Professional and Business Services

By Neal Fried and
Brigitta Windisch-Cole,

Economists

What are they and what do they tell us?

hat do law offices, advertising
agencies, telemarketing businesses,
bank holding companies, armored
car services and landfills have in
common? Although it's tempting to say not
much — or to think it’s the first line of a joke

— the correct answer is that they're all lumped
together in a group called professional and
business services, one of 11 major categories

W
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A composition of the 11 major categories

Educational and

Health Services  Manufacturing
Professional and 12% 4%
Business Services

8%

Financial Activities
5%

Construction
6%
Information
2%

Government
26%

Trade, Transportation
and Utilities
20%

Other Services
4%

Leisure
and Hospitality
10%

Natural Resources
and Mining
4%

Source: Alaska Department of Labor and Workforce Development, Research and
Analysis Section

4 ALASKA ECONOMIC TRENDS

under which payroll jobs are published in Alaska
Economic Trends.!

Because it’s such an eclectic collection of
employers and the title gives only a vague idea
of what might be included, this article will take
a closer look at the group’s makeup and then
examine what it tells us about Alaska’s economy,
both relative to earlier periods in the state’s
history and to the nation as a whole.

A healthy slice of the state’s
employment and wages

Professional and business services employers
provided more than 24,000 jobs in 2006, or

8 percent of Alaska’s payroll jobs. (See Exhibit
1.) Wages for professional and business services
workers totaled more than $1.1 billion, which
was about 9 percent of the statewide total.

Those are impressive numbers, bigger in

fact than more high profile categories such

as construction, manufacturing, and natural
resources and mining. Unlike those categories,
though, the professional and business services
category is more a government construct than
a self-formed entity. In other words, it contains
many employers that didn’t neatly fit into

"The basic coding structure is used by the United States, Canada
and Mexico and is called the North American Industry Classification
System. The U.S. Bureau of Labor Statistics, which works with the
Alaska Department of Labor and Workforce Development to pro-
duce industry employment statistics, then combined the 20 NAICS
sectors into the 11 categories mentioned.
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one of the other categories, so its size doesn’t
necessarily say a lot about its importance.

The broad view — small firms
and above-average wages

To the extent the category can be considered
as a cohesive group, the average professional
and business services job pays a little better
than average for the state. (See Exhibit 2.) The
dominant majority of the employers are small,
with more than two-thirds of them providing
from one to four jobs. (See Exhibit 3.) Only two
of Alaska’s top 100 private sector employers
are classified as professional and business
services employers, making it one of the most
underrepresented categories on the list.

Three major subcategories, or sectors

The professional and business services category
is divided into three sectors: (1) professional,
scientific and technical services; (2) manage-
ment of companies and enterprises; and (3)

administrative and waste services.? (See Exhibits

4 and 5.)

Professional, scientific and technical
services — the most logical of the three

Of the three sectors, the most intuitive grouping
is professional, scientific and technical services,
which combines law firms and accounting
practices with architectural and engineering
firms and advertising agencies, among others.
This cluster of industries tends to include work
that requires higher skill levels and often a
professional degree or license. The term “white-
collar” might come to mind. Not surprisingly,
wages are above average. (See Exhibit 6.)

The size of this sector’s share of an economy’s
total payroll employment may say something
about the economy’s degree of sophistication or
proximity to the “cutting edge.” San Francisco,
for example, counted 12 percent of its 2006
payroll employment under the category of
professional, scientific and technical services.
Anchorage had significantly less at about 6.1

2The official name is “administrative and support and waste man-
agement and remediation services.”
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Professional and Business Services

Wages a Little Higher than Average
Wages for the 11 major categories, 2006
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Small Employers Dominate
Employment by firm size, 2006
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percent, although that was comparable to
Seattle’s 6.7 percent.

Drilling down one more level, the largest
component of the professional, scientific

and technical services sector is architectural,
engineering and related services. (See Exhibit
4.) This group is a major beneficiary of Alaska’s
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A Breakdown of Employment and Wages

2006

Average Monthly
Employment

jobs in private firms whose
principal business is providing
legal services. That includes
legal secretaries, paralegals and
other support staff. It doesn’t
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"The full title is Administrative and Support and Waste Management and Remediation Services.
Source: Alaska Department of Labor and Workforce Development, Research and Analysis Section
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construction industry. As a result, it has followed
the same trend as construction, growing
noticeably faster than the broader economy in
recent years. From 2002 to 2006, for example,
it grew 12.0 percent compared to 6.7 percent
for total payroll jobs. Both the mining and the
oil and gas industries are also big consumers of

engineering services.

The next largest group of employers in this
sector is legal services, which provided an
average of 1,547 jobs in 2006. It would be a
mistake, though, to think this number represents
the total count of lawyers practicing in Alaska.’
It merely represents the number of payroll

3 Alaska had 2,349 active attorneys in 2005, according to the
Alaska Bar Association.
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include the partners in law
firms who are paid on a share
basis rather than receiving a

$1,129,027,697
$650,584,314

$73,917,177  wage or salary, and it doesn’t
$50,363,963  include self-employed lawyers.
$307,030,936
$1,768,100 , .
Accounting services is also
$60,929,912 , _
s75387.008 @ Dig player, although its
$25.017,010  nhumbers declined from 1,353
$13,093,703 in 2002 to 1,250 in 2006.
$43,076,215  Improved technology may
s88.074757  have reduced demand for

specialized accounting services
— allowing companies to do
for themselves what they once

$390,368,626
$328,509,316

$29123,169  contracted out — and expanded
$93,830,484 o opportunities for self-
$47,955,098
$10050.358  €MPloyment. In contrast to the
523880344  trend in payroll employment
$61,621,374  for this group, the number of
$49,933,339  certified public accountants
$11,206,150  practicing in Alaska has grown
$61.850.310  significantly in recent years.*
$7,090,962
$10,433,609  The remainder of the sector
$44,334,739

includes everything from
computer design to veterinary
services and advertising
agencies. The unifying
characteristic of the group is that the work
requires a high degree of expertise and training.
In most cases, the services provided are to
businesses rather than households, but there are
a number of exceptions.

Management of companies and
enterprises — a little less logical

The smallest of the three sectors, management
of companies and enterprises, may represent
an idea that looked good on the drawing board
but turned out to be far less practical in the

4Data from the Alaska Department of Commerce, Community and
Economic Development’s Division of Corporations, Business and
Professional Licensing shows the number of CPAs growing from
812in 1996 to 1,503 in 2006.
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real world. The idea was to separate the part
of companies “that administer, oversee, and
manage establishments”® from the part of the
companies that actually produced the goods or

Two Big Sectors and a Small One
2006

Professional and Business Services Employment

provided the services. The sector also includes
bank and other holding companies, loosely
defined as companies that own the controlling
interests of other firms.

The practical difficulty with this sector has been
that the vast majority of Alaska employers don’t
formally separate their management functions
from their other functions. Even among those
that do, many are unable or unwilling to
separate their employment into the two groups
when they report their information to the state.

As a result, the employers categorized in this
sector represent, at best, holding companies
and an incomplete list of establishments that
primarily manage companies categorized in

other industries.

Putting the classification problems aside, there
are some interesting things to note about the
employers counted in this sector. They tend to
pay well, as one might expect for a group that
includes corporate management. (See Exhibit
6.) They also include many Native-owned
corporations with roots in Alaska and branches
around the country and world.

The two largest employers in this sector are
both subsidiaries of Arctic Slope Regional
Corporation, one of the 13 Native regional
corporations established by the Alaska Native
Claims Settlement Act. The third largest,
Alutiiq LLC, is a subsidiary of Afognak Native
Corporation, one of the village corporations
formed under ANCSA.

Alutiiq is the strategic office and corporate
management team for seven subsidiaries that
specialize in everything from security services to
construction and engineering. Total employment
for Alutiiq and its subsidiaries is more than
4,000, with most of them working outside
Alaska.

5North American Industry Classification System, United States,
2002, p.757.
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High Wages for Two Sectors
Average annual wages, 2006
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Section

Award preferences through the Small Business
Administration’s 8(a) Business Development
Program, which helps minority-owned
businesses obtain non-bid federal contracts,
have helped the group expand to include

eight offices in other states and four overseas
locations, which mostly support military bases.
In the spring of 2007, Alutiiq and its subsidiaries
had 188 project locations worldwide. To manage
everything, Alutiiq employs about 85 people in
its Anchorage offices.

Veco Alaska Inc., another Alaska-based
corporation with a worldwide reach, also
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Smaller Percentages in Alaska than the U.S.

Share of total payroll employment, 2006

Percentage of Total Payroll Employment
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Despite the exceptions and
the wide variety of services
provided, the description
of employers that primarily
support other organizations in
their routine operations is a
useful one when thinking about
this sector, which provided an
average monthly job count
of more than 11,100 and a
total payroll of $390 million in
2006. (See Exhibit 4.) Wages
for this sector are significantly
lower than for the other two
and more than $6,000 below
the statewide average. (See
3.5% Exhibit 6.)
Most of these employers
provide administrative

Professional, Scientific
and Technical Services

Management of
Companies and
Enterprises

has a portion of its employment categorized

in this sector. The company has over 1,500
employees in Alaska, although less than 100 are
counted under management of companies and
enterprises.

Safeway, the second-largest private sector
employer in Alaska, has a small piece of its total
statewide employment of more than 3,000
counted in the sector as well. Its regional offices
in Anchorage employed an average of about 75
people in 2006.

Administrative and waste services
— and the kitchen sink

This sector, according to the designers of the
classification system, includes “establishments
performing routine support activities for the day-
to-day operations of other organizations.”® There
are employers included in the category that don't
fit that description very well, however, such as
travel agencies that market their services to the
general public.

8North American Industry Classification System, United States,
2002, p. 761.
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Administrative and

_ and support services
Waste Services

About 90 percent of
administrative and waste
services jobs were in the
subcategory called administrative and support
services.

Nearly half the jobs in this subcategory in 2006
were classified under services to buildings

and dwellings or facilities support services.

In both cases, the type of services provided
included janitorial, pest control, landscaping,
maintenance and security. Clients range

from businesses and the military and other
government entities to private residences and
individuals.

The remainder of the subcategory includes
everything from investigation and security firms
to travel agencies and temporary help agencies.
Some of these small industries are benefiting
from a trend for companies to outsource
specialized tasks. Professional employer
organizations, for example, have grown
dramatically as companies increasingly contract
a wide range of human resource and personnel
management duties to outside companies.

Others have suffered from technological
advances that simplify tasks once done only by
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those with specialized training. Fewer travel
agents, for example, remained in business
after airlines, hotels and other entertainment
providers eliminated their commissions and
direct booking gained popularity. Employment
in travel and booking agencies in Alaska fell
more than 17 percent from 1995 to 2006.
Nationally, employment fell more than 20
percent over the same period. Some travel
agencies have stayed in business by specializing
in difficult travel arrangements for individuals
and businesses in exchange for a fee, but
overall their clientele has shrunk.

The rest keep the state clean

The remaining 10 percent of the administrative
and waste services sector employment

is involved in waste management and
remediation services. All kinds of waste — solid,
hazardous and other — is collected, treated,
disposed of or stored. Government workers in
Alaska do much of this work, so the job count
of about 1,100 doesn’t represent the full effort
of managing the state’s waste.

What does the category tell us
about the economy?

Now that it’s a little clearer what is included in
this large and diverse category, what does it tell
us about Alaska’s economy?

One thing it probably indicates is the degree to
which it has specialized. As the state’s economy
has expanded and diversified to include several
major economic drivers — oil and gas, fishing,
tourism, mineral mining, and the military,
among others — job opportunities were created
in a variety of other industries to service them
and the growing population they supported.

Because the classification system that helped
create the professional and business services
category is still quite new,” comparisons over

"The Alaska Department of Labor publishes data only back to
2001 under the new categories, which include professional and
business services. NAICS replaced the Standard Industry Classifi-
cation system in the early 2000s. Although data for major catego-
ries have been reconstructed back to 1990 and are available on
the U.S. Bureau of Labor Statistics’ Web site for both Alaska and
the nation, the data are less reliable because of the change.
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Anchorage Gets Most of the Pie
Professional and business services, 2006

Professional and Business Services Employment Statewide
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Source: Alaska Department of Labor and Workforce Development, Research and
Analysis Section

time are difficult. With that cautionary note,
there are broad trends visible in certain sectors.
For example, employment in professional,
scientific and technical services — the high-skilled
white-collar sector that includes architects,
engineers, accountants and lawyers — has grown
from around 7,800 in 1990 to nearly 12,000

in 2006. That's a 53 percent increase, which is
substantially more than the 32 percent growth
for total payroll employment over that period.

During the booms of pipeline construction in the
1970s and the oil-rich early 1980s, much of that
type of work would likely have gone to Seattle
and other Lower 48 firms simply because there
were limited numbers of providers in Alaska. As
the state’s economy matured — and the boom
and bust cycle of the 1970s and 1980s turned
into the slow, steady growth that has persisted
since the early 1990s — more of these business
support service employers entered the scene.

Comparing Alaska with the U.S.

Over time, the makeup of Alaska’s work force has
slowly converged with national norms. Having

said that, there remain plenty of exceptions — and
professional and business services is certainly one
of those. (See Exhibit 7.) In 2006, 12.9 percent of

MAY 2007



Genera"y More in Urban Areas The management of companies and enterprises

) sector provides a significantly larger share of
The category’s share of total employment jobs nationally than in Alaska. Some of this

Share of Each Area’s 2006 Total Employment in difference may be due to the larger than
Professional and Business Services normal amount of re-sorting involved with
Percentage a new classification system, but other than
Share oil and gas companies and Native-owned
Southeast Fairbanks Census Area 17.9% corporations, Alaska doesn’t have a large
Anchorage, Municipality of 11.2% corporate framework.
North Slope Borough 8.2%
Statewide 7.7% The administrative and waste services sector
Denali Borough 7.4% is also underrepresented in Alaska, relative
Fairbanks North Star Borough 5.5% to its national share. This may be a factor of
Matanuska-Susitna Borough 5.3% size — given Alaska’s smaller labor market and
Lake and Peninsula Borough 5.2% economy, these specialized services are in less
Valdez-Cordova Census Area 5.1% demand.
Juneau Borough 5.0%
Ketchikan Gateway Borough 3.1% The jobs are concentrated
Sitka Borough 3.1% in urban Alaska
Kenai Peninsula Borough 2.99%
Kodiak Island Borough 27% Not surprisingly, most of these jobs are in
Wrangell-Petersburg Census Area 2.6% urban Alaska and Anchorage in particular
Aleutians West Census Area 1.8% since it’s the headquarters for so many Alaska-
[ — - based companies. In fact, two-thirds of the
Bethel Census Area 1.2% state’s professional and business services
VU Bl - jobs are in Anchorage. (See Exhibit 8.) Other
Nome Census Area 0.7% urban areas such as the Fairbanks North Star,
Aleutians East Borough - Matanuska-Susitna and Juneau boroughs
Prince of Wales-Outer Ketchikan Census Area 0.6% also have a substantial presence of these
Skagway-Hoonah-Angoon Census Area 0.5% employers.
Bristol Bay Borough 0.4%
Dillingham Census Area 0.2% The more populated areas a‘lso tend to have
Northwest Arctic Borough 1% a larger percentage of thglr jobs concentrated
e —— 01 in the Fategory. (See Exhibit 9.) Three notable
exceptions are the Southeast Fairbanks
Wade Hampton Census Area 0.1%

Census Area, and the North Slope and Denali

Source: Alaska Department of Labor and Workforce Develop- borou gh S.
ment, Research and Analysis Section

In the cases of the Southeast Fairbanks Census
the nation’s jobs were in professional and business  Area and the Denali Borough, significant

services compared to 7.7 percent in Alaska. professional and business services employment
is tied to large private military contractors
In the professional, scientific and technical — the Missile Defense System at Fort Greely
services sector, Alaska has smaller percentages for Southeast Fairbanks and Clear Air Station
in most of the subcategories, with the major for Denali. At Fort Greely, the Chugach and
exception of architectural, engineering and other  Alutiiq joint venture employed 211 workers
services. For this group, Alaska’s share is larger on average in 2006 while ARCTEC Alaska
than the nation’s because the state has enjoyed ~ had 139 workers at Clear Air Station. Both
a robust construction industry for more than a firms ranked among the state’s 20 largest
decade and a strong construction industry means  professional and business services employers.
plenty of work for architects and engineers. (See Exhibit 10.)
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The 20 Largest Employers
Professional and business services, 2006

2006 Average
Employment ' Activity 2

1 Doyon Universal Services 387 Facility support

2 SMG of Alaska (Sullivan Arena, others) 368 Facility support

3 Chugach Development Corporation 353 Facility support

4 Veco Alaska 311 Engineering services

5 ABM Company of the West 241 Janitorial services

6 Chugach/Alutiiq Joint Venture 21 Facility support

7 NANA/Colt Engineering 203 Engineering services

8 ASRC Energy Services 203 Corporate offices

9 Alaska Native Tribal Health Consortium 193 Engineering services
10 Westaff USA 177 Temporary help services
11 Chiulista Camp Services 176 Facility support
12 Securitas Security Services USA 171 Security guards and patrol services
13 Science Applications International Corporation (SAIC) 163 Custom computer programming services
14 NANA Management Services 155 Facility support
15 Alaska Pacific Environmental Services Anchorage 153 Waste collection
16 ARCTEC Alaska 139 Facility support
17 DOWL Engineering 134 Engineering services
18 Cornell Companies 132 Facility support
19 Holland America Line 124 Tour operators
20 Guardian Security Systems 123 Security guards and patrol services

"The employment numbers listed here aren’t necessarily the total employment for the companies, but only the part of

them that is classified under professional and business services.

2The activities listed are only for the parts of the companies classified under professional and business services. The

primary activity of the entire company is different in many cases.
Source: Alaska Department of Labor and Workforce Development, Research and Analysis Section

The category may be an early
signal of trouble and recovery

Because the majority of professional and business
services employers have other businesses as their
primary clientele, it would be reasonable to as-
sume the category would provide an early warn-
ing of recessions as businesses cut back on spend-
ing directed to outside firms before laying off their
own employees. Alaska hasn't had a recession for
nearly two decades — much longer than the reli-
able time series for this category — so the assump-
tion can't be explored with state data.

National numbers give some credence to the

notion, though. For both the recession of the
early 1990s and the recession that began in 2001,
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employment in professional and business services
began declining before total payroll employment
turned downward. There were similar early
signals of recovery in both cases as well.

Especially dependent
on the broader economy

The strongest shared characteristic for these
employers is their role as providers of services

to other industries. Other categories such as
natural resources and mining or manufacturing
can do well even as the broader economy
struggles, but this one can’t. This disparate group
of employers will almost certainly thrive or
struggle in tune with the overall economy and
job market.
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