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The Economic BaseThe Economic Base



Identifying the Economic BaseIdentifying the Economic Base

•• The industries that account for the largest share of The industries that account for the largest share of 

employment or earnings are not necessarily the same employment or earnings are not necessarily the same 

as those that underpin growth in the local economyas those that underpin growth in the local economy

•• The industries that are most crucial to local economic The industries that are most crucial to local economic 

growth are those that produce goods and services growth are those that produce goods and services 

sold outside the local economy resulting in an inflow sold outside the local economy resulting in an inflow 

of incomeof income



Location Quotient AnalysisLocation Quotient Analysis

•• Location quotientLocation quotient——A ratio that compares the A ratio that compares the 

percentage of industry employment  in the local percentage of industry employment  in the local 

economy to the percentage of industry employment  economy to the percentage of industry employment  

in a reference economyin a reference economy

•• Location quotient analysis indicates which industries Location quotient analysis indicates which industries 

have a comparatively larger presence in the local have a comparatively larger presence in the local 

economyeconomy



Location QuotientLocation Quotient

Location Quotient =  

Local Industry Employment

Local Total Employment

Benchmark Industry Employment

Benchmark Total Employment



Basic and Basic and NonbasicNonbasic IndustriesIndustries

•• Basic industriesBasic industries——IndustriesIndustries with a location quotient with a location quotient 

greater than one are considered basic industries greater than one are considered basic industries 

because they have the potential to export products because they have the potential to export products 

out of the local economyout of the local economy

•• NonbasicNonbasic industriesindustries——IndustriesIndustries with a location quotient with a location quotient 

less than one are considered less than one are considered nonbasicnonbasic industries industries 

because they only have the ability to supply local because they only have the ability to supply local 

demands for their productdemands for their product
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