
T e n n e s s e e ' s  E c o n o m i c  

H o r i z o n  B r i g h t e n s

by John M. Godfrey

During recent months, Tennessee's business picture has brightened considerably. 
In contrast, when we last reviewed Tennessee's economy, the pace of 
economic activity had begun to slacken.1 Also, at that time, we expected 
future developments in the economy to be largely dependent on economic 
conditions nationally. As we now know, business activity declined in the 
nation, and, as expected, these same economic developments carried over 
into Tennessee's business activity. Now we need to determine what aspects 
of the Volunteer State's economy have declined and what areas of the 
general economic horizon have brightened.

Personal Income: Up, but Weak

Although Tennesseans' incomes presently exceed what they received this time 
last year, much of this growth is illusory and clouds the underlying weaknesses 
that have developed in the State's economy since 1969. In terms of purchasing 
power, the average Tennessean's income is virtually the same as it was in 
late 1969, since rising prices have offset nearly all of the increased dollar gains 
of the last year and a half.

After rising at a fairly brisk pace throughout the latter part of the 1960's, 
the growth of personal income slowed during the first year of the new 
decade. Perhaps a more ominous sign was the slight dip in income during 
the third quarter of last year. However, there was encouragement from 
the rebound that occurred during the next three months.

Equally important as an indication of the slower economic activity was the 
change in the different income components. Wage and salary payrolls grew 
more slowly, with the greatest weaknesses appearing in the private sector.
The manufacturing industries were especially hard hit, but a faster rate of

1john M. Godfrey, "Tennessee's Pace Begins To Slacken," this Review, October 1969, 
pp. 127-129.
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income growth in the Federal, state, and local 
government sectors partly offset this softness. 
Transfer payments— primarily a reflection of larger 
Social Security payments and increased unemploy
ment compensation— also rose sharply and helped 
stabilize total income. In fact, increased 
governmental incomes and transfer payments last 
year accounted for more than half of the 
increase in personal income.

A favorable combination of production and 
prices for crops and livestock helped boost total 
receipts. As a result, farm proprietors were one 
part of the private sector to obtain a large increase 
in gross income. But the income gains from this 
area subsided in the latter part of 1970. In 
addition, costs have risen and are cutting into 
this increased income.

Taken as a whole, the fourth quarter recovery 
in personal income was encouraging. Income 
derived from the private sector is now advancing, 
particularly in manufacturing and in the service 
industries. This should signal that the Tennessee 
economy has turned the corner and is now 
well on the road to recovery.

Employment Turns Up

Some additional evidence of the upturn in 
Tennessee's nonfarm sector is confirmed by 
developments in nonfarm employment, but some 
signs of weakness are still lingering. Employment 
growth slowed during 1969 and the early part of 
1970 and then declined until early fall. Since

then, total employment advanced more than 4 
percent, sparked by a brisk performance throughout 
many nonmanufacturing lines. Meanwhile, 
manufacturing employment is now leveling off, 
but this reflects the settlement of some of last 
year's large labor-management disputes.

Despite a higher level of employment in 
Tennessee now than a year ago, employment 
growth is still less than satisfactory and not 
sufficient to absorb those who have been laid off 
and those who have just entered the job market. 
As a result, unemployment approached 5 percent 
in the first quarter of 1971, up from an average 
of 3.5 percent in 1969 and 4.4 percent in 1970.
This increase in unemployment will not begin 
to subside until there is more rapid real growth.

Signs of the slowdown showed up most in the 
manufacturing sector, where employment cutbacks 
last year were severe. This sector is still not 
operating at full capacity. Total manufacturing 
payrolls, however, are rising, although not nearly 
as rapidly as in previous years. Higher pay for 
the employed tended to counter the loss in 
income, which resulted from reduced employment 
and the elimination of plant overtime and 
premium pay.

During periods of slack economic activity, 
industries that manufacture durable goods products 
normally exhibit the sharpest declines in output 
and employment. Last year was no exception. 
Reduced employment in the lumber industry is 
partly explained by the drop in residential 
construction. Agricultural equipment sales also 
slowed, followed by reduced operations. Non
durable goods manufacturers fared relatively 
better than durable goods producers.

There are, however, some soft spots that will not 
recover immediately, even when the economy 
accelerates: Reductions in defense contracts are 
continuing to affect those business firms tied to the 
ordnance sector, where employment cutbacks have 
been relatively large. Also, chemical manufacturers, 
the aircraft industry, and defense- and aerospace- 
related research activities have been forced to 
retrench in the wake of declining defense 
expenditures. The Tri-Cities area has experienced 
relatively large employment losses in the chemical 
industry— associated with declining defense orders—  
but has managed to counter these losses by 
expanding production of electrical equipment.
Just recently, a Nashville manufacturer of aircraft 
wings cut back employment in order to stretch 
out production.

The apparel industry— the State's largest 
manufacturing employer— experienced only a minor 
slowdown, contrasting with the less enviable 
performance of apparel makers in other states. But 
declines in orders for textile products, including 
sharply reduced defense orders, forced some 
plants to contract their operations. Other
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Labor conditions: 
slight improvement since last summer
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But weakness lingers, 
especially in manufacturing

1 9 6 7  =  1 0 0

employment losses centered around paper 
producers and were the result of reduced orders 
and a cost-price squeeze. These pressures led a 
few large producers to close some marginal 
operations in an attempt to improve their overall 
profit picture.

Other areas have performed better than 
manufacturing. As government activities expand 
to meet increased public demands, more and 
more jobs are opening up to the point where 
nearly one out of every seven nonfarm jobs is 
with either the state or local government. Gains 
in these types of jobs were nearly 30 percent 
greater in 1970 than in 1969. More than half of the 
state and municipal employment is centered around 
providing educational related services, an area that 
is rapidly expanding. Enrollment at the State's 
universities, colleges, vocational schools, and 
technical institutes is continuing to rise, and larger 
budget appropriations have followed in order to 
meet these educational needs. Other growth in 
Tennessee's governmental employment has 
occurred in the highway department, in providing 
health and sanitation services, and police and 
fire protection.

Even though sales in 1970 failed to advance 
with their previous vigor, employment in the 
trade industries rose. Several new distribution 
centers opened last year, helping to hold employ
ment in wholesale trade almost constant. New 
jobs in retail trade did open up with the completion 
of convenient, suburban shopping centers.

Until last year, when employment growth in

the various service-type firms dropped below one 
percent, this rapidly growing part of the Tennessee 
economy vied with the state and municipal govern
ments in providing new employment opportunities. 
The financial and insurance lines posted satisfac
tory gains in 1970, but the number of new jobs in 
other service lines dropped sharply. Less demand 
for lodging and miscellaneous business services 
was partly responsible for this overall weakness.

Construction Recovers

By all measures, the construction industry in 
Tennessee staged a marked recovery throughout 
1970, and 1971 will probably be an even better 
year. The total value of construction contracts 
advanced nearly 5 percent in 1970, but con
struction activity continued to be buoyed mainly 
by the letting of large TVA electric power 
generating plant contracts, new military construction 
awards, and road, water, and sewer projects. This 
renewed surge of building activity, however, only 
brought most areas of construction up to their 
pre-1970 performance. In spite of work stoppages 
in some areas, total construction employment 
climbed nearly 8 percent, but this was not enough 
to bring the level of employment back up to 
earlier levels.

During 1970, residential and nonresidential 
building contract activity combined rose nearly 
25 percent in dollar volume, reversing the weak
1969 performance. A large part of this advance 
came from higher building costs, rather than from
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any sharp recovery in physical output. To illustrate: 
While the value of residential construction awards 
last year was slightly higher than in 1967, the 
number of dwellings was nearly 8 percent below 
the 1967 level.

Beginning in 1970 and continuing on into the 
first quarter of 1971, deposit inflows at thrift 
institutions hit record highs. This development 
should spur further advances in homebuilding, 
since mortgage financing has become more readily 
available and financing terms have eased. Even 
though the funds for interim construction financing 
also eased last year, permanent mortgage credit 
generally did not become available soon enough 
to have its full impact immediately. More 
recently, there are growing signs that lenders 
are not only increasingly willing to extend 
mortgage credit but have increased their mortgage 
commitments, all to the good of future construction 
activity and the economy.

Farm Receipts Advance

Tennessee farmers had higher gross incomes 
last year. Net income also advanced but was 
reduced by rising costs, particularly for taxes, 
interest payments, and wages. Cash receipts for 
livestock and related products went up nearly 
6 percent. Higher prices for Tennessee's major 
crops— tobacco, soybeans, hay, cotton, and 
corn— more than made up for the reduced 
production of these crops.

The number of Tennessee farms declined by 
nearly 3,000 in 1970, but not all of this land has 
been lost to production. Most of the land is 
being consolidated into larger units, giving rise 
to more efficient and productive operations. In 
addition, fewer family workers and more hired help 
are now being employed.

Consumers Reduce Spending

The slowdown in income growth and consumer 
apprehensions over increased unemployment and 
rising prices have caused a slower rate of spending. 
As measured by sales tax receipts, spending on 
the part of consumers in the state trailed the 
advances of other years. Spending in Chattanooga 
and the Tri-Cities (measured by total check 
payments) remained the strongest of all major 
trading areas in the state. There is some encourage
ment that the small spending advance occurring 
during the last few months signals a general revival 
in spending.

Last year when spending was sluggish and un
employment an unpleasant possibility, households 
placed a large portion of their savings in banks 
and savings and loan associations. Consumers in 
Tennesseee, like those in other parts of the country, 
reduced their use of instalment debt and tended

Checkbook spending has begun to recover
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to repay their outstanding loans. This trend was 
particularly evident in bank loans for automobiles 
and home repairs and modernization.

Strong Deposit Inflows 
Spur Bank Investment Purchases

The weakened economic picture and hesitant 
consumer spending also influenced the 
operations of Tennessee's banks. While total 
deposits advanced nearly 9 percent last year at 
the member banks in the Sixth District portion of 
Tennessee, interest-bearing deposits surged 
nearly 20 percent— a gain of more than a quarter 
of a billion dollars. And this trend is continuing, 
since consumers and businesses added over 
one-half again as much to these bank accounts 
during the first three months of 1971. The banks, 
in turn, have found loan demand generally weak. 
Exceptions, however, included increased lending 
for conventional mortgages and some business 
loans, particularly at banks outside of the larger 
cities.

The greatest addition to bank credit during 
the past year came from the nearly 20-percent 
gain in securities held by banks. Rebuilding 
liquidity was a major concern last year. This is
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Rapid time deposit inflows in early ’71 
went mainly into investments
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evident from the increase in U. S. Government 
securities in Tennessee bank portfolios during 1970, 
a sharp contrast to the decline in 1969.

But generally overlooked is the important role 
local banks play in financing securities sold 
by the state and local government bodies.
Last year, the state of Tennessee, city and county 
governments, and housing and other special 
authorities sold over $500 million in new obligations 
— 50 percent more than in the year before.
The predominant uses of the bond proceeds were 
for schools, housing, and urban renewal. Financing 
of these projects partly explains the large 
volume of construction activity throughout the 
State. The Tennessee member banks in this District 
alone added over $60 million in municipal 
obligations to their investment portfolios, and, 
undoubtedly, a large portion of this total consisted 
of "home-state" securities. Moreover, if savings 
continue at a high rate and if loan demand remains 
relatively slack, banks can be counted on to aid 
in financing many local public projects. These 
undertakings provide both an attractive tax-exempt 
investment outlet for bank funds and a boost for 
the Tennessee economy.*
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