
T e n n e s s e e 's  E c o n o m y  

B u ild s  U p  M o m e n t u m  

F o r  F u r t h e r  G a in s

b y  J o h n  M .  G o d f r e y

As Tennessee's econom y approaches the end of the second year of the current 
econom ic upturn, there are signs that the underlying econom ic strength 
has generated sufficient momentum to carry the econom y forward for some  
time. The major evidence of this econom ic strength may be checked off:

Personal income is up strongly.
Employment is rising in all major categories.
Unem ploym ent is on the wane.
Stronger business and consumer spending is apparent.
For nearly two years, there have been noticeable signs that econom ic  

activity was picking up steam in Tennessee. However, a number of weak areas 
were partially offsetting the expanding areas. In particular, a weakness in the 
manufacturing sector was preventing the state from experiencing a strong and 
balanced econom ic recovery.

This is no longer the case; manufacturing is turning out to be a strong 
performer that should carry the Tennessee econom ic show  briskly forward. 
Throughout most of Tennessee, manufacturers are reporting that sales, output, 
and profits are up strongly. Increased orders, in turn, are having a favorable 
impact on employment conditions and are increasing the dem ands for new  
and expanded plant and equipment. As a result of the impressive rebound 
in manufacturing, incomes derived from the manufacturing activity are advancing 
strongly and increased consumer spending is but one result.

The basis for expected future gains in Tennessee's econom y appears more 
clearly, however, when the econom y's various sectors are examined in greater 
detail. Using the broadest measure of Tennessee's econom ic posture— personal 
income— we note that solid gains have now  been established that provide 
the basis for expected future gains. For as a strong income m omentum develops, 
it begins to feed on itself and can be expected to continue as a source of 
econom ic strength.

Personal income growth snapped back sharply in the first half of 1972, 
advancing at an annual rate of 13 percent. This performance contrasts sharply 
with only small gains during the latter half of the previous year, a period

Note: This is one of a series of articles in which economic developments in each 
of the Sixth District states are discussed.
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when the wage-price freeze undoubtedly made a 
significant difference. Nevertheless, personal income 
did advance slightly more during 1971 (up 9 
percent) than during 1970 when the business 
downturn held the growth in personal income 
to 8 percent.

In contrast to the previous two years, the private 
sector of the econom y is now  providing the 
strongest income gains. Income from the 
manufacturing sector has advanced at an annual 
rate of 15 percent. Other areas of particular income 
strength are in construction, trade, transportation, 
communications, and public utilities. And what 
makes the strong gains even more important to 
Tennesseeans is that a larger proportion is "real." 
The pace of inflation has slowed so that the 
additional income buys more goods and services.

Incomes have advanced, in part, because more 
business firms have experienced rising sales, leading 
to increased output and employment. That 
businesses are now  seeking to hire more workers is 
evidenced by increased help-wanted advertising; 
and, as a result, total employment is now  rising 
strongly. In the last twelve months, more than
54,000 employees were added to Tennessee's 
payrolls. In contrast, only about one-half of that 
number was added in the preceding twelve months.

Manufacturing Employment:
A  Source of Strength

These signs of greater strength in employment sug
gest that the Tennessee econom y is now  solidly on 
its feet. Employment in the manufacturing indus
tries is now  a special "p lu s "  and has been rising 
at a 2.3-percent annual rate over the last few 
months. This trend began last year as manufactur
ing rose somewhat less than 2 percent, follow ing  
a nearly 3-percent decline in 1970.

Measured by nearly all available econom ic  
indicators, the durable goods sector has shown 
the greatest strength. For example, the boom  in 
residential construction and new family formations 
is having a favorable impact on the lumber, 
furniture, and home fixture producers. Increased 
output is also show ing up in the machinery industry, 
primarily agricultural equipment and consumer 
electrical products. In Nashville, completion of 
defense contracts for helicopters and military 
transport aircraft w ings is being offset by increasing 
orders for rapid-transit car bodies and civilian 
aircraft. Not all durable manufacturing, however, 
has been uninterrupted. There was a short-lived 
labor-management dispute at a major aluminum  
producer in the early summer.

Employment in nondurable goods manufacturing 
is also recovering, although not as vigorously. 
Textile and apparel manufacturers are expanding 
their output and once again new plants are opening 
in Tennessee. Two areas that felt the brunt of
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earlier defense cutbacks— chemicals and ordnance 
— are no longer experiencing layoffs. This is 
important to such localities as the Tri-Cities 
area where previous cutbacks were severe.

The strong gains in manufacturing incomes are 
not just the result of increased employment. 
Average weekly manufacturing earnings are up 
over 7 percent from last year because hourly wages 
advanced 5.6 percent and the average workweek 
increased from 40.1 to 40.7 hours. The longer 
workweek has meant increased overtime pay, 
a big help in fattening pay envelopes. (Reflecting 
the greater strength in durable goods manufactur
ing, all of these income variables were nearly twice 
as strong in durable goods as in nondurable goods.)

Nonmanufacturing Employment:
The Growth Sector

Employment in nonmanufacturing has advanced at 
better than a 9-percent annual rate and is an 
additional boost to the Tennessee economy. 
Growth in this sector is not unexpected since, 
during the recent recession, nonmanufacturing 
employment declined for only two months before 
it began increasing again. So, based on the evidence 
of previous years, this should be the "grow th " 
employment area of the future.

All levels of government employment continue 
to advance. And as the Federal, state, and local 
governments respond to the public's increasing 
demands for new and increased governmental 
services, we can expect this favorable impact on 
employment to continue. M ost Federal and state 
spending has an indirect impact on employment, 
appearing as increased defense orders, highway 
contracts, and the funding of educational programs.
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At the local level, increased teaching and sup
portive staffs account for a large part of recent 
employment gains.

Service jobs are one of the fastest grow ing areas 
in the Tennessee econom y and the record of 
the last few months is no exception. Show ing  
significant growth in the recording business, 
Nashville continues to live up to its title as "M u s ic  
City, U.S.A." The recreation, tourist, and convention  
businesses are also providing considerable 
stimulus to the economy. Increasingly popular 
activities such as skiing got off to a slow  start 
last winter because of the poor weather conditions. 
This had a negative impact not only on the resort 
areas, but also on nearby lodging and eating 
facilities that are beginning to develop into 
important year-round businesses. This summer, 
however, overflow crowds visited Tennessee's 
famed national parks and a new country music 
theme park, Opryland. Furthermore, such 
traditional attractions as the Annual W alk ing  
Horse Celebration report record attendance at 
their events. As a result of all this increased 
activity, new motel and hotel facilities are going  
up and more are being planned in order to house 
the tourists and convention visitors in the state.

The Boom ing Construction Industry

Construction activity is booming, providing 
another strong stimulus to the state's economy.
So far this year, the total volume of construction 
awards is running nearly 25 percent more than for 
the same period last year. Hom e building is leading 
the way and is being aided by the Section 235 
housing programs. Bjut despite the market strength 
in a few metropolitan areas such as Chattanooga,

most of the increase in new homes took place 
outside of the large metropolitan areas.

W ith a strong demand for new housing, home 
building is being aided by the ready availability 
of mortgage credit in Tennessee. Savings and loan 
associations in the state report strong deposit 
inflows and sharply higher mortgage originations. 
Banks are similarly situated and are extending a 
significant am ount of credit for single and 
multi-family residential units.

Other sectors of construction activity are now  
picking up strength and can be expected to offset 
any leveling-off that may occur in hom e building. 
Nonresidential build ing has turned around, 
although gains so far this year are only slight.
Still, this does represent a reversal of 1971 when  
nonresidential building actually declined 25 per
cent. Some areas, such as the facelifting in the 
central business district of Nashville, represent 
work on major construction projects that were 
announced earlier but are still under construction. 
Nonbuild ing construction is also advancing as 
new contracts are let for roads, bridges, and 
water and sewer treatment plants.

Increased construction activity has led to 
renewed strength in building-trade employment. 
Total construction jobs are running better 
than 8  percent above a year ago. Despite this 
increase, however, total construction employment 
is still below  the peak registered during the 
previous building boom  in 1968-1969.

Other areas of Tennessee's econom y look  
prom ising for the future. The trade sector is con
tinually adding new employees because of the 
growth in new distribution centers, wholesale  
warehouses, retail stores and shopping centers.
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In the past year, the trade sector has grown by 
nearly 13,000 persons and general retail merchandis
ing has accounted for a large part of the growth. 
Finance, insurance, and real estate provided over
3.000 new jobs last year.

Tennessee is also becom ing an important 
national center in the fields of electrical power 
and atomic energy generation and research. As 
headquarters for the TVA, Tennessee has bene
fited from the operation of extensive TVA  electrical 
power facilities and the construction of additional 
power-generating capacity. The TVA  employs 
over 15,000 persons in the state and has its 
major employment impact in the Knoxville, 
Chattanooga, and Clarksville areas.

Prospects for expansion at the Atom ic Energy 
Com m ission 's O ak  Ridge facilities were enhanced 
recently by the announcement of plans to construct 
a $300-million nuclear fuel plant. By 1975 
employment at this facility is expected to reach 
1,200. This summer plans were announced by the 
A EC  and TVA  to construct a $500-million nuclear 
breeder reactor near O ak  Ridge. The extensive 
scientific resources at O ak Ridge played an im por
tant part in the selection of the O ak Ridge site.

Reducing Unemployment

Expansion in the econom y has caused continued 
drops in the number of persons becom ing un
employed in Tennessee. Through the first half 
of 1972, the unemployment rate averaged 3.8 per
cent. This is a considerable improvement over the 
4.2-percent rate of late 1971 and 4.8-percent 
rate of early 1971. Translated into the number 
of jobless workers, this means a decline of roughly
20.000 unemployed persons from the average of
85.000 persons reached during early 1971. 
However, since manufacturing and construction 
were hardest hit by layoffs during the recession, 
they still account for the bulk of insured un
employment in Tennessee.

Consum er Optim ism  Is Show ing

From all indications, Tennessee consumers are 
in a spending mood, and this is not surprising after 
having noted the solid gains in the econom y  
during the last year. The important evidence of 
better times for the consumer has already been 
mentioned: Incomes are rising and more persons 
are finding jobs. These favorable conditions 
should help dispel negative factors that have 
caused the consumer to hold back on his spending.

Rising sales tax receipts indicate that general 
buying is on the upswing throughout the state. 
Retail sales, based upon selected department 
stores, are running 14 to 24 percent above last 
year. Big ticket items such as autos are also posting 
solid gains. Consum er spending is getting an 
added boost this fall now  that the increased

Unem ploym ent and em ploym ent
Unemployment Percent increase in employment

June 1972 from June 1971
10

June 1972

Chattanooga 4.4

Knoxville 3.9

Memphis 4.6

Nashville 4.2

Tri-Cities 4.4

*Not seasonally adjusted

Social Security checks have been mailed and will 
get a further boost early next year when taxpayers 
file for their overwithholding tax refunds.

W ith consumer spending on the rise, it is not 
surprising to find that increasing use is being 
made of consumer credit. During the last year, 
member banks in the District portion (eastern 
two-thirds) of Tennessee increased their volume  
of instalment auto loans by nearly 20 percent. 
Hom e improvement loans picked up this spring 
as did most other types of instalment and 
noninstalment bank loans. However, over the last
12 months, the use of bank credit cards advanced 
more slowly than instalment credit in general. 
Bank instalment credit used to purchase mobile 
homes rose over 50 percent, the most rapidly 
grow ing area of consumer borrowing.

Farming is Looking Up

Tennessee farming appears to be in good shape this 
year. The value of Tennessee's farmlands and 
buildings is estimated to have reached $4.7

Rising prices boost farm receipts
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T e n n e s s e e  M e m b e r  B a n k  D a t a

(Percent Change, June 1972 from June 1971)
DISTRICT PORTION OF STATE

Deposits Loans Securities

Demand 

Savings 
“Other” Time

Real Estate +  16.6%

+  7.4% Business +  11.4% U. S. Government +  1.7%

+ 8.8% Consumer +  17.1% U. S. Agency +  50.3%

+  39.3% Farm + 15.7% Municipal +  25.2%

TRADE AND BANKING AREAS

Deposits

Total Other Demand* Time Loans Investments

Chattanooga + 6.7 + 0.8 + 20.2 +  18.3 +  12.7

Knoxville +  8.8 + 0.3 +  16.3 +  16.9 +  3.2

Nashville +  14.3 + 1.8 + 28.0 +  19.0 +  21.8

Tri-Cities +  7.6 + 3.8 +  12.7 +  15.0 +  12.6

^Demand deposits other than those of banks.

billion— an all-time high— up 11 percent from the 
previous year. O ne  factor tending to push up 
land values was the purchase of farmlands for 
future use in nonfarm purposes, in particular, land 
purchased for use as rural residences and 
subdivisions. Last year, the state lost nearly 2,000 
farms, and about 100,000 acres of farmland were 
removed from agricultural use.

Production and price conditions also appear 
bright for the farmer this year. Plantings of such 
major crops as wheat, cotton, soybeans and tobacco 
were increased by 6 percent to 11 percent this 
year. O n ly  in corn did plantings decline, cutting 
this crop back 20 percent to the lowest crop on 
record. M ost crop prices are up an average of 
nearly 8 percent this year and reflect a strong 
domestic and foreign demand for agricultural 
products. Livestock prices are up even more than 
crop prices, nearly 18 percent. Especially strong 
prices for cattle and hogs raised the livestock 
price index. The prices of poultry, eggs, and dairy 
products, however, are virtually unchanged  
from a year ago.

During the first eight months of this year, 
agricultural em ploym ent was up over a similar 
period last year. The number of farm workers 
increased about 800 over that reported during 
the previous year. Responsible for reversing this 
trend was an increase of 1,000 family workers.
Hired help declined slightly.

Strong Gains in Bank Deposits and Credit

M em ber banks in the District portion of the State 
have experienced strong deposit gains over the 
past 12 months, and this growth has enabled them 
to increase their lending and purchases of securities.

Interest-bearing deposits increased by more than 
25 percent and accounted for most of the 
deposit gain. This is one indication that individuals 
and businesses seem to have sufficient funds to save 
considerable amounts. In the Nashville area, time 
deposit gains were stronger than in the rest of 
the state and rose by 28 percent. Nearly one-half 
of this increase was accounted for by businesses 
and state and local governments increasing their 
holdings of money market CD 's. (Last year's 
increase in the sales tax rates helped generate a 
surplus at the state level that is being held in the 
State's banks at interest.) Banks in Chattanooga  
also had large time deposit increases. Throughout 
the State, demand deposits advanced 7 percent. 
Passbook savings accounts were virtually un
changed after a llow ing for the interest earned.

Because of these strong increases in deposits, 
Tennessee banks were able to expand total credit 
some $543 million from mid-1971 to mid-1972. 
Total loans advanced over 16 percent, the 
strongest gains being in Chattanooga and Nashville. 
As was noted earlier, real estate and consumer 
loans were strong and accounted for over one-half 
of the lending advance. Loans to nonbank financial 
institutions advanced by more than one third, 
but business and agricultural loans lagged behind 
the pace of total lending.

The other major source of bank credit—  
securities— rose nearly 20 percent last year. 
Holdings of municipal obligations advanced 25 
percent or $128 million and U. S. Government 
agency issues were up $49 million, a 50-percent 
rise. Tennessee banks added to their holdings of 
U. S. Treasury obligations in the latter half of 1971, 
but liquidated many of these holdings this year. ■
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