Montana’s Wage Growth Exceeds Expectations

Montana posted strong wage growth in 2014, with the average wage increasing 3.5% over the year to $38,874. Montana’s
wage growth was faster than the nation as a whole (3.1%), ranking 11th fastest among states. Consistent with previous wage
growth, the increases were the fastest in the private sector, with private wages increasing by 3.7% over the year.? Federal,
state, and local government all had wage growth less than 3%. With inflation at only 1.6% over the year, real wages increased
by 1.8%.% Real wage gains, or those above the rate of inflation, mean that Montanans can afford more goods and services
with their earnings than they could the year before, resulting in an increase in the standard of living for Montana families.

Montana’s wages have been growing faster than the nation for most of the last ten years, ranking 6th fastest wage growth
among 50 states for both the five-year and ten-year timeframes. In dollar terms, the Montana’s average wage grew by $1,300
over the last year, and by over $5,100 in the last five years. Montanan’s wages have grown at a compounding annual growth
rate of 3.4% over the last ten years from 2004 to 2014 compared to only 2.7% for the nation as a whole.

Figure 1
Montana Average Annual Wages and Growth Over Prior Year
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Montana’s industry mix helps to explain why our wage growth has outpaced the nation. Health and education, trade and
transportation, and leisure activities are some of the largest employing industries in the state, resulting in large worker
demands. These industries, as well as mining and utilities, are more concentrated in Montana than in the nation as a whole,
and have faster wage growth than the national average for their respective industries over the past ten years. In particular,
the development of the Bakken oil field has increased average wages significantly in recent years, particularly in the eastern
half of the state. The oil development has influenced wages both through the addition of high-paying mining jobs and
through higher wages for all jobs in the eastern counties due to tight labor markets.

Figure 2 illustrates the wage growth in the United States, Montana, and in Montana’s five regions for the five-year and one-
year timeframes. For the past five years, wage growth in the Eastern and South Central regions of Montana have outpaced
other regions in the state. In 2014, wage growth has become more balanced throughout the state, with all regions except
South Central having faster wage growth in the last year than their five-year average. The South Central region posted wage
growth of 3%, faster than inflation, but slower than in prior years. The Eastern portion of Montana still posted very large
7% wage increases despite a moderation in employment growth.



Figure 2
Wage Growth Comparison Among U.S., Montana, and Montana’s Regional Economies
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Rapid wage growth over the past few years has helped Montana’s wages catch up to those in the rest of the nation. Montana’s
average wage of $38,874 ranks 47th out of 50 states, too low for Montana’s working families, but up one place from 2012.
The average private sector job in Montana paid about a thousand dollars less than the overall average at $36,499, ranking
49th among states for private sector wages, above only Mississippi. Montana sank to this low wage ranking over a long
period of time, with our average wage relative to the national average declining for most of the second half of the 20th
century. Since the turn of the century, Montana’s wages have been regaining ground relative to the nation because of our
rapid wage growth.*

Montana’s lower wage levels compared to the nation can be partially explained by the prevalence of part-time work. The
average job in Montana had a work week of only 32.8 hours in 2014 — the shortest work week in the nation.> Montana’s
short work week is an indication that many jobs are part-time. But Montanans are known for being hardworking, and many
people work multiple jobs or have their own business to compensate for lower earnings. In fact, Montana usually falls in
the top ten states for the percentage of workers holding multiple jobs.6 Once the hours from multiple jobs are included, the
typical Montanan works 38.1 hours per week, moving the state to the middle of the pack in terms of hours worked per
week.’

Montana’s wages rank better when comparing hourly wages, ranking 44th among states.® However, Montana’s hourly wage
is more competitive among low-wage workers than among high-wage workers. The 10% of Montana workers with the
lowest wages earn an average hourly salary of $8.77 per hour compared to $8.82 nationally, ranking Montana as the 23rd
wage rate among low-earning workers. For the lowest earning 10% of workers, Montana’s wages are 99% of the U.S.
average. The wage rates among the lowest earning workers are likely bolstered by Montana’s minimum wage, which is
higher than the national mandatory minimum wage. Montana’s low unemployment rate also places upwards pressure on the
wage levels for low-wage jobs.

Montana starts to slip behind the national average when comparing wages for high-wage jobs. Montana workers earning at
the 25th percentile earn hourly rates of about 95% of the U.S. average, but those at the 50% quartile earn 89% of the national
average. For high-wage jobs, Montana workers fall far behind national high-wage earners, earning only 84% of the hourly



rates for the top quartile of workers, and only 79% of the hourly rates for the highest 10% of workers. In other words,
Montana’s poor ranking among states is because of disparity among high-wage jobs, while low-wage jobs have wage rates
fairly competitive with the national averages.®

The U.S. Personal Income Growth Finally Catches up to Montana

Montana’s wage growth has moved from 5th fastest to 6th fastest over the last five years. Personal income growth has
moved from 13th fastest to 21st, although Montana’s ten-year growth remains at 7th fastest among states. Employment
growth in 2014 was strong, but slipped to 28th among states due to a slow 4th quarter. Employment growth ranking over
the ten-year timeframe is stronger at 16th among states. Montana’s economy has performed well in the last decade, and
emerged from the recession better than other states. Our economic performance in 2014 follows these positive trends.

Figure 3 illustrates Montana’s personal income growth compared to the U.S. for the last ten years. Montana’s personal
income grew 4% in 2014, nearly equal to the nation and ranking 21st among states. Montana has outperformed the U.S.
economy in personal income growth throughout the last ten years with the exception of 2013. Montana ranks 7th among
states for the fastest personal income growth since 2004.%! Personal income growth in 2013 was lower in both Montana and
in the U.S. due to the fiscal cliff, payroll tax cut expiration, and federal government sequester, all of which reduced the
amount of spending in the economy and slowed economic growth. These impacts were primarily felt in the first quarter of
2013, but the federal government shutdown in the fall of 2013 also suppressed economic activity towards the end of the
year. The tourist-related industries around Glacier and Yellowstone parks were particularly impacted by the closure of the
national parks, reducing Montana’s personal income growth to 0% in the 4th quarter of 2013. The Montana economy
demonstrated resiliency with a return to growth in the 1st quarter of 2014, posting personal income growth stronger than
the U.S. during 2014 despite an oil-related slowdown in the last half of the year.

Figure 3
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Personal income is often measured on a per capita basis, with Montana’s per capita income of $40,601 ranking 35th in the
nation. The state’s per capita income moved up one spot from 2013 with an increase of $1,235 (3.1%) over the year, led by
strong growth among both wages and proprietor income. Montana has a higher ranking among states for per capita income



than for wages because of a high rate of entrepreneurial activity. Roughly 10.6% of Montana’s personal income is derived
from proprietor income, higher than the 9.4% in the nation as a whole and ranking 11th in the nation for this metric.

Similarly to personal income growth, Montana’s GDP growth in the past five years ranks 5th among states with a
compounding annual growth rate of 4.5%, compared to 3.9% for the nation as a whole. State GDP measures the value of
goods and services produced within the state. State GDP growth in the last five years was fastest in the manufacturing
industry. Over the last two years, GDP growth in Montana has moderated to a respectable pace of 2.9%. Improvements in
the growth rates of other states has moved Montana to 29th place for GDP growth among states over the last year.

National and Global Influences Impacting Montana’s Economy

National GDP growth in 2015 has been slow thus far, with a national weather-related slowdown in the first quarter, followed
by a rebound in the second quarter. Some of the inconsistency in output growth is related to the decline in oil prices in the
last half of 2014, which reduced business investment in oil exploration.??> However, lower gas prices also have positive
economic impacts through greater spending on other consumer products. A long-awaited improvement in U.S. wage growth
has also contributed to greater consumer spending and GDP growth.

In Montana, the impacts of the oil price decline are also balanced. Oil and gas development in Eastern Montana and North
Dakota has benefited the economy in the last few years, and was critical to statewide economic and fiscal stability during
the recession. Workers throughout Montana found good-paying employment in the Bakken until employment in their own
local economies improved, while increased tax revenues from oil production helped counter the decline in other types of
tax revenues. The oil fields have also been an important customer for transportation, construction, and professional service
businesses, who otherwise faced lower demand during the recession.

When the oil price declined in the second half of 2014, Montana’s employment growth was impacted, particularly in the
eastern region of the state. Figure 4 illustrates Montana payroll employment and total wage growth by quarter. Total wages
are the sum of all payroll wages paid in the state. Although total wages showed strong growth over the year, employment
growth in Montana slowed in the second half of 2014. Growth resumed in the first quarter of 2015.

Figure 4
Montana Payroll Employment and Total Wage Growth by Quarter
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Unemployment insurance claims also rose above expectations when the price of oil dropped abruptly in November 2014.
Montana unemployment insurance claims in October 2014 were about 2,200 claims lower than the prior year. New
unemployment insurance claims spiked in the second week of November after the price of oil dropped, moving claim totals
in the latter half of November to only about 500 claims below 2013 levels.'* However, the impacts quickly dissipated as
prices stabilized, with claim levels recovering before the turn of the year.

With the slowdown in oil-related activity, transportation, construction, and professional service firms that have supported
the Bakken development in recent years are likely to shift focus to other customer markets. Consumer industries within
Eastern Montana will also be impacted by having fewer oil workers in the area. However, many of the wells in the Bakken
region have low production costs, allowing for oil production to continue profitably despite the lower oil price. Workers
have shifted from exploration work to production work, but the large backlog of work has kept many employees on the job.

The oil price instability has not resulted in the feared “oil bust,” but rather a slowdown in exploration activity. Oil production
has remained fairly steady over the year, and experts predict that Montana’s petroleum refining industry is likely to weather
the oil price volatility fairly well.}* The continued stability in petroleum is important, as petroleum refining represents over
half of Montana's manufacturing output. Oil and gas extraction comprised 1.2% of Montana’s GDP in 2013, while output
from petroleum and coal manufacturing is roughly three times that at 3.9% of GDP.

In 2015, Montana’s economy continues to generate job growth above the long-term average and to make record-breaking
wage gains. Stronger growth in the rest of the nation is good news to Montana, helping to stabilize our economic growth.

Montana Job Growth Continues at Strong Pace

Montana’s economy continues to add jobs in 2015, adding an average of over 2,000 jobs per month in the first half of the
year. This strong job growth has thrust Montana’s total employment levels over half a million jobs for the first time in our
state’s history. Continued job growth in 2015 builds on the strong job growth our state has posted in the last four years, with
2012 and 2013 employment growth in Montana over 2%-—over twice the historic average of about 1%.

Total employment growth in 2014 was slightly slower than the prior two years at 1.3%, adding 6,237 jobs over the year.
Job growth of 1.3% in 2014 remains above the long-term average, but concerns and uncertainty about the oil price decline
slowed employment growth in the second half of the year. Figure 5 illustrates Montana’s monthly employment and labor
force levels over the last five years. The pace of total job growth slowed in the latter half of 2014, but resumed a fairly rapid
pace in the first half of 2015.

Figure 5
Montana Total Employment and Labor Force
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Labor Force Participation Rates Increasing but Greater Participation Still Needed to Fill Job Demands
The strong job growth over the past five years has reduced unemployment and increased wages. Montanans have also
reacted to the stronger economy by increasing labor force participation rates. Montana’s labor force is illustrated in Figure
5 along with employment totals. The difference between the labor force and the employed is the number of unemployed
people.

Montana’s labor force decreased significantly during the recession, falling over 2% during 2008 and 2009. But when
Montana’s economy improved, better wage growth and lower unemployment rates led to a quick recovery of Montana’s
labor force participation rates. In contrast, the U.S. labor force has recovered much more slowly and is only 1.5% above the
pre-recession peak.

Montana’s labor force participation rate was at 64.8% in 2014, higher than the 62.9% for the U.S. and ranking 20th highest
among states. Montana’s participation rate increased by nearly a full percentage point from the 2013 level of 63.9%, adding
roughly 2,700 workers. Montana’s participation rates are good, but they need to be even higher to accommodate future job
growth. Montana’s unemployment rates are currently at ideal rates, but expected to go lower in the future.

Unemployment in Montana at Ideal Levels

Montana’s unemployment rate is currently at ideal levels, hitting 4.0% in July 2015. Montana’s annual unemployment rate
of 4.7% in 2014 was the 13th lowest in the nation. Montana’s unemployment rate has been lower than the U.S. rate since
the 2001 recession, hitting its all-time low of 2.9% in 2007. Figure 6 illustrates the U.S. and Montana unemployment rates
since 1980 with the recessions highlighted. The 2007 recession caused unemployment to spike up by four and a half
percentage points, hitting a recessionary high of 7.4% in 2010 before Montana’s economy started recovery. However, with
strong employment growth since 2010, those high unemployment rates are now several years behind us.

Figure 6
Unemployment Rates Since 1980, U.S., and Montana
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Montana’s Looming Worker Shortage

Montana’s continued economic growth is threatened by a shortage of workers, with our population demographics restricting
labor force growth. Nearly 6% of Montana’s labor force is already over 65 years of age, the fourth highest share in the
nation. An additional 97,000 workers are between the ages of 55 and 64 and close to retirement. While many Montanans
continue to work past the typical retirement age, there is still expected to be at least 130,000 retirements among the baby-
boomer population within the next ten years. In comparison, there are only 123,000 Montanans aged 16 to 24, and not all
of these young Montanans will be in the labor force.® There are simply not enough young people in Montana to make up
for the expected retirements of the baby boomer population.

The Montana Department of Labor and Industry projects that Montana’s labor force will only grow by 4,100 workers per
year for the next ten years, leaving a shortfall in the amount of workers needed to fill the expected 6,500 jobs per year.
These projections are based on Census Bureau population projections that predict that the size of Montana’s working-age
population will be stagnant, even with increased migration. The projections also assume that labor force participation rates
return to pre-recession levels due to higher wages and more job opportunities. Even accounting for increased migration and
greater labor force participation, Montana’s unemployment rate is expected to reach levels of 1% to 2% within the next
decade.®

Figure 7 illustrates the expected job growth, labor force growth, and unemployment rates for the next ten years. By 2024,
the labor force is projected to add nearly 41,000 new prospective workers at an annual average growth rate of 0.8%, slightly
slower than the growth of the overall population (0.9%) because of the aging population. Employment is expected to grow
faster than the labor force, pushing the unemployment rate down to extremely low levels.

Figure 7
Labor Force Projections 2014-2024, with Employment Projections and Unemployment Rate
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Tight labor markets caused by worker shortages can provide economic benefits for workers because jobs are easy to find
and wages increase rapidly. However, economic growth can be constrained if businesses cannot find the right workers, or
enough workers, to produce their goods. Montana’s overall economic growth will be slowed by worker shortages unless
Montana finds ways to increase the available labor by increasing participation rates to record highs, shifting to more full-
time jobs, and investing in productivity-enhancing technologies.

Solutions to Montana’s Worker Shortage

Montana is pursuing a number of options to address the upcoming worker shortage. Many of Montana's efforts focus on
enhancing or working with market forces to increase the availability of labor. One solution is to increase the number of
hours worked by each worker. Montana has a high share of part-time employment. Among Montana workers aged 16 to 64,
roughly 22% work less than 35 hours per week — the sixth highest percentage of part-time workers in the nation.” While
part-time jobs may be ideal for semi-retired workers, students, and others who choose to only work part time while pursuing
life goals, many workers would prefer full-time employment.

Montana will also need to pursue efforts to increase labor productivity, thus producing more output for every hour worked.
Labor productivity is not determined by how hard a worker works, but is instead determined by how efficiently a worker
works. Enhancing productivity is achieved with better workforce education that allows workers to continuously upgrade
skills and knowledge so that businesses can implement the latest technologies and practices. Better productivity also requires
more communication and networking with researchers who are identifying best practices, and communication with upstream
and downstream businesses to identify ways to save labor hours. Some productivity enhancing investments will occur
naturally in response to market forces. For example, as labor becomes more expensive, businesses will invest in
productivity-enhancing machines and technologies to allow each worker to produce more output. The new technologies will
produce more output with fewer labor hours, allowing economic growth to continue despite the labor shortage. Ultimately,
Montana’s growth depends on our ability to increase technology, productivity, and innovation.

Figure 8

2014 Montana Labor Force Status by Demographics



Civilian
Group Population ;'::::l::::::‘ ﬁ\::)cni:tn:f I;ercent of | Unemp.
(Non-institutional, Rate Population mployed Rate
16+ years)
Total Population 16+ Years 808,000 64.8% 100.0% 100.0% 4.6%
Men 402,000 68.9% 49.8% 52.4% 5.4%
Women 407,000 60.8% 50.4% 47.6% 3.7%
White 749,000 65.2% 92.7% 93.6% 4.3%
American Indian 45,274 58.8% 5.6% 5.3% 22.8%
Veteran (18 and Over) 97,000 49.6% 12.0% 9.0% 5.8%
Disabled 67,000 47.3% 8.3% 5.4% 14.2%
FAMILY STATUS
Married men, spouse present 212,000 70.4% 26.2% 28.8% 3.4%
Married women, spouse present 213,000 63.5% 26.4% 26.2% 2.8%
Women who maintain families 35,000 62.5% 4.3% 4.2% 5.1%
AGE GROUP
16 to 19 years 49,000 45.3% 6.1% 4.0% 7.3%
20 to 24 years 73,000 77.0% 9.0% 10.4% 7.6%
25 to 34 years 131,000 83.9% 16.2% 21.0% 4.5%
35 to 44 years 110,000 88.5% 13.6% 18.8% 3.7%
45 to 54 years 122,000 82.2% 15.1% 19.4% 4.0%
55 to 64 years 153,000 66.1% 18.9% 19.4% 4.5%
65 years and over 170,000 21.7% 21.0% 7.2% 3.1%
EDUCATIONAL ATTAINMENT (POPULATION 25 TO 64 YEARS ONLY)
Less than High School 32,000 59.9% 6.1% 4.2% 14.1%
High School Graduate 149,000 74.8% 28.3% 26.8% 7.3%
Some College or Associate's 189,000 78.1% 35.9% 35.7% 6.1%
Bachelor's or Higher 156,000 86.0% 29.7% 33.3% 3.9%

Source: Bureau of Labor Statistics, Current Population Survey, 2014. Information on education level, American
Indian, and disabled workers from the 2013 American Community Survey 3-Year estimates and therefore are not
directly comparable to other figures.

Montana’s workforce and education systems will also need to continue efforts to make worker training more affordable and
easily accessible. More efficient education and training systems, particularly those for adults already in the labor force, are
necessary to give working professionals the opportunity to earn income while learning new skills. Businesses must also
have greater involvement in the training systems, providing more on-the-job training to perfect worker skills and working
with the education systems to ensure that curriculums teach the right skills for the job. All of these efforts must be pursued
to steadily increase productivity levels of Montana’s workforce so that each worker can achieve their highest levels of
success.

Finding More Workers: Worker Groups with Lower Labor Force Participation

Increased employment opportunities and higher wages will naturally provide more incentives for workers to enter the labor
force. But there are also pockets of workers with labor force participation rates that are lower-than-average who are good
targets for recruitment efforts. Figure 8 shows the differing labor force participation rates of worker subgroups in Montana’s
economy. Women, particularly those who maintain families caring for children or aging parents, have lower labor force
participation rates than men. American Indians have lower labor force participation rates than all Montanans. Disabled
Montanans, many who are veterans, also have lower labor force participation rates than the Montana average. These
populations can be targeted with additional efforts to bring them into the labor force. For example, disabled workers may
need special accommodations with equipment and work hours in order for them to be most productive at work. In rural
areas, better transportation infrastructure can help workers get to work sites, while better internet infrastructure would allow
for more work-at-home opportunities.

There is some evidence that Montana workers are already making strides in making work flexible for their employees. For
example, nearly 6.1% of Montana’s workforce works from home, the fourth highest percentage in the nation.® But that still



puts the majority of workers in traditional work arrangements that may not work for every employee. Significant changes

to the culture of Montana’s workplaces may be necessary in the future to maximize the employment contribution of every
worker.

FUTURE EMPLOYMENT GROWTH
The looming worker shortage in Montana is expected to slow job growth in the upcoming years. Figure 9 illustrates the
employment forecasts produced by the Montana Department of Labor and Industry for the next ten years.

Figure 9

Montana Jobs Added Over Prior Year, Total and Payroll, Historic, and Projected

Forecast Period

Ll Mt

2002 2004 2006 2012 2 2018 2020 2022 2024

-~

o

-5K

-10K
m Payroll Employment
B Total Employment

-15K

Montana is expected to add roughly 7,800 jobs per year in 2015 and 2016 at a rate of 1.6%, then slow to job growth of 5,950
jobs per year from 2017 to 2024. The faster growth in the near term is expected as a continuation of the strong job growth
Montana has experienced in recent years, with the worker shortage slowing growth in the long-term to only 1.1%. Although
slower than recent years, the 1.1% pace in the long term is just slightly above the long-term employment growth average of
1% annually since 1980. The health care industry is expected to have the highest job demands, requiring 1,300 jobs per year
through 2024. Mining, professional and technical services, and construction are expected to grow the fastest in percentage
terms. Construction employment growth is finally gaining traction after a tough recession and prolonged recovery. Although
employment growth in mining is expected to stall over the next two years in response to lower oil prices, growth is expected
to return in the next ten years, resuming its place as one of Montana’s fastest growing industries. Professional and technical
services is expected to be Montana’s fastest growing industry in percentage terms, adding an average of 600 jobs per year
for the next ten years. The growth of Montana’s professional and technical service industry represents the emergence of a
knowledge-based service sector, which generally provides higher wage, professional jobs with good benefits.

Throughout the next ten years, workers will need to continue to improve their skill sets to adapt to the changing world
economy, and the changing mix of industries and jobs expected in the future. Figure 10 illustrates the minimum education
requirements of Montana’s future jobs in 2014, 2016, and 2024. In general, Montana’s workforce will need to be slightly
more educated than before, with a higher share of college undergraduate and graduate degrees. Occupations requiring higher
education levels are projected to grow faster than occupations at low education levels, resulting in an overall shift towards
a more educated workforce.

Figure 10 displays the minimum education requirements needed to enter a job. Workers intending to progress in their
careers will require additional education to succeed. Montanans with higher levels of education also face lower



unemployment rates, lower poverty rates, and earn higher wages. Well-educated workers are also more likely to become
entrepreneurs and to recommend productivity-enhancing processes to their employers.

Figure 10
Montana Jobs by Minimum Education Requirements, Current and Projected
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Currently, Montana’s workforce is fairly well-educated in comparison to other states. For people 25 years and older, 92.5%
of Montanans have a high school degree — the highest percentage in the nation. For bachelor’s degrees, Montana is about
equal to the national average, with 29% of people 25 and older holding bachelor’s degrees or higher education, ranking 20th
among the 50 states. However, Montana’s educational attainment slips behind other states for graduate degrees, with only
9.1% of the population 25 and older having a graduate degree, ranking 33rd in the nation and behind the national average
of 10.9%. In comparison, over 17% of the population over 25 has graduate degrees in the top-ranking state of
Massachusetts.?*

Montana Entrepreneurs Continue to Lead Nation

In addition to higher wages and better productivity, highly educated workers are more likely to become entrepreneurs, and
Montana continues to excel in this metric. Montana’s business openings rate was at 6.4% of existing businesses in 2014,
ranking 5th among states.?> Montana also has one of the highest percentages of households owning a business.?® Montana’s
entrepreneurialism has continued to drive job growth in the state, with businesses less than five years old comprising about
14% of Montana’s total employment.?’

New business startups occur in every industry in Montana, with business activities and construction having the largest
number of business startups among industries. Figure 11 illustrates the business startups by industry, showing both in the
average number of new businesses per year from 2006 to 2013 and the startup rate as a percentage of existing businesses.
Even though construction has an average of 611 startups per year, there are a large number of construction firms, placing
this industry in the middle for startups as calculated as a percent of existing businesses. The highest startup rates are found
in the business activities, transportation, and mining sectors.

Figure 11
New Business Startups by Industry
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Montana Industries

Since the recession, Montana’s fastest growing industry in terms of jobs has been healthcare, but the trade industry has
surged in 2014 to claim the fastest growing industry spot. Figure 12 illustrates the employment change, wage growth, and
GDP growth by industry sector in 2014. Retail and wholesale trade posted strong employment gains in 2014 by adding
nearly 1,250 jobs at 1.7% growth. Wages for workers in the trade sector have also posted solid gains with a 3.8% increase
in the average annual wage, moving it up to $32,870. The retail sector has been doing well because wage gains for all
workers has put more money in the pockets of Montana consumers, plus lower fuel prices have allowed for greater spending
on discretionary items.

Employment growth in health care slowed in 2014, adding only about 950 jobs over the last year at a pace of 1.4%. This
job growth is lower than recent years. Employment growth in health care from 2010 to 2013 averaged 1.9% per year.
However, GDP growth in the health care industry was slightly faster than the five year average. Faster GDP growth with
slower employment growth suggests that health care industry improved productivity levels over the last year. Average
wages in the health care industry are higher than the overall annual average wage at about $41,150 per year.

Figure 12
Payroll Employment
Ch}:nge o SR Wages
FEstEive 2014 Growth in
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20092014 | “waose | 20132014
Trade 1.7% 1,244 5.0% 4.7% $32,869 3.8%
Education and 1.4% 958 4.1% 4.0% $41,141 2.5%
Health Care
Construction 3.8% 908 2.9% 2.5% $46,209 2.9%
Manufacturing 2.9% 536 5.8% 15.4% $45,724 4.3%
Leisure Activities 0.6% 379 5.6% 4.8% $16,730 5.4%
Government 0.3% 241 1.5% 1.9% $43,283 2.5%
Agriculture 3.2% 155 -0.8% 9.7% $35,054 7.1%
Transportation 1.1% 128 4.1% 5.9% $41,426 1.5%
Financial Activities 0.2% 44 3.2% 4.4% $50,810 3.9%
Mining & Utilities -2.6% (311) 2.7% 3.5% $86,496 4.9%
Business Services -0.8% (323) 5.9% 4.3% $46,472 5.8%
Other -2.9% (687) -0.1% 1.3% $32,051 2.2%
Total 0.7% 3,212 2.9% 4.5% $38,880 3.5%

Source: Quarterly Census of Employment and Wages, Bureau of Labor Statistics and MT Department of Labor &
Industry. GDP statistics from Bureau of Economic Analysis.



Montana Industry Performance by Different Metrics

Another industry showing signs of productivity enhancements is manufacturing, where employment grew by 2.9% over the
year (adding over 500 jobs), and GDP grew at a very good pace of 5.8%. Manufacturing has been an important component
to Montana’s economic growth over the last five years, with very large gains of 15.4% GDP annual average growth.
Montana’s largest manufacturing products in terms of employment include food and beverages (including locally crafted
beers), wood products, petroleum and coal refining, fabricated metals, machinery, and nonmetallic minerals. Miscellaneous
manufacturing also is a large employing manufacturing sector, which includes medical equipment manufacturing, among
other products. These industries are also the largest manufacturing sub-industries in terms of GDP, but the output value
from petroleum and coal product manufacturing is more than the output from all other manufacturing combined.

The construction industry gained ground in 2014, adding about 900 jobs at 3.8% growth, making it the fastest growing
industry over the year in percentage terms. Construction was hit hard by the 2007 recession, losing about 30% of the total
workforce, and has taken a long time to recover from those loses. The construction industry is expected to grow by about
3% in the next few years, but is not expected to regain its peak employment levels until after 2020 due to the heavy job
losses during the recession. Construction workers earn average annual wages that are about $7,000 higher than the wages
earned by all workers in Montana.

Employment growth in mining has been fairly volatile in the last ten years, with the large gains related to the development
of the Bakken oil fields. Surprisingly given the decline in oil prices in 2014, the job losses in mining are not in the oil and
gas industry. Oil and gas employment levels in Montana have stayed fairly steady over the year, adding roughly 24 jobs.
Instead, the job losses in mining have come from other types of mining and from the support activities related to mining.
Low prices for all commaodities and a slowing global economy have negatively impacted all types of mining in Montana.
Mining comprises only about 2% of employment in Montana, but it represents a larger share of GDP (about 5%) because
of its high annual wages. Mining has the highest average annual wage of all the industries in Montana.

Although oil and gas is not the cause of the employment losses in mining, the oil price decline may be related to employment
losses in the business service industry over the past year. The business service industry includes the temporary employment
services industry, which helped to provide workers to the oil fields. However, because this industry provides workers for
many different industries, it is not possible to confirm that these job losses are related to the changes in the oil and gas
industry. Data from the first quarter of 2015 indicates that the business services industry has returned to growth.

The third industry posting job losses in 2014 is the information industry, which is included in the catchall ‘other’ category
in Figure 12. The information industry includes data processing, telecommunications, and cable broadcasting, but the job
losses in the industry come from the newspaper, radio, and movie publishing and broadcasting services. The news publishing
industry has undergone significant consolidation and restructuring in the last several years that have resulted in job losses.

Government posted little employment change over the last year. In the past few years, the federal sequesters, fiscal cliff,
and other cuts in federal government spending have reduced government employment in Montana. In general, the
government sector grows at the same pace as the overall population, but growth in this industry has been slower than
population growth in recent years.

Regional Growth

During the recession and recovery, employment growth rates in the eastern portion of Montana led the state because of the
rapid expansion of oil and gas drilling. In 2014, lower prices for oil and agricultural commodities have slowed employment
growth in the Eastern region of Montana, with the more populated regions of the state posting the strongest economic
growth. Figure 13 illustrates the total employment growth rates since 2007, along with the expected job growth in the
upcoming ten years, for each Montana region. Employment growth was fastest in the Southwest region, which includes
Bozeman, Helena, and Butte, in both 2013 and 2014. The Bozeman area has been expanding in the businesses and
professional services sector, which includes occupations like engineers, computer programmers and economists. Rapid



employment growth in the professional and technical services industry is reflective of a general shift in Montana towards a
more service-based economy.

Figure 13
Employment Growth Rates Since 2007, and Projected Rates by Region
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The development of the Bakken oil fields spurred rapid employment growth in the Eastern region after the recession, but
growth has slowed slightly over the past couple years due to cost controls implemented by the oil industry and reduced
profits from the decline in oil prices in late 2014. In fact, worker shortages and a shift towards employment in the higher-
paying mining industry caused the east to lead the state in wage gains for much of the last few years. The Eastern region
has the highest average wage of all regions at $43,390. However, with the decline in oil prices and agricultural commaodities,
growth in this region has stalled. Jobs still increased over the year, but growth in the fourth quarter was minimal, and payroll
employment from the first quarter of 2015 suggests job losses in the region. As oil prices stabilize, so will employment in
the east.

The South Central region has also benefited by the oil and gas industry in recent years, particularly with the expansion of
the petroleum refineries in the Billings area. These jobs pay well, and have put upward pressure on wages. Similarly to
Eastern Montana, the South Central region had a slowdown in employment growth in 2014 due to lower oil prices, but the
diverse economy in the region is expected to weather the downturn well. The South Central region is expected to be the
state’s fastest growing area in the long term, largely because of the expansion of the consumer economy in Montana’s largest
city. The Billings region also serves as a healthcare hub for all of the central and eastern portions of Montana, and parts of
Wyoming. The demand for these services is expected to increase in future years as the population ages.

Unfortunately, the North Central region of the state posted another disappointing year in 2014, with job losses over the year
after slow growth in 2013. Payroll employment estimates indicate gains in manufacturing and transportation, but federal
government spending cutbacks have impacted growth in the region. Wage growth continues to be strong, however, and
employment data from the first quarter of 2015 suggest that the North Central region is adding jobs and becoming more
dynamic. Employment forecasts for this region expect a recovery of the employment losses, then a return to a growth rate
lower than the other regions in the long-term.

As one region’s growth disappoints, another exceeds expectations. The Northwestern area of the state is gaining strength,
now posting respectable job growth for the last three years. Much of the growth in the Northwest has been in the retail and



wholesale trade industry, which has been supported by stronger wage growth and more discretionary spending by
consumers. The financial activities industry (which includes real estate) has also added about 200 jobs to the region in 2014.
Wage growth has picked up in the Northwest region, which will add even more momentum to economic growth. Average
wages in the Northwest are lower than the state average, at $35,030 in 2014 compared to a statewide average of $38,880.
Payroll employment data from the first quarter of 2015 indicate strong growth in both jobs and wages in the Northwest,
with gains in the consumer based industries of trade, leisure activities, construction, and health care.

With stronger job growth, unemployment rates in all of Montana’s regions have decreased over the year. Figure 14
illustrates the 2014 unemployment rates for each region, along with the reservation unemployment rates. Unemployment
rates declined in all of Montana’s five regions, with the largest drop occurring in the Northwest portion of the state. The
Northwest’s 6.0% unemployment rate is still higher than desired, but the job gains in recent years demonstrate that this
region is regaining strength. Unemployment rates continue to fall the further you move east, with a low rate of 3.4% in the
Eastern region of the state. Some counties in this region continue to have unemployment rates at or below 2%, marking
worker shortages in the region.

Figure 14
2014 Unemployment Rates for Montana’s Regions and Reservations
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Also illustrated in Figure 14 is the unemployment rates of Montana’s seven reservations. Montana’s reservations are some
of the most economically sensitive regions of our state, and unemployment rates on the reservations are often two to three
times higher than their surrounding areas. Figure 15 illustrates the unemployment rates of the reservation areas, along with
job and wage growth. All of the reservations have improving unemployment rates over the last year with large declines on
the Crow, Northern Cheyenne, and Rocky Boy’s reservation. The Flathead reservation also posted job growth over the last
year, bringing down unemployment rates. Rocky Boy's unemployment rate is highest, but job growth has reduced
unemployment over the last year.

Figure 16
2014 Employment and Wage Growth for Montana’s Reservations



FIGURE 16
2014 EMPLOYMENT AND WAGE GROWTH FOR MONTANA'S RESERVATIONS

2014  Change Job Labor Change
unemp. fom | 2008 Change  fore | wages "fom
2013  from2013

Blackfeet 14.6% -0.7% 3,773 -6.8% -6.0% $34,274  6.1%
Crow 15.0% -5.4% 2,541 2.9% -3.7% $36,055 4.0%
Flathead 6.3% -0.9% 11,667 2.1% 1.1% $32,167 1.9%
FortBelknap | 12.8% -0.9% 762 -0.8% -1.8% $42,634 -2.5%
Fort Peck 6.5% -0.4% 4,157 -0.9% -1.4% $34,199 3.1%
N.Cheyenne | 14.4% -2.5% 1,396 1.2% -1.7% $36,337 3.3%
Rocky Boy's 15.4% -1.9% 1,086 0.2% -2.0% $42,544 -9.3%

Source: Local Area Unemployment Statistics and Quarterly Census of Employment and Wages, Montana Department
of Labor & Industry

However, the economic news is less favorable for the Blackfeet reservation, which experienced employment losses over the
last year. The labor force also declined on the Blackfeet reservation, resulting in lower unemployment rates despite the job
losses. The contradiction between the declining unemployment rate suggesting positive growth, and employment losses
indicating a contraction underscores the importance of including different economic metrics when analyzing economies.
Montana’s reservation communities often have labor force participation rates below the rest of Montana because job
opportunities have been scarce over a long period of time. Few job opportunities and low wages reduce economic

engagement.

In order to help research and understand the unique challenges faced by reservation economies, the Montana Department
of Labor and Industry recently expanded the types of data available for Montana’s reservation areas. Monthly
unemployment rates calculated with the same data and same methodology used to publish county labor market information
are now being published. These unemployment rates are directly comparable to the unemployment information published
for the U.S., Montana, and all other areas in the U.S. Providing this data will allow for better comparisons of reservation
areas to other regions, allowing for improved economic research and information.

Examining employment growth on the reservation by month is now possible for Montana’s reservations because of
increased data availability. Such an analysis is presented in Figure 16, showing the monthly over the year changes in
employment for Montana’s seven reservations. The Blackfeet reservation had a large spike in employment in 2012, but has
experienced job losses over the last year. The Fort Peck reservation has benefited from the oil and gas exploration in the
Bakken in the last several years, posting steady job gains until the price of oil started to decline in the second half of 2014.
Recent 2015 data shows a return to growth on the Fort Peck reservation. The Fort Belknap reservation has been successful
in adding employment opportunities over the last year, reducing unemployment levels by 0.9 over the last year to 12.8%.
Both the Crow and Flathead reservations have shown steady growth since 2013, but the Northern Cheyenne and Rocky
Boy’s reservations have seen little change.

Figure 16
Over-the-Year Employment Change for Montana’s Reservations by Month
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Reservation economies have a high level of their employment in government, but part of the high concentration is because
of the categorization of tribally-owned businesses. The government category includes the typical federal, state, and local
government employment, but also includes tribal employment and any tribally-owned enterprises, even if the enterprise is
operated as though it is a private business. For example, a hotel that is owned by the tribe would be counted in the
government industry, not the leisure activities industry.

Even accounting for these measurement issues, the reservation areas in Montana generally have a higher reliance on federal
government funding than other areas of the state, particularly in the education and health care sectors. The cutbacks in
federal funding from the fiscal cliff and sequester has therefore impacted the reservation areas more so than the rest of the
state, with job losses in the health care, education, and government sectors in 2013 and 2014. However, most reservation
economies have returned to a more positive growth path in 2015.

Montana’s Economic Growth Expected to Continue

Montana’s economy outperformed the nation again in 2014, with rapid wage increases, strong employment growth, and
declining unemployment. Wage and employment growth has occurred throughout Montana, with the western half of
Montana strengthening growth to rebalance the economy geographically. The decline in oil prices has impacted our state,
slowing growth in the Eastern region of Montana in particular, but the economy is resilient and diversified enough to
withstand these changes. Data from the first half of 2015 suggests Montana’s economy has already overcome the challenges
of low commodity prices, and is finding opportunity in other industries and areas.

The path forward is not without challenges. With a stronger domestic economy and weakness overseas, the dollar will
continue to appreciate in the next few years, slowing demand for Montana’s exports. The Federal Reserve is expected to
increase interest rates over the next year, which will further strengthen the dollar and influence national economic growth.
Continued concerns about debt in Greece and the Eurozone are also likely, as are concerns about slower growth in China.
However, the U.S. and Montana economies have displayed strength and resilience in the face of these challenges over the
last year, and this momentum is likely to continue.

Larger challenges present themselves with the aging of Montana’s workforce and the lack of young people to replace retiring
workers. Montana’s limited working-age population will cause tightness in the labor market in the future, with
unemployment rates expected to reach very low levels within the next ten years. More job opportunities and higher wages
will naturally bring more workers into the labor force, but these natural forces may not be enough to meet the labor demands



of Montana’s employers. Actions must be taken to streamline education and workforce training programs to allow workers
to learn while on the job, reducing costly time out of the labor market.

The Montana Department of Labor and Industry continues to take the lead in addressing the worker shortage and other
issues faced by the Montana economy. The Department will continue to partner with businesses to address worker shortages,
developing apprenticeships and other programs to ensure workers are quickly trained with the right skills for today’s
economy. Workers will need to take advantage of these training programs to continuously upgrade skills. Businesses will
need to make investments to upgrade production processes and improve human capital. Businesses will also need to look
for ways to attract workers from groups with lower labor force participation, which may require changes to the types of
benefits offered or to hiring and promotion practices to remove unintended gender bias. These strategies will be needed for
Montana’s businesses to continue to successfully compete globally with rising labor costs. With actions designed to improve
training, hiring, and retention practices, Montana will meet these upcoming challenges and continue to outperform the nation
and other states in economic growth.
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