
Tennessee’s Growing Pains: Less Severe?
Tennessee’s economy recovered briskly from the reces
sion of 1960-61. Personal income soared to new highs in
1961 and 1962. Yet, in spite of the generally strong 
cyclical recovery, some economic indicators continued to 
look gloomy until 1963. The unemployment rate, for 
example, showed little improvement through 1962. These 
seemingly contradictory conditions — rising income and 
high unemployment — may be explained by distinguish
ing between short-term and long-term economic forces.

Personal income almost always moves in the same gen
eral direction as the business cycle, which is customarily 
thought of as showing the pattern of short-term variations 
in the level of economic activity. Since personal income 
is itself the result of economic activity, it would be sur
prising if income changes over several months did not 
mirror the business-cycle pattern.

The unemployment rate, on the other hand, is influenced 
by many factors. A relatively high rate of unemployment 
may be a growing pain — a pain that frequently accom
panies the type of long-term structural change that has 
been occurring in Tennessee. Throughout the postwar pe
riod, substantial investment and capital formation have 
taken place within the state. This process is preparing the 
way for higher productivity and income and broadly 
based economic well-being. However, restructuring of the 
economy involves channeling productive resources in new 
directions, and adjustments of this sort may produce un
employment and other dislocations. This type of growing 
pain is not relieved simply by recovering from a cyclical 
recession. It is eased only gradually as the resources re
leased from traditional uses find their way into new forms 
of employment.

Closing the Gap
Tennessee, and the South in general, has long lagged 
behind the United States in terms of the most commonly 
used measure of economic well-being. Personal income 
per capita in Tennessee is still only about seventy-five per
cent of the U. S. level.

In recent years, economic activity, as measured by total 
personal income, nonagricultural employment, and bank 
debits, advanced at similar rates in Tennessee and the 
U. S. However, for Tennessee to gain on the U. S., the 
same rate of growth is not enough: Tennessee’s economy 
must grow more rapidly than the U. S. economy if it is 
to narrow the gap. The process by which the gap is nar
rowed is a long and sometimes painful one. Perhaps it 
can be brought into some historical perspective if we look 
at the economic course taken by the U. S. as a whole.

In its infancy, the U. S. economy was primarily agrar
ian. Following heavy investment in agricultural techniques, 
however, it soon became possible for one agricultural 
worker to produce enough food for himself and several 
others. Consequently, labor resources were freed from 
farms and were absorbed by the manufacturing sector. 
Competition, innovation, and other factors eventually led 
to techniques of production that required relatively less 
labor. Service industries and the government then ex
panded their use of labor resources. The U. S. is still in

that phase in which new job opportunities appear prin
cipally in the nonagricultural and nonmanufacturing sec
tors.

Building Toward Greater Productive 
Efficiency

Before an economy can move into a phase of rapid ac
celeration, it must experience gains in productivity. Such 
gains are most readily achieved by increasing the quantity 
and quality of capital. Capital accumulation is a relatively 
long-term process, however. It has been going on in 
Tennessee throughout the postwar period and, hopefully, 
has now proceeded long enough so that the income gap 
between the state and the U. S. may be narrowed sig
nificantly.

Over the period 1947-61, investment in new plant and 
equipment showed much greater average annual in
creases in Tennessee than in the U. S. This new invest
ment caused manufacturing to become a more important 
part of Tennessee’s economy. Employment in the manu
facturing industries now accounts for a much larger pro
portion of total employment than it did in 1950, and pro
ductive efficiency has also showed continuing gains. Value 
added per manufacturing employee increased J33 percent 
over the 1947-61 period in Tennessee, while an increase 
of only 110 percent occurred in the U. S. This increased 
efficiency in production was accompanied by a rise in 
income per capita. In 1961, for example, value added by 
manufacture increased 5.8 percent in Tennessee but only 
0.2 percent in the U. S. Accordingly, income per capita 
rose much more in Tennessee than in the nation as a whole.

Signs of Rapid Expansion
There is no apparent uniform pattern to which various 
regions or states conform in moving into the rapid expan
sion phase. However, there are certain conditions that 
usually indicate the arrival of this phase. It is the appear
ance of some of these conditions that marks 1963 as a 
particularly encouraging year for Tennessee.

For the first time since 1955, the gap between income 
per person in Tennessee and in the U. S. narrowed to less 
than $600. This represents the first non-recession year in 
the postwar period in which the dollar gap has con
tracted. The significance of this improvement is more 
poignantly established when we realize that, prior to 1963, 
the dollar gap had increased fairly steadily from $256 in 
1940 to $664 in 1962.

Another indication of Tennessee’s rapid expansion is 
the reduction in the rate of insured unemployment. From
5.9 percent in January 1963, this rate fell to 4.9 percent 
in January 1964. In contrast, the rate rose during the 
year-earlier period from 5.8 percent in January 1962 to
5.9 percent in January 1963.

Distribution of the Gains
Economic gains in Tennessee were rather evenly distrib
uted throughout the state in 1963. Bank debits, which re
flect spending, increased appreciably in each of the major
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*For eastern two-thirds of the state only.
Note: The shaded portions of the chart represent the recessions of 
1957-58 and 1960-61.
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trade and banking areas in the Sixth District portion or 
eastern two-thirds of the state. In each of these areas, 
the gain was greater than that for the District as a whole. 
Deposits ^nd loans at member banks in Tennessee also 
showed extensive gains. Nashville led the way with in
creases of 15 percent in loans and almost 9 percent in 
deposits. Chattanooga area banks added less than 10 per
cent to their loan portfolios, but were second only to 
Nashville in deposit growth.

Reductions in the unemployment rate in Tennessee pri
marily reflect increased job opportunities in Chattanooga, 
Nashville, Knoxville, and Memphis. However, each of 
the state’s trade and banking areas showed some gain 
in total employment based on the December to December 
figures. The 1963 increase in total employment in Chat
tanooga was the first absolute increase in the past three 
years.

Adjustment to Change
In general, it may be said that developments in Tennes
see’s economy during the postwar period have enabled 
the state’s firms to make more efficient use of productive 
resources.

Increased efficiency is a worthwhile achievement, for 
it permits a given quantity of resources to produce more 
than was formerly possible. Ultimately, resources can be 
freed from some forms of employment and channeled into 
others in which they are more productive. The more pro
ductive employment of these resources, in turn, leads to 
higher income. Although income is an imperfect measure 
of achievement at the very best, it is still useful to view 
increasing income as one means of reducing the divergence 
between aspirations and achievement. But all of this takes 
time, and the adjustment period is often painful to the 
adjustees. Viewed optimistically, the evidence of 1963 
indicates that Tennessee’s growing pains are now begin
ning to ease.

S a m u e l  L. S k o g s t a d

This is one of a series in which economic developments in 
each of the Sixth District states are discussed. Develop
ments in Louisiana’s economy were analyzed in the Jan
uary 1964 R e v i e w , and a discussion of Florida’s economy 
is scheduled for a forthcoming issue.

A REVIEW OF TENNESSEE'S ECONOMY, 
1960-64

This publication is a compilation of articles devoted to Tennes
see's economy that appeared in this Bank's Monthly Review 
during 1960-64, together with revised monthly figures of major 
business indicators for Tennessee. The articles emphasize 
various aspects of Tennessee's economic scene and often con
sider longer-run developments. Copies of this booklet, as well 
as copies of A Review of Georgia's Economy, 1960-63; A 
Review of Mississippi's Economy, 1960-63; and A Review of 
Louisiana's Economy, 1959-63, the first three publications in 
this series, are available upon request to the Research Depart
ment, Federal Reserve Bank of Atlanta, Atlanta, Georgia 30303.
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