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Small businesses and proprietor business establishments are an important part of the economies of Massachusetts and of Essex County. In order to determine how important they are the director of the Enterprise Center at Salem State College requested that a research project be undertaken to determine the level of proprietorship employment and business size within Essex County. The following research shows that small businesses and proprietorships make up a significant share of all net new employment and business enterprise formation in both Essex County and for Massachusetts during the 1994 to 2004 time period. The attached Table 1 provides detailed information about proprietorship employment, as well as for farm employment, for the state and Essex County by industry. Table 2 provides one measure of the number of very small business establishments, or micro-businesses, for the state and Essex County. Table 3 shows the number of very small businesses with four or fewer wage and salary employees plus the number of proprietorships with no wage and salary employees for both Massachusetts and Essex County.
The break-out of total proprietor employment by industry for a specific geographic area is not published by any agency, although the United States Census Bureau does provide information on proprietor business establishments once every five years. It is possible to calculate total proprietorship employment by subtracting the number of employees that have unemployment insurance from the total number of employees. The United States Bureau of Economic Analysis (USBEA) publishes total employment data by industry, which includes proprietorship and farm employment for states and counties. The most recent year that these data are available for is 2004. The USBEA data is a combination of the counts of employment with unemployment insurance that it receives from the Massachusetts Division of Unemployment (MDU), self-employment data from Schedule C obtained from the United States Internal Revenue Service, and information from the census of agriculture and the census of governments. The MDU publishes reports on the number of people covered by unemployment insurance by industry on a statewide and labor market basis. Unfortunately, none of these labor markets correspond to the 
boundaries of Essex County. As a result of this limitation, the following process and assumptions were used to estimate employment of proprietors, farmers and farm workers in Essex County for 2004. 

The first two data columns in Table 1 show the state-wide full and part-time employment by industry as reported by the USBEA and the MDU. The highest monthly figure for the Massachusetts Division of Unemployment for 2004 was used unless it was larger than the USBEA number, in which case the USBEA figure was used. It has been assumed that all government employees are covered by unemployment insurance, whether or not they are included in the original MDU data base. For example, the MDU does not include federal military employment located within the state while the USBEA data does. The MDU data was adjusted to match the USBEA data for all government employment shown in Table 1. The third column in Table 1 is the difference between these first two columns of numbers and represents employment in Massachusetts held by proprietors, farmers and farm workers. Contract workers who are not covered by unemployment insurance are counted as proprietors in this report. The USBEA tables give specific employment figures for proprietors and farmers and farm workers for both the state and Essex County which provide a way to check on the reliability of the data shown in the third and sixth columns of Table 1.
The fourth column in Table 1 gives the USBEA employment data for Essex County. The fifth column gives an estimate of what the MDU covered employment data would have been had it been published by the MDU. In order to provide estimates for this column, it was assumed that Essex County employment had the same ratio of covered employment to total employment that was found in the first two statewide columns for each industry. This was then adjusted to reflect the fact that the USBEA reported that employees are 17 percent more likely to be proprietors, and 18 percent less likely to be farmers or farm workers, within Essex County than is the case for the state as a whole. The sixth column gives the estimated number of proprietors, farmers and farm workers by industry for Essex County. While the assumptions used to calculate the employment estimates shown in this sixth column might cause the proprietor employment for a specific industry to vary from the actual number, there is no other way that these figures could be provided without undertaking field surveys or by having the MDU publish this information for Essex County.
The final two columns in Table 1 provide perspective on the employment of proprietors, farmers and farm workers within Essex County. The first of these two columns compares the estimated employment of these workers with the total employment reported by the USBEA for each industry within Essex County for 2004.  Industries with over 25 percent of their employment held by employees without MDU unemployment insurance include: farming (100%); agricultural services, fishing and mining (89%); real estate (78%); other services (49%); arts, entertainment and recreation (47%); professional, scientific and technical services (44%); construction (39%); and administrative support and waste services (26%). 
The final column in Table 1 is the “location quotient” for proprietors, farmers and farm workers in Essex County in comparison with that employment level state-wide. A location quotient shows the relative concentration of an industry within a county in comparison with the state. A number higher that 1.00 shows that the industry is relatively more important in the employment of proprietors in the county than for the state, with the number after the decimal point showing the percentage difference. Numbers below 1.00 show that the industry is relatively less important for Essex County than for the state in the employment of proprietors. The location quotient numbers show that proprietorship employment is 17 percent greater within Essex County than it is statewide as a proportion of total employment. Thus, the Enterprise Center has a relatively large target market for its mission to provide a range of services, including educational programming and workshops, to proprietors. Industries within Essex County that have over 25 percent more proprietors in comparison with statewide employment of such people include: manufacturing (75%); retail trade (36%); arts, entertainment and recreation (34%); other services (33%); real estate (28%); and health care and social services (25%). 
Column six in Table 1 shows that the largest estimated numbers of self-employed proprietors for Essex County are found in: professional, scientific and technical services (13,781); other services (11,099); real estate (11,051); health care and social services (9,199) and construction (8,778). Other services includes: repair services, household workers, religious workers and non-profit organizations. Professional, scientific and technical services includes: lawyers, accountants, engineers, software writers and scientific researchers. A complete listing of the kinds of businesses found under each of the North American Industrial Classification System (NAICS) industrial sectors can be found at the Census Bureau website.
The United States Census Bureau provides information on total employment and number of establishments by size of business categories by industry for states and counties in its annual “County Business Patterns” reports. The most recent year that these reports are available for is 2004. These reports include corporations and also partnerships and proprietorships that employ wage and/or salary workers who have unemployment insurance. These data exclude proprietorships with no wage/salary employees, farms and government agencies. The Census Bureau prepared its data by counting the number of employees only during the month of March, 2004. Thus, the numbers shown will vary from the annual average employment data used in Table 1. The attached Table 2 shows the total number of business establishments and the number of establishments with between one and four wage/salary employees for both Massachusetts and Essex County. The third column shows the percentage of total establishments that have between one and four wage/salary employees, while the sixth column shows this percentage for Essex County. In comparing the state and county percentages, there is very little difference between these two columns. This is in contrast with the findings of Table 1 where a higher share of proprietors was found as a percent of total employment within Essex County than for the state. What is notable in Table 2 is the very large share of business establishments (54 to 55 percent) that have between one and four wage/salary employees at both the state and county levels. 
As noted above, these data shown in Table 2 exclude proprietorship establishments that do not have wage/salary employees. Once every five years the Census Bureau counts the number of these proprietorship establishments by industry (except farms) for states and counties. The most recent year that these counts are available for is 2002. The Census Bureau then uses these data to estimate that there were 424,172 proprietor establishments with no wage and salary employees for the state and 49,494 such establishments within Essex County in March 2004. If these proprietor establishments were to be added into Table 2, then 86 percent of all business establishments within Massachusetts and 88 percent of all business establishments within Essex County would have four or fewer employees. These business establishments (including proprietorships) with four or fewer employees employed an estimated 30 percent of all people with non-government jobs within the state and in Essex County in 2004. Thus, these small businesses, including proprietorships, play a significant role in the economy both state-wide and in Essex County. Table 3 provides a breakout of these very small, or micro, businesses and proprietorships with no employees by NAICS industrial sector. This table also shows the relative importance of the professional, scientific and technical services sector both statewide and for Essex County for the number of proprietors and micro-businesses. Other important sectors in Essex County in terms of the number of proprietors with no wage and salary employees and micro-businesses are: construction, retail trade, real estate and the health care and social services agencies. 
When comparing data for 1994 with 2004, it becomes clear that both proprietorships with no wage and salary employees and very small businesses with wage/salary employees, or micro-businesses, are becoming a larger part of the economy. Of the net additional jobs created in Essex County between 1994 and 2004, 33.2 percent were proprietorships with no wage and salary employees. An additional 5.4 percent of all net additional jobs in Essex County were at the 900 additional business establishments with between one and four wage/salary employees. These 900 additional very small businesses were 44.6 percent of all added businesses with wage/salary employees established in Essex County between 1994 and 2004. Of the net additional jobs created in Massachusetts between 1994 and 2004, 30.2 percent were proprietorships with no wage and salary employees. An additional 5.0 percent of all net additional jobs in Massachusetts were at the 8,067 additional business establishments with between one and four wage/salary employees. These 8,067 additional very small businesses were 45.2 percent of all net new businesses with wage/salary employees established in Massachusetts between 1994 and 2004. 

Many of these people who are proprietors, or who work at very small businesses, work out of their houses and are found in all industries. They are especially found in some of the fastest growing and “creative” industrial sectors, including professional, scientific and technical services; “other” services and health care. Changes in technology and in employment and tax laws have enabled or encouraged the increase in proprietorships and small businesses and the use of home-based offices. Many of the people who operate these businesses have no, or limited, formal education in entrepreneurship and business management. Thus, the opportunity exists for courses and workshops that can help these people become better entrepreneurs and business managers. Some of these businesses will benefit from a business incubator setting such as exists at the Enterprise Center. If these business formation and employment trends continue, this need will only become greater over time.
In conclusion, the USBEA reports that non-farm, self-employed proprietors with no wage and salary employees make up an estimated 20 percent of all full and part-time employment within Essex County and 17 percent state-wide. The proportion of these workers compared with total employment is seventeen percent higher proportionally within Essex County than state-wide. These self-employed people are found across a range of industries in Essex County, but are particularly concentrated in: professional, scientific and technical services; other services; real estate; health care and social services; and construction. The information on business size and proprietorships from the Census Bureau show that businesses with one to four employees (including proprietors) make up 86 to 88 percent of all non-farm private sector business establishments and employ about 30 percent of all people with jobs, excluding those employed by the government and on farms. Employment trends over time show that an increasing larger share of employment is found either as proprietors with no wage and salary employees or in very small businesses and that such businesses make up a very large share of all new businesses that are being formed both within the state and in Essex County. Many of the owners of these businesses will need business and entrepreneurial training and workshops and some will need an incubator setting in order to grow and thrive. Many of these businesses are also part of the “creative economy” that will provide a strong economic future for the state. Hopefully this report will assist the Enterprise Center with its educational programming and its work on the “creative economy” both within Essex County and state-wide.
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