
Unincorporated Business Activity for 1981

By Robert A. Wilson*

The recession and high interest rates of 1980
continued to be important factors for 1981, resulting
in a further decline in unincorporated business
profits. In the case of partnerships the decline was
aggravated by "tax losses" resulting from growing
"tax shelter" activities. These activities,
typically involving real estate and oil and gas
ventures, are such that they often produce losses
during the first few years of an operation.

As evidenced by the table below, the drop in
profits of sole proprietorships was not nearly as
dramatic as that of partnerships, where for the first
time ever there was an overall deficit for a year [1].

Net income (less deficit)
Income Year Sole Proprietorships Partnerships

(billions7-

1977 .............. $51.4
1978 .............. 59.0
1979 .............. 60.8
1980 .............. 55.4
1981 .............. 48.9

Year-to-year
change:

1977-78 ......... .$7.6
1978-79 ......... +1.7
1979-80 ......... -5.3
1980-81 ......... -6.6

+$1.2
+0.8
-7.0

-11.0

In comparing the profit data as reported to the
Internal Revenue Service (IRS), the fact that net
income is defined differently for these two legal
forms of business should be kept in mind [2].

The detailed analyses that follow are mainly
concerned with sole proprietorship activity.
However, except for Figure A, the agriculture
division is not covered [3]. Statistics on nonfarm
proprietorships are presented in detail in Table 1;
selected agricultural industry data for other than
farming are included in this table. All of the data
presented in this article are in current dollars and
so have not been adjusted to reflect the changing
effects of inflation.

SUMMARY

Although business receipts for sole proprietorships
continued to rise over previous years, costs
increased at an even more rapid pace leading to a
decline in profits for 1981. The tables below help
to show how the various industry groupings fared
during the first two years (1980 and 1981) of the
recent recession.

Figure A - Sole Proprietorship Receipts and
Net Income by Industry

Business Receipts
(billions)

1979 1980 1981

Total ................. $487.8 $505.9 n.a.
Agriculture, forestry
and fishing ............. 98.6 101.1 n.a.
Total, nonagricultural
industries ............ 389.2 404.8 420.1

Mining ................... 6.1 8.6 10.4
Construction ............. 50.9 47.8 47.7
Manufacturing ............ 12.9 14.8 13.6
Transportation and
utilities ............... 18.1 20.0 21.9

Trade ... 195.7 202.3 198.3
Finance, insurance
and real estate ......... 21.2 21.5 22.2
Services ................. 83.3 88.0 103.0

Net income (less deficit)
(billions)

Total .................. 60.8 55.4 48.9
Agriculture, forestry
and fishing ............. 5.1 1.3 -3.4
Total, nonagricultural
industries ............ 55.5 54.2 52.3

Mining ................... 0.1 0.3 -0.2
Construction ............. 7.9 7.5 6.8
Manufacturing ............ 1.5 1.7 1.4
Transportation and
utilities ............... 2.0 2.0 2.1

Trade .................... 11.2 9.4 8.4
Finance, insurance
and real estate ......... 7.1 6.6 6.0

Services ................. 25.5 26.4 27.5

n.a. - not available.

Over the years 1977-81, the business deductions of
nonagricultural proprietorships as a percent of
business receipts gradually rose:

1977 ........... 84.8%
1978 ........... 85.2
1979 ........... 85.7
1980 ........... 86.6
1981 ........... 87.6

For each year, about three-fifths of total deductions
represented the cost of sales and operations. Other
major deductions, though of far less magnitude, were
for depreciation, rent, insurance, repairs, taxes and
interest. Figure B shows the long-range trend in
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regard to the latter two deduct.-ions in comparison to
net income. For 1981, the deduction for taxes paid
decreased for the first time, possibly the effect of
declining profits on state and local income taxes.
The growth in the deduction for interest paid is not
surprising in light of the rise in interest rates.

Wholesale and Retail Trade

Wholesale and retail trade and the service
industries are normally associated with the sole
proprietorship form of organization and 1981 was no
exception. The way wholesale and trade businesses
weathered the recession differed markedly, however.
As the table below shows, receipts of wholesalers
were down sharply after 1979. Retail sales, on the
other hand, continued to increase, with 1981 the
highest ever. Retail profits, on the other hand,,.
continued their gradual decline, perhaps related to
the high interest rates retailers had to deal with
when they needed short-term credit. ARetailers
accounted for about -four-fifths of the interest
deductions for the trade division). The interest
income from retail installment sales, which would be
expected to increase, was reported directly on the
tax returns of the owners and was not considered to
be sole proprietorship income.

Wholesale trade:

Business Net
-
income

receipts less deficit
(billions) Cb-T71Tio-n s'F

1977 .......... $33.5 $2.5
1978 .......... 39.1 3.2
1979 .......... 43.8 3.2
1980 .......... 42.7 3.1
1981 .......... 29.2 1.9

Retail trade:

1977 ......... $123.6 $6.9
1978 ......... D5.8 .7.1
1979 ......... 146.1 7.3
1980 .......... 153.8 5.7
1981 ......... 157.8 5.6

Wholesale and retail trade not allocable:

1977 ......... $ 3.4 $0.3
1978 ......... 4.2 0.5
1979 ......... 5.7 0.6
1980 ......... 5.8 0.6
1981 ......... - 11.3 0.9

As would be expected, trends within the trade
division varied greatly, with those businesses - that
were distributors of staples such as food much better
off during the 1980-81 period than distributors of
items whose purchase could be postponed or dispensed
with. Industries' such as general merchandise which
includes small department or specialty stores; eating
and drinking establishments; furniture stores; and
even apparel stores, all suffered as a result.

A possible statistical limitation in evaluating the
data for the trade division is the sharp - increase in
the category "wholesale and retail trade not
allocable" from'1980 to 1981. This group represents
businesses whose distribution activities could not be
identified for the statistics. For 1981, the number
of such businesses had nearly doubled over the year
before. Additional information on the "not
allocable" statistics is presented in the data
limitations section at the end of this article.

Figure S
Nonagricultural Sole Proprietorships: Not Income
and Deductions for Interest and Taxes Paid,
1972-81

Net
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(billion dollars)

70r--

Jaxes Paid
Deduction

Interest and
Taxes Paid

(billion dollars)

jnterebL rd u
Deduction

1972 1973 1974 1975 1976 1977 1978 1979 1980 1981

Income Year

40

--~ 30

20

15

5

Among the retail trade industries, the automotive
group deserves special mention since it includes over
half of the Nations' total of new and used car and
truck dealerships (albeit the smaller one~ in terms
of total sales volume) and nearly half of the
gasoline' service stations (excluding those operated
directly by oil companies). Over the years, it has
been the service stations that have dominated the
automotive group for sole proprietorships. ' While the
number of stations that were sole proprietorships
have declined [41, e.g., for 1972, there were nearly
200,000, for 1981',' the total number was less than
100,000. Dollar-wise, gasoline sales reached an
all-time high,for 1980

*
($40.2 billion), dropping only

slightly (to $39.2 billion) for 1981. Even so,
profits were down by, 25 percent for 1981. An
increase in interest deductions was, a contributing
factor.

services

The service industries appeared to have been little
affected by the recession, with the number of firms
and the amounts for receipts and profits all on the
increase over the five-year period, 1977-1981.

At the beginning of this period, there were 3.3
million such businesses. By the end of 1981, there
were approximately 4 million. Over the period
service businesses accounted for around 40 percent of
all nonagricultural proprietorships. Moreover, they
accounted for about 20-25 percent of - total
nonagricultural proprietorship receipts and a growing
percent of the profits; for .1981, service industry
profits accounted for more than 50 percent for the
first time. In part, this may be an indication of
the long-range transition of the national economy to
one that is service-oriented. In part also, it
reflects the public's perception of necessities in
contrast to luxuries during a time of austerity-
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automobiles must be repaired if they are not to be
replaced; medical services that are required must be
obtainable; and, in regard to personal services,
those that are always in demand must always be
available, recession or not. This includes dry
cleaners, laundries, barber and beauty shops, funeral
homes, and various types of repair services besides
automobile.

Medical and legal services, together, have
comprised the largest category within the services
division for some years now. Medical and health
services alone account for 25-30 percent of the
receipts and around 40 percent of service industry
profits (although only about 10 percent of the number
of businesses). It is interesting to note that from
1977 to 1981, the profits of the medical group
gradually declined relative to total services, from
43 to 38 percent.

Physicians and dentists account for most of the
activity in the medical and health services group.
The fact that their number seem to have remained
relatively constant in recent years (around 150,000
physicians and 85,000 dentists) may well be because
more of them have adopted the corporate form of
business organization for their practice than to any
lack of growth in their total number.

Business Net income
receipts (less deficit)
(billions) (billions)

Legal services:

1977 .......... $5.6 $2.8
1978 .......... 5.8 2.8
1979 .......... 6.3 2.9
1980 .......... 6.6 3.2
1981 .......... 7.8 3.3

Still other major growth areas in the services
division were so-called business services, especially
for management and public relations; personal
services, in particular barber and beauty shops;
amusement and recreation services, notably for the
group entitled producers, orchestras and
entertainers; and automotive repair and services,
mainly those engaged in general automotive repairs.

Construction

or the third straight year, construction receipts
and profits declined. These declines followed the
general decline in new housing starts and were
particularly evident in the case of general building
contractors (and operative builders). The receipts
for these contractors were at an all-time high in

978 and declined thereafter. However, profits for
them did not peak until a year later before dropping
off.

Receipts and profits for recent years are shown
below for sole proprietorship physicians and dentists-

Business Net income
receipts (less deficit)
(billions) (billions)

Offices of physicians:

1977 .......... $9.3 $5.3
1978 .......... 9.1 5.1
1979 .......... 10.1 5.6
1980 .......... 9.9 5.3
1981 .......... 10.0 5.2

Offices of dentists:

1977 ......... $6.1 $2.8
1978 ......... 6.9 2.9
1979 ......... 6.8 2.8
1980 ......... 7.1 2.9
1981 ......... 7.7 3.0

The data tend to confirm that the recession had
little effect on the professional income of these
individuals. The data also show that physicians and
dentists, in common with other self-employed
professional people, had rates of return (net income
on business receipts) that were among the highest in
the sole proprietorship sector, although there were
some indications of a slight decline over the
five-year period as shown above.

Aside from medical and health services, legal
services (mainly lawyers in private practice) was a
large and growing activity. These firms increased in
number from 163,000 in 1977 (and 135,000 in 1972), to
nearly 200,000 in 1981. Other trend data for the
legal services group are shown below:

Special trade contractors tend to play a dominant
role in the construction industry statistics. These
contractors, whether small businesses or
self-employed individuals, are engaged in activities
such as carpentering, flooring, painting, masonry and
the like. This group fared somewhat better than
general building contractors, perhaps because their
businesses were not necessarily tied to new housing,
but included work done on older structures as well.
As a result, their receipts were at the highest in
1981, though their profits for that year were off
sharply. This was especially so for those involved
in masonry, plastering (and related activities), and
carpentering.

Receipts and profits for general trade contractors
and operative builders and for special trade
contractors are summarized below:

Business Net income
rece

s
(less deficit)

(7-1_142o~n`s) (bill`1-o_ns7

General trade contractors and operative builders:

1977 .......... $16.1 $1.5
1978 .......... 20.3 1.9
1979 .......... 19.4 2.0
1980 .......... 16.9 1.7
1981 .......... 16.4 1.5

Special trade contractors:

1977 .......... $22.9 $4.5
1978 .......... 27.1 5.6
1979 .......... 28.2 5.5
1980 .......... 27.3 5.3
1981 .......... 28.6 4.9
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Finance, insurance and real estate

Just two industries in finance, insurance, and,.,.reai
estate accounted for the major role played by this
industrial division in the statistics for sole.'
proprietorships. They were insurance agents, brokers
and service and real estate agents, -,bfoke~s and.
managers. While sales and profits o

,
f' the former

continued to rise in 1980 and 1981, Oiofits for the
latter took a drop, although the sale`s~.`to ..which

.
they

were related seemed to have ~stabilized, somewhat.
Here, again, -this was only foi.~,,,,the sole
proprietorship part of the- industry; -.the. finance,
insurance and real estate- *division is 'dominated by
corporations with a major role played by'pa.r.tnerships
in regard to real estate.

Receipts and profits - for the - two major sole
proprietorship industries are~summarized below:

Business Net income
receipts (less deficit)
(Ellions) (billio-n-sT-

Insurance agents, brokers.and service:

1977 .......... $5.4 $2.5
1978 .......... 5.5 2.4
1979 .......... 5.8 2.4
1980 ........... 6.5 2.7
1981 7.2 2.8

Real-estate-agents-i-brokers-and-managers:

-1977.......... $8.5' $3.4
1978 .......... 9~,7 3.9
1979 ........... 10.8 4.2
1980 .......... 9.8 3.4
1981 ........... 10.3 2.7

some of the initial results of domestic oil price
decontrol which preceded the gradual decline in oil
prices that

;
followed.

The
.
dominant activity in the transportation and

public -utility division insofar as sole
proprietorships are concerned is trucking, which
represents about three-fourths of the receipts and
profits for the division. The recession did not
appear to have had a noticeable effect on trucking as
the inck~stry as a whole continued to hold its own
over the railroads in the transport of freight. Even
so, data for recent years show a slight decline in
profit

I
ability for this proprietorship industry.

Three industries account for most of the
proprikorship activity in manufacturing: lumber and
wood products, publishing and printingi and machinery
(other than electrical). Lumber and wood reached a
recent high in sales and profits for 1980, which then
decreased in 1981, in response

'
to the

.
decline

*
in the

construction industry which began the year before

Publishing and printing profits stayed about the
same for 1979-1981,. although the corresponding sales
continued to : climb throughout this perio

'
d.

Nonelectrical machinery followed about the same path
as the lumber industry, with the effects of, the
recession first noticeable in the 1981 statistics
following what appears, to have been a banner year in
1980 (at.least for those that,were proprietorships).

DATA SOURCES AND-LIMITATIONS-

A general description of sampling procedures and
data limitations applicable td the Statistics of
Income (SOI) tabulations is contained in the Appen

'
dix

to this report. Specific information applicable to
1981 sole proprietorship data is presented below.

I

. The' real estate group also was noted for its tax
shelter activities, although, most of these
undertakings were Joint, ventures, organized as
partnerships. A

'
s in the case- of partnerships, the

owner~investor had to be willing to sustain
short-term losses in exchange for potentially high
rates of return later on in terms of profits, capital
gains and various income tax deductions, such as for
depreciation. Concentrated in such real estate
industries as operators and lessors of buildings or
as subdividers and developers, these operations for
proprietorships appeared in the main to, be small
scale, judging by the statistics. An overall deficit
of $50 million was reported for the two industries
combined for, 1981, compared to an overall profit of
less than $1 million for 1980. In contrast,
partnership profits for these two industries for 1981
were a negative $7.6 billion and for 1980 a negative
$3.6 billion.

All other industries

Of far less significance to sole proprietorships
are mining; manufacturing; and ' transportation,
communication, electric, gas and sanitary services.
Mining was almost entirely oil extraction and many of
the operations 'were undoubtedly tax shelters that
required risk-taking, but that also offered benefits
to the owner-investor similar to those mentioned for
the real 'estate industries (except that deductible
losses were limited). The widely fluctuating profits
from year to year may be indicative of the
speculative nature of these ventures, while the
increasing receipts, especially in 1981, may reflect

Sample Selection

The 1981 sole proprietorship statistics are based
on a sample of individual income tax returns, Forms
1040, processed by the IRS during 1982. The sample
was stratified based on presence or absence of
Schedule C, Profit (or loss) from Business or
Profession; State in which filed; adjusted gross
income or deficit or largest selected so,urce of
income or loss.; and size of business plu's farm
receipts. The

i
returns were selected at rates . that

ranged from 0.0-5'percent to 100 percent. There were
55,649 returns in the sample drawn from a population
of 9,949,028.

Limitations

Because the, data ,presented in this article' aria
estimates based on 'a 'sample of documents filed with
the IRS, 'they are subject to sampling,' as -. well as
nonsampling, error. To properly use the statistical
data provided,. the '_ magnitude'. of the potential
sampling error must be'k'nown.

For the sole proprietorship data, the table below
presents approximated coefficients of variation
(,CV's) for frequency estimates.* ' The approximate CV's
shown here are intended only, as a 'general -indication
of the reliability of the'data. For a number other
than those shown below, the corresponding CV's can be
estimated by interpolation. The reliability :of
estimates based on samples and the use of
coefficients of variation for evaluating the
precision of sample estimates are discussed in the
Appendix.

I

I
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Approximated

Number of Returns Coefficient of Variation

1,242,100 .02
198,700 .05
49,700 .10
12,400 .20

5,500 .30
2,000 .50

The 1981 data are not altogether comparable with
prior years. For this year, when there was more than
one business schedule associated with a return, data

from them were combined in order to simplify
statistical processing. Because of this processing

change, the frequencies in table I are described as

representing the "number of returns", whereas for
previous years they were described as representing
the "number of businesses". As a corollary to the

change in processing, industry statistics for 1981
were affected to the extent that "multiple
businesses" associated with a given return may have
reflected different business activities so that for
1980, for example, each business was independently
represented in the industry statistics. For 1981
the multiple businesses reported on a return were ali
classified into the one industrial activity that
predominated.

Another notable change in the 1981 statistics
compared to 1980 results from the increases in the
industry statistics for the various "nature of
business not allocable" categories. This is
attributable to the increased use for statistical
purposes of the industry codes assigned to the return
for IRS revenue processing purposes. Previously,
each such code (which was based on the taxpayer's
narrative description of the business activity that
accounted for the largest percentage of gross
receipts) was verified during the statistical
processing of returns included in the SOI sample
using, for example, reference books and information
found elsewhere in the return. This verification
could not be made during IRS mainline processing
because the sample returns were not designated until
afterwards. In the course of mainline processing, if
the business activity could not be readily ascer-
tained, it was coded in one of the "not allocable"
groups. A further examination of sampled returns
used for the statistics for "wholesale and retail
trade not allocable" is underway to see if it is
possible to code such returns more precisely in the
future, while continuing to utilize other industry
codes assigned during revenue processing.

Finally, for 1981, data from Schedule F, Farm

Income and Expenses, and from Form 4835, Farm Rental
Income and Expenses and Summary of Gross Income from
Farming or Fishing, were not obtained as part of the
SOI sample used for the sole proprietorship
statistics. Because of the resulting absence of data
on farming, the agriculture division has been omitted
from most of the analyses. However, in Table 1, data
(from Schedules C only) are included in the selected
agricultural industry statistics presented for
agricultural services; forestry; and fishing, hunting
and trapping.

Nevertheless, for purposes of this article, farm
net income has been projected to facilitate
comparisons with 1980. The 1981 estimate was based
on the average relationship between SOI farm income

statistics for 1976-80 reported as a source of income
by the taxpayer in computing income tax on Form 1040
and the farm income data from supporting Schedule F
[6]. , For several reasons, data from the two sources
are not the same. Farm net income statistics from
Schedule F were generally about 20 percent higher
than the corresponding amounts based on the Form 1040
itself, although farm deficit statistics from the two
sources were generally within 2 percent of one
another. Data for farm landlords were based on the
1976-80 relationships between the farm rental net
income statistics from Form 4835 and rental income
from all sources from Schedule E, Supplemental Income
Schedule [7]. Farm rental net income statistics
averaged 18 percent of the statistics for total
rental net income, while statistics for farm rental
net losses averaged 2 percent of the total for rental
net losses.

NOTES AND REFERENCES

[11 The 1981 totals for sole proprietorship net
income are projections from 1980 because data on
farming were not tabulated. Net income shown
below for total agriculture, forestry and
fishing was also projected. For the methodology
used, see "Data Sources and Limitations" at the
end of this article.

[21 Unlike partnerships, sole proprietorship net
income excludes income from investments. Also,
business deductions for salaries paid to owners
and for charitable contributions are not
allowed. (Investment income and salaries of the
owner are reported as his or her personal incom6
and charitable contributions are considered to
be a personal deduction). In addition, sole
proprietorships, unlike partnerships, are
allowed to deduct, as business expenses,
"additional first-year depreciation", depletion
on oil and gas wells and foreign taxes paid
(unless the owner elects to claim these taxes as
a credit against income tax). For additional
information, see Wilson, Robert A.,
"Unincorporated Business Activity for 1979", SOI
Bulletin, Vol. 1, No. 3, page 41.

[31 See 2, above.

[41 For a description of the comparability of
frequency estimates for sole proprietorships for
1981 with prior years, see "Data Sources and
Limitations" at the end of this article.

[5] For information about corporations in the lumber
industry, see Shaifer, Nathan F. and Myles,
George A., "Financial Characteristics of the
Lumber and Paper Industries for 19801, in this
issue.

[61 See U.S. Department of the Treasury, Internal
Revenue Service, Statistics of Income --
Individual Income Tax Returns for 1976-8571
Statistics of Income -- So&l P o rietorshipr lc~_4 _
Returns ror 1977-80; and S

0
come

Business Income Tax Returns for 1976.

[71 Ibid.
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