
A Better Year Ahead 
Bobbie H. McCrackin and Betty Bradfield 

Improvement in Tennessee's crucial manufacturing sector should boost 
the state's economic performance after a downturn in 1985. 

Tennesseans' economic outlook 
will be determined largely by 
the behavior of American con-
sumers. Although consumer pur-
chases make up about two-
thirds of gross national product 
(GNP), Tennessee's economy 
is perhaps influenced even more 
by demand for consumer goods 
and somewhat less by two other 
major components of GNP— 
government spending and bus'h 
ness investment Many other 
states oriented toward manu-
facturing produce steel and other 
products needed by businesses. 
In contrast Tennessee's indus-
trial production is directed much 
more extensively to consumer 
products. Among the largest 
industrial employers in the Vol-
unteer State are the apparel, 
furniture, and food sectors. Ten-
nessee's electronics industry is 
dominated by home appliance 
manufacturers, not defense 
contractors or machine-tool 
producers. 

The authors are, respectively, an econ-
omist and a research assistant on the 
Research Department's regional team. 

In addition to consumer spend-
ing, Tennessee's economy will 
be affected to some extent by 
developments in the interna-
tional sector, the fourth com-
ponent of GNP, even though 
many export-oriented activities 
important in other southeastern 
states—ports, international bank-
ing, and foreign tourism—play 
only a minor role in Tennessee. 
Foreign markets are important 
to many Tennessee businesses, 
especially chemical and tobacco 
producers and to the wholesalers, 
accountants, and others who 
provide services to these estab-
lishments. In addition, one of 
Tennessee's largest industries, 
apparel, is among those hardest 
hit by the dollar's appreciation 
since 1980 and the concomitant 
effects on imports and exports. 

Unl ike many southeastern 
states, Tennessee has benefited 
little from the surge of federal 
spending on defense and space 
programs. Although the Oak 
Ridge National Laboratory near 
Knoxville has doubled its de-
fense contract work since 1982, 
much of that increase merely 

offset budget cutbacks for nu-
clear research conducted by 
the Nuclear Regulatory Com-
mission and the U.S. Depart-
ment of Energy. Another large 
federal government program, 
the Tennessee Valley Authority 
(TVA), has been waning in im-
portance in the state since the 
late 1970s, when it began to 
scale back its major expansion 
into nuclear power production 
and to reduce sharply its con-
siderable work force. Moreover, 
changes in national fiscal policy 
associated with efforts to reduce 
federal budget deficits could 
contract Tennessee's federal 
government sector. 

These structural characteristics 
will influence the way expected 
national strengths and weak-
nesses impinge on the state's 
performance in 1986. As dis-
cussed elsewhere in this issue, 
the U.S. economy may expand 
somewhat faster in 1986 than 
in 1985, and growth probably 
will be more balanced this year. 
This national outlook should 
translate into somewhat faster 
growth for Tennessee in 1986, 
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largely because the manufactur-
ing sector should be a prime 
beneficiary of more balanced 
macroeconomic growth and 
manufacturing is exceptionally 
important in Tennessee. 

Expectations that the decline 
in interest rates, which has con-
tinued into 1986, will encourage 
consumers to buy more or bet-
ter houses, automobiles, and 
household goods are favorable 
for Tennessee's important in-
dustrial sector since it is oriented 
toward supplying these con-
sumer markets. The dollar's 
lower value should help Ten-
nessee's farmers and manufac-
turers to increase their export 
sales somewhat especially those 
engaged in producing cotton, 
soybeans, and chemicals. In 
addition, the prospect of relief 
from intense foreign competi-
tion is a good omen for Tennes-
see. Its large textile, apparel, 
and leather industries, as well 
as the numerous chemical pro-
ducers who manufacture syn-
thetic fibers for textile producers, 
have been hurt by imports. The 
nationwide inventory rebuilding 
that is likely to occur early in 
1986 would be another plus for 
the state's manufacturing sector. 

In terms of geography, mid-
dle and east Tennessee, where 
most of the state's manufactur-
ing is concentrated, appear most 
likely to gain from anticipated 
developments. A disproportion-
ate share of new capital projects 
and capital expansions, includ-
ing investment in nonmanufac-
turing as well as industrial pro-
jects, is destined for these re-
gions. West Tennessee, with its 
heavy dependence on agricul-
ture, stands to reap modest gains 
from the falling value of the 
dollar and the expected im-
provement in farm exports, par-
ticularly of soybeans—a leading 
cash crop. 

Certain caveats must be added 
to this outlook. First as noted, a 
reacceleration of state growth 
turns largely on consumer be-
havior nationally. While a gen-
eral improvement in the econ-
omy would enhance income 
and spur consumer spending, 
some people feel consumers 
may need to readjust household 
finances to a healthier state 
after borrowing heavily to fund 
spending sprees in 1984 and 
1985. Therefore, an upturn in 
Tennessee might not appear 
until later this year, diminishing 
the expected improvement for 
1986 as a whole. However, both 
consumer spending and per-
sonal income ended 1985 on a 
strong note, and the stock and 
bond market rallies that began 
last year have increased con-
sumer's net worth. Thus, con-
sumers may continue to be a 
driving force for expansion. On 
the whole, the factors underly-
ing an expected revival of the 
national economy portend a 
good year for Tennessee. 

Performance in 1985 

Whatever happens to Ten-
nessee's economy this year will 
develop from the baseline of 
1985 performance, and so it is 
worthwhile to review how the 
state fared last year. Personal 
income growth in 1985 decel-
erated from the robust gains of 
1984. After rising at a nominal 
rate of around 10 percent from 
1983 to 1984, personal income 
was growing at an annual rate 
of about 5 percent as of the 
third quarter of 1985 (Chart 1). 
Payroll employment increased 
less than 3 percent during 1985, 
slightly below the national figure 
and substantially less than 1984's 
5 percent statewide rate. 

Chart 1. Personal Income 
For Tennessee and the 
United States 
(Annual percent change) 
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of the Census, Monthly Retail Trade, various 
issues 

This pattern reflects in large 
measure Tennessee's orienta-
tion toward credit-sensitive sec-
tors of the economy. For ex-
ample, housing slowed nation-
ally following an increase in 
interest rates early in 1985. It 
also bespeaks Tennessee's great-
er reliance on manufacturing 
employment Factory work pro-
vides more than one-fourth of 
Tennessee's jobs compared with 
one-fifth nationally. In contrast 
to 1984, when manufacturing 
outdistanced overall job growth 
in Tennessee, manufacturing 
jobs declined in 1985, and by a 
somewhat steeper margin than 
nationally (Table 1). 

Nonmanufacturing jobs, paced 
by trade and miscellaneous ser-
vices, expanded 5 percent in 
1985 relative to 1984 (Table 1). 
Transportation and public utili-
ties as well as finance grew, but 
less rapidly than other services 
and trade Construction and gov-
ernment employment expanded 
only slightly. 

Despite the moderate rise in 
employment Tennessee's job-
less rate declined in 1985 by a 
larger margin—from 8.5 percent 
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Table 1. Sectoral Employment Changes, Tennessee versus the United States 

Tennessee United States 

1984 Average 
Employment 1985 v. 1984 1984 v. 1983 1985 v. 1984 
(thousands) Percent Change Percent Change Percent Change 

Total Nonfarm Employment 1809.0 2.9 5.2 3.5 
Manufacturing 497.6 -2.1 6.2 -0 .8 
Nonmanufacturing 1,311.4 4.8 4.9 4.4 

Construction 76.3 0.6 9.6 7.8 
Trade 414.7 8.4 6.3 4.9 
Transportation and 

Public Utilities 88.5 3.3 5.9 2.6 
Finance, Insurance, 

and Real Estate 85.8 4.3 4.8 4.3 
Government 293.0 1.3 -0 .4 1.9 
Miscellaneous Services 345.2 5.3 6.7 5.7 
Mining 7.9 -6 .3 0.0 -1 .4 

Source: Tennessee Department of Employment Security, Tennessee Labor Market Report various issues, and Bureau of Labor Statistics, News, 
various issues 

in December 1984 to 7.4 per-
cent in December 1985—than 
the nation's unemployment rate, 
which fell from 7.2 to 6.9 per-
cent over the same period (Chart 
2). Tennessee's progress oc-
curred mainly because labor 
force growth in the state was 
modest; however, joblessness 

Chart2. Unemployment 
Rates for Tennessee and 
The United States 
(Seasonally adjusted) 

Source: Tennessee data from State Depart-
ment of Employment Security, seasonally ad-
justed by the Federal Reserve Bank of Atlanta 
U.S data from Bureau of Labor Statistics, 
Washington D.C. 

obviously remains proportion-
ately more severe in Tennessee 
than in the nation.1 

Around the state, Chattanoo-
ga was the only city to show 
faster job growth last year than 
in 1984 (Table 2). Nashville and 
Memphis experienced some-
what slower growth in 1985, 
and employment declined in 
Knoxville and rose only slightly 
in the Tri-Cities (Johnson City, 
Kingsport, and Bristol). 

Although job creation in Nash-
ville slowed as the year pro-
gressed, the Music City once 
again paced the state. It also 
enjoyed the lowest unemploy-
ment rate, whereas the Tri-Cities 
and Knoxville had the highest 
Although nonmetropolitan un-
employment rates were higher 
than those of large cities on 
average, the gap narrowed con-
siderably last year, and only 
two counties had more than 
one-fifth of their labor force 
unemployed as of November 
1985, compared with seven coun-
ties at the same time in 1984. 

Slow growth in Knoxville is 
attributable largely to the city's 
manufacturing base, heavily con-
centrated in industries that fared 
poorly in 1985. Textile and ap-
parel employment account for 
around one-third of Knoxville's 
manufacturing jobs. Further-
more, the closing of the gaseous 
diffusion plant in nearby Oak 
Ridge entailed some disloca-
tions to the area economy, even 
though many workers were trans-
ferred or offered early retirement 

Structural factors also explain 
Tri-Cities' lack of job increases 
in 1985. This metropolitan sta-
tistical area (MSA) is even more 
dependent on manufacturing: 
over one-third of local employ-
ment is in this sector. Apparel, 
machinery, and printing and 
publishing, all of which suffered 
job losses last year, are large 
local employers. 

The expansion of airline ser-
vice, including Republic Airlines' 
creation of a new hub, has been 
a boon to Memphis, as has the 
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Table 2. Tennesee MSA Nonfarm Employment 
(1985 monthly average and percent change from 1984) 

Chattanooga 
Tri-Cities 
Knoxville 
Memphis 
Nashville 

Nonfarm 
Employment 
(thousands) 

183.1 
150.2 
228.0 
385.5 
419.6 

Percent 
Change 

6.0 
1.1 

- .3 
3.1 
3.7 

Source: Tennessee Department of Employment Security, Tennessee Labor Market Report, 
various issues. 

strength of the city's food pro-
cessing industry. Other contrib-
utors to local growth include 
ongoing expansion of the city's 
medical care complex and Mem-
phis' growth and diversification 
as a distribution center. A var-
ied, well-balanced economic 
base and its attractiveness to 
businesses and individuals de-
siring to relocate explain Nash-
ville's continued strong perfor-
mance. Chattanooga's belated 
surge in employment reflects 
strong local growth in construc-
tion early in the year and continu-
ous expansion of the service 
sector, especially local govern-
ment and finance. 

Overall, 1985 was a fairly good 
year for the Tennessee economy 
even though growth slowed ap-
preciably. Employment and in-
come rose at a respectable pace 
across the state, although the 
pace was more vibrant in larger 
cities than in rural areas. The 
slowdown from 1984 is attribut-
able mainly to the national 
deceleration and the state's 
vulnerability to the increase in 
credit costs that occurred early 
last year. Since most of Tennes-
see's weakness in 1985 was 
concentrated in manufacturing 
the likelihood of strengthening 
on this front in 1986 should be 

especially beneficial to the state's 
overall performance. To deter-
mine which of the state's indus-
tries are likely to gain the most 
from the projected national up-
turn, it is necessary to examine 
Tennessee's manufacturing base 
in more detail. 

Industr ial Act iv i ty 

As Tennessee's industrial em-
ployment reversed the 1984 
pattern of rapid growth, the 
turnaround was most significant 
in durable goods production. 
Nondurable employment rose 
much less than durable employ-
ment in 1984, and a downward 
trend in nondurables has been 
apparent since 1973, when em-
ployment peaked at 288,000. 
Nonetheless, last yeai's decline 
was significant since, unlike the 
United States, Tennessee em-
ployment in nondurable manu-
facturing remains larger than in 
durable goods production. Ap-
proximately 52 percent of Ten-
nessee's industrial jobs were in 
the nondurable category in 1984 
compared with 41 percent na-
tionally. 

Apparel, chemicals, food, and 
printing and publishing togeth-
er account for about one-third 
of the state's manufacturing 

jobs (Chart 3). Apparel employ-
ment which increased 6 per-
cent in 1984, fell by nearly as 
large a margin in 1985 (Chart 
4). Chemical industry employ-
ment has been stagnant for years 
as a result of increased foreign 
competition, both for bulk chem-
icals and in the textile industry, 
which consumes much of Ten-
nessee's chemical plants' output 

A surprising development last 
year was Tennessee's decline 
in printing and publishing, an 
expanding industry nationwide 
that had enjoyed uninterrupted 
growth in the state since 1975. 
This apparent anomaly is ex-
plained by the fact that books 
constitute almost one-fifth of 
Tennessee's printing and pub-
lishing industry, whereas news-
papers, greeting cards, com-
mercial printing, and printing 
services are relatively more 
important nationally. U.S. book 
publishers and printers did not 
fare well in 1985 in part because 
of the dollars high foreign-ex-
change value, which slowed 
book exports while encouraging 
imports. Employment in this por-
tion of the industry has been 

Chart 3. Tennessee's 
Leading Industries, by 
Employment Percentage, 
1984 
• • Durables 
I I Nondurables 

Transportation 
Equipment 

5.7% 
Food 
7.4% 

Machinery 
15.4% 

Fabricated 
Metals 
7.7% 
Lumber and 

Furniture 

Printing and Publishing 6.2% 

Source: Computed by Federal Reserve Bank 
of Atlanta from data in U.S Department of 
Labor, Bureau of Labor Statistics, Annual Re-
port on Employment Hours, and Earnings (Ten-
nessee), 1984. 
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Chart 4. Employment Changes in Tennessee Industry 
1983-84 versus 1984-85, annual average 
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Source: Tennessee Department of Employment Security, Tennessee Labor Market Report various issues, and U.S Department of Labor, Bureau of 
Labor Statistics, News, various issues Calculations were done by Federal Reserve Bank of Atlanta 

retarded as well by falling ele-
mentary and secondary school 
enrollments and the availability 
of technological innovations that 
expand output without com-
mensurate job increases. 

There were gains in several 
nondurable industries. Food 
processing advanced after sev-
en years of decline, and expan-
sion in pulp and paper produc-
tion accelerated. These gains 
were not sufficient, though, to 
offset job losses in other non-
durable industries. 

Despite significant weakness 
in nondurables, the reversal in 
durables production was even 
more dramatic After posting a 
growth rate of more than 10 
percent in 1984, durable goods 
employment declined slightly 
last year. Only producers of 
primary metals, a relatively small 
component of Tennessee's man-
ufacturing sector, grew faster 

than in 1984. Transportation 
equipment slumped 4 percent 
in 1985. 

Substantial losses also occurred 
in machinery production, espe-
cially of electrical and electronic 
goods, which in Tennessee are 
mostly household appliances 
destined for consumer markets.2 

Employment in electrical and 
electronic equ ipment plants 
fell 8 percent compared with a 
5 percent decline in nonelec-
trical machinery production, 
which services more commer-
cial clients. 

Furniture production employ-
ment advanced 9 percent last 
year. Hardwoods used in kitchen 
cabinets, vanities, and f loor ing-
key products in this Tennessee 
industry—have been affected 
much less by import penetration 
than softwoods. Employment in 
the lumber and wood industry, 
in which softwoods make up a 

greater share, fell 3 percent in 
the same period. Heavy losses 
plague many southeastern lum-
ber producers, who are unable 
to compete with the flood of 
cheaper Canadian softwoods 
used for building frames. 

Fabricated metal, another con-
struction-oriented industry that 
produces structural steel used 
in many buildings, was nearly 
unchanged in 1985 after show-
ing sharp gains in 1984. Together 
these four industr ies—fabr i-
cated metal, lumber and furni-
ture, machinery, and transpor-
tation equipment—account for 
another third of the state's man-
ufacturing employment 

The reversal in the perfor-
mance of Tennessee's manu-
facturing sector during 1985 
can be traced largely to the 
national slowdown in residen-
tial construction and consumer 
purchases of durable goods. 
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Such credit-sensitive purchases 
are related since consumers 
typically replace major appli-
ances when they move Demand 
for housing and consumer dur-
ables was weakened by the 
upturn in interest rates early in 
1985 and by the fact that much 
of the demand for housing and 
consumer durables deferred 
during the two recessions of 
the early 1980s had already 
been met Residual demand 
was far more sensitive to inter-
est rates. Indeed, consumers 
and builders were slow to re-
spond to the decline in rates 
that began in the late spring, 
reaching the lowest level since 
1979 by year-end. However, 
home building and sales began 
to strengthen nationally by year's 
end. Another factor exacerbat-
ing industrial job losses, partic-
ularly in transportation equip-
ment and machinery, was the 
weakness in agriculture that 
reduced demand for farm im-
plements. 

These important Tennessee 
industries will probably improve 
their performance this year, al-
though the increase might not 
be great because of uncertainty 
about consumer finances and 
the fact that much demand al-
ready has been satisfied. None-
theless, further losses seem un-
likely, and the probability ap-
pears high for some improve-
ment in the production of goods 
such as furniture, lumber, and 
appliances for the home as well 
as vehicles, associated parts, 
and supplies. The clouded out-
look for business investment 
nationally is not especially worrh 
some for Tennessee's manufac-
turing sector. An increasing share 
of U.S. business investment is 
devoted to electronic equip-
ment, especially computers. 
Hence, if business capital spend-
ing does decrease as expected, 

the impact on Tennessee ma-
chinery manufacturing with its 
concentration on household 
appliances would be relatively 
minor. 

Of course, increased capital 
investment in the state will prove 
stimulative locally. General Mo-
tor's new $3.5 billion Saturn 
plant in middle Tennessee, prob-
ably the best-known example, 
will have an effect primarily in 
the construction industry this 
year. In addition, the state will 
spend almost $30 million on 
highway construction to facili-
tate transportation between the 
plant and Interstate 65. The 
initiation of operations late in 
this decade will spur the middle 
Tennessee economy through 
employment growth and spill-
over effects on other sectors 
such as retail establishments. 
The direct local employment 
impact could be moderate since 
many of the plant's 6,000 em-
ployees are expected to be 
drawn from the existing nation-
wide pool of GM workers. How-
ever, many G M workers could 
migrate from other regions, spur-
ring residential construction. In 
addition, the indirect effects 
promise to be considerable, giv-
en the size of the plant Even 
though the GM facility will be 
highly integrated, producing 
engines and many major com-
ponents internally, the com-
pany estimates that ultimately 
some 14,000 jobs will be gen-
erated in parts supply firms that 
may locate nearby. 

Besides GM's capital invest-
ment many smaller projects 
will buoy Tennessee's economy 
in the year ahead. Through the 
first three quarters of 1985, more 
than half a bill ion dollars of 
new capital projects and expan-
sions, exclusive of the Saturn 
plant, were announced; these 
are expected to create more 

than 14,000 new jobs. Middle 
Tennessee appears likely to re-
ceive a disproportionately large 
share of the benefits. Almost 
half the new job opportunities 
will accrue to this area which 
has about one-third of the state's 
population. West Tennessee, 
with more than a quarter of the 
state's residents, wil l garner 
about one-fifth of the antici-
pated employment In terms of 
dollar value, though, the distri-
bution across the state more 
nearly parallels each region's 
share of residents.3 

Weakness in the nondurable 
goods sector in 1985 was largely 
the result of the dollars high 
exchange value. Since changes 
in trade patterns typically lag 
behind exchange rate moves 
by six months or more, little 
response was to be expected in 
1985 even though the dollar 
had depreciated some 25 per-
cent on a trade-weighted basis 
by year-end. This year should 
witness some improvement, 
especially for printers and pub-
lishers as well as exporters of 
bulk chemicals. However, the 
mid-1986 potential end of the 
requirement that books must 
be printed and bound in the 
United States or Canada to re-
ceive U.S. copyright protection 
clouds the outlook somewhat 
for the former industry.4 Fur-
thermore, the employment im-
pact in certain major nondur-
able industries, particularly ap-
parel and textiles, could be slight 
Jobs in these industries have 
been falling for over a decade, 
even during the 1970s when 
the dollar was considered "un-
dervalued." 

Summing up the outlook for 
manufacturing, 1986 should 
bring some turnaround from 
the declines experienced in 
1985, but this year is unlikely to 
repeat the robust industrial 
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expansion Tennessee experi-
enced earlier in the recovery, 
particularly in 1984. Yet be-
cause of anticipated stronger 
demand for housing, consumer 
durables, and U.S. exports as 
well as prospects for some relief 
from import competition, 1986 
promises moderate gains in 
manufacturing. Given that sec-
tor's importance in the state, 
advances on a broad front should 
follow. Higher industrial employ-
ment and earnings, for example, 
can be expected to help retail 
establishments and those that 
provide business, professional, 
and consumer services. In addi-
tion, a pickup in manufacturing, 
supplemented by the same 
dynamics expected to boost 
construction nationally, prob-
ably will provide strength to 
the state's building trades, sub-
ject to local supply and demand. 

Construction 

In contrast to the national 
pattern, construction of single-
family dwellings accelerated 
sharply in Tennessee in 1985 
(Table 3). This disparity prob-
ably reflects a lagged response 

by the state's single-family build-
ers to the rapid economic growth 
of 1984. Construction of apart-
ments and condominums in 
Tennessee fell after three years 
of strong advances that had led 
to overbuilding. Nonresidential 
construction also fell after rising 
25 percent in 1984. Adverse 
effects of the vastly enlarged 
supply on occupancy levels and 
rental rates apparently damp-
ened builders' zeal for new pro-
jects. Nonbuilding construction, 
such as roads and bridges, rose 
only slightly in 1985. Despite 
the strength in single-family build-
ing, the weakness in other con-
struction industry segments kept 
employment growth almost flat 
compared with the 10 percent 
growth rate of the previous year 
(Table 1). Moreover, construc-
tion employment remains more 
than 10 percent below the 1979 
peak. 

Knoxville experienced the 
fastest growth rate in single-
family construction, and, owing 
to a surge in the fall, Chatta-
nooga had the sharpest gain 
in multifamily building. Com-
pared wi th other Tennessee 
MSAs, Nashville and Memphis 

had slower but still respectable 
growth in single family housing. 
Nashville posted the steepest 
decline in multifamily building 
(Table 3). This apparent anom-
aly, in view of Nashville's usually 
stellar performance among Ten-
nessee MSAs, is probably due to 
the fact that Nashville has been 
growing so rapidly for years. In 
1983, for example, the number 
of new single-family homes built 
rose by 10 percent over 1982. 
Thus, some overbuilding, even 
relative to the city's fast growth, 
apparently deterred builders 
from putting further pressure 
on supplies and prices and so 
slowed residential construction 
in 1985. 

Nashville continued setting 
the pace for the construction of 
offices, stores, and warehouses, 
however, wi th an increase of 
17 percent Nonresidential con-
struction declined in Tennes-
see's other major cities. The 
sharp increase in Nashville's 
office space has boosted va-
cancy rates to the 20 percent 
range from 12 percent two years 
ago.5 In view of the nearly two 
million square feet of office 
space still being built as of the 

Table 3. Tennessee Construction, 1985 versus 1984 

Value of Nonresidential 
Construction 

Single-Family Permits Multifamily Permits ($ millions) 

1984 1985 
Percent 
Change 1984 1985 

Percent 
Change 1984 1985 

Percent 
Change 

Tennessee 13,769 18,329 33 22,995 21,302 - 7 1,427.8 1,402.0 - 2 
Chattanooga 1,195 1,503 26 779 1,932 148 127.0 96.1 - 2 4 
Knoxville 1,340 1,860 39 747 1,572 110 163.3 141.4 - 1 4 
Memphis 4,247 5,166 22 4,244 4,759 12 376.3 283.7 - 2 5 
Nashville 4,536 5,519 22 13,792 9,480 - 3 1 523.5 612.3 17 

Source: Computed by Federal Reserve Bank of Atlanta from data in U.S Bureau of the Census, Housing Units Authorized by Building Permits and 
Public Contracts (040) , and F.W. Dodge, Dodge Construction Potentials. 
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third quarter of 1985, it is not 
surprising that plans for new 
construction have slowed re-
cently. Industrial space absorp-
tion, especially in Nashville, fared 
much better. In fact, vacancy 
rates fell from 15 percent in 
February 1985 to 11 percent in 
February 1986, and, compared 
with other major U.S. cities, 
Nashville now boasts one of 
the lowest vacancy rates for 
warehouses and similar facili-
ties.6 

Lower mortgage interest rates 
should sustain the growth in 
single-family housing that oc-
curred in Tennessee in 1985, 
though perhaps at a more mod-
est pace in 1986. However, a 
turnaround in the apartment 
and condominium market is un-
likely in the near term because 
of excess space still available. 
Possible cutbacks in municipal 
financing of such projects also 
could slow activity in this area 
Nonresidential construction, 
particularly of offices, is unlikely 
to accelerate from the slow pace 
of late 1985, and some declines 
are possible as local markets 
pause to absorb the vast amount 
of office space added in recent 
years. However, industrial space 
is in short supply, especially in 
Nashville. What's more, the 
planned capital expansion of 
manufacturing facilities, partic-
ularly the Saturn plant, will boost 
nonresidential construction. 
Some 4,000 workers will be 
needed over the next four years 
to construct the Saturn facility. 
Construction of retail establish-
ments may also continue to 
expand, particularly in the Nash-
ville area which many devel-
opers see as a market with great 
potential for additional shop-
ping centers. In addition, non-
building construction, particu-
larly of highways and related 
improvements, could boost the 

construction sector in 1986. The 
state is improving highways to 
expedite traffic in areas that 
have been adding offices, hotels, 
and factories. 

Overall, construct ion wi l l 
probably experience moderate 
growth in 1986 and thus could 
provide a mild stimulus to Ten-
nessee's many building-related 
industries. And employment 
gains in the bui lding trades 
should supplement personal 
income and thereby boost con-
sumer spending. 

Moderate growth 
in construction 
"could provide a mild 
stimulus to 
Tennessee's many 
building-related 
industries." 

The Service Sector 
Although manufacturing and 

construction are important eco-
nomic sectors, they jointly ac-
count for less than one-third of 
Tennessee's employment Most 
of the other economic activity 
derives from the service sector, 
which includes retail and whole-
sale trade, banking and other 
financial services, transportation 
and public utilities, and state 
and local government Prospects 
for many of these services will 
hinge largely on the performance 
of local economies. Stores in 
Knoxville, for example, will in-
crease sales and employment 
in concert with the prosperity 
of nearby residents but will be 
affected less directly by devel-
opments in Memphis. However, 
it is worthwhile reviewing the 
outlook for certain components 
of this broad service sector. Of 
particular importance are those 

such as trade and government, 
which together account for about 
two-fifths of the state's jobs; 
financial services, which play a 
keystone role in the economy; 
and tourism, which is less de-
pendent on local economic de-
velopments than other services. 

Retail and Wholesale Trade. 
One of the most important re-
sults of an upturn in manufac-
turing employment would be 
an increase in personal income, 
particularly in the wages and 
salary componen t , a greater 
stimulant to spending than such 
categories as transfer payments 
and returns from dividends and 
interest This increase in turn 
would boost one of the service 
sector's largest segments—re-
tail trade. As personal income 
growth decelerated last year, 
consumer spending slowed from 
the double-digit pace of 1984 
(Chart 5). Department store sales 
in 1985 were an unadjusted 6 
percent ahead of 1984/ Except 
in Chattanooga and Knoxville, 
sales in major metropolitan areas 
outpaced statewide growth, and 
the Tri-Cities enjoyed the larg-
est increase, surpassing even 
Nashville.8 

Chart 5. Retail Trade in 
Tennessee and the 
United States 
(12-month moving total annual 
percent change) 

1 6 r 

0 I 1 1 L 
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S o u r c e : U.S. Depar tment of Commerce, 
Monthly Retail Trade, various issues 
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Consumer spending this year 
will be determined primarily by 
two factors: advances in personal 
income and population growth. 
Personal income gains will de-
pend on the economic perfor-
mance of the state's key sectors. 
Manufacturing contributes more 
to personal income than any 
other single sector, including 
trade, which boasts a compar-
able number of employees. The 
improved outlook for manufac-
turing augurs moderately in-
creased consumer spending in 
the state. The other major deter-
minant of consumer spending, 
population growth, holds less 
hope for improvement From 
1980 to 1985, Tennessee's 
population grew 3.7 percent, 
whereas the U.S. population 
expanded by 5.4 percent Even 
during the strong economic ex-
pansion from July 1984 to July 
1985, when in-migration would 
have been expected to pick up, 
U.S. population growth contin-
ued surpassing Tennessee's. The 
state's population is projected 
to outstrip national population 
gains only slightly from 1980 to 
1990, and most of this growth is 
likely to be concentrated in 
Nashville.9 In contrast, Tennes-
see outpaced the United States 
during most of the 1970s by a 
margin of almost 3 to 2. The 
disaggregated picture is even 
worse since Knoxville and Nash-
ville have been growing more 
rapidly, thus pulling up the state-
wide average. Memphis and the 
Tri-Cities grew only 2 percent 
from 1980 to 1984, and Chatta-
nooga lost residents.10 This pat-
tern seems likely to continue 
into the future. 

In view of the moderate growth 
foreseen for the state's manu-
facturing and the scant likeli-
hood of stimulus from popula-
tion growth, consumer spending 
should increase in 1986 but 

not much more rapidly than 
last year and probably not at 
the rate experienced earlier in 
the expansion. Nonetheless, 
such a moderate advance consti-
tutes respectable performance 
at this stage of the business 
cycle. While these prospects 
seem to suggest increased em-
ployment opportunities in retail 
and wholesale trade establish-
ments, the opposite is more 
likely since employment in this 
sector has grown faster than 
real consumer spending (Table 
1). Employment growth in Ten-
nessee's wholesale and retail 
trade accelerated in 1985 to 
around 8 percent from a 6 per-
cent annual growth rate in 1984. 
Retail sales were growing at an 
annual rate of over 8 percent as 
of December, but this figure 
represents a slight deceleration 
over the year and is not adjusted 
for inflation, which averaged 
3.5 percent nationally. Trade 
employment nationally grew 
more slowly in 1985 than in 
1984. Thus, some retrenchment 
in Tennessee's trade employ-
ment is likely this year. However, 
the anticipated growth in per-
sonal income and consumer 
spending should generate higher 
deposits at banks and thrifts 
and greater tax revenues, as 
well as increased demand for 
loans and miscellaneous ser-
vices, thereby buoying certain 
other sectors, particularly state 
and local governments, finan-
cial and other services. 

Financial Services. Finance, 
insurance, and real estate de-
pend partly on the health of the 
local economy although slow-
downs in service industries typi-
cally are far less dramatic than 
in manufacturing. The deceler-
ation Tennessee experienced 
in 1985 was reflected in loan 
activity at the state's major fi-
nancial institutions. According 

to preliminary data loans at 
depository institutions were 13 
percent ahead of 1984; in con-
trast loan growth in the previous 
year had been 19 percent1 1 

This slower growth was attribut-
able largely to a tapering of real 
estate lending and a decline in 
farm loans. Commercial, indus-
trial, and individual loan de-
mand, especially at commercial 
banks, remained firm.12 Deposit 
growth at statewide depository 
institutions expanded 7 percent 
in 1985 as compared with an 
increase of 9 percent in 1984. 
Employment growth in financial 
services also decelerated rela-
tive to 1984 (Table 1). However, 
the 5 bank failures that occurred 
last year were fewer than the 11 
in 1984 or the 12 in 1983. 

The upturn foreseen in Ten-
nessee's economy this year 
bodes well for the state's banks, 
thrift institutions, and insurance 
companies Loan demand should 
firm as business sales pick up 
and consumers rebuild their 
finances. However, the modest 
growth projected for the con-
struction sector, l imited largely 
to single-family housing, could 
spell only minor improvement, 
if tha t for real estate lenders, 
brokers, and agents. Also im-
portant to the state's financial 
services industry is legislation 
passed in 1985 authorizing re-
ciprocal regional interstate bank-
ing. A flurry of intrastate merger 
activity has already shifted the 
distribution of deposits in favor 
of the state's five largest banks, 
although few interstate mergers 
had been culminated by year-
end. Such activity may increase 
this year in view of the state 
banking industry's greater sta-
bility after two years of widely 
publicized failures. Such activity 
might offer Tennessee consum-
ers and businesses a wider array 
of financial services at more 
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competit ive prices but could 
also slow employment growth 
as efficiency measures are im-
plemented in the course of in-
tegrating institutions across state 
lines. 

Tourism. A small but signifi-
cant service industry in Tennes-
see is tourism, which generates 
more than 70,000 jobs and al-
most $3 billion a year in busi-
ness receipts. This represents 
more than 4 percent of total 
payroll employment almost as 
much as the share accounted 
for by finance or construction. 
In addition, tourism adds $145 
million to state and local tax 
coffers.13 Since more than two-
thirds of Tennessee's 39 million 
tourists come from out-of-state, 
this industry represents an "ex-
port" just as most manufactured 
goods made in the state are 
sold to consumers elsewhere14 

Thus, tourism can propel more 
expansion than would occur 
from local population and per-
sonal income growth. For ex-
ample, the average Tennessee 
family would have had to pay 
$100 more in state and local 
taxes to maintain the same level 
of service in the absence of 
tourism. 

Last year was generally a good 
one for the state's tourist facili-
ties. Air travel to Tennessee 
was strong, especially in Nash-
ville and Memphis, which ex-
perienced double-digit increases 
that finally allowed those air-
ports to surpass the volume last 
achieved in 1979. Airline de-
regulation and two recessions 
in the intervening years had 
reduced passenger volume in 
many smaller cities. In the last 
two years that decline has turned 
around due to the expansion of 
service to such cities, not only 
by the major airlines but also by 

smaller carriers. The sharp in-
crease in Memphis traffic prob-
ably reflects Republic Airlines' 
decision to move one of its 
regional hubs to the River City. 
Yet auto travel seems to have 
fallen in 1985 for the second 
consecutive year, judging by 
the decline in visitor center 
registrations. 

Attendance at state attrac-
tions was mixed: state and na-
tional parks enjoyed a moderate 
increase in visitations, and the 
Great Smoky Mountains Nation-
al Park registered the busiest 

"Expectations of 
increased business 
convention, and 
vacation travel point to 
a good year for 
Tennessee's tourism 
industry,:" 

year in almost a decade Some 
private attractions, particularly 
the largest also reported sub-
stantially increased volume, 
while others experienced far 
more modest gains or even re-
duced attendance. 

The lodgings industry as a 
whole did well in 1985, with a 
considerable gain in aggregate 
receipts and a general increase 
in the total number of guests, 
partly spurred by a healthy con-
vention trade. Still, many indi-
vidual properties saw occupancy 
levels decline as a result of a 
sharply increased number of 
available rooms. Through No-
vember, statewide occupancy 
levels were 2 percent below 
last year; however, room rates 
generally were not discounted.15 

The prosperity of Tennessee's 
tourism industry in 1986 will 
depend largely on nationwide 

economic developments, but 
circumstances peculiar to the 
industry locally will also play a 
role. If the U.S. economy ex-
pands as expected, consumers 
should be in a good financial 
position to travel. In addition, 
the dollars substantial decline 
in 1985 should discourage Amer-
icans from traveling abroad and 
foster additional travel to U.S. 
destinations. Reduced oil prices 
are another favorable factor 
since lower energy costs will 
make transportation by air and 
auto less expensive. 

Among the local factors, per-
haps none is more important 
than American Airlines' decision 
to establish a regional hub in 
Nashville. The effects of this 
type of expansion were felt in 
Memphis last year with Repub-
lic's decision. The capital ex-
penditure in Nashville will be 
substantial—around $200 mil-
l ion—as will the employment 
impact Ultimately the expansion 
should create more than 1,000 
jobs. The new hub will also 
make air travel to and from 
Nashville more convenient just 
as Republic's hub has helped 
Memphis. This convenience in 
turn should boost not only busi-
ness and convention travel but 
also vacation tourism. Following 
deregulation of the airline indus-
try and the associated airfare 
discounts along busy airline 
routes, more American and Ca-
nadian families have been travel-
ing by plane even though autos 
are still the most popular mode 
of vacation transport In ad-
dition to generating more vaca-
tion travel by air, this trend has 
encouraged trips to more dis-
tant locations. Whether Ten-
nessee benefits as a result will 
depend not only on the avail-
ability of service but also on the 
degree of compet i t ion that 
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emerges. Tennessee cities have 
not experienced the abundance 
of discount fares available, say, 
in Florida 

Notwithstanding the possibil-
ity of more convenient and 
cheaper air service, the relative 
nationwide decline in air fares 
and the effects on destination 
patterns will probably reduce 
the volume of auto business on 
which many of the state's attrac-
tions and hotels depend. Such 
a decline would be felt most 
severely by attractions and ho-
tels in rural areas and along 
primary arteries used by Cana-
dians and midwesterners travel-
ing to and from Florida Indeed, 
increased use of airlines could 
account for some of the apparent 
decline in car travelers over the 
past two years. 

In the lodgings sector, room 
inventories are unlikely to in-
crease as much in 1986 as in 
the past few years, but many 
hotel rooms are in the planning 
stages and likely to come on 
stream by 1988. Hence, any res-
pite from the pressure on occu-
pancy may prove brief even 
though the opening of Nash-
ville's new convention center 
in late 1986 or early 1987 could 
boost demand and help absorb 
the new space. Excess capacity 
is fairly widespread in the hos-
pitality industry nationally and is 
similar to the surfeit in office 
construction that has led to high 
vacancy rates and depressed 
rental fees. Thus, even if current 
proposals to build a conference 
center and convention facility 
in east Tennessee reach fruition, 
there could be a number of 
lean years for nearby hotels 
and meeting facilities before 
demand catches up to the much 
expanded national levels of 
supply. 

Despite these uncertainties, 
expectations of increased busi-
ness, convention, and vacation 
travel point to a good year for 
Tennessee's tourism industry. 
That would be a boon not only 
to activities directly associated 
with tourism—hotels, travel agen-
cies, airlines, taxis, and attrac-
t ions—but also to retail establish-
ments, since shopping and eat-
ing out are favorite travel pas-
times. In addition, a good year 
in tourism could boost public 
sector activities by generating 
additional state and local taxes. 

A service that is closely related 
to the Tennessee tourism indus-
try, and one that should also do 
well in 1986, is the music indus-
try. The expected national ex-
pansion and associated gains in 
disposable income suggest that 
U.S. consumers will be able to 
purchase more records and 
others products of this industry. 
Moreover, Tennessee's concen-
tration on the country-music 
segment of the industry is fa-
vored by the demographic trend 
of an aging population since 
industry-sponsored market re-
search indicates that country-
music buyers tend to be older. 
In contrast, younger age groups 
account for a much larger share 
of overall industry receipts, and 
their declining proportion of 
the U.S. population does not 
augur well for the industry's 
long-term prospects nationally. 

Public Sector. After several 
years of contraction, Tennes-
see's public-sector employment 
expanded in 1985 (Table 1). 
Nonetheless, government em-
ployment remains 7 percent 
below the peak attained in 1980. 
State and local governments 
began expanding their payrolls 
only in the second half of 1985, 
when the new fiscal year began 

for most Thus, their year-to-
date employment growth sug-
gests that state and local govern-
ments were growing more slowly 
than federal government instal-
lations in the state, when the 
opposite was actually the case 
by the third quarter. Moreover, 
federal employment constitutes 
only about one-fifth of public 
sector jobs. 

This year holds promise for 
continuing expansion of the 
public sector, especially at the 
state and local level. The ex-
pected p ickup in consumer 
spending both by Tennesseans 
and out-of-state tourists should 
boost the state's tax revenues 
and allow for a moderate in-
crease in expenditures in the 
1986 to 1987 fiscal period. The 
state budget of $5.7 billion for 
fiscal year 1985 to 1986 repre-
sents a moderate increase from 
the previous year's expenditure 
Much of this increase will bene-
fit construction since new funds 
both for fiscal 1986 and in the 
proposed 1987 budget have 
been earmarked for building 
new prisons or renovating older 
ones. Conditions in many Ten-
nessee prison facilities have 
become extremely overcrowd-
ed. Considerable highway con-
struction also wil l be taking 
place where new factories, of-
fices, and meeting centers are 
being buil t Federal government 
employment and spending in 
the state may continue to rise 
modestly as it did last year; but 
pressures to reduce federal 
spending will probably constrain 
growth in this portion of Ten-
nessee's public sector. 

Agriculture and Mining 
Although primary sector active 

ities—agriculture and min ing— 
no longer play the dominant 
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role they once did in Tennes-
see's economy, the value of 
output produced by farming is 
at least on a par with the tourism 
industry. Moreover, employ-
ment and output in these indus-
tries remain of great significance 
in certain regions and localities. 
West Tennessee, for example, 
in many respects has more in 
common with the midwestern 
farm belt than with the indus-
trialized economies of middle 
and east Tennessee. A number 
of rural counties in the latter 
two areas also rely heavily on 
farming and mining as a primary 
means of livelihood or as a 
supplemental income 

Farming. As in the rest of the 
nation, 1985 was a poor year 
for Tennessee crop and livestock 
farmers alike. The major crops 
grown in Tennessee include 
tobacco, cotton, corn, and soy-
beans. Dairy products and pork 
constitute the major output of 
livestock farming in Tennessee. 
The outlook for Tennessee agri-
culture in 1986 is for a modest 
improvement Excess world-
wide supplies, depressed com-
modity prices, the high value of 
the dollar, reduced demand for 
U.S. farm exports, and a build-
up of financial strains all con-
tributed to the farmers' plight 
last year. 

Soybeans, a leading crop in 
terms of cash receipts, produced 
lower profits for farmers last year 
than in 1984 because of reduced 
prices, which have been under 
pressure from excess worldwide 
supplies and lagged effects of 
the dollar's high exchange rate 
on U.S. farm exports. Soybean 
exports could increase in 1986 
in response to the fall in the 
dollar last year. Moreover, the 
possibility of lower support 
prices as a result of the revised 
federal farm program for soy-
beans could reduce production. 

Lower supplies and slightly bet-
ter demand worldwide should 
improve the profits of west Ten-
nessee's many soybean growers 
in the year ahead. 

Tennessee's 50,000 tobacco 
growers, concentrated in east 
Tennessee and a few middle 
Tennessee communit ies, re-
duced their acreage in 1985, 
lowering output 7 percent de-
spite above-average yields. 
American tobacco production 

"7986 holds the 
possibility of some 
improvement in 
Tennessee's economic 
performance." 

has waned in recent years in 
the face of a reduced export 
market Nonetheless, tobacco, 
which vies with soybeans as the 
state's leading crop, probably 
was the most profitable crop in 
1985. This industry's prospects 
depend less on domestic and 
international market conditions 
than on the price support pro-
gram. The dollar's lower value 
could boost exports of pro-
cessed tobacco products, but 
deficit-reduction pressures and 
the new farm bill cloud the 
outlook for tobacco growers in 
1986. 

Corn was another profitable 
crop for Tennessee growers last 
year, although record U.S. corn 
production depressed prices 
and limited the profits garnered 
by Tennessee farmers despite 
their record yields. Abundant 
corn supplies nationally wi l l 
probably keep prices low in the 
year ahead, but some possible 
improvement in exports could 
help firm prices as the year 

progresses. Given the yield ad-
vantage held by Tennessee corn 
farmers, even a moderate up-
turn in prices could advance 
profits relative to 1985. 

Tennessee dairy farmers, like 
their colleagues elsewhere in 
the nation, responded to lower 
price supports last year by in-
creasing production to maintain 
their income. Unlike tobacco 
farmers, dairy farmers could take 
advantage of lower feed costs 
to increase their yields and 
thereby boost total output and 
revenues. Despite lower feed 
costs, 1985 proved to be less 
profitable than 1984 because 
of the absence of price supports. 
This year, an assessment of 
production to defray costs of 
the federal dairy program may 
reduce profits further and en-
courage dairy farmers to partici-
pate in the government's herd 
buyout program. Therefore, the 
outlook is for a repeat of last 
year's performance—profitable 
but not on the scale of previous 
years. 

Pork farmers' profits were 
constrained in 1985 by weak 
hog prices, but sharply lower 
feed costs improved profitability 
somewhat relative to 1984. A 
number of conflicting factors 
make the outlook for 1986 more 
clouded. Pork supplies are likely 
to be reduced, for instance, 
thereby boosting prices. Yet 
lower support prices, along with 
the absence of a paid diversion 
program, suggest reduced profits 

Mining. As projected last year, 
coal—the main product of Ten-
nessee's mining indust ry—did 
not sustain the growth experi-
enced earlier in the recovery. 
Coal production rose modestly 
compared with the sharp gain 
in 1984 output 1 6 Mining em-
ployment almost half of which 
involves extraction of coal, fell 

4 8 FEBRUARY 1986, E C O N O M I C REVIEW 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

February 1986



relative to 1984 levels in re-
sponse to reduced demand by 
local utilities, which consume 
most of Tennessee's coal (Table 
I) .1 7 Primarily because of lower 
industrial consumption, kilowatt 
hours fell in 1985 after two 
years of growth. Meanwhile, in-
creased competition from more 
technologically advanced for-
eign producers and slackened 
demand for energy in general 
has reduced demand for another 
Tennessee energy product ura-
nium fuel for nuclear reactors. 
As a result the Department of 
Energy closed the uranium en-
richment plant in Oak Ridge 
last year. A resurgence in manu-
facturing activity in 1986 could 

boost demand for coal, but the 
mining sector's relatively small 
size will limit the impact of 
such an improvement on the 
Tennessee economy. 

Summary 
In conclusion, 1986 holds the 

possibility of some improve-
ment in Tennessee's economic 
performance over 1985. Ex-
pected nationwide growth in 
construction and net exports 
should buoy the state's impor-
tant manufacturing sector. This, 
in turn, should boost personal 
income and thus consumer 
spending for goods and services 

in the state, including those 
offered by financial institutions, 
retail establishments, and travel 
and entertainment facilities. 
Agriculture could also show 
modest improvement as a result 
of the dollar's lower value and 
the associated rise that might 
occur in farm exports. Tourism, 
too, could benefit from the dol-
lar's depreciation and lower oil 
prices may encourage more Amer-
icans and foreigners to vacation 
in the United States Single-family 
and industrial construction will 
probably expand at a moderate 
pace, but office, apartment and 
condominium building is unlikely 
to be a source of growth in the 
coming year. 
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