
T h e  E c o n o m i c  S l o w d o w n  

H it s  T e n n e s s e e

by John M. Godfrey

A  previous analysis of Tennessee's econom y by this Bank predicted that 
overall business activity had developed sufficient momentum to carry the state 
forward for further strong gains. After reviewing the record two years later, that 
expectation proved accurate. But now, since a slowdown has developed, 
Tennessee's underlying econom ic strength again comes under question. Basic 
to the forecast now  are the answers to several questions. Just how strong 
were the past gains? Is the current weakness widespread or confined to a 
few sectors?

Unquestionably, Tennessee's economy, like the U. S. economy, 
slowed during 1974. Throughout 1971, 1972, and 1973, the state's econom y 
showed substantial advances in incomes and jobs. But the growth in personal 
income, as measured in current dollars, slowed markedly during the first half 
of 1974. And when adjusted for price changes, real incomes are considerably 
lower than a year ago. The number of persons w ithout jobs has risen. Factory 
pay envelopes are thinner as the workweek has shortened in many industries. 
A  shrinking real income has made the consumer reduce his purchases of many 
large or postponable items.

The initial cause of the current slowdown was a combination of special 
factors that had a major and immediate impact on business activity. The energy 
and materials shortages that accounted for much of the earlier slowdown  
should have had a positive impact as they were overcome. If, therefore, this were 
the only source of weakness in the state's economy, business activity should 
have quickly returned to its previous level. But the rebound has not appeared.

Taking a C loser Look

Examining the evidence in greater detail helps delineate the basic reasons 
for the slowdown. O ne  point becomes increasingly obvious: Some slow ing 
in the econom ic growth rate could reasonably be expected follow ing the 
strong advances of the 1971-73 upswing. Overall expansion as rapid as this could 
not be sustained. As a result, by 1973 Tennessee's econom y was operating 
with little unused capacity. Basically, then, some of the state's slower growth 
results from a short supply of plant capacity, raw materials, semi-finished goods, 
and skilled labor, rather than from a widespread lack of aggregate demand.

Therefore, some of 1973's slowdow n was not a sign of weakness but 
rather a result of the previous surge. The change in personal income is an 
example. After advancing at an increasingly faster pace during 1971 and 1972, 
last year's personal income increased only at about 90 percent of the previous 
year's rate. However, wages and salaries from farming, mining, and durable 
goods manufacturing moved up quite strongly. At the same time, property 
income accruing to farm owners and to others for rent, interest, and corporate 
dividend payments rose at a strong pace. These gains have raised income levels 
in the state and should provide a base of support to counter some of the 
current weakness.
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This year the pattern of personal income is 
evidently changing. Incom e was weaker in some  
wage and salary areas during early 1974. However, 
farmers continue to benefit from generally higher 
crop prices.

However, there are many reasons to believe 
that overall personal income is once again on an 
upward path. W ages, in particular, are headed 
up. Early in the spring, the higher m inimum wage 
went into effect. Since then much larger wage 
packages have been a major goal in labor negotia
tions. The end of wage-price controls freed many 
firms to grant postponed wage hikes and, in some  
cases, to pay "catch -up" raises. As more wages are 
adjusted automatically via cost-of-living clauses, 
interim pay increases will also take place. Finally, the 
end of the Arab oil em bargo reversed the decline in 
several hard-hit industrial areas and eased shortages 
of petroleum-based raw materials. These factors 
are helping restore the purchasing power of 
earnings.

Employment Conditions W eaker

After show ing steady improvement for three years, 
Tennessee's labor markets took a decided turn for 
the worse in early 1974. The major unemployment 
increase came during the first three months of 
this year, when energy-related layoffs totaled an 
estimated 7,000 persons. M ost of the impact on 
manufacturing was concentrated in chemicals, 
plastics, and other petroleum-related industries.
Also, many businesses dependent upon the tourist 
and travel trade had to retrench. Since then the 
number of workers laid off each month has de
clined, and the total number of unemployed has 
stabilized at around 65,000 persons. The unem ploy
ment rate, however, has continued to move up as 
new entrants into the labor force are unable to 
find work. And until enough new jobs open up, 
the unemployment rate will continue to rise even 
if new layoffs decline further.

Nonmanufacturing job gains now  reflect the 
state's basic source of em ploym ent strength, with 
nearly all the weakness concentrated in manufac
turing. W holesale and retail trade employment 
continues to advance. W hile  many service in
dustries have added many new employees, those 
businesses closely associated with the travel trade 
are still not up to full strength. Construction em
ployment is holding up reasonably well.

Recent announcements of cutbacks in manufac
turing lines exemplify some of the problems facing 
Tennessee businessmen. O ne  major appliance 
manufacturer is laying off employees because of 
faltering sales. Another producer of consumer 
goods has halted operations in the state in order 
to use the raw material, which is in short supply, 
for other industrial products. In some cases sales 
are very weak and in others sales are very strong, 
but in both cases operations are curtailed.

The Tri-Cities area posted an exceptionally 
strong advance in new employment. Largely 
responsible is a new plant that manufactures 
electrical-mechanical assemblies. New  plant ex
pansions by several existing firms have also helped 
enlarge employment opportunities. And closer 
analysis suggests that many of these new m anu
facturing jobs were filled by persons previously 
employed in trade, finance, insurance, real estate, 
and services.

Employment in Chattanooga, however, has been 
trending down since last year, with significant 
drops in services and fabricated metals products.
It is not surprising that here and in Mem phis, where 
new construction is weak, employment in the 
building trade is off. Overall job gains are strongest 
in Nashville, and the strength is centered in 
exactly the same sectors in which Chattanooga 
is weakest.

Throughout the state, as in many other parts 
of the Southeast, textile and apparel jobs have 
declined as consumers cut back on purchases of 
clothing and household furnishings. A lthough most 
of these textile-related job losses occurred outside 
major metropolitan areas, Knoxville and Nashville 
mills also cut back on em ploym ent to adjust output 
to sales.

The dip in average weekly earnings mirrors 
employment changes early in the year. A  major fac
tor was a shorter workweek, since many employees 
had been w orking several hours a week at time and 
a half. As a result, this small reduction in over
time had a considerably greater impact on take- 
home pay than suggested by the dip in hours 
alone. The decline in new housing caused part of 
the drop in hourly work at furniture plants; and 
the energy shortage dealt rubber and plastic goods 
manufacturers a blow, resulting in a production 
cutback. But countering the earlier fall in the w ork
week has been an over 10-percent rise in hourly
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earnings during the last year. During the summer 
months, several important industries began operat
ing longer hours.

Examining Local Activity 
Since it is the rare ill w ind that blows no good, 
the energy shortage also had a positive impact on 
some lines of business activity. In the Tri-Cities area, 
a contract has been let for a natural gas liquefaction 
plant and additional gas storage facilities, to help 
ensure ample fuel supplies. Similarly, a Nashville  
fabricator booked additional orders for towboats 
and oil-tank barges to transport fuel oil. And in the 
more distant future, a major oil com pany hopes 
to establish a $250-million facility to recover and 
recycle spent nuclear fuel from the O ak  Ridge 
atomic facilities.

O f  current importance, Tennessee's coal produc
tion is advancing strongly. Through late summer, 
tonnage is up 30 percent over the same period last 
year. The price of coal has risen sharply in the 
last several years as electric-generating utilities 
have tried to secure adequate fuel supplies.

Even though additional mines are opening and 
coal output is on the upswing, problems still 
threaten. M ine  operators face a labor strike 
if contract negotiations are not successful.
As serious as the direct impact of a strike might be 
on output, jobs, and incomes in the m ining areas, 
the most serious consequences will be felt outside 
the mine fields. Nearly all of the state's coal is 
used by electric-generating plants, and any re
duction in electric power supplies will have sub
stantial impact on the whole economy. Environ
mental considerations also remain a question mark. 
Tennessee's coal-m ining future will depend on the 
increase in surface mines, which have com e under 
heavy attack from environmental groups.

Another sector o f the state's econom y is bene
fiting from the increased demand for basic raw 
materials. Tennessee has long led the nation in 
zinc m ining and solidified its position in 1969 after 
the discovery of a major zinc deposit. N ow  there 
is a proposal to construct a $150-million zinc- 
processing plant in Clarksville, an operation with 
a potential of 500 jobs. M ore jobs will be created in 
transporting the ore to Clarksville and shipping the 
refined metal to users. Additional industrial de
velopment is also likely to follow, as supportive 
industries are established to use the acid by-product 
generated in the ore-refining process.

The gasoline shortage last winter had a major 
impact on tourism in the state. Motorists to and 
through Tennessee declined nearly 30 percent dur
ing the worst of the fuel crisis; airlines also reduced 
the number of their flights. M any people switched 
to other forms of surface transportation rather 
than face the uncertainties of autom obile travel. 
Reduced and altered travel plans resulted in a cut
back in needed lodging, food, recreation, and 
transportation-related services.

W ith the return of additional and more certain 
gasoline supplies, the summer tourist trade reached 
a more normal volume. Such attractions as the 
Grand O le  Opry are reporting strong advance 
ticket sales after m oving into the new Opryland  
facilities. But in other ways the tourist industry 
may be faced with fundamental changes in 
vacation travel and lodging plans. For example, 
many families travel in recreation vehicles, using 
both private and public campgrounds. This means 
that less money is spent for conventional lodging  
in motels and for food in restaurants.

The Consum er Changes Spending Plans 
A  number of factors have changed the pattern of 
consumer purchases. The rapid rise in retail prices 
has forced households to reallocate purchases, 
with less money for discretionary purchases. For 
example, household expenditures for food have 
risen nearly 13 percent because of higher prices.
As a result, spending for durable goods and 
postponable items has shown large reductions. 
Auto sales plummeted late last year, but the decline 
stabilized during the winter; they were running 
at about 80 percent of last year's pace through 
midsummer. Purchases of household appliances 
appear to be running at about last year's pace, after 
adjustments for price increases.

Based upon selected department store sales, 
business seems to be strongest in Chattanooga and 
Knoxville. Consum er credit extensions by banks 
serve to further confirm this pattern of consumer 
spending. Instalment bank credit for automobile

C H A R T  II

More recently, employment growth slackens and 
unemployment rises.
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and retail goods rose at a much slower pace 
during the latter half of 1973 and first half of 1974. 
Payments made on bank credit cards, however, 
picked up.

Farming: G ood  But Not Better
Tennessee farmers may be hard pressed to match 
1973's record performance, when net income  
surged nearly 60 percent to $460 million. Last year, 
the value of crop receipts rose to a record $580 
million, up 35 percent over 1972 and a w hopping  
52 percent over 1971. These gains were the result 
of higher farm receipts and greatly expanded 
output.

Receipts from soybeans, Tennessee's major crop, 
were up sharply in 1973. Dem and for soybeans has 
increased during the last few years and Tennessee 
farmers have increased plantings; heavy spring rains 
in 1973 hampered the planting and growth of many 
other crops, diverting land to soybean production.

Even though bad weather reduced last year's 
cotton crop nearly one-fifth, sharply higher prices 
caused a more than 20-percent gain in receipts. 
Tobacco was also a casualty of poor grow ing condi
tions. The values of other major crops such as corn, 
hay, and small grains were generally higher. In con
trast, winter wheat production was off as much as 
40 percent in 1973.

Livestock receipts added a large plus to Ten
nessee's farm income in 1973, but higher prices 
accounted for nearly all of the gain. Incom e from  
cattle advanced over 20 percent and comprised  
nearly two-thirds of total livestock receipts. There 
was considerable inventory building of beef cattle.

Receipts from the sale of hogs totaled $142 m il
lion last year, up nearly two-thirds from 1972. In 
contrast to beef cattle, the poundage of hogs that 
went to market rose nearly 10 percent as Tennessee 
farmers took advantage of record pork prices. Farm
ers increased output by feeding their hogs to attain 
heavier weights and by reducing inventories.

In response to expanded agricultural output, farm 
em ploym ent rose during 1973 for the first time in 
recent years. Both the use of family members and 
hired workers were up.

Although Tennessee's farm sector continues 
strong, on balance it is apparently not the source 
of large gains this year. State farmers planted about 
8 percent more land this year, and crops will likely 
be the strongest part of the sector. Prices may con
tinue to rise and bigger crops may result in con
siderably higher gross sales; but at the same time, 
higher prices on everything from tractors to fertilizer 
and fuel are probably cutting into net income.

Accord ing to estimates, 1974's cotton and to
bacco acreage is up about 20 percent. Farmers have 
planted about 10 percent more corn and reduced 
soybean plantings slightly below  last year's record 
level. The winter wheat harvest, more than double  
1973's poor harvest, was the largest in years.

But, as was true last year, weather had an im 
portant influence on crop developments. Unusually  
wet spring weather delayed the planting of some  
crops and necessitated replanting others. Continued  
bad weather diverted som e cotton land to soybean 
production. For those crops already in the ground, 
damp, cloudy weather during the early grow ing  
season hampered developm ent directly and in
directly resulted in further losses because of plant 
disease and insects. And, as if the weather were not 
already enough of an uncertainty, farmers were con
fronted with unusually hot and dry weather during 
the late summer months.

Livestock receipts are also under pressure this 
year. Falling prices have thus far reduced receipts 
and, together with high feed and related costs, net 
farm income may be even lower when the books 
are closed.

Construction: A  Base o f Support 
New  construction is one sector that is providing a 
base of econom ic support. Total construction (in 
dollar terms) is running ahead of last year's 
strong pace, but some important shifts in the 
sector have occurred.

For the state as a whole, residential hom ebuilding  
has contracted some 23 percent, as measured in 
dollar volum e during the first several months of this 
year. The drop in housing starts has been even more 
severe— some 6,000, or over one-fourth of the 
starts during the same period last year. Tennessee's 
housing decline, however, is less severe than in 
other southeastern states and in the country as a 
whole. The major part of the decline has occurred 
in the state's metropolitan areas— Chattanooga,
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Knoxville, and Mem phis. Nashville has bucked the 
state trend with a respectable gain in new dwelling  
units.

A  substantial part of the drop in residential con
struction is explained by what has happened to the 
major sources of funds for home rhortgages— the 
savings and loan associations and commercial banks. 
During the first half of 1973, when deposit inflows 
were strong, S&L's extended additional mortgage 
loan commitments and made new mortgage loans. 
By mid-1973, rising interest rates on com peting fi
nancial instruments attracted consumer savings, and 
S&L's cut back on loan commitments. To offset 
deposit losses, many S&L's stepped up their borrow 
ings from the Federal Hom e Loan Banks. As a result, 
the pace of new hom ebuilding began to fall.

Throughout early 1974, deposit flows stabilized 
and improved relative to the last half of 1973. W ith  
positive savings gains, the S&L's have been able to 
extend new loan commitments to prospective home  
owners. However, the savings flow  and mortgage 
situation worsened as the year progressed.

M uch  the same pattern of deposit flows and 
mortgage loan adjustments occurred at the state's 
commercial banks. Consum er time and savings 
deposit growth tapered off in the last half of 1973, 
and banks cut back on the volume of new mortgage 
loans, especially for multifamily residences. During  
the first half of this year, member banks in the Sixth 
District portion of the state have increased their 
lending for multifamily housing and nonresidential 
property.

Nonresidential building, such as factories, 
offices, schools, and hospitals, is taking up some of 
the slack left by the weaker housing sector. In 
specific localities, this type of construction can have 
a major impact. For example, downtown Knoxville 
is now  getting a "face lifting" much like that Nash
ville began several years ago. Initial plans outlined 
for one project call for new office and parking fa
cilities. Later, more office and parking space will 
be added and a large hotel will be constructed. In 
the long run, improving the appearance of older 
buildings and constructing new office complexes 
can revitalize the downtown area of a city and 
increase retail and service trade.

The strength in new construction, however, 
is centered in many nonbuilding types of construc
tion. Important new contracts have been let in re
cent months for major sewer and water projects in 
western Tennessee and for a dam and river work  
in the eastern part of the state. In all, construction 
activity in Tennessee is still fairly strong but 
decidedly changed.

In c r e a s e d  P r e s s u r e  o n  T e n n e s s e e  B a n k s

During most of 1974, Tennessee banks faced the 
same pressures as those in other states from strong 
credit demands and record interest rates. But 
Tennessee banks also had to contend with the re
strictions imposed by the state's 10-percent usury

law. As a result, when market interest rates rose 
above the usury ceiling, Tennessee banks were pre
vented from charging a competitive interest rate on 
loans while paying the competitive interest rates on 
borrowed funds. These unfavorable conditions 
caused many of the larger banking organizations to 
report lower earnings.

Despite generally tight credit conditions, bankers 
continued to extend credit. At member banks in the 
District portion of the state, total loans advanced 
nearly 13 percent in the first six months of 1974 in 
contrast to less than an 8-percent gain in the latter 
half of 1973. Loans to business firms advanced at 
over a 15-percent rate during the first.six months of 
the year. At some of the larger banks, the strongest 
demands came from construction and wholesale and 
retail trade firms and from textile and apparel manu
facturers. Various types of service firms also bor
rowed more, while food, liquor, and tobacco firms 
paid down bank loans. Seasonal demands for farm 
credit also advanced at a strong pace, while loans to 
nonbank financial institutions picked up con
siderable strength after March. Since midyear, how 
ever, many banks caught in the interest rate squeeze 
have begun to scrutinize closely requests for credit 
and are turning down applications for nonessential 
and speculative loans.

At a time when banks were under pressure to 
make loans available to their customers, total de
posits remained virtually unchanged. In the first six 
months of 1974, actual demand deposits fell over 10 
percent after a nearly 20-percent gain in the previous 
six months. W hile  time and savings deposit growth 
was stronger in 1974, much of the apparent strength 
merely reflects the aggressive purchase of money 
market C D 's  by some of the larger banks.

In order to meet the loan requests at a time when 
deposit inflows were weak, many of the large 
Tennessee banks sharply increased their purchase 
of Federal funds (the excess reserves of other banks). 
At the same time, they generally lightened their 
portfolios of securities. Sales of U. S. Government 
securities accelerated during the year, but purchases 
of tax-exempt municipal obligations picked up. 
Through these actions, Tennessee banks have gen
erally tried to meet the state's necessary needs for 
credit, although these efforts have been at the 
expense of decidedly lower earnings.

T h e  F u t u r e

In summary, this review of Tennessee's econom y  
shows that a slowdow n has occurred. W hile  the 
slowdown was initially the result of the energy 
shortage, the econom y did not rebound with the 
return of more normal petroleum supplies. The 
weaknesses noted so far have not spread throughout 
the whole range of business activity, and some  
areas can still be considered as strong. Eco
nomic activity is not apt to show  significant strength 
until business conditions throughout the rest of the 
country pick up, since national conditions exert a 
major influence on the state. ■
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