
FEDERAL RESERVE B A N K O F A T L A N T A 37 

Tennessee: 
Challenges Ahead 
Jon Moen 

Slower growth in household spending 
nationwide spells only modest expansion 
for this heavy producer of consumer 
goods. 

Prospects for Tennessee in 1987 are mixed and 
depend largely on national and international 
developments. The state's economy is similar to 
the nation's and should respond to the same forces 
that help or hinder U.S. economic growth during 
the year ahead. Decelerating consumer demand 
anticipated in 1987 may cut into expansion of the 
state's important manufacturing sector, which 
produces mainly consumer goods rather than 
business or industrial equipment. Although a 
turnaround in the trade balance could offset this 
effect as more consumer needs are met through 
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domestic production, the modest advance ex-
pected in the national economy portends mod-
erate growth at best for Tennessee. 

In 1986 Tennessee's personal income expand-
ed slightly faster than the nation's. Most of the 6 
percent average increase for the first three quar-
ters in I986 came from a dramatic surge in con-
struction earnings that helped balance the state's 
lagging manufacturing sector. Employment gains 
in Tennessee of roughly 4 percent between 1985 
and 1986 were better than the nation's and those 
of all other southeastern states. Although the 
figures may be somewhat misleading since they 
include part-time workers and those taking sec-
ond jobs, they still indicate good growth. Most 
of the increase took place in the nonmanufac-
turing sector. 

Trends in 1987 wil l mirror developments in 
1986. Despite the fact that strong consumer 
spending mitigated losses caused by foreign im-
ports, income gains in manufacturing advanced at 
a rate far below the average increase in earnings 
for the state. Manufacturing, which accounts for 
20.5 percent of the state's income, will probably 
continue to flag in 1987. Tourism, a bright spot in 
1986, should provide even more strength in the 
year ahead. The new tax bill and overbuilding will 
cause commercial and multi-family construc-
tion to continue sliding, but single-family residen-
tial construction should maintain some of its 1986 
momentum. Moderate strength in housing ac-
tivity nationally may help the state by stimulating 
its lumber and furniture industries. Transfer pay-
ments and government employment, the second 
largest source of income in Tennessee, did not 
strengthen the economy in 1986 and are not 
expected to contribute much in 1987; nor will 
employment in finance, insurance, and real estate 
increase substantially in 1987. 

Agriculture showed no significant improve-
ment in 1987, but neither did farmers in Tennessee 
experience the same financial distress that af-
flicted those elsewhere in the country. Some indi-
cations suggest that 1987 will be the bottom of 
the trough for farming in Tennessee as well as in 
the nation as a whole. 

All in all, the outlook for 1987 is remarkably like 
last year's, though it lacks some of the optimism of 
the 1986 forecast. The new tax bill, uncertainty 
about the strength of consumer buying, and an 
unpredictable export market have all introduced 
caution about the state's performance vis-a-vis 
the nation's in 1987. 

The Shift Away From Industry 
Although the manufacturing sector's share of 

total employment has been falling for the last 
twenty years in Tennessee, as in the United States 
generally, industry still looms larger in this state's 
economy than in the nation's. As a result, Ten-
nessee has not participated as extensively as 
some other southeastern states in the national 
expansion of the past few years. National trends 
characterized by a weak domestic manufacturing 
sector, a growing service sector, and higher de-
fense spending have not helped states that de-
pend heavily on nondefense industry. Instead, 
U.S. economic developments have favored states 
like Florida and Georgia where services and pro-
duction of electronics and transportation equip-
ment for military use play an important role. 

In 1985, Tennessee's per capita earnings were 
just 81.1 percent of the nation's, up only slightly 
from 80.3 percent in 1982. Tennessee's lead over 
the nation's rate of income growth, then, is only 
slowly closing a considerable gap. However, over 
the last five years the state's income trends have 
stabilized and begun to fol low national patterns 
of growth and decline—a relatively recent devel-
opment related to the shift away from manufac-
turing. Before 1982, Tennessee's consumer-ori-
ented manufacturing industries made the state's 
economy especially sensitive to fluctuations in 
the national economy, so that nationwide de-
clines resulted in even sharper drops for Ten-
nessee. After the 1981 -82 recession the pressure 
of import competit ion and labor-saving modern-
ization, especially in chemical and textile firms, 
caused industrial job growth to slow significantly. 
Even so, these adverse effects were partly offset 
during the current expansion by strong gains in 
aggregate consumption that have not been char-
acteristic of other upswings in the national econ-
omy. Over the long run, the waning importance 
of manufacturing should serve to steady the 
state's historically more volatile reactions to the 
national business cycle. 

Despite the fact that service and trade jobs have 
more than compensated for reductions in Ten-
nessee's industrial employment, the state wil l 
increasingly face the problem of structural (and 
hence hard-to-remedy) unemployment created 
by job losses in the manufacturing sector. Even if 
demand for manufactured goods becomes strong-
er, automation makes it unlikely that employ-
ment in Tennessee's industries will rise in pro-
portion to output. 
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Manufacturing 
The share of manufacturing employment in 

Tennessee is larger than in the rest of the United 
States, 25 versus 20 percent (Chart 1). The largest 
employer in the nonagricultural sector, manufac-
turing provides jobs for 486,000 persons out of a 
total of 1.92 million. Several key factors influ-
ence the level of manufacturing employment in 
Tennessee, and their particular combination sug-
gests only weak expansion in 1987 or possibly a 
cont inued decline. Unlike other states in the 
Southeast, Tennessee's manufacturing industry is 
geared more towards consumer goods such as 
appliances, automobiles, and apparel rather than 
heavy equipment (Chart 2). Consumer spending 
is likely to grow more slowly in 1987 than in 1986, 
when increased discretionary income following 
the oil price cuts led to a strong surge in buying. 
Although the decline in the value of the dollar will 
mitigate overseas competit ion for several of Ten-
nessee's industries, others will not benefit unless 
the dollar depreciates more dramatically against 
the currencies of all ourtrading partners—particu-
larly Korea, Singapore, and Hong Kong. Producers 

in these countries have made substantial inroads 
into U.S. markets in recent years, and many 
foreign products compete with nondurable goods 
like apparel and textiles produced in Tennessee. 
In industries such as textiles that anticipate strong-
er demand, manufacturers have invested heavily 
in labor-saving equipment; therefore, any expan-
sion in output will be accompanied by less j ob 
growth than in the past. Prospects for the textile 
industry are a little better than for apparel, and 
business showed signs of improving last year as 
the fall in the dollar's value provided some relief 
from competing exports. Even though the num-
ber of jobs in textiles has been dropping steadily 
for nearly 20 years, it increased slightly in the third 
quarter of 1986 and could stabilize or rise slightly 
more in 1987. Employment in the apparel indus-
try, which has also been contracting over the long 
term, did not experience a turnaround in 1986, 
and none is expected this year. 

Little job growth is likely in the chemical indus-
try, which has also seen steadily declining em-
ployment over the past 20 years, largely due to 
intensive modernization and labor-saving efforts. 
The decline in the dollar's value may help to 
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stabilize this industry because stronger demand 
from textile producers and higher prices for for-
eign chemicals will tend to lessen competitive 
pressures. At the same time, inventories of bulk 
chemicals remain high worldwide, suggestingthat 
increasing demand may not stimulate substantial 
new production. 

One bright spot in Tennessee's nondurable sec-
tor was the resumption of employment growth in 
printing and publishing, an industry that has 
expanded in recent years. Its output has been 
mainly in the form of book publishing, with an 
emphasis on religious publications. Music publi-
cation is also important, especially in Nashville. 
The number of school textbooks printed is expec-
ted to grow rapidly in 1987 as elementary school 
enrollments rise nationwide. 

Food processing is another industry which has 
enjoyed employment growth in the last three 
years. This may be due to heighteningdemand for 
more prepared and time-saving foods and to 
generally lower food prices. Good growth should 
continue in 1987. 

The outlook for durable manufacturing is un-
certain for 1987. Should the fairly strong housing 
expenditures characteristic of 1986 continue, 
Tennessee's lumber and furniture manufacturers 
will probably keep on seeing moderately strong 
demand. Employment in this area expanded 2.4 
percent in the first nine months of 1986, following 
three consecutive years of increase. The lumber 
industry in Tennessee, which specializes in hard-
woods, has been less affected than softwood pro-
ducers elsewhere in the Southeast by import 
competit ion with Canada. Hardwoods like oak 
are used mostly in furniture, cabinetry, flooring, 
and other specialty products, while softwoods are 
used more heavily as structural components in 
construction and for paper. Not only does a 
strong housing industry bolster demand for cab-
inetry and other hardwood products, but it also 
leads eventually to furniture buying; so, this 
industry should perform well in 1987. Tennessee's 
home appliance manufacturers should also bene-
fit from continuing momentum in single-family 
housing construction in the state and the nation 
as a whole. 

Transportation equipment is another major 
durable goods industry that has shown relatively 
good growth over the past 20 years. Expansion in 
this area was quite strong in 1986 thanks to auto 
plant extensions, and the rate of growth in Ten-
nessee's output of cars and trucks probably sur-

passed that of other states. It is unlikely, however, 
that auto demand will be as vigorous in 1987. 
Consumer auto purchases were raised to an un-
sustainable level in the third quarter of 1986. This 
surge of sales was due largely to special financing 
packages offered to move inventories that had 
built up earlier in the year when production out-
stripped purchases. Car buying was also boosted 
by the change in the deductibility of sales taxes 
under the new federal income tax law. Some 
businesses as well as individual consumers shifted 
purchases from 1987 to 1986 to take advantage of 
the deduction before it is phased out. As a conse-
quence, 1987 could bring only flat to modest 
advances in Tennessee's auto industry. 

The uncertainty surrounding auto demand may 
have figured in General Motors' decision, an-
nounced in 1985, to cut back its investment in the 
new Saturn plant at Spring Hill. Saturn was con-
ceived as a low-cost car to compete in a product 
area that has eluded American manufacturers. 
Increasing competit ion from new producers in 
Korea and Yugoslavia, however, has further cloud-
ed the future of demand for American-made small 
cars. The plant is now expected to add 3,000 jobs 
when it is completed late in the decade rather 
than the 6,000 originally anticipated. A smaller 
plant wi l l probably l imit expansion in related 
manufacturing, and General Motors plans to buy 
some components for the Saturn car overseas as 
well, instead of producing them domestically as 
originally planned. General Motors claims, never-
theless, that this cutback is not permanent but 
rather reflects a lengthening of the development 
and introduction phase of production. 

Fortunately, Tennessee's manufacturing output 
is only lightly concentrated in the production of 
heavy business and investment equipment, as 
the removal of the investment tax credit and the 
lengthening of depreciation schedules starting in 
1987 will keep demand for capital equipment 
modest. Even though the new tax law should 
encourage investment in computers nationally, 
this positive stimulus will not affect Tennessee's 
electronics industry, which produces mainly elec-
trical machinery and electrical components of 
transportation equipment. Exports of U.S. capital 
equipment should show some improvement in 
1987, but whether or not such an upswing would 
substantially help Tennessee manufacturing re-
mains to be seen. 

Declining employment in manufacturing re-
sulted in disparities among job growth rates across 
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Table 1. 
Nonfarm Employment in Tennessee's Major Cities 

(Thousands) 

Percent Change 
1985 1986 1 9 8 5 - 1 9 8 6 

Monthly Average1 November Monthly Average1 November Monthly Average1 November 

Chattanooga 175 
Knoxville 230 
Memphis 384 

182 179 181 2.3 -0.9 
231 232 235 0.8 1.7 
389 387 394 0.8 1 -3 

Nashville 426 435 431 441 1.3 1.4 
Tennessee 1,858 1,902 1,930 1,980 3.9 4.1 

"January through November. 
Source: Tennessee Department of Employment Security, Tennessee Labor Market Report, various issues. 

the state (Table 1). Employment expanded most 
in the Tri-Cities area in eastern Tennessee. Knox-
ville and Chattanooga, also in eastern Tennessee, 
had the slowest advances in employment. Farther 
west, job growth in Nashville proceeded rapidly, 
while in Clarksville it was much slower. Several cir-
cumstances account forthe slackness in Knoxville 
and Chattanooga. Manufacturing jobs in these 
cities have been dwindling, and trade and service 
sector employment was barely strong enough to 
keep overall employment growing (Table 2). Cut-
backs at the Tennessee Valley Authority (TVA) and 
Oak Ridge facilities also limited job growth in 
these two cities. 

All in all, 1987 is not likely to bringany reversal of 
the long-term decline in manufacturing's impor-
tance as a source of employment in Tennessee. A 
slowdown in consumer durable purchases and 
flat demand from business investment will pro-
bably work against whatever improvement results 
from better foreign trade. Income originating in 
this sector should be somewhat higher due to 
reasonably good productivi ty growth, but not 
strong enough to push beyond the reduced pace 
in 1986. 

Service and Trade Sectors 
Broadening of the service sector in Tennessee 

more than offset shrinkage in manufacturing. Ser-
vice employment rose from 359,000 in 1985 to 
389,000 in 1986 (Table 3). Growth in wholesale 
and retail trade was another source of job gains: 

employment rose from 438,000 in 1985 to 466,000 
in 1986. The trade and service sectors are a more 
stable source of new jobs and tend to vary less 
over business cycles than does manufacturing. 

The trade sector is slightly larger as a source of 
income in Tennessee than in the United States as 
a whole, due in part to the state's central location 
and its position on the interstate highway and 
national rail systems, which make it a natural dis-
tr ibut ion center. Tourism and populat ion in-
creases in the state's metropolitan areas have also 
fed the growth of services and retail trade in Ten-
nessee. While the state's overall population rose 
slowly compared with that of the nation or the 
Southeast between 1980 and 1985, some of Ten-
nessee's metropolitan areas experienced signifi-
cant expansion during this period. The average 
annual population gain for Tennessee over the 
past six years was 0.8 percent, the same as for Mis-
sissippi; however, the Nashville metropoli tan 
statistical area grew at a markedly faster average 
annual rate of about 1.4 percent. Knoxville also 
expanded more rapidly than the state. The new 
residents came from shifts of population within 
the state between rural and urban areas and from 
an in-migration of Northerners. (Flows between 
Tennessee and other southeastern states resulted 
in population losses for Tennessee.) Between July 
1985 and july 1986, population increased 0.8 per-
cent, suggesting that the growth trends of the past 
five years are continuing. The density of Ten-
nessee's population, which, at 116 persons per 
square mile, is greater than the U.S. average or 
than that of any other southeastern state except 
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Table 2. 
Distribution of Employment by City and Percent Change 1985 to 1986 

Chattanooga Knoxville Memphis Nashville 

Thousands Percent Thousands Percent Thousands Percent Thousands Percent 
1986 Change 1986 Change 1986 Change 1986 Change 

Manufacturing 43.5 -0.6 47.9 -3.6 50.9 -2.5 90.2 -0.3 

Durable 16.9 -4.3 27.8 -3.9 21.9 -3.5 51.9 1.3 

Nondurable 26.5 2.0 20.0 -3.3 28.9 -1.8 38.3 -2.2 

Nonmanufacturing 136.2 3.4 184.4 2.1 336.5 1.4 341.0 1.6 

Mining 1.0 -6.6 1.5 -19.4 0.1 10.0 0.7 4.7 

Construction 7.0 9.9 11.5 7.8 17.8 2.6 27.4 9.6 

Transportation and 
Public Utilities 8.0 -1.5 8.7 0.0 33.4 3.2 20.1 -8.9 

Trade 38.9 -1.9 55.2 -0.5 106.3 -0.8 104.4 1.4 

Wholesale 10.1 0.8 13.1 -1.7 34.6 -1.1 27.6 3.2 

Retail 28.7 -2.8 42.1 -0.1 71.6 -0.6 76.7 0.8 

Finance, Insurance 
and Real Estate 11.2 6.8 8.3 -6.4 23.3 4.5 29.8 2.4 

Services 40.1 11.7 50.3 3.7 87.8 0.5 95.1 1.2 

Government 30.0 -0.7 48.8 4.9 67.9 3.7 63.6 2.8 

Total 179.6 2.4 232.2 0.8 387.4 0.8 431.2 1.2 

' January through November. 
Source: Tennessee Department of Labor Security, Tennessee Labor Market Report, various issues, and U.S. Department of Labor, U.S. Bureau of 

Labor Statistics, News, various issues. 

Table 3. 
Changes in Employment 

(Tennessee versus the United States) 

Tennessee United States 

1985 Average 
Employment 1986 v. 19851 1985 v. 1984 1986 v. 19851 

(Thousands) Percent Change Percent Change Percent Change 

Total Nonfarm Employment 1,860.9 3.9 2.9 2.7 
Manufacturing 489.4 -0.7 -2.1 -0.8 
Nonmanufacturing 1,371.2 5.6 4.8 3.5 

Mining 8.1 -9.5 -6.3 -14.5 
Construction 82.1 4.3 0.6 6.6 

Trade 437.7 7.0 8.4 2.9 

Services 359.3 8.4 5.3 5.1 

Transportation and Public Utilities 91.1 0.9 3.3 0.6 

Finance, Insurance, and Real Estate 89.3 0.9 4.3 6.0 

Government 304.3 3.9 1.3 2.2 

'F i rst eleven months of each year. 
Source- Computed by Federal Reserve Bank of Atlanta f rom data released by the Tennessee Department of Employment Security, Tennessee 

Labor Market Report, var ious issues, and U.S. Department of Labor, Bureau of Labor Statistics, News, var ious issues. 
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Table 4. 
Construction in Tennessee 

(Percent change, 1985 to 1986') 

Value of Nonresidential 
Construction 

Single-Family Permits Multi-Family Permits ($ millions) 

1985 1986 
Percent 
Change 1985 1986 

Percent 
Change 1985 1986 

Percent 
Change 

Chattanooga 1,425 1,571 10 1,605 1,213 -24 85.3 133.4 56 

Knoxville 1,761 1,770 1 1,512 605 -60 129.3 156.4 21 

Memphis 5,383 6,218 16 3,783 1,819 -52 263.6 288.6 9 

Nashville 5,225 7,569 45 8,465 6,293 -26 553.5 473.7 -14 

Tennessee 17,314 21,685 25 19,193 12,883 -33 1,289.7 1,334.2 3 

' January through November. 

Source- Computed by Federal Reserve Bank of Atlanta f rom data in U.S. Department of Commerce, Bureau of the Census, Housing Units 
Authorized by Building Permits and Public Contracts (C-40) and F. W. Dodge, Dodge Construction Potentials. 

Florida, also creates a good environment for retail 
trade and services industries. 

With slight exceptions, retail trade and seivices 
showed modest to sizable gains for both employ-
ment and income in 1986. In the first eight months 
of 1986 the value of retail sales rose by 10.3 per-
cent over the same period in 1985, and depart-
ment store sales were up 11.2 percent over 1985. 
These increases were among the highest in the 
nation. For 1987 moderate growth in the trade 
sector seems most likely, in keeping wi th the 
slowdown in consumption expected for Ten-
nessee and the United States as a whole as con-
sumers become wary of incurring more debt. 

Jobs in finance, insurance, and real estate 
edged ahead by about 1.0 percent in 1986, down 
sharply from the 4.0 percent gain a year ago; 
employment in transportation, communication, 
and public utilities advanced slowly as well. These 
industries are not expected to add workers any 
more quickly in 1987. The impact of the new 
interstate banking laws is just beginning to be felt 
in Tennessee with the takeover of Third National 
Corporation in Nashville by SunTrust Bank of 
Atlanta, but how the legislation will affect em-
ployment in the banking industry is still unclear. 
Although the real estate industry wil l feel the 
slowdown in certain types of residential and com-
mercial construction, continued strong demand 
for single-family dwellings should help maintain 
earlier job gains. 

FEDERAL RESERVE B A N K OF ATLANTA 

Construction 

The pattern of new construction in Tennessee is 
mixed across the state and from city to city (Table 
4). Statewide, single-family building permits rose 
27 percent in 1986 over 1985, while the number 
of permits for multi-family buildings—condo-
miniums and apartments—fell sharply. The value 
of nonresidential construction was also down 
slightly. This pattern, similar to Georgia's, is expect-
ed to continue in light of an overbuilt office 
market and changes in tax laws that make com-
mercial real estate investment less attractive. 

The larger cities in Tennessee show disparate 
construction trends: single- and multi-family per-
mits registered less change between 1985 and 
1986 in Chattanooga than in other cities. Permits 
issued in both categories declined in Knoxville, 
with the number of multi-family permits falling 
more than for the state as a whole. Nashville and 
Memphis reflected statewide trends, showing a 
large increase in the number of single-family per-
mits. In all cases, the prospectforan upturn in Ten-
nessee's multi-family construction is not good—a 
prediction that applies to the rest of the Southeast 
and the nation as well. 

Travel and Tourism 
Travel to Tennessee increased dramatically last 

year. State and national parks enjoyed a 9 percent 
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gain in visitors during 1986, and registrations at 
state visitor centers jumped 21 percent for the 
period from January to October compared to the 
same period in 1985. August registrations were up 
a full 95 percent over those in August 1985; this 
unusual increase was probably the result of spe-
cial advertising for "Homecoming 1986." The 
state promotional budget in 1986 was the third 
largest in the United States, surpassed only by 
ll l inoisand Michigan, and wil l probably be main-
tained in 1987. 

Homecoming 1986 was the largest statewide 
celebration and promotional project in Ten-
nessee's history, involving 39 communities around 
the state. Each community researched its history, 
planned for its future, selected a Homecoming 
project, and staged a community celebration at 
some point in 1986. Memphis's advertising cam-
paign was particularly successful in attracting 
visitors. 

Air travel increased in 1986, especially in 
Nashville. Airplane passenger arrivals between 
January and September 1986 were up 44 percent 
statewide, 24 percent in Memphis, and 42 per-
cent in Nashville. Nashville's importance as an air 
transportation center has grown as a result of its 
selection by American Airlines as a regional hub. 
Airfare competition, discounting, and promotion-
al packages have also increased air travel to Nash-
ville. American Airlines activity there recently met 
with protest concerning runway expansion and 
overflight noise in surrounding residential areas. 
American responded by threatening to revoke 
Nashville's designation as a hub; if the company 
follows through, a substantial number of antici-
pated jobs in the area would not be created, hin-
dering Nashville's potential as a major south-
eastern transportation link. 

The outlook for the tourism industry in Ten-
nessee is as promising for 1987 as for 1986. Mod-
est but stable GNP growth, combined with the 
lagged effects of the state's promotional efforts 
in 1986, should make 1987 another good year for 
travel. Slowly rising gasoline prices probably will 
not deter tourists bound for the state by car. New 
facilities and hotel renovations scheduled for 
completion by the end of 1986 to take advantage 
of accelerated depreciation rules should further 
boost travel by lowering room rates. Declining 
occupancy rates suggest that hotels in some cities 
like Chattanooga and Memphis are overbuilt rela-
tive to recent growth in demand. 

4 4 

Farming and Mining 
On the whole, the outlook for agriculture in 

Tennessee is more optimistic than for the rest of 
the Southeast because Tennessee's agricultural 
sector is more diversified than that of most other 
states in the region. Financial distress is less prob-
lematic for Tennessee's farmers, but even so the 
numberoffarmshasshrunkfrom98,000to96,000 
(about 2 percent) since 1985. Although the value 
of farmland increased slightly in 1986, it is still well 
below its peak of 1981. 

Last summer's drought in the southeastern 
United States resulted in lower levels of crop out-
put and reduced yields per acre. At the same time, 
crop prices are down about 14 percent from the 
same t ime last year. Total production of grains like 
corn soybeans and sorghum is expected to drop 
by at least 20 percent in Tennessee compared to 
8 percent nationwide. On the other hand, live-
stock prices are up 15 percent. The drought's 
effect on feed supplies caused milk and egg pro-
duct ion to fall off slightly from last year, and 
tobacco and cotton will probably register prices 
and output for 1986 lower than in 1985. In 1987, 
livestock income could rise, but crop income will 
be down. 

The state's major mining activity—coal—is 
located in the eastern half Tennessee. Employ-
ment in coal mining fell 9 percent from its 1985 
average, continuing a trend begun in 1984. De-
mand from the TVA has helped to keep coal 
employment in Tennessee from falling even faster. 
Low water levels caused by the drought have cut 
into the TVA's hydroelectric generating capacity 
so that through much of 1986 hydroelectric gen-
eration was about half of the normal level. The 
shortfall was replaced largely by more expensive 
coal-fired generation. Thus, additional demand 
brought about increased employment in the sec-
ond half of 1986. 

Aluminum production continues contractingas 
producers of raw al uminum shift to countries 
where electricity is cheap and bauxite is readily 
available; Brazil, for example, has benefited from 
this relocation. Fabrication of aluminum products 
in Tennessee should not, however, be affected by 
the shift. 

Government 
The outlook for government and related em-

ployment is not particularly optimistic. First, the 
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TVA and Oak Ridge Laboratories do not provide 
as many jobs as they did in the past. Second, in 
comparison to Florida and Georgia, Tennessee 
has fewer industries based on defense—one area 
where federal expenditures are likely to continue 
despite cutbacks in 1987. State and local govern-
ment employment grew faster between 1985 and 
1986 than between 1984 and 1985, thus reversing 
the trend toward declining government employ-
ment earlier in the decade. Much of the loss in 
employment, then, was at the federal level, and 
next year won' t show much improvement. De-
spite last year's advance, state government em-
ployment is expected to grow only modestly in 
1987. 

Tennessee relies on sales taxes for a large 
portion—about 76 percent—of its state and local 
revenue and draws the rest from specific com-
modity taxes, licenses, and fees. The state con-
stitution forbids the imposition of an income tax. 
Because sales taxes will no longer be deductible 
from federal income taxes in 1987, people may 
have shifted expenditures on expensive items to 
the end of 1986, and this could create a one-time 
windfall in sales tax receipts. Some states have 
tied their personal income taxes to federal taxes in 
a way that will generate additional state revenue 
under the new tax bill. Unfortunately, because 
Tennessee has no personal income tax, it will not 
benefit from this change. Falling federal approp-
riations and cutbacks in revenue sharing will also 
limit growth in state programs. While federal con-
tributions to the state's general fund are expected 
to increase by about 6 percent, contributions to 
transportation and highway projects will probably 
fall by 15 percent. Federal funds for other capital 
projects are likely to be cut by almost 50 percent; 
however, the amounts involved are small com-
pared to other federal transfers. Spending on 
highways and other transportation projects will 
nevertheless be expanded in Tennessee if the 
state goes ahead with plans to issue a substantial 
volume of bonds that would increase the Depart-
ment of Transportation's budget by almost 40 
percent. 

Tennessee relies on federal transfers for about 
31 percent of its general revenue. Although sev-
eral other states receive a large share of their 
general revenue from the federal government, 
they, unlike Tennessee, maintain a variety of 
methods for collecting revenue. Tennessee's de-
pendence on sales taxes and license fees may 
make the state more susceptible to cutbacks in 

federal funding owing to its inability to raise 
revenue by other means. A large increase in sales 
tax rates could be politically more diff icult to 
enact than modest increases spread across sev-
eral different taxes. Debt financing of the sort pro-
posed to fund Tennessee highways may become 
more widespread in this traditionally fiscally con-
servative area of the United States. 

The Problem of Structural 
Unemployment 

Tennessee's similarity to the United States sug-
gests that it, too, is vulnerable to the problems of 
economic transition and the shift in industrial 
structure now affecting the U.S. economy as a 
whole. Increasing structural unemployment may 
become a new concern for state policymakers in 
1987 and beyond. Structural unemployment is 
caused by the loss of jobs in industries that are 
either in long-run decline or in the process of 
modernizing or automating product ion. The 
chances that workers laid off from these industries 
will return to their old jobs are slim, and their skills 
are not in demand by other industries. The jobs 
that are available for such workers would prob-
ably pay substantially less than previous jobs, and 
many of the unemployed are unwilling to accept 
such work. The decline of the U.S. steel industry 
provides a textbook example. 

Structural unemployment differs from short-run 
joblessness caused by business cycles. Cyclically 
unemployed individuals are more likely to move 
where their skills are still in demand orto wait until 
they are recalled from layoff. Alternatives for the 
structurally unemployed are less clear-cut in the 
sense that migration or perhaps a little patience 
will not help solve their problem. There's no place 
to move that will offer better opportunities in the 
same line of work. Younger workers may be able 
to acquire new skills by returning to school, but 
older workers could have difficulty finding new 
jobs even if they are retrained. 

Decline in employment in chemicals, durables 
manufacturing, and apparel may present Ten-
nessee's government with the new problem of 
how to deal with this increasing structural unem-
ployment, an issue that northern industrial states 
have been facing since the late 60s. The combina-
tion of cutbacks in federal transfers and atax struc-
ture heavily weighted towards sales taxes and 
licenses could make it more difficult than expect-
ed to finance state programs to aid or relocate 
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these unemployed individuals. While Tennessee 
has been successful in attracting new manufactur-
ing, the long-run feasibility of such a policy for 
dealing with structural unemployment is not clear. 
New industry may benefit overall economic 
development, but unless the structurally unem-
ployed happen to fit the new industry's labor 
requirements, selectively attracting new industry 
will be a cumbersome solution at best. This is not 
to say that structural unemployment is a massive 
problem hovering on the horizon; rather, it is a 
new problem that the state will have to cope with 
continually as its economy becomes more and 
more like that of the United States. In the past, dis-
placed agricultural workers moved to cities or 
areas where factory labor was in demand; the 
alternatives for unemployed factory workers are 
not yet obvious. 

Summary and Outlook 
In the year ahead, Tennessee's economy should 

expand modestly, but its growth is contingent on 
several factors. First, consumer demand for dur-
ables as well as non-durables needs to remain 
strong; as noted earlier, Tennessee's manufactur-
ing sector is geared towards producing consumer 
goods. If consumer confidence falters, perhaps in 
response to increasing levels of consumer debt, 
continuing growth in Tennessee would be doubt-

ful. Second, manufacturing will have to hold its 
own. Recent improvement in the international 
balance of payments will not necessarily help 
Tennessee's manufacturing sector. Most of the 
shift in exchange rates has been with countries 
like Japan and West Germany. Because trade with 
these countries includes industrial and invest-
ment goods as well as electronic and other types 
of consumer goods not produced in Tennessee, 
Tennessee manufacturers may not see much 
upswing in their exports. The exchange rates for 
countries like Taiwan and Korea, which compete 
with Tennessee's textile and apparel industries, 
have not yet fallen much; unless they do, de-
creased competi t ion from imports wi l l not be a 
significant source of growth for Tennessee's 
manufacturing sector in 1987. 

Continuing strong construction of single-family 
homes will support manufacture of furniture and 
appliances. The current farm crisis did not affect 
Tennessee as severely as other states in the South 
and Midwest, and so further farming growth is 
expected. 

Because no one sector of Tennesse's economy 
is expected to be a substantial drag on its overall 
performance in 1987, national and international 
developments will be the factors that influence 
the course of expansion. Most forecasts for the 
United States in 1987 predict moderate growth at 
rates similarto those of 1986; the same will be true 
of Tennessee. 
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