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The Forgotten Group°
Being Self-Employed in Montana

by Aaron McNay, Economist

Most labor market statistics exclude the self-em-
ployed due to a lack of data. However, tracking the
self-employed is of particular importance in the
current economic downturn. Many self-employed
individuals may be unable to afford periods of sub-
stantially reduced business activity. In addition,
the self-employed are not covered under many of
the programs designed to help individuals during
economic downturns, such as Unemployment In-
surance. This article examines the self-employed in
Montana and explores some areas where this group
may be feeling strained under the current economic

situation.

Data Sources

For this article, an individual is considered self-
employed if they run a non-incorporated business,
professional practice, or farm. Unfortunately, most
of the standard data sources have incomplete data
on the self-employed because a great deal of la-
bor market data comes from the Unemployment

Insurance (UI) program. While Unemployment

Insurance data is generally very accurate, it only

tracks businesses with employees, which generally

excludes the self-employed. Fortunately, there are
two data sources, developed by the Census Bureau,
that do track the self-employed.

'The primary data source used to examine the self-
employed in this article is the Current Population
Survey (CPS). The CPS is a monthly survey con-
ducted jointly by the U.S. Census Bureau and the
Bureau of Labor Statistics, which questions 60,000
individuals in the United States about their oc-
cupation status. The CPS survey should provide
consistent estimates of the total number of self-

employed individuals in Montana.

However, the CPS data used in this article does
have its deficiencies. The focus on primary occupa-
tions in the data will cause an under count of the
true number of individuals who are self-employed,
due to the exclusion of those who are self-em-
ployed through a secondary occupation. In addi-
tion, the rural nature of Montana ensures that the

CPS includes a relatively small sample of Montana
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households, which may lead to consistency issues
with the monthly survey results. However, annual

estimates can be used to reduce the sampling error.

'The second data source comes from the U.S. Cen-
sus Bureau’s Non-employer Statistics estimates.
Non-employer Statistics estimates primarily come
from IRS tax records and provide an estimate of
the total number of non-employer businesses in
Montana. The number of non-employer businesses
should provide a reasonable estimate of the num-
ber of self-employed individuals in a region. In
comparison to the CPS data used in this article,
Non-employer Statistics include individuals who

are self-employed in their secondary occupations.

What do we know about the self-employed?

The CPS indicates that there were an estimated
69,000 self-employed individuals in Montana dur-
ing 2008. Over the past 14 years, the proportion of
self-employed individuals in Montana’s labor force

has declined. In 1994, the self-employed com-
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prised 17% of Montana’s workers; this percentage
declined to 13.3% by 2008. However, despite the
decline, Montana still maintains the largest pro-

portion of self-employed individuals in the U.S.

There are noticeable differences between the self-
employed and the average worker in Montana
along demographic characteristics. Older individu-
als are disproportionately represented in the self-
employed, with the average Montana worker being
seven years younger than the average self-employed
individual in the state. The self-employed also tend
to be concentrated in occupations that require less
formal training than Montana’s overall workforce,
which has resulted in a lower average level of edu-
cational attainment for the self-employed (Figure
1). For example, nearly 27% of workers in Montana
had at least a Bachelor’s degree, while only 23% of
the self-employed had a four-year degree. National
demographic statistics on the self-employed show
similar trends to Montana estimates for both age

and educational status.’
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'The Non-employer Statistics provides information
on the industry distribution of the self-employed.
Of the top five non-employer industries, three sec-
tors were related to the construction, modification,
or selling of homes. The largest industry in terms
of businesses was the Specialty Trade Contractors
sector, which had 8,662 businesses and comprised
nearly 11% of all non-employer businesses (Figure
2). The other two industries were the Real Estate
and Construction of Building sectors, which had
a combined 13,000 businesses. Rounding out the
top five industries were Personal and Laundry Ser-
vices and Non-Store Retailers with a combined
11,655 businesses. Together, the top five industries
accounted for more than 40% of all non-employer

business in Montana in 2006.

'The running of gasoline stations is the highest rev-
enue-generating sector for the self-employed, gen-
erating average annual revenue of nearly $153,000.

The second highest revenue-generating non-em-
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ployer sector was Beverage and Tobacco Products
Manufacturing businesses, with annual revenues
of nearly $151,000. The Water Transportation
and Other Goods through Pipelines, also generate
large amounts of revenue for non-employer busi-
nesses, with respective revenues of $121,364 and
$141,000. The remaining industry in the top five is
Motor Vehicle and Parts Dealers, which had aver-
age revenues of $134,137.

Self-employed during the economic downturn

Over the past 12 months, Montana and the United
States have experienced a general economic slow-
down. As this slowdown continues, businesses have
reduced their output and employment. With the
estimated number of people unemployed increas-
ing by nearly 50% from April of last year, there is
no doubt that businesses are reducing their pay-
rolls. The self-employed cannot be laid-oft from
their jobs, but this does not mean they are immune

to the economic contraction.
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The self-employed are disproportionately concen-
trated in some of the sectors that are feeling the
strain of the economic slowdown. For example, the
Construction and Real Estate sectors have been
particularly affected by the national downturn in
home prices. As Figure 3 denotes, Construction
and Real Estate industries comprise three of the
five largest, and some of the highest paying, self-
employed industries in Montana. The rapid col-
lapse of these sectors nationally has large negative
employment effects for Montana’s self-employed

working in the housing sectors.

The strain of the current economic slowdown
may be particularly difficult for the self-employed,
due in part to the fact that many social insurance
programs, such as Unemployment Insurance and
Workers Compensation, may not be available to
this group. In addition, self-employed individuals
are significantly less likely to have health insurance
coverage.? 'The lack of health insurance is particu-

larly important during the decline in economic ac-
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tivity when the self-employed may find it harder to
acquire adequate funds to meet the direct cost of
health care. Together, the reduced safety net and
the need to cover many benefits themselves may
make it harder for the self-employed to adjust to

the changing economic conditions.

Conclusion

'There is no doubt that the current economic slow-
down is having a negative effect on many of Mon-
tana’s workers. However, given the particular char-
acteristics of the group, the self-employed are most
likely facing unique difficulties in the current labor
market. Self-employed individuals tend to be con-
centrated in occupations that require less training
and that have seen rapid employment declines dur-
ing the current recession. The lower training lev-
els, industry specific skills, and high numbers of
unemployed persons may make it harder for self-
employed individuals to locate new employment
if they have to give up their self-employed status.
In addition, many of the self-employed will not
have access to some social insurance programs that
provide a source of income for individuals while

searching for employment.

Fortunately, there may be some good news. Many
of the characteristics that define self-employed in-
dividuals, such as motivation and innovation, are
highly desired in the labor market. Self-employed
individuals who are able to capitalize on these skills
should be able to adjust to the changing economic
situation and drive economic growth in the future.
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