
Banking Responds to the Growing Needs 
of Tennessee Business

Tennessee’s economy was “still running ahead” of the 
nation, according to the last M o n t h l y  R e v i e w  report 
(June 1965). Statistics for the complete year confirm its 
faster pace. Different sectors of economic activity reveal 
that Tennessee’s nonfarm employment gained 5 percent 
versus 4 percent for the nation; the state incorporated 8 
percent more new businesses, while the United States 
showed 3 percent more incorporations. The state’s con
tract construction soared 15 percent in contrast to the 
7-percent national gain. These increases in turn were 
reflected in an 8-percent advance of personal income for 
the state and a 7-percent gain for the nation.

Tennesseans proved no less hesitant to spend money 
than their national counterparts. Consumer spending gains 
compared favorably with the 8.5-percent rise in national 
retail sales, as suggested by the 10.6-percent jump in 
state sales tax collections.

This increased economic activity placed more demands 
upon the financial institutions of the Volunteer state. 
Member banks of the Federal Reserve System located in 
the Sixth District or eastern two-thirds of Tennessee pro
vided much of the lubrication needed to facilitate the flow 
of goods and services. These banks extended 14 percent 
more loans and attracted 10 percent more deposits in 
surpassing the corresponding national percentage gains. 
Despite a greater increase in business activity, Tennessee 
banks’ time deposits grew at a slower-than-national rate.
A Tennessee law limiting the maximum rate payable on 
bank deposits to 4 percent may have retarded growth.
The 10-percent gain in the flow of payments through 
checking accounts also gauges the increased use of bank 
services.

Consumer loans showed strong gains, according to 
figures based upon the latest detailed loan breakdown 
(June 1965). Loans for retail purchases jumped 21

A WIDE RANGE OF ACTIVITIES CHARACTERIZES

percent from the year-earlier level. Since most automobile 
purchases utilize credit, many of the new consumer loans 
came as direct consequences of the fast growth in auto 
sales. New state automobile registrations soared 18 per
cent in 1965 from the 1964 level. In addition to direct 
consumer loans, Tennessee member banks supported the 
expansion of consumer spending with sizable increases 
in their loans to other financial institutions, such as con
sumer credit companies.

Loans to fabricated metal products and food proces
sing in the manufacturing sector and construction in the 
nonmanufacturing sector showed large annual increases. 
These gains were reported by leading banks in Chatta
nooga, Knoxville, and Nashville at the end of 1965.

The large loan volume extended to the fabricated 
metal products industry reflects the rapidly rising demand 
for its products. This demand led to an 8-percent increase 
in jobs. Food manufacturing did not register a very large 
employment gain, but the rapid rise in food prices prob
ably created a need for larger working capital for carrying 
inventories. The gain in construction loans mirrors the 
jump in the state’s construction contracts and employment.

The patterns of economic change in each of the areas 
of the state are not simply smaller scale reflections of 
state totals. Therefore, recent developments in Tennessee’s 
economy can be understood by reviewing trends in trade 
and banking areas. Each of these areas consists of neigh
boring counties with similar economic characteristics.

Chattanooga employs a higher percentage of workers 
in manufacturing than any other major city in the state. 
Since manufacturing employment grew faster than non
manufacturing employment during 1965, Chattanooga’s 
greater orientation toward manufacturing helped assure 
faster job growth in this area than in other state areas. 
The high level of activity in metals industries and the

THE STATE’S GROWING ECONOMY:
In Chattanooga the laboratories 

of a drug manufacturing firm test drugs, 
cosmetics, and fine chemicals.

Outside of Knoxville in Alcoa, a long hot rolling line carries 
aluminum through another stage of processing.
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resurgence of textiles revived the area’s activity after its 
lackluster performance in the earlier stages of the present 
economic expansion that began in 1961. Although Chat
tanooga construction contracts dropped last year after an 
unusually good year in 1964, the large backlog of con
struction activity carried over from 1964 gave the area 
a 29-percent boost in construction jobs. Chattanooga 
banking business reflected this industrial and construction 
activity with better-than-state increases in loans and 
deposits at member banks and in bank debits.

Knoxville posted employment gains below the state 
average, despite excellent gains by the apparel industry. 
The city staged a spectacular 65-percent growth in total 
building contracts. Spending connected with the construc
tion boom was likely a major factor in giving the area a 
faster annual growth in bank debits than the state. How
ever, the slower growth of business activity, indicated by 
employment figures, held loans and deposits expansion be
low the state average. A great deal of the new construc
tion includes public buildings and apartments for which 
local bank financing is less frequently used. The 1965 
construction contracts getting underway this year prob
ably will stimulate the area’s economy.

Nashville’s gains in economic activity and banking 
surpassed those of the state. She scored her best per
centage job gains in machinery, apparel, and chemical 
industries. This strong increase caused member banks 
to decrease their investments in order to meet the strong 
loan demand. The 12-percent growth of deposits, the 
largest gain for any of the four trade and banking areas, 
did not prove adequate to meet the 17-percent gain in 
loans without reducing investments.

The economy of the Tri-Cities area of Bristol, Johnson 
City, and Kingsport was somewhat less buoyant than the 
standard metropolitan areas of the state. Yet the area’s 
income gains probably lagged less than job gains, since 
the high-wage chemical industry had a good year. Faster- 
than-the-state growth in deposits is symptomatic of good 
income gains in the area. If large chemical firms had relied 
on local sources of finance, loan expansion would have 
been larger. Employment figures indicate that construc
tion activity moved ahead strongly in 1965.

Percent Changes in Selected Tennessee Indicators
1964-1965

Standard M etropolitan  
Statistical Area Figures

Value of
M ember Bank Nnn- Construction

Statistics by Trade fnrm Contracts
a n d Bankmg Area Bank E 7mploy_—^ f _  ^ T “

Loans D eposits D ebits ment dential residential

C h a t t a n o o g a 1 3 . 6 1 0 . 2 1 2 . 5 6 . 0 3 . 0 - 1 7 . 1
K n o x v i l l e 8 . 9 8 . 8 1 1 . 6 4 . 8 6 7 . 8 6 0 . 4
N a s h v i l l e 1 6 . 7 1 1 . 7 1 2 . 7 5 . 4 1 9 . 3 5 1 . 0
T r i - C i t i e s 1 1 . 9 1 0 . 4 7 . 8 1 4 . 2 t N . A . N . A .
S t a t e  T o t a l 1 3 . 7 * 1 0 . 2 * 9 . 9 * 5 . 1 1 7 . 7 1 1 . 4

tTri-Cities is a non-SMSA area. tBased on average of bimonthly figures. 
•Sixth District portion only. N.A. Not available.

The Memphis area, lying outside the Sixth District, 
apparently took a breather in 1965 after a good year in
1964. The 2.9-percent increase in jobs lagged behind the 
growth in the other four major areas of the state. Con
struction activity suffered a sizable letdown following its 
success in 1964. Memphis banks echoed the moderation 
of the city’s business in a slowdown in the growth of bank 
debits, loans, and deposits.

Will the fast pace of Tennessee business continue this 
year? A definite plus factor for the state is the present 
exuberance of the national economy, because of the 
interdependence of the state’s economy with that of the 
nation. Yet business conditions could change unexpectedly. 
Capacity limitations are becoming of greater importance 
to the state’s economy as it begins the sixth year of expan
sion. However, Tennessee has already provided for more 
capacity by the large number of new businesses established 
and the higher level of construction activity last year. The 
possibilities of further expansion challenge Tennessee 
business and labor to make 1966 an even better year.

C. R i c h a r d  L o n g

This is one of a series in which economic developments in 
each of the Sixth District states are discussed. Develop
ments in Georgia’s economy were analyzed in the March 
1966 R e v i e w ,  and a discussion of Florida’s economy 
is scheduled for a forthcoming issue.

At the Arnold Engineering Development Center in the Nashville 
Trade and Banking Area, a rocket test cell is being constructed for 

testing the third stage of the Saturn 5 space vehicle.

One of the state’s largest industrial plants 
in Kingsport produces 

chemicals, fibers, and plastic products.

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

April 1966


