlighted in the following tables (Table 3.4 and 
Table 3.5). During the construction phase of Stage 1, the project generated (both directly and 
indirectly) $11.7 million in local gross value added (similar to Gross Regional Product) and 66 jobs.  

The construction phase of Stage 2 will likely contribute $19.4 million in local gross value added and 
81 jobs, both directly and indirectly, considering only the public sector investment. As highlighted by 
the Stage 1 of the project, the public sector investment is likely to encourage private sector 
investment. As evidence of future private sector investment, consultation with local stakeholders 
already unveiled current plans for a new medical surgery, which would equate to at least $1 million 
in capital expenditure, the vast majority of which would be spent locally.  

In terms of the operational phase, Stage 1 has already delivered 188 jobs (both directly and 
indirectly) and likely contributed $21.2 million in local gross value added (similar to Gross Regional 
Product). The Stage 2 of the project is expected to create an additional 324 jobs (both directly and 
indirectly).  

Table 3.4 Construction Phase Impact, Manjimup Revitalisation  

 Output ($M) 
Gross Value 
Added ($M) 

Employment 
(No.) Income ($M)  

Stage 1 - Public Sector      

Direct  $1.5 $0.7 1 $0.3 

Indirect  $2.5 $0.9 5 $0.4 

Total  $4.0 $1.6 6 $0.7 

Stage 1 - Private Sector     

Direct  $9.2 $3.9 23 $2.0 

Indirect  $17.7 $6.2 37 $3.1 

Total  $26.9 $10.1 60 $5.1 

Stage 2 - Public Sector     

Direct  $18.7 $8.5 18 $4.1 

Indirect  $31.3 $10.9 63 $5.5 

Total  $50.0 $19.4 81 $9.6 
Note: 2016-17 dollars.  
Source: Lucid Economics  
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Table 3.5 Operational Phase Impact, Manjimup Revitalisation  

 Output ($M) 
Gross Value 
Added ($M) 

Employment 
(No.) Income ($M)  

Stage 1 - Private Sector     

Direct  $17.0 $9.5 120 $6.2 

Indirect  $34.0 $11.7 68 $5.6 

Total  $51.0 $21.2 188 $11.8 

Stage 2 - Private Sector     

Direct  $28.5 $14.1 208 $9.9 

Indirect  $57.5 $20.1 116 $9.5 

Total  $86.0 $34.2 324 $19.4 

Stage 1 & Stage 2     

Direct  $45.5 $23.6 328 $16.1 

Indirect  $91.5 $31.8 184 $15.1 

Total  $137.0 $55.4 512 $31.2 
Note: 2016-17 dollars.  
Source: Lucid Economics  

3.4 Additional Economic Benefits  

Beyond the quantified economic impacts of the SuperTowns initiative and Manjimup Town Centre 

Revitalisation, there are numerous additional economic benefits, including:  

• Increased business confidence: the SuperTown initiative and the Manjimup Town Centre 

Revitalisation has greatly increased business confidence in Manjimup (and the surrounding 

region). For many years, Manjimup has suffered from the continual decline of the timber 

industry, which had long been the foundation for the economy. The seemingly continuous 

closure of surrounding timber mills and the transition of the industry had created a 

depressed economic environment. Numerous stakeholders consulted for this project 

described the incredible lift in business confidence that the current works of Stage 1 (and 

the promise of Stage2) had meant for the area. The SuperTown initiative and Manjimup 

Town Centre Revitalisation has fundamentally changed the economic environment. 

Representatives of the Chamber of Commerce have highlighted that most businesses are 

very optimistic about the future, largely due to these revitalisation works.  

 

• Potential increase in population: the initial drive behind the SuperTown initiative was to 

encourage population growth in regional centres over the next 40 to 45 years in order to 

take the pressure away from the Metropolitan Perth region. Consultation with local real 

estate representatives has highlighted that through the revitalisation works, the town will be 

more attractive to both families and other future residents that may move to the region. 

Consultation with some stakeholders indicated that their move to the local area was 

strongly influenced by the SuperTown initiative and the Manjimup Town Centre 

Revitalisation. Using the ABS Household Expenditure Survey (ABS, 2011), the average 

household in WA spends $75,000 per year on a variety of items (i.e. food, clothing, 

furnishings, etc.) and after accounting for leakage approximately 68% of this expenditure 

would remain local. If the SuperTown initiative and the Manjimup Town Centre 



 Economic Impact of Manjimup Revitalisation   
Final Report  

9  

Revitalisation encouraged 10 households to move to Manjimup, then there would be an 

increase of $510,000 in local household expenditure within the local economy.  

 

• Increased population for the region and increased business confidence: the reach of the 

Manjimup Town Centre Revitalisation project goes beyond the borders of the Town and the 

Shire of Manjimup. There are a variety of people that work in Manjimup but live in adjacent 

areas, such as the Shire of Bridgetown-Greenbushes. Equally, the SuperTown initiative and 

the Manjimup Town Centre Revitalisation has not only increased business confidence in 

Manjimup but also in nearby Bridgetown, where there have been investments in new and 

refurbished retail premises. Beyond the potential for population growth in Manjimup, there 

would also be potential for population growth in the broader region stemming from this 

project.  

 

• Increasing tourism and visitor expenditure: historically, Manjimup had few facilities to offer 

visitors travelling through the region. Through the SuperTown initiative and the Manjimup 

Town Centre Revitalisation, there are a variety of new tavern, restaurants and cafes as well 

as a refurbished motel. As part of the Stage 2 of the project, a site will be prepared for a 

future hotel investment. Additionally, the Manjimup Timber and Heritage Park will be 

transformed into a multi-purpose attraction. Early signals from the new adventure park 

(added as part of Stage 1) are encouraging with an average of 200 people per hour coming 

to the park. Through this project, Manjimup can greatly increase its offering for visitors, 

which will provide a significant boost in tourism locally, providing a considerable injection of 

new visitor expenditure in the town (which will go straight to local businesses).  

 

• Increased services: the SuperTown initiative and the Manjimup Town Centre Revitalisation 

has resulted in an increase in local services through various businesses entering the market. 

Healthcare services, retail services and others have increased for the local community. 

Through the location of the Southern Forests Medical Practice to Manjimup, many more 

physician positions, which had previously been filled by temporary staff who flew into town, 

are now being filled with local doctors from the South West. This more consistent form of 

care is better for the patient and actually provides cost savings to the community as well. 

Furthermore, the Manjimup Wellness and Respite Centre (a $3.8 million investment) is part 

of the Town Centre Revitalisation project. It will provide additional health services for the 

aging demographic in the region. The SuperTown initiative and the Manjimup Town Centre 

Revitalisation project will provide a strong boost to local services.  

 

• Marketing value: the SuperTown initiative and the Manjimup Town Centre Revitalisation 

project has resulted in considerable media and positive press for the town, which has 

provided considerable marketing value. This media is compounded through the experience 

of local and new residents who share their experience about the town with others, providing 

considerable flow-on marketing to other people and small businesses. Many business people 

often travel through Manjimup and now will also have an augmented experience that they 

can share with others.  

 

• Community pride: the SuperTown initiative and the Manjimup Town Centre Revitalisation 

project has resulted in a considerable lift in community pride, which has led to stronger 

cohesion amongst the community and numerous other community and social benefits.   
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4. Summary  

The SuperTown initiative and the Manjimup Town Centre Revitalisation has delivered 
considerable economic value to the local economy. The economic impacts stemming from the 
public expenditure on infrastructure has generated and will continue to generate local jobs and 
revenue for local businesses. The public investment in Stage 1 of the project has proven effective in 
attracting private sector investment, which has directly generated 120 jobs in the local economy (as 
well as additional employment within the economy). It is important to highlight that while the 
construction impacts are temporary, these private sector jobs are recurring into the future, which 
will continue to add value over time.  

The public investment in Stage 2 of the project is considerably larger than the Stage 1 and is 
anticipated to have even larger economic benefits for the community.  
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Appendix A: Input-Output Modelling Limitations 

Input-output (IO) modelling is a common technique for economic impact assessment and has been 
used for a range of purposes, including to inform strategic or government policy decision making.  

However, IO modelling has certain limitations and weaknesses, including:  

• Lack of supply-side constraints — IO multipliers assume that extra output can be produced 
in one area of activity without taking away resources from other activities. Actual impacts 
would be dependent on the availability of appropriate labour and capital and other 
productive inputs. 

• Fixed prices — IO systems assume fixed prices, so that the effects of relative price changes 
play no role in the allocation of scarce resources between activities. Essentially, prices are 
fixed and do not change relative to changes in supply and demand. Actual impacts would be 
affected by relative price changes due to constraints on the availability of labour, capital and 
other inputs and policy changes as well as changes in demand. 

• Fixed ratios for intermediate inputs to production and outputs from production — IO 
modelling uses fixed input structures for each industry so that changes in production 
technology and the use of inputs in production play no role in impact assessment. Actual 
impacts could be affected by changes in production technologies including in the use of 
domestic and imported inputs and the mix of outputs including in the supply of products to 
household, investment and export demands. 

• No allowance for household purchasers’ marginal responses to change — IO modelling 
assumes that consumption is fixed to initial budget shares, so that real budget shares remain 
unchanged with changes in household income and relative prices. In practice, the level and 
composition of household purchases would be affected by income and relative price 
changes. 

• Absence of budget constraints —IO modelling assumes that consumption is unconstrained 
so that changes in household or government consumption occur without reducing demand 
elsewhere. In practice, the level of consumption expenditure by households and government 
would be budget constrained. 

Despite its flaws, IO modelling has proven an effective tool in understanding the economic benefits 
of a specific project, strategy or policy. 
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Appendix B: Letters from Businesses & Investors  
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