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Long-run growth prospects continue to look good for Tennessee, but the state's 

concentration of recession-sensitive industries (particularly manufacturing and 

construction) should strain the economy during most of 1982, with job growth 

expected to be minimal. 

Tennessee entered 1982 wi th a mixture of strengths 
and weaknesses that, on balance, are expected 
to keep the state's economy in recession through 
much of t he year. But improvement in the 
construct ion and manufactur ing sectors should 
comb ine w i th strengthening tour ism and capital 
expansion prospects to produce an economic 
upturn if interest rates fall. 

Tennessee's economy is undergoing a per iod 
of long-term growth—industr ia l expansion con-
tinues, tour ism is f lourishing and the popula t ion 
continues to grow. W i t h the construct ion of a 
Nissan (Datsun) t ruck plant at Smyrna and a 
variety of other new plants and expansions 
dur ing 1980 and 1981, long-term manufactur ing 
prospects appear bright for Tennessee. 

However, the state is undergoing severe cyclical 
strains since much of Tennessee's economy is 
very interest rate sensitive. Both the manufactur-
ing and construct ion sectors are reeling f rom 
shocks in the macroeconomy. Tennessee employ-
ment, wh ich began to recover early last year f rom 
the 1980 trough, weakened in late 1981. Manu-
factur ing emp loymen t this year should be con-
siderably be low the 1978 peak levels, though 
well above 1975's rock-bottom levels. Construction 

remained extremely weak in 1981, particularly in 
the residential component . In the latter half of 
the year, construct ion contracts for units of 
residential construct ion were at a decade low. 
The extremely low levels of bui ld ing permits 
issued dur ing late 1981 offer l itt le hope for 
recovery in the construct ion sector unti l late 
1982. 

Employment Lags 

Emp loymen t in Tennessee rema ined weak 
throughout 1981. M in ima l j ob growth expected 
this year won ' t be adequate to take upward 
pressure off the unemp loymen t rate. Employ-
ment levels for nonagricultural workers last year 
lagged 100,000 be low the 1979 peak of 1.8 
mil l ion. State unemp loymen t rose to the 10 
percent level. Unless interest rates settle at 
relatively low levels, emp loymen t should remain 
weak in Tennessee dur ing most of 1982. 

Tennessee's agricultural sector fell on di f f icul t 
t imes primari ly as a result of the Southeast's 
severe drought. Cot ton and soybean crops typi-
cally did not cover costs. The poultry and livestock 
sector tended to break even. The fortunes of 
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Tennessee farmers in 1982, as in the two previous 
years, wi l l d e p e n d on t he vagaries of w e a t h e r -
locally and internat ional ly . 

The br ightest spot for t he state has to be t he 
1982 Wor ld ' s Fair in Knoxvi l le. Tour ism is ex-
pec ted to soar th roughou t t he state, especial ly in 
Knoxvi l le and in Nashvi l le. Tourist dollars should 
aid several local industr ies, part icular ly in the 
service sector. 

W i t h i n Tennessee, recessionary inf luences im-
pact various regions d i f ferent ly . The recession of 
1980 af fected Chat tanooga and Nashvi l le m u c h 
worse than M e m p h i s and Knoxvi l le, a l though 
Nashville's decline was broader than Chattanooga's 
manufactur ing- led s lump. O n c e a recovery is 
underway in 1982, Knoxvi l le 's e c o n o m y should 
improve more rapidly than those of t he o ther 
met ropo l i tan areas due to the Wor ld ' s Fair. 
Nashvil le's recovery shou ld sl ightly ou tpace that 
of Chat tanooga as the Nissan plant reaches peak 
levels of construct ion. Because of M e m p h i s ' 
larger e m p l o y m e n t base and because the ci ty 
was af fected less severely by the 1980 recession, 
its 1982 recovery shou ld start later and take 
longer than the state's o ther met ropo l i tan areas. 
The M e m p h i s area has a smaller p ropor t i on o f 
e m p l o y m e n t in the manufac tu r ing sector than 
other major cit ies in t he state and manufac tur ing 
is expec ted to lead t he recovery in 1982. 

Tennessee Nonagricultural Employment 
October 1981 

Percent of Total 
Nonagricultural Employment 

Sector Employment (thousands) 

Total Nonagr icu l tura l Emp loyment 100.0 1,726.8 

Manufac tur ing 29.9 516.1 
Durables 13.2 227.9 

Lumbe r a n d w o o d 2.5 43 .3 
Stone, clay, and g lass 0.8 14.3 
Primary metals 1.1 19.8 
Fabr icated meta ls 1.8 30.9 
Machinery (including electrical) 4.6 79.4 
Transpor ta t ion equ ipment 1.3 23.3 

Nondurab les 16.7 288.2 
Food 2.3 40 .0 
Text i les 1.6 27.2 
Appare l 4.1 70.3 
Paper 1.2 20.1 
Pr int ing a n d pub l ish ing 1.6 27.1 
Chemica ls 3.3 57.7 

Nonmanufac tu r ing 70.1 1,210.7 
Cons t ruc t ion 4.3 73.4 
Transportation and public utilities 4.7 81.5 
Trade 21.3 367 .7 
Financial, insurance and real estate 4.4 75.9 
Serv ices 17.4 300 .4 
Government 17.4 300.7 

Source: U. S. Department of Labor, Bureau of Labor Statistics. 

An Industrial Economy 

Tennessee lies South of the Mason -D ixon l ine, 
yet its economy has m u c h in c o m m o n w i t h those 
of the nat ion's industr ia l heart land. A dispro-
por t ionate concent ra t ion of its w o r k force in 
interest-sensitive industries—manufacturing, con-
struction and mining—makes the state particularly 
susceptible to s lowdown in the national economy. 
Fully 35 percent of all Tennesseans d i rect ly earn 
a l iv ing f rom these th ree sectors and an even 
larger p ropor t i on ( inc lud ing t he government , 
services, t ranspor ta t ion and o ther sectors) de-
pends indirect ly on them. 

Tennessee's industr ia l mix p roved signif icant 
in the behav io ro f t he state's e c o n o m y d u r i n g t h e 
1980 recession. The jobless rate rose sharply 
dur ing the first half of 1980 a long w i t h t he 
national ra te—from 6 percent in late 1979 to 
over 8 percent in m id -1980 . The d ismant l ing of 
credi t controls in M a y 1980 and lower interest 
rates that f o l l owed revived the state's e c o n o m y 

in the last half of that year. Its job less rate fel l 
no t iceab ly and e m p l o y m e n t r e b o u n d e d to a rate 
remin iscent of the 1975-79 expansion per iod. 
This recovery p roved to be short- l ived. Higher 
interest rates in the fall of 1980 reversed t he 
d o w n t r e n d and, by late 1981, the state's un-
e m p l o y m e n t rate had soared to 10 percent . 
Employers have been pressed to p rov ide jobs for 
t he state's rapidly growing labor force. 

Sluggishness in the state's goods-p roduc ing 
sector carr ied over in to its serv ice-produc ing 
sectors. Finance, insurance and real estate em-
p loyment , for instance, is lower n o w than it has 
been in t w o years. Trade e m p l o y m e n t is we l l 
be l ow its peak and jobs are of f sharply in t he 
state's t ranspor ta t ion and pub l ic ut i l i t ies sector. 
Whi le labor markets suffer throughout Tennessee's 
economy, paper offers one except ion—although it 
t o o may face p rob lems soon. This industry ex-
per ienced sluggishness dur ing Tennessee's 1980 
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Chart 1. Unemployment Rates: 
United States vs. Tennessee 
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Chart 2. Major Manufacturing 
Industries (Employment) 
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recession but, going into 1982, its work fo rce was 
at its highest level ever. However, weaknesses 
surfaced late in the year in the state's pr int ing 
and publ ishing industry that could foreshadow 
slow growth of the paper sector this year. 

Assistance f rom the capital in Nashville for 
creating jobs isn't l ikely to be forthcoming. The 
state taxes income, but its base is l imi ted to 
d iv idend and interest income. Together these 
two sources account for less than 11 percent of 
the state's personal income. Therefore, the state 
relies heavily on sales tax and federal aid to 
provide publ ic services. As a result of the current 
recession and federal budget cutting, govern-
ment services f inanced by these t w o sources wi l l 
be under pressures in 1982. In turn, direct and 
indirect state and local government employment 
wi l l be declining. 

Population growth of 1.7 percent per year over 
the last decade is unlikely in 1982 due to a softer 
economy in Tennessee as wel l as the nation in 
general. Job growth wi l l occur but not at a rate 
suff icient to take upward pressure off the state 
unemployment rate. 

Biggest Employer—Manufacturing 

Manufactur ing constitutes Tennessee's largest 
sector in terms of emp loyment w i th over 30 
percent of total nonagricultural employees, com-
pared w i th the nation's 22 percent. Manufactur-
ing is extremely broad based and diversif ied in 

the state. N o industry sector accounts for more 
than one-four th of Tennessee's manufactur ing 
emp loymen t except apparel, which provides 
about one-third. Major industrial employers fall 
mainly in the nondurable goods category w i th 
apparel, chemicals and food taking the major 
share. Of the durable industries, machinery, 
lumber and wood, and fabricated metals are the 
dominant sectors. 

Durable goods industries were particularly 
hard hit dur ing the 1980 recession and, for the 
most part, still have not recovered to 1979 levels. 
However, a significant recovery for the state's 
industries is projected after midyear. The state 
appears sensitive to business cycles due to its 
relative concentrat ion in manufacturing. Even 
the text i le industry, generally thought to be rela-
t ively stable, has been losing ground because it 
supplies the ailing automobile industry. Automobile 
seat belts, for instance, are produced in Knoxville. 
Lumber and w o o d manufactur ing emp loyment 
has also been t rending downward as new home 
sales stagnated because of high interest rates. E. 
L. Bruce Company, the world 's largest f loor ing 
producer, is Tennessee's major employer in the 
lumber and wood products industry. Lower credit 
costs and an improved economy in 1982 should 
st imulate this industry in particular. 

Al though by far the leading manufactur ing 
employer in Tennessee, the apparel industry's 
emp loyment since mid-1973 has decl ined by 
13.6 percent reflecting a combinat ion of foreign 
compet i t ion and recession. The dominant seg-
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Source: State of Tennessee, Industrial Development Division of the 
Department of Economic and Community Development. 

ment of Tennessee's apparel industry is men's 
and boys' shirts and night-wear, w i th Levi Strauss 
and Company the largest apparel employer. 

Tennessee's second leading manufactur ing 
employer, the chemical industry, is led by East-
man Kodak and Holston Defense Corporat ion 
producing inorganic chemicals (explosives). These 
industries, along w i th fabricated metals, ma-
chinery, and transportation equipment are slated to 
grow above average in the near future. Tennessee 
continues to attract such higher wage industries, 
which have led all others in employment increases. 

Investment Cools 

In 1980, Tennessee set its al l- t ime record of 
more than $1.7 bi l l ion in capital investments by 
new and expanding industries yielding 12,750 
new jobs, nearly t r ip le the 1969 record year. 
Nearly half of the capital investment came in the 
expansion of companies already in Tennessee. 
Through 1981's first three quarters, prel iminary 
capital investment exceeded $261 mil l ion, w i th 
91 projects creating an est imated 4,320 j ob 
opportunit ies. In those three quarters, over half 
of the capital investment was f rom expansion. 
Even though more than 58 percent of this capital 
growth occurred in east Tennessee, resulting j ob 
opportuni t ies were dist r ibuted throughout east, 
middle, and west Tennessee (see charts). 

Japanese investment in Tennessee has exceeded 
that of any other state. The largest single initial 
capital investment by a new industry in Tennessee 

history is the Datsun truck manufactur ing plant 
begun in Smyrna by the Nissan Mo to r Company 
of Tokyo. Construction, employing approximately 
500 construct ion workers already, wi l l employ 
2,000 more dur ing the peak of construct ion 
activity. Nearly all plant workers are to be Ten-
nesseans, generally w i th no automotive assembly 
experience. The $500 mi l l ion manufactur ing 
facility wi l l initially emp loy 2,100 and rise to 
2,650 in 1984, wi th an annual payroll of more 
than $40 mil l ion. 

The first trucks for sales distr ibut ion should roll 
off the assembly line around August. The project 
is pro jected to boost retail sales by $60 mi l l ion a 
year. Nissan is current ly discussingarrangements 
w i th potent ia l suppliers, w h o could impact the 
state's economy further if they establish facilities 
nearby. 

Tennessee should remain attractive to other 
industries as a number of favorable factors, 
including an expanding labor supply, provide 
incentives for further industrial ization. In fact, 
Tennessee's industrial base cont inued to ex-
pand in 1981 through announced new plants 
and expansions. An accompanying table indi-
cates some of the variety w i th in Tennessee's 
current industrial expansion. 

An important determinant of Tennessee's manu-
facturing growth wi l l be its abi l i ty to remain 
competit ive wi th alternate locations. Energy avail-
ability remains a significant location consideration. 
TVA wants to generate addi t ional electrical ca-
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ANNOUNCED CAPITAL EXPANSION IN TENNESSEE BY SELECTED FIRMS 
(PRELIMINARY FIGURES FOR JANUARY-SEPTEMBER 1981) 

Location 
Capital 

Investments 

Dupont Chattanooga 
La-Z-Boy Chair Company Dayton 
Cabot Corporation London 
Garan, Inc. Palmersville 
Micro Craft, Inc. Tullahoma 
NCR Humboldt 
Reliance Electric Company, 

Dodge Division Rogersville 
Standard Gravure Corporation Morristown 
Tennessee Nuclear Systems, Inc. Jonesboro 
United Technologies Corporation Franklin 
Valley Tool and Dye Company Sevierville 

($ millions) 

12 
3 

10-50 

4 
5.5 

15 
13.5 

7 
4-25 

3 

Job 
Opportunities 

New Plant (NP) 
or Expansion (E) Product 

200 
150-300 
100-250 

165 

30 
50 

100-500 

E 
E 

NP 
NP 
E 

E 
NP 
E 
E 

NP 

chemicals 
recliners 
special alloys products 
men's knit shirts 
plastic machine parts 

ball bearings 
Sunday magazines 
uranium containers 
magnet wire for electric motors 
castings 

Source: State of Tennessee, Industrial Development Division of the Department of Economic and Community Development. 

pacity through an extensive nuclear plant con-
struction program dur ing the 1980s. This is caus-
ing TV A to raise its electr icity rates to pay for the 
construction. In 1980 alone, rates were up about 
24 percent—exceeding the national increase. 
Thus, increasing costs could l imit the state's 
industrial expansions in 1982. 

Tennessee's manufactur ing e m p l o y m e n t is 
growing faster than the national rate. This t rend 
indicates that, in the future, Tennessee can 
expect greater reactions to changing economic 
condit ions than the nation. Therefore, 1982 
could be a year of significant growth changes for 
Tennessee's industries. 

World's Fair to Open 

Spurred by a planned World 's Fair in Knoxville, 
tour ism in Tennessee should enjoy a banner year 
in 1982. Tourism developments this year wi l l 
continue trends set in 1981. Although the national 
economic slump has stifled travel to some "tourist" 
states, Tennessee has received a steady stream 
of visitors over the past few years. Dur ingthe first 
two quarters of 1981, some 19.7 mil l ion tourists 
traveled to Tennessee—a 15 percent increase 
over the 17.1 mil l ion recorded dur ing the same 
per iod of 1980. According to the Tennessee 
Depar tment of Tourist Development , tour ism 
replaced agriculture in 1980 as the state's number 
t w o industry, behind manufacturing. A depart-
ment spokesman said tour ism was a $2.3 bi l l ion 
industry in 1980. Figures for 1982 should top 
1981 levels significantly because of the Wor ld 's 
Fair. 

The Knoxvil le Wor ld 's Fair, whose theme is 
"Energy Turns the Wor ld , " is scheduled for May 1 
through October 31. The fair is expected to 
attract at least 11 million visitors. Tour companies 
alone have sold over 650,000 tickets to the 
event. A l though three new d o w n t o w n hotels 
have been bui l t to service those coming to the 
Wor ld 's Fair, reservations are virtually impossible 
to obtain. Thus, several bus companies plan to 
run daily shuttles f rom nearby cities such as 
Chattanooga, Nashville and Ashevil le (Nor th 
Carolina). Some tour companies are also provid-
ing travel packages wh ich inc lude a visit to the 
World 's Fair along w i th such attractions as the 
Grand Ole Opry and Opryland. 

This year, Nashville wi l l remain one of the most 
heavily visited cities in Tennessee. Nashville's 
attraction as the " h o m e of country music" has 
increased in recent years as such music has 
gained nat ionwide populari ty. The Grand Ole 
Opry attracts 800,000 to 900,000 fans a year and 
always enjoys capacity crowds. Opryland reached a 
record at tendance level of 2.25 mi l l ion visitors in 
1981. Other attractions such as the Hermitage 
(Andrew Jackson's home), Printer's Alley, and 
"Mus ic Row" cont inue to be popular. 

In Memphis , a new tourist attract ion called 
M u d Island recorded over one mil l ion visitors 
last year. Costing $65 mil l ion, this musically 
or iented park houses exhibits f rom the Civil War 
era and from Mark Twain's tales about life on the 
Mississippi River. 
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Chart 5. Residential Construction 
in Tennessee 

Chattanooga traditionally attracts many visitors. 
Lying along several major routes to the Knoxvil le 
World 's Fair, the city should see its tour ism 
improve in 1982 over the performance of recent 
years. As in the past, tourists wi l l visit tradit ional 
points of interest such as Lookout Mounta in , 
Rock City, Ruby Falls, the Incline, Chickamauga 
National Mi l i ta ry Park and the Chat tanooga 
Choo-Choo. 

Ou tdoor tour i s t act ivi ty should also increase in 
1982. Fair visitors wi l l significantly increase usage 
at state and national parks near major routes to 
Knoxville. Great Smoky Mountains National Park's 
developed campgrounds are expected to be 
jammed throughout the six months of the World's 
Fair. 

Construction Slump Continues 

In Tennessee—as in the rest of the Uni ted 
States—construction activity is in a downturn . In 
particular, residential construct ion remains se-
verely depressed. In October , units of residential 
construct ion contracts—at 21,865 units (12-
month cumulat ive basis)—were 8 percent lower 
than the severe August 1975 t rough fo l lowing 
the Arab oil embargo. Residential construct ion 
contracts are weaker in Tennessee than in any 
other District state. Wh i le most District states 
improved in early 1981 over the 1980 recession 
levels, Tennessee showed almost no recovery in 
real terms dur ing early 1981. 

Building permits offer no hope for improve-
ment for residential construct ion in early 1982. 
By October , single-family bu i ld ing permits had 
fallen we l l be low levels of the 1975 contract ion. 
Dur ing the fall, even mul t i fami ly bui ld ing permits 
fell dramatically, after hold ing steady at relatively 
strong levels since late 1977. 

What 's more, Tennessee is suffering as severe 
a downtu rn as any District state in nonresidential 
construct ion. Nonresident ia l construct ion con-
tracts (square feet on a 12-month cumulat ive 
basis) fell 14 percent from March through October 
of last year. Except for two large electrical and 
heating plant projects contracted in 1979, the 
value of nonbui ld ing construct ion contracts has 
been slowly decl in ing throughout the 1978-81 
per iod f rom the $900 mi l l ion level to around 
$500 mil l ion. W i t h current federal and state 
budget reductions, this t rend can be expected to 
cont inue through 1982. 

The value of total construct ion contracts in 
Tennessee improved slightly in early 1981 but 
has been decl in ing since Apri l . Yet, total con-
struction value remains high once previous highs 
are adjusted f o r t w o previous large jumps caused 
by power plant contracts. Relative to historical 
levels, the state's long-term construct ion growth 
should be above the national average as industrial 
development and population increases continue. 
Short-term prospects in early 1982 aren't good, 
though, since much of Tennessee's economy is 
so interest rate sensitive. Yet, because of this 
relative sensitivity, Tennessee's construction sector 
should begin long-term improvements by late 
1982 if interest rate levels resume their decl ine 
of late 1981. This growth should be stronger than 
that of the nation. 

Bank Growth Slows 

Tennessee current ly ranks th i rd among the 
District states in numbers of banks and total 
deposits. The rate of growth in bank deposits 
dur ing the first nine months of 1981 was 8 
percent, less than a District average of 10 percent 
The vast major i ty of Tennessee's bank deposit 
increases was accounted for by the 9 percent 
gain in t ime deposits f rom January through Sep-
tember, the District's slowest growth rate in this 
category. Savings deposits dec l ined by nearly 11 
percent and demand deposits dec l ined 18 per-
cent dur ing the first nine months of 1981. N O W 
accounts tota l ing $646 mi l l ion in September 
comprised nearly 12 percent of the total N O W s 
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Chart 6. Tennessee Total Loans Closed 
vs. Prime Rate 
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in Sixth District commercial banks. 
Banks in Tennessee experienced a 6 percent 

growth in gross loans dur ing theyearend ing june 
30, 1981. This is slightly below the trend estab-
lished during the 1970s. The loan-to-deposit 
ratio for all commerical banks in the state as of 
December 31, 1980, decreased to 64 percent 
from 68 percent a year earlier. The decrease was 
caused by a greater increase in gross deposits 
than gross loans. Tennessee's average loan-to-
deposit ratio is the highest of all District states, 
however, ranging during the 1970-80 period 
from 51 percent to over 68 percent. 

Savings growth in Tennessee's S&Ls during 
1981 slowed remarkably from the year-earlier 
level as has been the case throughout the U. S. 
Savings capital has been increasing during the 
past 10 years, but only two of those years have 
been above the District's average. Tennessee's 
growth rate in mortgage loans outstanding has 
exceeded the District's average during four of 
the past 10 years. 

Recent upward trends in total loans closed 
may indicate good news ahead for Tennessee's 
economy. When the prime rate fell from 20 
percent in Apri l 1980 to 11 percent in August 
1980, total loans closed experienced a five-fold 
increase. Similarly, loan activity in 1982 should 
pick up significantly if interest rates decline. 

Farmers in Squeeze 

The agricultural sector has been adversely 
affected by the cost-increasing effects of high 
interest rates that have also plagued the rest of 
the economy. In addit ion, farmers have suffered 

setbacks from drought and low prices. Ten-
nessee shared in these misfortunes, with tumbling 
prices and escalating costs. In at tempt ing to 
surmount the losses of 1980, farmers intensified 
product ion efforts, but falling prices undermined 
these attempts. Crop product ion in Tennessee— 
mainly consisting of soybeans and tobacco, ac-
count ing for 33 percent of the state's farm cash 
receipts—fol lowed the same trends established 
in 1980; returns again failed to cover costs. The 
poultry and livestock industries, constitut ing 48 
percent of farm income, fared a little better, but 
most of their gains f rom increased prices were 
cancelled by increased feed costs. 

Mi lk producers, accounting for 14 percent of 
farm cash receipts, managed to hold their own in 
1981. The combinat ion of increasing product ion 
and a notable price upswing managed to offset a 
measured upsurge in feed prices. Hog producers 
also d id better thanks to sharply higher hog 
prices. 

Overall, the 1981 season was considerably 
brighter than 1980. Yet, it left farmers facing a 
heavy debt load carried over f rom 1980, coupled 
wi th increased borrowing to cover increased » 
product ion costs in 1981. Perhaps by striving for 
improvements in efficiency, combined with good 
weather and increased prices, farmers can again 
achieve profitabil i ty in 1982, but prospects are 
certainly not as bright as they appeared to be in 
1981. 

Exports Could Weaken 

Even though Tennessee lies inland, international 
trade is important to the state. It exports a w ide 
range of manufactures, reflecting its rather broad-
based industry structure. Chemicals and non-
electric machinery are the primary exports, but 
food products, transportation equipment, and * 
fabricated metals are also significant. The state 
even exports sizable amounts of texti le and 
paper products. In terms of employment, one 
out of 25 manufacturing jobs was attr ibutable to 
direct exports in 1977 and, when indirect products 
are included, the total number of export-related 
jobs doubles. 

Now that the dollar is strong again, exports of 
Tennessee-produced goods in 1982 are likely to 
drop off f rom recent levels. 

It is likely that the 1977-79 fall in the foreign 
exchange value of the dollar helped spur Ten-
nessee's export activity earlier. 

—Mark Rogers 
and Gene D. Sullivan 
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