
Diversity and Balanced Growth 
Tennessee Stays on Track 

Throughout the Northeast and Midwest, many 
communities are now just beginning to recover 
from years of recession in manufacturing. The 
media have made the public well aware of the 
plight of towns devastated by the closing of a 
local plant, whose workers have bleak prospects 
for re-employment. Yet, in the Southeast, one 
state with long-established ties to manufactur-
ing has rarely provided the backdrop for such 
stories. Despite the continued preponderance 
of industrial production over services in Ten-
nessee, the state has enjoyed fairly steady 
economic growth and a relatively low unemploy-
ment rate compared with its southeastern 
neighbors. This article explores the secrets of 
the state's success in meeting the challenges of 
global competitiveness that have taken such a 
toll on industrialized regions elsewhere in the 
country. 

For most of this decade Tennessee's econ-
omy has been shifting away from basic manufac-
turing toward a diversified mix of services, 
transportation and distribution, and more effi-
cient, technologically advanced manufacturing. 
Though manufacturing remains an important 
source of income and employment in Ten-
nessee, no single industry, such as steel or 
automobiles, predominates. The state's manu-
facturing sector encompasses a wide array of 
industries, ranging from consumer durables to 
machinery, while primary commodities make up 
onlya small part of its industrial output. Further-
more, the renewed vigor of transportation and 
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distribution complements the strength of the 
state's manufacturing industries. 

The slow growth in Tennessee's manufactur-
ing employment since 1970 has not created per-
sistent problems for the state's economy. In 
textiles and many other industries where em-
ployment has fallen, technological improve-
ments have buoyed output and earnings. 
Employment gains—both absolute and rela-
tive—in services, retail and wholesale trade, and 
transportation have helped to absorb job losses 
from manufacturing and agriculture and have 
further diversified Tennessee's economy. 

By maintaining a well-balanced manufactur-
ing base, Tennessee has avoided chronic unem-
ployment and other problems of declining 
industries. In addition, the state has invested in 
further expansion by making the most of its 
transportation and distribution industries, 
which have been revitalized as a result of 
renewed economic growth nationwide. Variety, 
flexibility, and the reallocation of resources be-
tween expanding and shrinking industries 
should sustain Tennessee's economic growth in 
the foreseeable future. 

Historical Considerations 

Manufacturing has traditionally played a 
more vital role in Tennessee's economy than in 
other southeastern states. In 1970,35 percent of 
Tennessee's nonfarm workers were employed 
in manufacturing, and 14 percent were employed 
in services (narrowly defined as excluding whole-
sale and retail trade, finance, transportation, 
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Despite the historical predominance of manufacturing in Tennessee, the state has, over the last decade, side-
stepped the problems that have plagued other manufacturing-dependent parts of the nation. The recipe for on-
going balance in Tennessee's economic growth includes such ingredients as furthering the shift from basic 
manufacturing toward a mix of services and more technologically-advanced manufacturing, maintaining its 
highly competitive transportation and distribution network, and continuing to foster its flexible labor force. 

communication, and utilities). This gap has 
steadily narrowed to the point where service 
industries now employ 20 percent of the labor 
force as compared with manufacturing's 25 per-
cent. Most of the relative decline in manufactur-
ing employment has occurred in nondurable 
goods like textiles and apparel, while the share 
of employment in durable goods production has 
held steady for the past ten years (see Table 1). 
The importance of manufacturing as an employer 
in Tennessee contrasts to its status nationwide, 
where it accounted for 23 percent of nonfarm 
workers in 1970 and currently claims only 17 
percent. 

As a source of earnings (defined as the sum of 
wages, salaries, other labor income, and pro-
prietors' income) manufacturing has proved 
even more crucial than it has as an employer. In 
1970, 33 percent of earnings in Tennessee came 
from manufacturing, while 14 percent derived 
from services. For the United States these 
shares were 27 percent and 15 percent. Earn i ngs 
in the two sectors have converged since 1970: 
today manufacturing accounts for 28 percent in 
Tennessee and 23 percent in the United States, 
while services contribute 19 percent of the 
state's earnings and 21 percent of the nation's. 
Furthermore, earnings per employee in Tennes-

Table 1. 
Distribution of Nonfarm Employment in Tennessee 

(annual average percentage of total nonfarm employment) 

1970 1975 1980 1985 1987' 
Manufacturing 35.0 30.5 28.7 26.3 24.8 

Durables 14.4 12.9 12.8 12.8 12.1 
Nondurables 20.6 17.6 15.9 13.5 12.7 

Trade 19.4 21.3 21.7 23.5 23.6 
Services 13.9 15.2 16.7 19.3 20.4 
Government 17.0 18.0 18.2 16.4 16.2 
Finance 4.3 4.6 4.5 4.8 4.8 
Construction 4.9 5.1 4.7 4.4 4.9 
Other 5.5 5.3 5.6 5.3 5.3 

* January through October only. 

Source: Computed by the Federal Reserve Bank of Atlanta from statistics provided by the U.S. Department of Labor, Bureau of Labor 
Statistics, and the Tennessee Department of Employment Security. 
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Sources: U.S. Department of Labor, Bureau of Labor Statistics, arid Tennessee Department of Employment Security, Research and Statis-
tics Division. 

Chart 1a. 
Unemployment Rate in Tennessee and the United States 

(annual average, 1970-86) 

1972 1976 1980 1984 

see's manufacturing sector have risen 17 per-
cent since 1970; over the same period, services 
earnings on a per worker basis have improved 
by 12 percent and overall earnings by 9 percent. 
The decided upward trend in earnings per 
manufacturing employee has resulted partly 
from technological improvements, increased 
capital intensity, and the closure of marginally 
productive plants. This steady strengthening 
indicates that manufacturing will remain an 
important source of income in Tennessee. 

While manufacturing has bolstered Ten-
nessee's employmentand income on average, it 
has also rendered the state more sensitive to 
the business cycle. Employment and output in 
manufacturing tend to be more volatile across 
the business cycle than they are in other sectors 
such as services. Thus, Tennessee's large manu-
facturing sector has in the past magnified 
changes in employment and income in com-

parison with national fluctuations. The state's 
higher volatility may diminish as services, trade, 
and transportation grow in importance relative 
to manufacturing (see Charts la and lb). This 
shift exemplifies Tennessee's historical pro-
clivity to rebound from economic setbacks and 
to take advantage of new developments in the 
nation. Although it has typically suffered more 
than the nation during recessions, in recent 
years Tennessee's economy has achieved bal-
anced growth by mirroring the changes wrought 
in the structure of the U.S. economy. 

Manufacturing's Signal Role 

Aside from providing historically large shares 
of employment and income, manufacturing is 
essential to the health of Tennessee's economy 
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Chart 1b. 
Personal Income in Tennessee and the United States 

(annual percent change, 1970-86) 
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Source: U.S. Department of Commerce, Bureau of Economic Analysis, Regional Economic Information System. 

for additional reasons. First, the broad spec-
trum of manufacturing industries, which are 
evenly divided between durable and nondur-
able goods, contributes diversity to the state's 
economy (see Table 2). Few of Tennessee's fac-
tories produce the basic commodities like 
steel, whose decline is so evident in the North-
east and Midwest. Aluminum production, the 
salient primary industry in Tennessee, accounts 
for a small share of the labor force. Moreover, the 
decline in output and employment occasioned 
by the shift of basic aluminum production over-
seas, where raw materials, electrical power, and 
labor often are cheaper, has been offset by a 
shift toward fabricating aluminum products such 
as window blinds and other consumer products. 

Tennessee's manufacturing sector undergirds 
the state's economy not only because it encom-

passes a wide variety of industries but also 
because it virtually excludes primary com-
modity production. Furthermore, only a small 
fraction of the state's labor force is devoted to 
natural resource extraction. Heavy industries 
such as steel making and mining typically have 
been prone to sharp swings in output and 
employment over the course of the business 
cycle. 

Rather than concentrating in heavy industry, 
Tennessee produces transportation equip-
ment, electrical machinery, and consumer 
appliances and electronics. The fact that these 
products are particularly sensitive to foreign 
competition has in the past aggravated Ten-
nessee's already above-average volatility in 
overall employment associated with the greater 
cyclicality of manufacturing (see Chart 2). HOW-
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Table 2. 
Employment in Tennessee's Durable and Nondurable Manufacturing 

(percent share) 

Durables 
Machinery 11.5 12.9 15.0 15.3 14.5 
Trans. Equipment 3.7 3.8 4.6 6.4 6.7 
Lumber and Wood 8.6 8.4 8.0 8.8 9.5 
Primary Metals 4.1 3.8 3.8 3.5 3.3 
Stone, Clay, and Glass 3.0 3.4 2.9 2.9 ,2.9 
Fabricated Metals 6.1 6.8 6.7 7.9 7.9 
Other 12.5 12.0 12.0 11.7 11.6 

Nondurables 
Apparel 14.3 14.4 13.8 13.1 13.1 
Food Processing 7.8 3.4 7.8 7.8 8.0 
Chemicals 13.1 12.0 11.3 8.2 7.8 
Textiles 7.8 5.9 5.2 4.6 6.4 
Printing and Publishing 4.5 4.9 5.4 6.3 6.4 
Paper 3.1 3.3 3.5 3.7 3.7 

*January through October only. 

Source: Computed by the Federal Reserve Bank of Atlanta from statistics provided by the U.S. Department of Labor, Bureau of 
Labor Statistics. 

ever, durable goods manufacturers in Ten-
nessee have been implementing more efficient, 
technologically advanced production technol-
ogies, which render them more competitive 
with foreign producers. Foreign direct invest-
ment in automobile and electronics plants in 
the state should also diminish unemployment 
and output variations engendered by competi-
tion from overseas producers. 

Nondurable manufacturing in Tennessee 
comprises textiles and apparel, chemicals, paper, 
printing and publishing, leather goods, and rub-
ber and plastics. While a few nondurable indus-
tries, like printing and publishing, have actually 
gained workers, employment in most others has 
fallen relative to durables. Even so, nondurable 
output has not waned proportionately. Over the 
past few years, textile and chemical producers, 
for instance, have been particularly successful at 
enhancing productivity by adopting new tech-
nology to replace less skilled labor. 

The introduction of innovative labor organiza-
tion and management techniques into some of 
Tennessee's traditional industries may fore-
shadow the more widespread adoption of such 
methods. For example, the Nissan auto plant, 
near Nashville, gives workers partial control in 
operating decisions, as will General Motors' 
Saturn plant when it comes on line in 1990. Pro-
duction is organized more around teams of 
workers instead of the usual assembly line. Both 
holding costs and forgone interest have been 
minimized by keeping low inventories of com-
ponents and parts. A few suppliers and com-
ponents producers have opened facilities near 
Nissan to meet the needs of just-in-time as-
sembly, and a similar supply hub could develop 
near the Saturn plant. The state's good trans-
portation and communications network helps 
prevent production delays and bottlenecks. 

Much of Tennessee's industrial plant is new 
and technologically advanced or recently up-
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Chart 2. 
Tennessee Manufacturing Employment: Durables and Nondurables 

(annual percent change, 1970-86) 

1972 1976 1980 1984 

graded. This is especially true in the textile 
industry, whose modernized plants now require 
fewer unskilled workers than formerly, and in 
electronics and transportation equipment manu-
facturing, where direct foreign investment has 
ushered in new technology and organizational 
methods. 

In effect, Tennessee has bypassed the large-
scale industrial decline that has caused unem-
ployment and massive out-migration in many 
northern states. By relying on communication 
and trade, both throughout the nation and with 
overseas markets, the state has entered into the 
next stage of industrial development founded 
on diversified manufacturing. This base will con-
tinue to be supported by an expanding service 
and distribution sector, which should also add 
stability to employment and income. If domes-
tic goods can be substituted for foreign goods, 

Tennessee's position as a distribution center 
will help to insulate its economy from shifts in 
overseas trade. 

Distribution and Services 

While manufacturing stands as the state's 
most important sector, its conjunction with a 
well-developed and centrally located transpor-
tation network has made Tennessee attractive 
to foreign as well as domestic investment. This 
combination of production and distribution 
should continue to bolster the state's economy 
in the future. Every significant type of transpor-
tation is available in Tennessee. Nashville, one 
of four U.S. cities where three major interstate 
highways intersect, is a hub for American Air-
lines, which has in the past few years almost 
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doubled overall capacity there. Northwest Air-
lines recently has stepped up its operations in 
Memphis, the headquarters city for Federal 
Express, an overnight air delivery service. Ten-
nessee is also linked to the rest of the nation by 
several rail lines and two major waterways—the 
Mississippi River and theTennessee-Tombigbee 
Waterway. In fact, the state's emergence as a 
hub has pumped up employment in its trans-
portation sector by over 50 percent since 1970, 
as compared to a 37 percent rise in total state 
employment. 

Furthermore, because almost three-quarters 
of the nation's population is within a day's drive 
of Tennessee, the state serves as an important 
regional distribution center. Despite the recent 
decline in residential and commercial construc-
tion, Nashville area builders have been sus-
tained by strong demand for warehouses. Another 
indicator of Tennessee's central distribution 
position has been the rising importance of whole-
sale and retail trade. The state's retail trade 
employment rose 69 percent between 1970 and 
1987, while employment in wholesale trade grew 
at the state average. Although retail capacity in 
the Nashville area has advanced substantially, 
some observers believe that the city has been 
lacking in retail space and has only recently 
begun to catch up to demand. 

Tennessee's well-developed transportation 
system also feeds its strong travel and tourism 
industry. Tourist attractions in the state benefit 
directly from the state's travel network and 
channel tourists' dollars to hotels, restaurants, 
and other retail and service establishments. 
The state government has been active in pro-
moting tourism in the past few years and has 
made a commitment to maintain and improve the 
state's highway system. Such measures should 
keep Tennessee in the running with other states 
in attracting new business to the region. 

Population and Migration 

Moderate population gains and in-migration 
have spared Tennessee many problems that 
occur in rapid-growth areas. The state's popula-
tion has risen 23 percent since 1970, compared 
with the nation's 19 percent and Florida's 73 
percent increase. Migration to Tennessee from 
other states has been relatively light in com-

parison with other southeastern states like 
Georgia and Florida. Between 1980 and 1986 
Tennessee had a net migration of 56,000 per-
sons, which accounted for just over 1 percent of 
its population. In contrast, Florida's net migra-
tion numbered 1,709,000 persons, over 17 per-
cent of its average population. Unlike Florida's 
and Georgia's, sizable shares of Tennessee's 
migratory flows have been with other southern 
states; about one-fourth of Tennessee's in- 1 
migration originates from Kentucky, Florida, 
Georgia, and Texas. One-fifth of the people 
leaving Tennessee have gone to Florida and 
Georgia, states that are running a migration sur-
plus with Tennessee. 

The internal redistribution of the state's pop-
ulation from rural, central Tennessee to the 
more rapidly growing urban areas has provided 
workers for the state's expanding service and 
transportation industries. Although the pop-
ulations of Memphis and Chattanooga have 
grown rather slowly, Nashville and Knoxville 
have expanded more quickly than the rest of the 
state. Notsurprisingly, the greatest gains in non- ^ 
agricultural jobs have occurred in the counties 
surrounding the latter two cities. Nashville has 
seen a surge in manufacturing employment, but 
it has shared this growth with several rural coun-
ties. Most of the employment gains in urban , 
areas have stemmed from the rise in the service 
sector, whose businesses typically require the 
fairly dense population and concentration of 
customers found in cities. 

Although rapid population growth has been a 
boon to the economies of Georgia and Florida, 
Tennessee's slower population gains have not 
been a disadvantage because of the geographic 
mobility of its labor force. Workers have been 
willing to move from declining to expanding 
sectors even though for many this change has 
entailed relocation within the state. In some 
respects more moderate population growth has 
actually been an advantage in that the state and 
local governments have faced fewer pressures 
to expand public services like roads, schools, 
and utilities. 

Policy Issues 

Despite its good record to date, faced with 
waning industrial employment and growth in 
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service jobs, the labor force will continue to pre-
sent Tennessee with fresh challenges. For-
tunately, these challenges should not require 
massive new programs, notwithstanding the large 
size of Tennessee's manufacturing sector and its 
sluggish expansion in recent years. One mitigat-
ing factor is that Tennessee's nonmanufacturing 
employment, as defined by the U.S. Labor 
Department's payroll series, has been climbing 

I apace over the past year. Indeed, in many months 
it has surpassed the rate in Florida, often con-
sidered the Southeast's premier growth state. 
Furthermore, industries such as textiles, which 
are expanding output while cutting employ-

r ment, release workers who may be demanded 
by newer, growing industries. 

A key issue facing Tennessee's state and local 
governments will be how to train people just 
entering the labor force and retrain displaced 
workers who are unable to find employment 
similar to their previous job or at comparable 
levels of pay. As Tennessee's economy becomes 
increasingly service-based and less dependent 

[ on unskilled labor, an emphasis on general 
education at the primary and secondary levels, 
rather than vocational training, will be critical in 
developing the state's labor force. Both manu-
facturing and services will rely more and more 
on information and communication and will 
therefore require well-educated, adaptable 
workers. 

In the past Tennessee has ranked low in 
expenditure per elementary and secondary 
pupil and in average years of schooling com-
pleted. However, the state's Better Schools 
Program, launched in 1984 and focused on basic 
education and faculty improvement, should 
serve to upgrade Tennessee's schools. In fact, 
the high quality of the state's educational sys-
tem has been cited as one reason General Motors 
made the decision to locate Saturn in Ten-
nessee.1 If Tennessee continues to leave job 
training mostly to the private sector, it will free 
more of its limited resources for providing ade-
quate general education. Another contribution 
the state could make toward reducing frictions 
in the movement between occupations during 
periods of economic change would be to collect 
and distribute information on a broad scale 
about jobs that are in demand. 

Competition among states for new industries 
raises the issue of what role state governments 

should play in recruiting firms to relocate or 
establish new plants. Tennessee's premier case 
study is the General Motors Saturn plant, lo-
cated near Nashville. William Fox and Warren 
Neel at the University of Tennessee believe that 
tax incentives and publicly financed develop-
ments were probably not key factors in GM's 
choice. They cite, instead, Tennessee's location 
and climate and its well-developed transporta-
tion network as primary determinants of GM's 
decision.2 Lower wages, high worker produc-
tivity, and a strong economy were secondary 
reasons. In short, many of the deciding factors 
were ones over which a state government has I it-
tie control. 

Fox and Neel warn that, in the contest to 
attract major industrial investments, states may 
give away too much. They do not deny that some 
state investment in roads and other public 
infrastructure is economically justifiable in 
cases where several firms will use such facilities 
that one firm could not afford to construct on its 
own. In the case of the Saturn plant, though, the 
$30 million Tennessee will pay to train new 
employees, along with another $30 million ear-
marked for the Saturn Parkway to connect the 
plant with the interstate highway system, repre-
sent benefits specific to Saturh. At the county 
level, the plant will receive a subsidy in the form 
of a property tax break. Given the size of the 
Saturn investment, some sort of tax reduction 
may be appropriate. 

As an alternative to chasing individual proj-
ects with tax and other financial incentives, Fox 
and Neel suggest a state policy of maintaining 
and distributing a list of possible development 
sites and their characteristics. Such a list would 
facilitate potential investors' decision-making. 
Given Tennessee's favorable business environ-
ment, this kind of advertising should continue 
to attract new firms to the state. 

1988 and Beyond 

The Southeast has enjoyed rapid economic 
growth for most of this decade. While Ten-
nessee has participated in the expansion, the 
state's modest population gains have fended 
off the infrastructure assaults experienced by a 
number of its neighbors. 
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The mix of industry in Tennessee has ener-
gized the state's economic resurgence. Though 
manufacturing has always been vital to Ten-
nessee, during this decade the state has ex-
perienced a shift away from extractive industries 
and primary commodities toward manufacturing 
that draws on more skilled labor and advanced 
technology. This movement should result in a 
population and labor force with higher levels of 
income and education. Service industries, which 
are becoming more prominent, will help to 
check swings in employment and output in Ten-
nessee's economy. The vigor in both manufac-
turing and service industries has been nurtured 
by the state's well-developed transportation 
industry. 

Tennessee's moderate birth and in-migration 
rates have smoothed the transition of its labor 
force from rural to urban areas. Because the 
state has not had to absorb a large influx of job 

seekers, its own new or displaced workers have 
faced less competition for available jobs. Equally 
important, state and local governments have 
been spared the burden of having to expand 
services inordinately. 

The education of a highly adaptable, well-
informed labor force will be vital to Tennessee's 
continued economic well-being. As more and 
more jobs—even those that have traditionally 
used unskilled labor—become technologically ^ 
advanced or oriented toward services, employ-
ers will be looking for workers who learn quickly 
and communicate well. If Tennessee encour-
ages its industries to provide their own techni-
cal or job-specific training to new workers or £ 
those making the transition from unskilled to 
skilled labor, the state will be able to concen-
trate resources on more general education, 
which gives its people a strong foundation on 
which to build specific job skills. 
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Notes 

'William Fox and Warren Neel, "Saturn: The Tennessee 
Lessons," Forum, no. I (Spring 1987): 12. 

2lbid.: 7-16. 
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