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Executive Summary

The purpose of this report is to measure the total economic contribution of North Carolina’s
Banking System on the state-level economy. This contribution is based on FY 2021 data on
total annual compensation and benefits paid to the over 86,000 banking sector employees
across its 80 member institutions, institutional operations spending across various economic
sectors — equipment, utilities, etc., — and state-level spending associated with household and
commercial loans. To examine the total economic impacts associated with the direct injection
of spending associated with the presence of the North Carolina Banking System, a state-specific
input-output model is developed to assess and measure secondary spending flows and associated

multipliers for each economic sector in the model.

Our estimate is that the North Carolina banking system represents an annual economic impact
for the state economy of $31.48 billion. The employment impact is 175,736 additional jobs
that otherwise would not be there absent the North Carolina banking system. This further
translates into $10.12 billion in additional labor income and the additional output yields

$941 million in additional state-level tax revenues.



Introduction

Organized in 1897, the North Carolina Bankers Association is the professional trade organization
for the state’s banking industry, providing advocacy, leadership, and support for its 80 member
banks. The Association operates two subsidiaries — Centrant Community Capital (Centrant),
and Community Bank Services (CBS). Centrant provides permanent debt financing for affordable
housing communities in seven states. CBS offers insurance and employee benefit products, as
well as other services to the Association’s members and affiliates. For more information, visit

at www.ncbankers.org.

North Carolina’s economy is ranked in the Top Ten of the largest state economies, based on
gross domestic product (GDP). In 2022, North Carolina’s GDP was $722 billion.

Figure 1. Top Ten States with Respect to GDP (2022)
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In terms of employment, the primary industries are manufacturing, retail trade, health care, and
accommodation and food services. The “finance and insurance” economic sector creates
approximately 5% of the state’s total employment, while Charlotte, NC, is the second-largest
banking hub in the U.S.



Figure 2. Percent of Employment, by Sector (2022)
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Banks generate a significant economic contribution to their local communities and state in
which they are located. Banks also provide stable jobs and important compensation to areas
of North Carolina (for example, western North Carolina) that seriously lag other parts of the
state in terms of economic development. At the aggregate level, the banking system in North
Carolina (NC) employs over 86,000 workers, paying — in FY 2021- $11.6 billion in employees’
compensation and benefits. Banks also stimulate the economy through annual spending on
business operations in the form of supplies, maintenance, legal services fees, marketing, utilities,
subcontracts, etc. Finally, billions of dollars’ worth of home loans, small business loans, and
farm loans are generated every year through the presence of the banking system. These loans
facilitate household and business spending patterns on new capital purchases (real estate,
equipment, machinery, etc.), raw materials, supplies, and utilities, etc. This injection of spending

further stimulates economic activity at the state level.

The purpose of this report is to examine the significant economic contribution of the NC
Banking System - consisting of 80 different member institutions - located across the state.
This comprehensive banking system has a significant economic presence in the region. Income-
induced spending, business operations, and loan-funded expenditures related to the presence

of NC banks constitute a direct economic impact to the region. Absent the banking system,



these impacts would not exist. The direct expenditures enter the state economy and circulate
through economic linkages in the economy to produce further indirect and induced impacts
through the regional economic multiplier. The overall economic impacts arising from the NC

banking system are the sum of the direct, indirect, and induced effects.

In our analysis we adopt a theoretically sound approach in estimating the total economic
impacts associated with the NC Banking System. We adjust the direct economic impacts to
ensure we eliminate any potential double counting and subtract components that are likely to
leak out of the state before being spent. We include the indirect effects arising from the inter-
industry linkages, which are referred to as the Type I multipliers in the literature. The validity
of these effects is not debated. While there is some debate concerning the use of Type II
multiplier analysis, the general consensus is that the use of such measures is valid. Our estimate

of the overall economic impact of NC banks includes direct plus indirect and induced effects.

Il. Methodology

Each year, the banking system across NC provides injections of money in the form of professional,
administrative, and sub-contract salaries, operations expenditures, and household and
commercial loans that facilitate state-level expenditures. The essential element of the input-
output model is that it captures all of the economic linkages in the regional or state-level
economy and by so doing is able to compute the final effects of an injection of a dollar to the
economy. The process works by means of a “multiplier” which aggregates the effects of the

dollar circulating through the various sectors that comprise the economy.

The economic effects of these injections of money consist of the direct impacts of the local
spending and the subsequent secondary impacts as these dollars circulate through local
businesses and are, in turn, spent locally again. The initial injections of money and subsequent
spending would not occur in the region in the absence of the banking system’s activities. The
total impact is the net effect of spending, considering that some leakage of spending will occur
to domestic and international trade. These funds do not remain in the local economy and do

not contribute to indirect or induced spending.

The multiplier process is a key component of the input-output model and provides conceptual

insights into the relationship between direct and indirect effects. Figure 3 is a graphical



representation of the multiplier process that results from the total direct expenditures in the

statelevel economy arising from banking activities in the state.

Figure 3. The Multiplier Process
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These expenditures are disbursed in five different ways. The three local (regional or state-level)

recipients of the disbursement will continue to spend this money in the same five ways over
successive rounds of spending. Money that flows to non-local governments and other non-
local leakages (intermediate purchases from non-regional suppliers, and non-regional employees)
have no further impact in the regional economy. The initial expenditures associated with the
banking system have a ripple effect through the economy as successive rounds of spending

magnify its impact. This is the principle of the multiplier.



lll. Direct Impacts and Adjustments

There are 80-member banking institutions with close to 2,000 branches that do business in North
Carolina. Three types of spending flows were identified to be used in the analysis: FY 2021
employees’ compensation and benefits, institutional-level operations expenditures, and FY 2021
household and commercial loans. All the raw data required some adjustments to ensure that
aggregating the direct impacts did not include double counting or leakages (i.e., expenditures that
directly flow outside the regional economy). These spending flows and adjustments are described

below.

Data on FY 2021 employee compensation and benefits were provided by the American Bankers’
Association. Income generated by employees working in banking institutions creates induced
discretionary spending across all economic sectors. In the analysis, employee income-related
induced spending enters the model as changes in aggregate demand at the sector level. The
disaggregation of these expenditures across economic sectors is a function of the household
spending vector. Salaries are adjusted downward by subtracting the personal taxes paid, savings,

and the contributions to retirement incomes. The former are direct leakages out of the region.'

The latter are deferred income that will be spent at some point in the future. The health insurance
component of fringe benefits are treated as a direct impact and allocated to the Health Services
sector in the input-output model. In 2021, $11.6 billion in annual compensation and benefits was

paid to 86,639 employees.

Institutional operations expenditures represent business spending on legal services (appraisers,
attorneys, etc.), supplies, utilities, and commercial leasing, and are stratified by spending category.
These expenditures from all banking institutions represent direct inputs into the model. Data
provided for business operations expenditures were pro-rated across the system as a function of
the number of institutions. Institutional direct operation expenditures are allocated to their
respective sectors in the model. Across all institutions, the direct injection of operation expenditures
totaled $3.6 billion.

Annual loan data (2021), disaggregated by loan type, was provided by the American Bankers’

Association. The three types of loans are new home loans, small business loans, and farm loans.

! Although some of these tax payments will undoubtedly be returned to the state-level economy in the form of federal
expenditures, we opted for a conservative measure and treated these taxes as a leakage.



Loans enter the model via spending on new residential construction, business operations (such as
supplies, utilities, marketing, and raw materials), and capital purchases. $41.5 billion worth of new
home loans were made in 2021. A further $9.9 billion in small business loans and $1.3 billion in
small farm loans were made in the same year. Adjustments to loans are made to remove interest
payments associated with the loan and immediate leakages from the state economy. For new home
loans, only spending on new construction enters the model. The spending portion of the loans were
apportioned to the appropriate economic sector using assumed ratios for spending patterns. After

adjusting for interest payments and leakages, aggregate loan-induced spending is $9.7 billion.

The total direct injections for FY 2021 to the state economy arising from the NC banking institutions,
after adjustments, are direct impacts and entered into the input-output model as a vector of changes
to state aggregate demand. The state economic model is based on the database generated by IMPLAN.
IMPLAN is an input-output database that uses financial flow data generated from businesses’
accounting data, and spending patterns for households of particular income levels, to describe the
economic linkages that exist within an economy. These models begin with U.S. government-generated
county level data on business purchases and receipts in order to model the inputs that are used from
across the many sectors of the economy in the production of particular goods and services. These
data incorporate adjustments using regional purchase coeflicients accounting for leakages from the

local economy.

The IMPLAN databases report industry level transactions for more than 500 sectors comprising the
structure of the state economy. As such, the level of geographic and commodity detail in IMPLAN
can vary from production of printing ink, to storage batteries, to banking services in a geographic
area as small as the county or as large as the national economy. It is typically useful to aggregate
these data into a smaller number of sectors. Any aggregation scheme will, of course, sacrifice some
of the information that would be available in the detailed data. However, the tradeoft is that the
results of the impact analysis are much more accessible and can be evaluated more readily. The
input-output model used for the impact analysis is made up of 546 economic sectors that describe
the entire economy of the region. The IMPLAN database covers the year 2021 and all dollar output

measures are provided in 2024 dollars.



IV. Total Economic Impacts

North Carolina Banking Annual Economic Impact

The aggregate economic impacts attributable to the NC Banking System are reported in Table 4. As
well as providing impacts for the overall system, impacts are also disaggregated by each of the three
identified spending flows (income-induced spending, business operations spending, and loan-

generated spending).

Metrics

The total economic impacts can be measured and reported in different ways. Considering that
spending associated with the NC Banking System creates jobs, a job count is an appropriate way
to measure impact. It is also an intuitive concept and provides a broad measure of economic
opportunities created for workers. However, it has the shortcoming that not all jobs are equal and
differences in industry structure between regions and differences in pay for similar jobs due to
other factors (e.g., quality of life) may mean that jobs in one region are different from jobs in
another region. Also, the number of jobs alone does not indicate whether the quality of employment
opportunities has changed. Relying on job numbers alone would overlook the implications of
creating low paying manufacturing jobs at the expense of relatively higher paid service-sector

employment.

NC Banks’ spending also creates labor income. Changes in labor income include changes in employee
compensation and proprietor income resulting from changes in final demand. Employee compensation
constitutes wage and salary payments as well as benefits including health and life insurance, retirement
payments, and any other noncash compensation. Essentially, it includes all income paid to workers
by employers. Proprietary income consists of payments received by selfemployed individuals as
income, e.g., includes income received by private business owners, doctors, lawyers, and so forth.
Any income a person receives for payment of self employed work is counted. Personal income,
however, excludes net business income (profit) and therefore is an underestimate of the true income

impact to the region.

Perhaps the most widely accepted measure of economic impact is the change in total industry output.
The change in output attributable to NC Banks” expenditures represents the change in the annual
value of production, by industry. Essentially, the change in output can be thought of as the increase
in the value of sales plus or minus inventory. In addition, we also report state tax revenues attributable

to NC Banking activities.
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Economic Impact — Income-Induced Spending

By the nature of income-induced spending, the $11.6 billion in 2021 compensation and benefits
accounts for induced spending effects only. There are no direct or secondary effects associated
with these expenditure flows across the state’s economic sectors. As shown in Table 1, these induced
expenditures create $11.93 billion in economic activity. This level of economic activity translates

into over 65,000 jobs across the state, which in turn, yields $3.73 billion in labor income.

Table 1. Total Economic Impacts — Labor Income Effect

Impact Employment Labor Income Output
Direct 0.00 $0.00 $0.00
Indirect 0.00 $0.00 $0.00
Induced 65,362.67 $3,729,194,291 $11,930,861,903
Total 65,362.67 $3,729,194,291 $11,930,861,903

Economic Impact — Institutional Operations Spending
Institutional operations expenditures are direct effects that enter the input-output model via wholesale

and retail sectors, legal services, and utilities.

Table 2. Total Economic Impacts — Institutional Operations Effects

Impact Employment Labor Income Output
Direct 13,058 $650,339,655 $1,681,054,629
Indirect 3,899 $266,366,722 $759,354,946
Induced 4,292 $243,866,523 $781,177,042
Total 21,249 $1,160,572,899 $3,221,586,618

The economic activity generated directly by these spending flows constitutes $1.68 billion, over
13,000 jobs, or $650.4 million in labor income. The secondary effects magnify the direct effects by
approximately $1.54 billion in output, 8,000 jobs, or $510 million in labor income. In total, the
economic effects of annual operations spending totals $3.22 billion in economic activity, 21,249

jobs, or $1.16 billion in labor income.

Economic Impact — Loans
New home loans, small business loans, and farm loans create spending across various economic
sectors of the state-level economy. After adjusting for interest payments on loans, loan-related

spending enters the input-output model as direct spending.



Table 3. Total Economic Impacts — Loan-related Spending

Impact Employment Labor Income Output

Direct 49,234 $2,792,926,947.01 $8,464,752,557.20
Indirect 20,420 $1,331,585,693.07 $4,324,837,560.02
Induced 19,470 $1,105,705,627.97 $3,541,051,623.48
Total 89,125 $5,230,218,268.05 $16,330,641,740.70

The direct effects related to loan spending constitute $8.64 billion in economic output, over
49,000 jobs, and $2.79 billion in labor income. The secondary effects are substantial with
over $7 billion in output, approximately 40,000 jobs and $2.44 billion in labor income. The
total economic effects associated with loans are estimated $16.33 billion in economic activity,
89,125 jobs, and $5.23 billion in labor income.

Total Economic Impacts

Aggregating all direct spending from the three drivers (income, business operations, and loans),
the total economic impacts represent the economic contribution of the NC Banking System
on the state-level economy. These estimates represent a level of economic activity that would

not occur absent banking in the state.

Table 4. Total Economic Impacts

Direct 62,292 $3,443,266,602 $10,145,807,186
Indirect 24,319 $1,597,952,415 $5,084,192,506
Induced 89,126 $5,078,766,441 $16,253,090,569
Total 175,736 $10,119,985,458 $31,483,090,262

The total direct effects are estimated as over $10 billion in output, 62,000 jobs, and almost
$3.5 billion in labor income. These spending flows generate over $21 billion in output,
113,000 jobs and $7 billion in labor income. The total—direct plus indirect and induced—
economic output associated with the NC Banking System is estimated to be $31.48 billion.
This level of economic activity generates 175,736 jobs and $10.12 billion in labor income.

Finally, the additional output yields $941 million in additional state-level tax revenues.
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V. Concluding Remarks and Discussion

The NC Banking System consists of a comprehensive network of financial institutions located
across North Carolina. In addition to providing a consistent employment opportunities at a
local level, the system as a whole represents a significant economic presence in the state. Salaries
and benefits paid to employees generates spending on goods and services across economic
sectors that are produced or provided for in the state. Annual business operations spending
on supplies, utilities, legal services, etc., by all institutions further augment the direct expenditure
flows associated with the banking system. Moreover, loan-generated new residential construction
expenditures, capital purchases in the form of building and infrastructure construction, and

other business operations further stimulate the state-level economy.

When these expenditures circulate through the regional economy the multiplier effects add
secondary economic impacts for a total annual impact of $31.48 billion in economic activity
across North Carolina. This level of economic contribution generates 175,736 jobs and $10.12

billion in labor income.

These figures represent a well-grounded estimate. Our objective is to present a measure that
avoids the common mistakes found in many economic impact analyses, such as double counting
direct impacts and jobs, and understating expenditures that immediately leave the region.
Thus, adjustments are made to the gross salaries paid to NC Banking System employees,
business operations expenditures, and loan-related spending. Type II multipliers are employed,
which require only the assumption that subsequent round spending patterns match the patterns

of the direct expenditures arising from wages and salaries paid by institutions.

An important point to note is that this type of study cannot capture the non-market effects of
the presence of a banking system. For example, banking charitable contributions and employee
volunteer hours are not part of the analysis but such expenditures and allocation of time will

provide further economic benefits.
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