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Foreword

the twenty-second in a series of annual reports compiled in response to requests by

state government officials for assistance in achieving greater interdepartmental
consistency in planning and budgeting efforts sensitive to the overall economic environment. Both
short-term, or business cycle-sensitive forecasts, and longer-term, or trend forecasts, are provided
in this report.

This 1998 volumeAn Economic Report to the Governor of the State of Tennessee

The quarterly state forecast through the first quarter of 2000 and annual forecasts through
2006 represent the collective judgement of the staff of the Center for Business and Economic
Research, College of Business Administration, at The University of Tennessee, Knoxville, in
conjunction with the Quarterly and Annual Tennessee Econometric Models. The national forecasts
were prepared by the WEFA group. Both the quarterly U.S. forecast and the annual U.S. forecast are
current as of November 1997. Tennessee forecasts, also current as of November 1997, are based on
an array of assumptions, particularly at the national level, which are described in Chapter 1. Chapter
2 provides detailed evaluations for major sectors of the Tennessee economy, and Chapter 3 presents
the long-run forecast and outlook for the state. This year Chapter 4 concerns the issue of tourism in
Tennessee.

The primary purpose of this annual volume—published, distributed, and financed through the
Tennessee Department of Economic and Community Development, Department of Revenue, and
Department of Employment Security—is to provide wide public dissemination of the most current
possible economic analysis to planners and decision-makers in the public and private sectors.

Matthew N. Murray, Associate Director

Center for Business and Economic Research
and Project Director
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EXECUTIVE SUMMARY

U.S.EcoNomy
he 1997 U.S. economy outperformed the expectations of most
Tanalysts, as we experienced the best economy in a decade. Gross
domestic product (GDP) rose 3.8 percent and inflation was a modest
2.3 percent. This occurred in spite of the East Asian financial crises and a rather
large correction in the U.S. stock market during October (that was later erased).
Further, the economy ran near full employment without igniting inflation.

The U.S. economy will slow down somewhat in 1998 as the Asian crisis
continues to deteriorate our trade balance and as investment growth moderates.
Still, the overall picture remains healthy, with the economy being driven by
continued good growth in consumption and investment. The growth path will be
sufficient to keep the U.S. economy at full employment. Tax revenues have been
spurred by the robust economy, and the federal government will run a surplus in
1998, the first time in decades.

Highlights of the forecast for the U.S. economy in 1998 include:

. Inflation-adjusted GDP will grow at a modest 2.5 percent annual rate.

. The civilian unemployment rate will be 4.6 percent.

. Inflation as measured by the CPI will average 2.2 percent.

. The Federal Funds rate will equal 5.7 percent.

. The federal government will run a budget surplus of $2 billion.



TENNESSEE S SHORT TERM ECONOMY

The Tennessee economy entered 1998 at or
near its full employment productive capacity.
Growth rates had slowed during 1996 but began to
reaccelerate at the end of 1997, and the state’s
economic fundamentals remain strong. The
economy continues to expand, with growth
occurring in both jobs and income. As with last
year at this time, the prospects for a sharp upturn
or downturn in economic activity seem slim.

March of 1998 entered as a lion, as data
revisions prepared as part of the Department of
Employment Security’s annual benchmarking
process indicated a much stronger 1997 job
picture than was portrayed by the preliminary
data. Although the data became available before
this report was released, CBER has not revised the
forecast contained here due to the time-intensive
nature of economic forecasting. Job growth for
1997 was initially reported to be 0.9 percent, but
the revisions show a much stronger growth rate of
1.9 percent. The data show strong growth in
service jobs and good growth in construction jobs,
though somewhat less than previously thought.
Since the forecast has not been revised, it should
be taken as a worst-case scenario for the state’s
short-term prospects. Job growth will likely

figure registered in 1996). Sales tax collections

have also been expanding at a rapid 6.1 percen

pace, second-fastest in the southeast.
As is typicallycdke, economic growth

shows considerable variation across the state
Some sectors of the economy, most notably
manufacturing, have had some growing pains.
The revised data indicate 0.5 percent contraction

in overall manufacturing employment, as 1.0
percent growth in the durable goods sector was
swamped by 2.3 percent contraction in the
nondurable goods sector.

Different regions of the state also have shown
divergent growth patterns. During most of the
1990's, the state’s metropolitan regions have

outgrown their rural counterparts. For example,
betl@®8nand 1995, the state’s metropolitan
amagbs expand by 13.8 percent, while rural
counties saw slower growth of 7.9 percent. This
continu&897, as rural counties grew less than
one-half as fast as metropolitan counties. The
metropolitan areas of the state also display higher
levels of per capita personal incajued(a
measure of economic well being), lower
unemployment rates, more rapid population
growth and a larger retail sales tax base.
THreod-term economic outlook for 1998 and

exceed initial estimates by at least one-half a 1999 calls for reasonably strong economic growth.

percentage point.

Based on other economic data, the state’s
economy appears to have closed out 1997 on a
reasonably strong note. Inflation-adjusted
personal income is expected to have advanced 2.8
percent for the year. Personal income growth may
also be revised upward at some future point. The
state unemployment rate, once revised, came in at
5.4 percent (slightly higher than the 5.2 percent

X

Barring any unforseen shocks to the national

economy that might jar the state from its current
trajectory, the next two years will look a lot like
the revised situation for 1997. Selected highlights
of the initial (unrevised) short-term outlook for
Tennessee include:



« Nonagricultural jobs will advance at least 1.2 rate: the growth rate of the state’s labor force, the

percent in 1998, improving to 1.4 percent growth rate in the state’s capital stark (
growth in 1999. equipment, structures, and public infrastructure),

« Employment in the manufacturing sector will and the rate of growth in technology (the
be approximately flat in 1998 and should be productivity of labor and capital). Any policy
better in 1999. Jobs in nondurable goods designed to have a long-term positive impact on
manufacturing will slip 1.3 percent in the economic growth in the state must target these
current year and will fall at the same pace in long-run determinants if the policy is to be
1999. Jobs in the durable goods sector will effective.
expand 0.9 percent in 1998 and 1.6 percent in Tennessee output has grown strongly in the
1999. last 25 years, and has considyeoutpaced output

* The state’s unemployment rate will average growth in the nation as a whole. As a result,
5.3 percent in both 1998 and 1999. Tennesseans have enjoyed an improved standard

* Nominal personal income is expected to rise of living that is getting ever closer to the national
5.1 percent in 1998 and 5.5 percent in 1999. standard. Growth rates have diminished in the
Nominal per capita personal income should nation as a whole over time and declined in
grow 3.9 percent and 4.2 percent in 1998 and Tennessee during the 1970s and 1980s; however,
1999, respectively. the Tennessee economy has reversed the pattern

« Taxable sales are projected to grow 8.0 and seen very strong growth in the 1990s. In the
percent in the current fiscal year. Taxable 1970s and 1980s growth in employment, capital
sales growth will subside to 4.1 percent in stock, and productivity made balanced
fiscal year 1998/99, aligning more closely contributions to the state’s economy, but in the
with underlying economic growth. 1990s, Tennessee economic growth has been

e Actual job growth and personal income in mostly driven by gains in employment and
1998 and 1999 will be somewhat stronger productivity.
than reported in the tables and in these bullet By continuing to invest in its people through
points, in light of recent job growth revisions. human capital foonathaintaining an attractive

business environment through infrastructure
maintenance and expansion, and encouraging an
inflow of new private capital and technology, the

TENNESSEE SLONG TERM FUTURE State of Tennessee can ensure a vibrant economy
An evaluation of the long-run growth rate of that will yield balanced growth over the long term.
the Tennessee economy is important because Generally, the state’s growth path will trend
economic growth is a good measure of upward from the current pace of economic
improvements in overall economic well-being. growth. By the year 2000, the Tennessee
Equally important is understanding the economy is anticipated to return to its long-term

determinants of the long-run economic growth trend. Output growth is expected to be fairly

Xi



robust and is anticipated to keep employment
levels up and personal income growth strong.
Employment growth should strengthen over the
forecast period, allowing the state to maintain
healthy unemployment rates. Selected highlights
of the long-term forecast include:

* Tennessee inflation-adjusted gross state
product (GSP) is expected to grow at a
compound annual rate (CAGR) of 3.4 percent
over the forecast period (1997-2006), with
annual growth rates increasing slightly in the
latter half of the period.

 Tennessee nonagricultural employment is
projected to see solid growth over the forecast
horizon of 2.5 percent (CAGR), creating
625,700 net new jobs.

» Both the Tennessee and U.S. unemployment
rates are expected to see a moderate increase.

The Tennessee unemployment rate, which

stood at 5.1 percent in 1997, is expected to be

around 5.6 percent in 2006. The state’'s
economy is anticipated to remain fully
employed.

o After adjusting for inflation, Tennessee
personal income is projected to grow at a
healthy pace of 3.2 percent (CAGR), slightly
faster than the growth rate anticipated for U.S.
personal income (2.0 percent, CAGR).

* Inflation and interest rates are expected to
remain at historically low levels over the
forecast period.

TOURISM IN TENNESSEE
Tourism is rapidly becoming a more

prominent sector in the Tennessee economy, as it

enjoyed growth rates averaging 5.8 percent from

Xii

1990 to 1995. The growth has been sparked by
the rapid development of music theaters in Pigeon
Forge, the Tennessee Aquarium in Chattanooga,
the revitalization of downtown Nashville, as well
as the increased interest in outdoor activities such
as camping and hiking. Tennessee plays home to
a vast array of tourist attractions and, as a result,
has the opportunity to attract visitors from a wide
spectrum of demographic characteristics. As
tourism continues to become increasingly crucial
to the state’s economy, it is imperative that
community leaders and developers understand
both the advantages and the limitations of the
sector so that successful tourism development can
be realized.
The tourism “industry” is a complex web of
intermingled businesses and governments,
providing many challenges for those charged with
overseeing its development, evaluation, anc
assessment. The first step to understanding the
industry is to clearly define what constitutes
tourism and the tourism industry. Unfortunately,
the failure to agree upon an universally acceptable
definition continues to plague researchers in the
field. As a result, the data reported in tourism
research is subject to many inconsistences and
biases. These shortcomings aside, the industry
continues to be a viable development option for
many communities in Tennessee.
Tourism development results in many benefits
to the state and its local communities. Benefits
include increases in income, employment, and tax
revenue as well as a more diverse offering of local
activities and public services. However, the
benefits do not come without costs. Costs include
the need for more public infrastructure and safety
personnel, congestion, and an increase in the cos



of living. Controlling these offsetting costs is an
essential task facing public officials and can be
accomplished through the utilization of financial
analysis, strategic management policies,
engineering controls, and information on carrying
capacity. The extent to which the state will be
successful in controlling the negative effects,
while enjoying the maximum benefits, will hinge

in part on the quality of the relationship between
state and local government officials and those
being impacted by the alterations to their
community as a result of tourism development.
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CHAPTER 1
THE U.S. ECONOMIC OUTLOOK

s of November 6, 1996, inflation-adjusted gross domestic product (GDP)
Awas: expected to finish the year with a 2.3 percent annual rate of growth.
The unemployment rate during 1996 was expected to come in at 5.4 percent, and

inflation, as measured by

the urban consumer price _ )

. FIGURE 1.1--U.S. Inflation-Adjusted Gross
index (CPI) was expected

Domestic Product
finish at 2.9 percent. In .
fact, the economy finished H e [ ]
1996 with a somewhat
stronger performance thar
anticipated. Inflation-
adjusted GDP growth came
in at 2.8 percent, the
unemployment rate at 5.4
percent, and CPI inflation

at 2.9 percent.
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Similarly, as of November 6, 1996, inflation-
adjusted GDP was expected to finish 1997 with a
modest 2.1 percent annual rate of growth, while
the unemployment rate was expected to come in at
5.5 percent, and CPI inflation was expected to
finish at 2.8 percent. The economy is now
anticipated to finish 1997 with an even stronger
performance. As of November 1997, inflation-
adjusted GDP growth is expected to finish 1997 at
an annual rate of 3.8 percent, the unemployment
rate at 4.9 percent, and CPI inflation at 2.4
percent. This soothing scenario of strong growth
with low inflation has been made possible by
stronger-than-expected productivity growth.
Output per hour worked is now anticipated to
finish 1997 with 1.4 percent annual growth. The
last time it finished higher was during the early
post-recession expansion in 1992.

All'in all, analysts expect 1998 to be a year of
moderate growth. Inflation-adjusted GDP is
anticipated to finish 1998 with 2.5 percent annual
growth; the unemployment rate is anticipated to
decline to 4.6 percent; and CPI inflation is
likewise anticipated to decline to 2.2 percent.

These comforting anticipations come in the
wake of some seemingly unsettling events. First,
the financial problems of the East Asian
economies—Hong Kong, Indonesia, Japan,
Malaysia, the Philippines, South Korea, and
Thailand—have had a deleterious impact on world
stock and financial markets. In particular, the U.S.
Standard and Poor Stock Price Index fell
dramatically on Monday, October 27, 1997. While
a number of analysts initially worried this
correction could hamper consumer spending,
Federal Reserve Chairman Alan Greenspan
referred to it as a "salutary" event for the U.S.

2

economy. Indeed, WEFA believes the U.S. stock

market is still overvalued by approximately 5
percent! However, the October stock market
correction should dampen Fed fears that the
economy is overheating, which is anticipated to
postpone hikes in the Federal Funds interest rate
until at least the second quarter of 1998.
The second event, the year 2000 computer

problem (i.e., computer calendars unequipped to

handle the end of the millennium) could dampen
growth as companies scramble to identify and fix
the computer bugs necessary to make their
systems compliant with year 2000. It is expected
that laaanies will be compliant by the year
2000, while smaller companies may not. This
could reduce the profitability of these smaller
companies due to the attending accounting and
payroll difficulties they will face. However, even
though salaries for computer programmers have
already begun to rise, most analysts do not believe
the year 2000 computer prableaveva major

impact on growth.

The Index of Leading Economic Indicators
(LEI) seems to be in line with predictions for
moderate growth in 1998. In September 1997, the
LElI rose 0.2 percent for the second-straight
month, with the gains primarily attributable to a
substantial drop in initial unemployment claims
and an increase in the M2 money supply. In fact,
Lisehas increased on average by 0.2 percent
per month durinfirsh@ine months of 1997,
bolstering the anticipation of sustained economic
growth for the U.S. in the months ahead.

While inflation-adjusted construction
spending fell 1.3 percent in September, new

orders for manufactured goods increased by 0.4
percent during the same month. Nondurable goods



orders, which rose 0.8 percent, were the primary
reason for this fourth-consecutive monthly

increase in new orders. Durable goods orders also
rose, albeit by a mere 0.1 percent. June through

September saw exceptionally strong growth in
new orders.

The overall picture for the 1997 and 1998 U.S.
economies appears to be one of strong growth in
1997 followed by moderate growth in 1998. The
current U.S. expansion has persisted over 60
months, but shows few signs of impending
recession.

A convenient format for this chapter involves
examining the components constituting GDP. In
particular, GDP can be broken down into four
categories: personal consumption expenditures,
gross private domestic investment, government
consumption and gross investment, and net
exports (i.e., exports of U.S. goods and services
minus imports of foreign goods and services). The
first section examines the largest component of
GDP—personal consumption expenditures. The

FIGURE 1.2--U.S. Inflation-Adjusted Personal
Consumption Expenditures
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second section examines the historically most
volatile component of GDP—gross private
domestic investment, and the third section
examines government spending. The fourth
section examines our nation's international sector,
and the chapter concludes with a summary of the
anklfor the U.S. economy.

Consumption
Personal consumption expenditures account
for about two-thirds of GDP. Current
consumption expenditures may merely reflect
consumer expectations concerning more
fundamental growth prospects. On the other hand,
they may be indicative of structural changes in
consumer behavior. Regardless of the
interpretation, the sheer bulk of the consumption
category ensures that it is an important factor in
GDP growth.

In the near term, the consumer appears to be
an engine of growth. Consumer confidence, as
measured by both the University of Michigan and

the Conference Board, recently hit 30-year high
levels. While the stock market correction of
October has reduced consumer wealth, it is
anticipated to have only a mild downward impact
on consumer spending, and the stock market has
come back to record highs. During this time it was
primarily the institutional investors who were
selling off, while the small investors led the
rebound in buying. As a whole, consumption
expenditures are expected to finish 1997 with
inflation-adjusted annual growth of 3.3 percent,
followed by 3.0 percent annual growth in 1998.
By historical standards, these rates represent
moderately strong growth in consumption. The



expected growth for 1997 is 0.7 percentage points peak of 1989, some of the rise is due to the

higher than growth in 1996. increasing tendency of consumers to use credit
Durable goods and services consumption are cards in place of cash and checks for ordinary,
expected to finish robustly with inflation-adjusted nondurable expenditures such as groceries. Often,
annual growth rates of 5.5 percent and 3.4 percent, esetlebts are paid within the month, so that no
respectively, during 1997 followed by rates of 5.5 interest charges are incurred. Thus, the fact that
percent and 3.2 percent during 1998. While consumer debt payments account for 18.0 percent
durable goods as a whole are expected to perform of disposable income is somewhat misleading and
well, motor vehicle and parts are anticipated to need not indicate that consumers have
finish 1997 with anemic inflation-adjusted growth overextended themselves. However, personal
of 0.1 percent. August marked the high point in bankruptcies have been rising rapidly and further
1997 monthly auto sales, coming in at an increases in the consumer debt to personal income
annualized rate of 15.6 million units. The market ratio would likely slow consumption growth.
then slipped to an annualized rate of 15.0 million In summary, anticipate the consumer to
units in September and down further to a 14.6 continue as an engine of growth despite a
million unit annualized rate in October. currently high consumer debt to personal income
The big three U.S. auto producers—Chrysler, ratio and a decline in consumer wealth caused by
Ford, and General Motors—bore the brunt of the the October stock market correction. Consumer
slack October sales. Relative to a year ago, confidence is high, and employment and income
General Motors’ sales were off 4.0 percent, Ford's growth remain robust. With a hike in the Federal
sales were down by 2.1 percent, and Chrysler's Funds rate anticipated during 1998 if any signs of
were down a dismal 8.3 percent. On the other inflation show up, price inflation will remain
hand, the large Japanese producers—Honda, under control. The consumption sector does not
Mazda, Nissan, Subaru, and Toyota—sold well, appear to signal recession in 1998.

and October was a particularly strong month for
Mercedes-Benz whose sales came in a whopping Investment

82.0 percent higher than in October 1996. This Gross private domestic investment consists of
exceptional performance by Mercedes-Benz was fixed investment and changes in business
fueled by its new M Class Sport Utility vehicle inventories. Fixed investment can, in turn, be
which has taken the U.S. by storm. broken down into nonresidential structures and
Consumer debt includes installment debt residential structures. Gross private domestic
(credit cards, vehicle loans, and personal loans) investment is historically the most volatile
and mortgage debt. Each of these debt forms component of U.S. GDP. While typically
require monthly payments of principal and constituting less than one-fifth of GDP, it is also
interest. While these payments, along with vehicle considered by many to be the most important GDP
lease payments, have risen relative to disposable category since downturns in business investment
income and are approaching their pre-recession spending often precede downward cyclical

4



FIGURE 1.3--U.S. Inflation-Adjusted Gross
Private Domestic Investment
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movements in GDP. Further, recent breakthroughs
in economic growth theory emphasize the
importance of investment in determining the trend
component of inflation-adjusted GDP. In
particular, changes in current investment can have
long-lasting effects on the growth path of the
economy.

Following a boom in 1992, 1993, and,
especially 1994, growth in inflation-adjusted gross
private domestic investment plunged to a mere 1.6
percent in 1995. However, analysts' fears were
guelled by a better 7.8 percent performance in
1996. Inflation-adjusted gross private domestic
investment is anticipated to finish 1997 with very
strong annual growth of 9.7 percent followed by a
very healthy annual growth of 7.9 percent in 1998.
The anticipated strong growth in gross private
domestic investment is due to growth expected in
producers durable equipment. During the third
quarter of 1997, inflation-adjusted investment in
nonresidential structures came in at $873 billion,
up an annualized 19.0 percent from the second
guarter. Among producers durable equipment,
investment in computer equipment was up a
whopping 34.0 percent in the third quarter of

Stock Prices and
Business Investment

e October 27 stock market correction
was long overdue. One question on th
minds of a number of analysts is whether th
strong growth in business investment will be
affected also. Stock prices and busines
investment are strongly correlated. As a whole,
business investment is less volatile than sto
prices in the short run. However, in the long
run, stock price movements have been quit
informative about future movements in
business investment. In particular, declining
stock prices have preceded all major decline
in business investment during the postwar
years.

Do stock price declines cause declines i
business investment? That is, other thing
equal, should we expect an event like th
October correction to lead to a decline in
business investment? A number of analyst
have argued that, in the long run, stock prices
should indeed exert an independent influenc
on business investment because declining sto
prices raise the cost of capital. On the othe
hand, short run movements in stock prices ar
often attributed to changes in "market
sentiment" and such changes may have little t
do with the fundamentals determining the long
run profitability of firms. As such, managers
who focus on the long-run profitability of an
investment should pay little heed to

fluctuations in the stock market unless they
are indicative of a trend. To the extent that the
October correction appears to have been
transitory interruption in a still growing stock
market, it should have little impact on business
investment.

1997. After a strong second quarter, inventories
fell $52 billion in the third quarter.
Following strong growth between 1992-1994
and a decline in 1995, inflation-adjusted
residential structures performed moderately in
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1995 with annual growth of 5.9 percent. In 1997 purchases of goods and services category of GDP.

and 1998, inflation-adjusted annual growth in Governments influence interest rates both through
residential structures is expected to fall to a rate of their direticipation in capital markets and
2.1 percent in each year. New home sales declined indirectly through the Federal Reserve's response
by 0.3 percent to an 800,000 unit annual rate in to government spending and tax decisions.
September of 1997. This decline followed a 2.3 At the aggregate level, inflation-adjusted
percent fall in August sales. While inflation- government consumption and gross investment
adjusted annual growth is anticipated to be are expected to grow at an annual rate of 0.9
slightly negative in 1997, the level of new single- percent in 1997 followed by 1.3 percent growth in
family home sales is quite high by historical 1998. Consistent with the recent trend, the slow
standards. The average annual rate through the growth in government expenditures is occurring
third quarter of 1997 is 803,000 units, which is the with declines in federal government expenditures
highest average seen since 1978. The effective but increases in state and local government
mortgage rate averaged 7.72 percent during 1996, expenditures. Indeed, each year between 1991
and is anticipated to fall by two basis points to 1996, inflation-adjusted annual growth in federal
7.70 percent in 1997 followed by an increase to government expenditures has been negative while
8.02 percent in 1998. The anticipated rise in 1998 that for state and local governments has been
is conditioned on moves by the Fed to increase the positive. The fact that dot@rnment
Federal Funds rate in 1998. erdéures have been growing more slowly than

In summary, gross private domestic GDP makes it possible for reductions in the
investment is anticipated to be an engine of federal deficit even as the overall tax burden
growth in 1997 and 1998, with especially strong declines.
gains in 1997. Since declines in gross private The federal budget deficit has been declining
domestic investment often lead recessions, this annually since 1993. It is anticipated that the

bodes well for the 1998 U.S. economy.
FIGURE 1.4--Federal Surplus, NIPA Basis
Government 50
Federal, state, and local government purchases o
of goods and services account for less than one- L
fifth of GDP. However, there are good reasons to
believe that government spending and borrowing
decisions are important determinants of economic
growth. Governments can influence GDP through
three channels: taxes, spending, and interest rates.

Taxes affect GDP by influencing consumption 250 - % Hsarca
— rojecte

Billions of Current Dollars, SAAR

and investment decisions. Government spending | #0171 71 71 1 1 T 1
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impacts GDP directly through the government
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federal deficit will continue to decline in 1997
from $110.5 billion to $27.3 billion. This
anticipated large drop in the deficit is due
primarily to a better than previously expected
economy. Additionally, the strength of the stock
market has resulted in substantially higher capital
gains tax revenues. Strikingly, the federal
government is anticipated to run a $2.2 billion
surplus (NIPA Basis) in 1998. The federal
Treasury recorded a $49.3 billion surplus in
September, which was substantially higher than
the $35.3 billion surplus during September of
1996. Federal receipts grew a robust 10.9 percent,
while federal outlays grew merely 2.5 percent
relative to last September. The strong growth in
federal receipts is primarily due to increases in
personal tax collections which were up almost 14
percent relative to the previous year’s level.

During fiscal year 1997, federal spending grew
unevenly. Medicare outlays rose a rapid 9.0
percent. On the other hand, defense expenditures
were up a mere 1.3 percent, interest payments by
less than 1.0 percent, and income security
payments by 2.2 percent. In the coming years,
entittements are anticipated to be the primary
contributors to growth in federal expenditures.
Medicare and Medicaid outlays are anticipated to
grow fastest, well above the rate of inflation.
Nondefense expenditures are anticipated to grow
at about the rate of inflation, while defense
expenditures are anticipated to grow less rapidly
than inflation.

The prospect of a federal budget surplus in
1998 already has many politicians and analysts
guestioning where such dollars will be spent.
Given the still massive federal debt, a number of
analysts argue that any surpluses should go toward

debt reduction. However, a more basic question
involves whether the anticipated surplusvwen
materialize. In particular, the rosy anticipations
could weakagressional resolve toward deficit
reduction. The verdict is still out on this issue.

The International Sector

The international sector includes exports of
U.S. goods and services and imports of foreign
goods and services. A rise in exports of U.S.

goods and services increases U.S. GDP, while a
rise in imports of foreign goods and services
edses U.S. GDP. Due to trade liberalization
efforts and reductions in transactions costs of
international trade, net exports (i.e., exports of
U.S. goods and services minus imports of foreign
goods and services) are becoming increasingly
important to U.S. economic growth.

Due primarily to rapid economic growth in the
U.S. relative to the rest-of-world index, inflation-

adjusted import growth is anticipated to exceed
inflation-adjusted export growth in 1997.
Inflation-adjusted exports are now anticipated to
finish 1997 up 12.4 percent, while inflation-
adjusted imports are anticipated to finish 1997 up
14.1 percent. As a whole, inflation-adjusted net
exports are anticipated to decline from -$114.5
billion in 1996 to -$145.4 billion in 1997. Similar
expectations are held for 1998 where inflation-
adjusted exports are anticipated to rise by 6.4
percent while inflation-adjusted imports are
anticipated to rise by 10.2 percent. Consequently,
the trade deficit is anticipated to widen in both
1997 and 1998 relative to its 1996 level.

Due to tensions in the Middle East, crude oil
prices surged upward in October. Prior to Iraq's

rrinpaf U.S. arms inspectors from the country,
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The East Asian Financial Crisis

From the point of view of a country, asking the International Monetary Fund for help is essentiall
declaring national bankruptcy. Nevertheless, that is precisely what South Korea did in late Novemb
South Korea is merely the latest victim of a financial crisis plaguing a number of East Asian countries
Hong Kong, Indonesia, Japan, Malaysia, the Philippines, South Korea, and Thailand. The extent to whi
this crisis is prolonged will depend on a number of factors.

These countries are traditionally strong exporters. Indonesia, Malaysia, the Phillippines, an
Thailand experienced a dramatic currency devaluation which makes the prospects of rebounding in t
near term good. However, even if all countries experienced similar devaluations, long-term prospects vl
depend on whether some more fundamental problems are addressed. Troubled financial institutions Wil
need to be consolidated. Wasteful spending by governments will have to be reigned in. Banks will hge
to be made accountable for their loans. Finally, governments will need to allow more open capital flo
and institute floating exchange rates. It is anticipated that the East Asian crisis will take at least until t
the end of 1998 before it is resolved.

The impact of the East Asian crisis on U.S. economic performance is anticipated to come primar
through a decline in our exports. Devaluations in East Asia make U.S. products more expensive th
Further, many Asian countries are now experiencing slow growth, further reducing U.S. export potential
It is anticipated that U.S. exports to East Asia will decline by $20 to $30 billion in 1998. At the same tinjg,
East Asian goods are becoming increasingly cheap in the U.S. While U.S. imports from these countries Wil
rise, it is also anticipated that such imports will "crowd out" imports from other countries (e.g., Mexico).
As a whole, the East Asian crisis should have a small impact on aggregate U.S. imports. On balance ghe
East Asian crisis is anticipated to reduce inflation-adjusted U.S. GDP growth by about 0.5 percent in 19

many analysts speculated that a loosening of adjusted GDP will grow at a modest 2.5 percent
restrictions on Iraqi oil exports was imminent. In annual rate; (2) the economy will be near full
addition to the Iragi oil-for-aid arrangement, employment with a civilian unemployment rate of
analysts were forecasting that the revenue ceiling 4.6 percent; (3) inflation as measured by the CPI

on Iragi oil exports could soon be raised to $3
billion for the next six months. Even without
settlement of the Iraq crisis, the price of oil has
plummeted, falling by more than 25 percent since 0 D D = T
October.

FIGURE 1.5--U.S. Inflation-Adjusted Net
Exports
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Forecast Summary and Conclusion

The U.S. economy grew very rapidly in 1997,
and this is expected to be followed by moderate
growth in 1998. Inflation is expected to remain
under control with the Fed stepping in if ] mstoricat
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will average 2.2 percent; (4) the Federal Funds
rate will equal 5.5 percent; and, (5) in nominal

terms (i.e., without inflation-adjustment), the

federal government will run a surplus of $2.2

billion.

ENDNOTES

1. CBER bases its U.S. forecast on that provided by the
WEFA group. Unless otherwise stated, inflation-adjustment
is performed using the new chain-weighted method.



CHAPTER 2

THE TENNESSEE SHORT-TERM
ECONOMIC OUTLOOK

INTRODUCTION

As the Tennessee economy entered 1998, it found itself operating at or
near its full employment potential. The economy enjoyed
exceptionally strong growth earlier in the decade, with growth decelerating in
1995. The economic data available when the Tennessee short-term and long-
term forecasts were prepared (most notably, data on nonagricultural jobs)
suggested lethargic growth through 1997. Since completion of the state
economic forecast, the state has completed and released its annual average
estimates according to established guidelines. Instead of the 0.9 percent job
growth reported in the preliminary data, the annual averages show a job growth
of 1.9 percent for 1997. CBER has not revised the recent historical data nor the
forecast contained in thReportdue to the time-intensive nature of economic
forecasting. However, the text of this chapter does reveal some of the changes to
recent historical data. The forecast, in the face of the revised data, should be
viewed as a worst-case scenario: economic growth, especially growth in
nonagricultural jobs, should be stronger than is suggested by the detailed forecast
tables.

Ultimately the state’s economic fortunes hinge on economic prospects for
the nation as a whole. As discussed in greater detail in Chapter 1 of this report,
the U.S. economy is fundamentally strong and will continue to expand through



the near term. This in turn will help support
stable growth in Tennessee through the next two
years. The primary problem confronting the
national economy as this report goes to press is
the currency crisis in southeast Asia. On the one
hand, weaker growth in southeast Asia will
aggravate Tennessee's efforts to export its
products abroad. At the same time, interest rates
in the U.S. will likely remain relatively low in
order to avoid significant currency outflow from
southeast Asia to the U.S. (Low inflation at the
consumer and producer levels also will help
support lower domestic interest rates.) The
maintenance of low interest rates will foster
growth in interest-sensitive sectors of the state’s
economy, especially durable goods
manufacturing.

The remainder of this chapter is broken
into three components. The first section focuses
on variations in economic conditions across
counties in Tennessee. This discussion reveals
that Tennessee counties vary significantly in
levels of economic well-being and rates of
economic growth. The second section presents
the short-term economic forecast for the state
economy. As noted above, the short-term
economic outlook suggests a continuation of
stable and modest growth. The final section of
this chapter explores the state’s agricultural sector
and its near-term outlook.

Sub-State Economic Growth in Tennessee
Tennessee continues to enjoy generally
healthy economic growth. At the same time,
striking differences in economic conditions
emerge at the sub-state level. In particular,

benefits of, and are the primary source of, the
state's strong economy. Meanwhile,
nonmetropolitan areas have seen relatively
stagnant economic growth in recent years. This
chapter focuses on the divergent pattern of
economic growth across Tennessee's metropolitan
and nonmetropolitan counties. A variety of
measures of economic performance are used as
illustrations: job distribution and job growth,
unemployment rates, population growth, personal
income, taxable sales, and education expenditures.

The distinction between metropolitan and
nonmetropolitan areas follows from the U.S.
Office of Management and Budget's definition of
a Metropolitan Statistical Area (MSA).
Tennessee contains seven MSAs: Chattanooga,
Clarksville-Hopkinsville, Jackson, the Tri-Cities
(Johnson City-Kingsport-Bristol), Knoxuville,
Memphis, and Nashville-Davidson. The 27
counties which comprise these MSAs are
designated as metropolitan counties, while the
remaining 68 counties in Tennessee are
nonmetropolitan counties. Figure 2.1 shows the
distribution of metropolitan and nonmetropolitan
counties throughout the state.

Employment Distribution and Job Growth
The distribution of employment by

industry by county can be prepared using 1995
Bureau of Economic Analysis data. Three sectors
of the state’s economy—manufacturing, trade
(wholesale and retail), and services—account for
the lion's share of jobs. The distribution across
the entire state of jobs in these three major
industries shows a 27.0 percent share in the
service industry, a 21.9 percent share for trade,

Tennessee's metropolitan areas are reaping the and a 17.6 percent share in manufacturing. Job
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distribution in the state's metropolitan counties,
which account for 73.0 percent of the state's total
jobs, is similar to the state average, with services,
trade, and manufacturing accounting for 29.0
percent, 23.2 percent, and 13.6 percent of jobs,
respectively, though the services and trade sectors
are somewhat above average and the
manufacturing sector is below average. A
significantly different picture emerges across
nonmetropolitan counties. The smaller
nonmetropolitan counties, which account for 27.0
percent of total Tennessee jobs, are dominated by
manufacturing activity. In 1995, 28.7 percent of
full- and part-time jobs in nonmetropolitan
counties were in manufacturing, while trade and
services jobs accounted for 16.9 and 18.4 percent
of jobs, respectively. Figure 2.2 illustrates these
county-level differences in job distribution.
Tennessee has experienced dramatic
changes in industry structure over a relatively
short period of time. In 1990, 24.5 percent of
Tennessee's jobs were in services, 21.4 percent in
trade, and 18.9 percent in manufacturing. Similar
to the U.S. trend, Tennessee employment is
becoming more services and trade-oriented, while

a smaller percentage of jobs are in manufacturing.
Figure 2.3 shows the rate of job growth in
Tennessee between 1990 and 1995 for each of the
three major industries. While the total number of
jobs in Tennessee increased 12.1 percent between
1990 and 1995, the most dramatic rate of job
creation was in the service industry, which saw
job growth of 23.9 percent. The trade industry
experienced a slower, but nonetheless strong, 14.6
percent pace of job growth. The manufacturing
sector, on the other hand, experienced
significantly less job growth, growing only 4.5
percent.

Tennessee's total job growth between 1990
and 1995 was primarily driven by job creation in
metropolitan areas, in particular by job creation in
the Nashville area. Jobs increased 13.8 percent in
metropolitan counties, while nonmetropolitan job
growth was only 7.8 percent. While metropolitan
and nonmetropolitan areas differ in the
distribution of jobs and the rate of total job
growth, they are similar in that the fastest to
slowest growing industries are the services, trade
and manufacturing sectors, respectively, for both
metropolitan and nonmetropolitan counties.

FIGURE 2.1—Tennessee Metropolitan Statistical Areas
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FIGURE 2.2—Tennessee Employment Distribution, 1995  atleastin part because the economy is

Williamson County led the state in total
job growth with a 43.9 percent jump between
1990 and 1995, driven by an 85.4 percent increase
in the number of trade jobs and a 47.6 percent
increase in services jobs. Sevier, Rutherford, and
Cheatham Counties also experienced job growth
of at least 30.0 percent.

The total number of jobs declined in 10
nonmetropolitan counties and in one metropolitan
county (Unicoi County) between 1990 and 1995.
The loss of manufacturing jobs accounted for the
fall in total jobs in 10 of these 11 counties. For
example, Cannon County lost 11.5 percent of its
total jobs because of the loss of nearly 500
manufacturing jobs.

Unemployment

Tennessee's average unemployment rate
for 1997 was 5.4 percent, moderately higher than
the national figure of 4.9 percent, though the
state’s unemployment rate has been lower than the
nation’s for much of the 1990s. During the past
several years, Tennessee’s unemployment rate has
generally stabilized in a range around 5.0 percent,
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fully employed. Tennessee's 4.4

Metropolitan Counties Nonmetropolitan Counties percent unemploymentrate in January

1998 was below the nation’s 4.7
percent, reverting to the previous
pattern.

While statewide
unemployment remains relatively
low, the state continues to be
characterized by high unemployment
in some areas, particularly the state's
nonmetropbéitan counties. As
depicted in Figure 2.4, the 27
metropolitan counties enjoyed an average
unemployment rate of 4.3 percent in 1997, below
both the state and national average. Conversely,
the average nonmetropolitan county experienced
a significantly higher unemployment rate of 7.8
percent.

Of the 27 metropolitan counties, only 9
had unemployment rates higher than the state
average, with the highest recorded in Sevier
County, which had an average rate of 8.4 percent.
(Interestingly, Sevier County had one of the

FIGURE 2.3—Tennessee Job Growth by
Industry, 1990-1995
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FIGURE 2.4—Unemployment Rates, 1997
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state’s fastest job growth rates.) However, 65 of
Tennessee's 68 nonmetropolitan counties had an
unemployment rate higher than the state average.
Double-digit unemployment rates were recorded
in 12 of these counties, with the highest average
annual rate of 27.6 percent in Clay County in
middle Tennessee. Sustained high rates of
unemployment are problematic in terms of both

social consequences and economic losses. Severe

unemployment is preventing many of these
nonmetropolitan counties from realizing their
potential levels of economic performance.

Population

Tennessee’s population grew 6.2 percent
during the 1980s. So far this decade (through
1997), the state's population has expanded 10.1
percent. Metropolitan counties have grown 9.3
percent, while nonmetropolitan counties have seen
slightly slower growth at 8.7 percent. These
population gains have translated into strong rates
of job, income, and tax base growth for most of
the state. Rapid population growth also has
created growing pains in some communities,

putting pressure on local infrastructure and public
schools.

Middle Tennessee continues to exhibit the
fastest population and economic growth. Four of
the five fastest growing counties are in middle
Tennessee—Williamson, Rutherford, Cheatham,
and Maury (through 1996). Sevier County in East
Tennessee rounds out the top five. Williamson
and Rutherford Counties have experienced the
most dramatic growth this decade, with growth
rates of 31.0 percent and 30.2 percent,
respectively. None of the state's 95 counties have
experienced a population contraction this decade,
though 12 nonmetropolitan counties have seen
population growth of less than 3.0 percent. The
slowest growing counties are Obion in west
Tennessee, 1.1 percent, and Clay and Jackson
Counties in middle Tennessee, each with a 1.2
percent population increase.

Personal Income

Per capita personal income in Tennessee
grew 5.4 percent in 1995, to $21,060. (Note that
1995 is the most recently available year for
county-level personal income data.) The uneven
performance of the Tennessee economy across
metropolitan and nonmetropolitan counties
prevails, as well, in terms of both per capita
personal income growth and the level of per capita
personal income. Per capita personal income in
metropolitan counties increased 6.0 percent in
1995, while per capita personal income in
nonmetropolitan counties grew at a much slower
4.0 percent pace. The average person residing in
metropolitan counties had personal income of
$23,073, a 37.4 percent premium above the
$16,784 for the average nonmetropolitan county
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FIGURE 2.5—Tennessee Per Capita Personal Income

resident. Personal income translates into access to
goods and services. As such, the contrasting
economic performance of metropolitan and
nonmetropolitan counties reveals broad
differences in the standard of living for
Tennessee's residents.

Ten metropolitan counties enjoyed per
capitaincome levels greater than the state average,
while all nonmetropolitan counties were below the
state average. Figure 2.5 illustrates the dramatic
differences in per capita personal income across
Tennessee. Williamson County recorded the
highest level of per capita personal income in the
state at $31,480. Three nonmetropolitan counties
had per capita personal income of less than
$12,000—Hancock ($11,479), Johnson ($11,948),
and Lake ($11,342).

Seven metropolitan counties and 17
nonmetropolitan counties experienced income
growth above the state average of 5.4 percent.
Montgomery and Hardin Counties enjoyed the
greatest growth at 11.3 and 9.1 percent,
respectively. Of the 24 counties with above-
average growth, 19 had below state average levels
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of per capita income. Only Davidson, Hamilton,
Madison, Shelby, and Williamson Counties (all
metropolitan counties) had both above-average
income growth and above-average per capita
income.

Only four counties experienced a
contraction in per capita personal income,
DeKalb, Marshall and Stewart counties of middle
Tennessee, and Meigs County in east Tennessee.
The largest percentage decrease in per capita
personal income was 1.6 percent in Stewart
County, where per capita personal income fell
from $14,984 in 1994 to $14,751 in 1995.

Taxable Sales

Statewide per capita taxable sales
increased 6.3 percent, from $11,517 for fiscal year
1996 to $12,240 for fiscal year 1997. The average
level of per capita taxable sales for the state's
metropolitan counties w&i2,916, which is 74.7
percent higher than the $7,393 average reported
for nonmetropolitan counties. Generally, the
state's metropolitan areas are a magnet for
consumers and retail sales. Atthe same time, only



7 of the 27 metropolitan counties had per capita
taxable sales higher than the state average, while
the same was true for only 3 of the 68
nonmetropolitan counties. The fact that only 10
counties in Tennessee have above-average per
capita taxable sales illustrates how overall sales
are concentrated in a small number of places.
Sevier County, with its strong tourism trade, led
the state in per capita taxable sales with $23,150.
The average growth in per capita taxable
sales in 1997 for metropolitan counties was 4.8
percent, compared to 4.0 percent for
nonmetropolitan ounties. While five
metropolitan and five nhonmetropolitan counties
experienced growth rates of at least 10 percent,
Williamson County is notable for its strong
growth (12.2 percent) as well as its above-average
level of per capita taxable sales ($15,012 for fiscal
year 1997). The other counties with the strongest
growth all have per capita taxable sales levels well
below the state average. Throughout the state,
eight counties experienced a contraction in per
capita taxable sales. Anderson was the only
metropolitan county to see per capita taxable sales

FIGURE 2.6—Per Capita Taxable Sales,
Selected Rgions, FY96 and FY97
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decrease, while the nonmetropolitan counties
Carroll, Hickman, Weakley, Humphreys, Gibson,
Marshall, and Jackson all had negative per capita
taxable sales growth in 1997. Jackson County
was the most dramatic, with a 12.4 percent fall
from $3,249 in fiscal year 1996 to $2,846 in fiscal
year 1997. See Figure 2.6 for a comparison of
fiscal year 1996 and fiscal year 1997 per capita
taxable sales across selected areas.

Education Expenditures

The dichotomy between metropolitan and
nonmetropolitan areas is also evident in education
spending, despite the equalization that takes place
under the Basic Education Program. For the
school year ended June 30, 1996, the statewide
average per pupil expenditure was $4,715, which
is 76.6 percent of the national average of $6,157.
Figure 2.7 depicts the large difference in per pupil
education expenditures between Tennessee and
the nation as a whole. Also evident in Figure 2.7
is a substantial difference in per pupil education
expenditures across metropolitan and
nonmetropolitan counties.

FIGURE 2.7—Per Pupil Education
Expenditures, School Year Ended June 96
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The average student residing in a
nonmetropolitan county receives an annual
expenditure of $4,328, while the average
metropolitan county student enjoys 13.4 percent
higher spending of $4,908. The Oak Ridge school
system in Anderson County ranks first in per pupil
expenditures at $6,794. The Dayton system of
Rhea County operated with the state's lowest
expenditures of $3,433 per pupil, or 50.5 percent
of Oak Ridge per pupil expenditures. Education
expenditures represent an investment in human
capital, which is an important determinant in
economic growth. The fact that areas experiencing
relatively poor economic performance tend to also
have lower per pupil education expenditures is an
obstacle to improving economic conditions in
these areas.

SHORT-TERM FORECAST

Recent Economic Conditions

Recent historical data and the short-term
forecast for the Tennessee economy are
summarized in Table 2.1. (Further detail on the
economic outlook, as well as additional historical
information on the state’s economic performance,
is provided in Appendices A and B of this report.)
Revised data show annual job growth of 1.4
percentin 1996 and 1.9 percent in 1997, meaning
that state growth improved over 1996. The
original forecast indicated nominal personal
income would close out 1997 with growth of 4.9
percent, somewhat better than the 4.6 percent
recorded in 1996. Strong personal income growth
in the first three quarters of 1997, coupled with
upward revisions in the job growth picture,

18

suggest that personal income growth will be
noticeably higher than 5.0 percent in 1997.

The state’s manufacturing sector, which
suffered a 3.1 percent job setback in 1996, was
expected to contract by 1.4 percent in 1997.
Revised jobs data suggest a much slower 0.5
percent pace of job contraction in 1997. The
revised data evidence that after a 0.5 percent job
loss in durable goods manufacturing in 1996, 1.0
percent job growth occurred in 1997. The rate of
job loss in nondurable goods manufacturing was
cut in half, from a decline of 6.0 percent in 1996
to a revised dip of 2.3 percent in 1997. Within the
nondurable goods sector, jobs are projected to
decline in the tobacco, textiles, apparel,
chemicals, and leather industries. Over 15,000
jobs were lost in nondurable goods manufacturing
between 1995 and 1996, with an additional
revised loss of 5,300 jobs between 1996 and 1997.
The construction sector, which accounts for about
4.6 percent of all nonagricultural jobs in the state,
has shown exceptional strength in recent years.
However, the data revisions indicate a much lower
growth than previously thought, at 2.9 percent in
1997. The services sector, which had been the
source of considerable job growth in the 1990s,
showed revised 3.7 percent job growth in 1997.

The Labor Market Outlook

In light of the higher job growth in 1997
than was previously thought, the 1998 increase
will also be higher than we initially forecast, with
growth a bit lower than 2.0 percent. Prior to the
data revisions, nonagricultural job growth was
projected to accelerate from the preliminary 0.9
percent growth rate in 1997 to 1.2 percentin 1998.
Job growth for the national economy is forecast to



TABLE 2.1--Selected U.S. and Tennessee Economic Indicators

SEASONALLY ADJUSTED

FORECAST - DATA

ANNUAL

HISTORY

199703

US GDP (BIL92%) SAAR............ 7221.8
% CHG PREV QTR SAAR........... 3.52

% CHG SAME QTR LAST YR........ 4.00
US GDP (BIL$) SAAR.............. 8131.7
% CHG PREV QTR SAAR........... 4.94

% CHG SAME QTR LAST YR........ 5.94
IMPLICIT DEFLATOR,GDP........... 112.6
% CHG PREV QTR SAAR........... 1.36

% CHG SAME QTR LAST YR........ 1.86
US PERS CONS DEFL (1992=100).... 112.9
% CHG PREV QTR SAAR........... 1.43

% CHG SAME QTR LAST YR........ 1.89
TN PERSONAL INCOME (MIL92%) SAAR 108254
% CHG PREV QTR SAAR........... -3.80

% CHG SAME QTR LAST YR........ 1.97
US PERSONAL INCOME (BIL92$) SAAR 6120.8
% CHG PREV QTR SAAR........... 3.33
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climb 1.9 percent in 1998. Tennessee job growth
was initially expected to accelerate further to 1.4
percent in 1999, while job growth for the national
economy will decelerate to 1.3 percentin the same
year.

The (unrevised) Tennessee job situation
for 1998 and 1999 is portrayed in Figure 2.8 for
broad sectors of the state economy.
Manufacturing employment, initially expected to
contract slightly in 1998 and expand 0.3 percentin
1999, should show somewhat better growth. The
nondurable goods sector will continue to show job
losses for the next two years, although the pace of
job loss will subside. Unfortunately, textiles,
apparel and leather will bear the brunt of the job
losses. Job contraction also will take place in the
food, paper, printing and publishing, chemicals
and petroleum refining sectors. The durable
goods manufacturing sector will fare considerably
better, with (unrevised) job growth of 0.9 percent
projected in 1998 and growth of 1.6 percent
anticipated in 1999. In 1998, only the furniture
and fixtures, fabricated metals and miscellaneous
sectors will lose jobs; in 1999, all broad sectors
are expected to show expansion.

FIGURE 2.8--Projected Nonaricultural Job
Growth, 1998 and 1999
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The strong growth that was projected for
construction (with anticipated gains of 4.2 percent
and 3.9 percent expected in each of the next two
years) will likely be closer to 2.0 percent,
consistent with the revised history. The trade
sector, which comprises nearly 24.0 percent of all
nonagricultural jobs in the state, will likely grow
somewhat better than the initial estimates of 1.6
percent in 1998 and 1.5 percent in 1999. Service
sector jobs will advance much faster than the
initial 1.8 percent and 1.9 percent estimates for
1998 and 1999, respectively.

The state unemployment rate averaged 5.2
percent in 1996 and rose to a revised 5.4 percent
during 1997. The unemployment rate is forecast
to be 5.3 percent in 1998 and to sustain this rate in
1999, though the reality is likely to be slightly
lower than the forecast. The state unemployment
rate continues to reflect an economy at or near its
full employment capacity.

Personal Income, Inflation and Interest Rates
Personal income for the state economy
reflects income received by Tennessee residents,
as opposed to the amount of income created
within the state’s borders. For example, the
income earned by a Tennessean working in
Kentucky is counted as personal income in
Tennessee. The primary components of total
personal income are wages and salaries; “other”
labor income; proprietors’income (including farm
and nonfarm income); rent, interest and dividends;
and transfer income. Wage and salary income is
the single largest component of personal income,
accounting for nearly 60 percent of the total.
Proprietors’ income accounts for over 8.5 percent
of total personal income while rent, interest and



dividend income accounts for nearly 14.5 percent
of total personal income.

Growth in nominal personal income is
projected at 5.1 percent for 1998, an improvement
over the 4.9 percent gain that was initially forecast
for 1997. Data revisions lead to the view that the
actual growth will be noticeably above 5.0 percent
in 1997. Similarly, 1998 will be better than we
initially expected. Growth in personal income for
1999 will advance somewhat faster at 5.5 percent.
Growth in wage and salary income for the state
will be 5.2 percent and 5.4 percent in 1998 and
1999, respectively. Growth in proprietors’
income is forecast at 4.2 percent in 1998 with a
slight deceleration expected in the following year.
Inflation-adjusted personal income will advance
3.0 percent in 1998 and 2.6 percent in 1999. The
forecast indicates that personal income growth in
Tennessee will lag the nation in 1998 and will
ease ahead of the nation in 1999, but Tennessee
will probably exceed the nation during both years.
Nominal per capita personal income should rise
3.9 percent in 1998 and 4.2 percent in 1999, an
improvement over the pattern of 1996 and 1997.

The rate of inflation, as measured by the
implicit deflator for gross domestic product, will
advance 2.1 percent in 1998, accelerating slightly
to 2.5 percentin 1999. There is little, if any threat
of sharply escalating prices in the near term.

The bank prime interest rate, which
averaged 8.4 percent in 1997, will rise slightly to
8.8 percent in 1998. Moderating inflation should
help sustain low interest rates through the short-
term forecast horizon.

Taxable Sales

Nominal taxable sales are expected to slow
in 1998 and 1999, as sales tax growth returns to a
growth path that is more consistent with historical
patterns. Overall growth of 4.5 percent is
anticipated for 1998, with marginal improvement
to 4.6 percent growth in 1999.

Auto dealer sales growth will improve to
3.7 percent and 2.7 percent in 1998 and 1999,
following lethargic growth of 0.4 percent in 1997.
The category including other retail and services,
which accounts for over 27 percent of total
taxable sales, will show slower growth of 3.4
percent in 1998 and 4.2 percent in 1999, relative
to the 5.4 percent growth registered in 1997. Per
capita taxable sales will climb 3.3 percent in 1998
and 3.4 percent in 1999.

TENNESSEEAGRICULTURE : | TS CHANGING
DEFINITION AND FUTURE OUTLOOK

A comparison of the Tennessee
agricultural climate il 930 to that of the 1990s
reveals some not-so-startling information about
the changing definition of Tennessee agriculture.
Not unlike the situation for the U.S. agricultural
sector, Tennessee agriculture has developed from
being a highly diversified, labor-intensive, sole-
supportive way of life to more of a single-
commodity producing, input-intensive type of
“big business.” (See Table 2.2.) In other words,
whereas a farmer in 1930 might separate milk and
sell directly to local markets, fertilize the feed
grain portion of their operation with manure from
the dairy herd, and plow fields using real “horse”
power, today that same farmer would use diesel-
powered tractors and combines and, after harvest,
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TABLE 2.2--Comparing Tennessee
Agriculture, 1930 and Today

1930 |

1990s

Typical kind of Mixed activity ~ Single commodity

operations

Land in Farms 18 million acres 12 million acres
Number of 245,657 farms 82,000 farms
Farms
Average Farm 73.3 acres 149.0 acres
Size

Farm population 46.4 percent 3.5 percent

1. Cattle & calves
2. Cotton
3. Dairy Products

Four leading crops 1. Corn for grain
2. Cotton
3. All hay

4. Tobacco

(ranked by value)

4. Tobacco

Sources:Allred et al. (1933), Luebke
et al. (1939), Tennessee Agricultural
Statistics Service (1996), USDA (1997).

sell their production to companies which process
crops and meat into microwave dinners and potato
chips. Consumption of these products occurs
more often than not from a grocery store chain or
restaurant. A further comparison reveals that
while less and less of the population are working

on farms (3.5 percent in 1994 compared to 46.4
percent in 1930), the average size of the

Tennessee farm has doubled, growing from 73.3
acres in 1930 to 149 acres in the 1990s due to
consolidation of farm operations. However, the

total land area in farms has decreased from 18
million acres to 12 million acres during the same

time period.

According to the 1930 Census of
Agriculture, horses and mules comprised 1.4
percent of total farm value in the state. Nearly
half of all Tennesseans farmed on an average 73-
acre farm. Nationwide, in fact, during much of the
first half of this century most aspects of food
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production occurred on the farm. Today, a mule
on a farm might be considered a tourist attraction!

Measured against the overall Tennessee
economy, what usually counts as agriculture—the
actual production of agricultural commodities—
accounts for only a few percentage points of
Tennessee’s gross state product. Measured with
those activities which traditionally were
considered agricultural activities, perceptions
regarding the importance of Tennessee agriculture
change considerably.

The Food and Fiber System

For the purposes of this discussion,
agriculture can be thought of as a food and fiber
system (FFS) composed not only of the farm
sector but also of the following activities: inputs,
processing and marketing, wholesale and retail
trade, and indirect agribusiness [USDA, 1996].
Viewed as such, agriculture in Tennessee
comprised almost one-fifth of the state’s total jobs
and 28 percent of all rural Tennessee employment
in 1994 (Figure 2.9). In rural Tennessee, farm
production and similar activities remain the
largest employer for the entire FFS, but for the
state as a whole, more than half of Tennessee FFS
employment goes to wholesale and retail trade
activities.

Considered over a longer period, total FFS
employment for the USDA’s Appalachian region
comprised of Tennessee, North Carolina,
Kentucky, West Virginia, and Virginia has grown
9 percent between 1975 and 1992 (Figure 2.10).
While wholesale and retail trade employment has
doubled during that time, employment in farm
production activities has fallen by nearly one-
guarter. A similar trend can be seen in terms of the



FIGURE 2.9—Food and Fiber System
Employment as a Percent of Total
Employment, U.S. and Tennessee, 1994
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contribution to the gross domestic product
evidenced by the U.S. food and fiber system
(Figure 2.11). Here, the value added to food and
fiberon the front end (through agricultural inputs)
and on the back end (through processing, trade,
etc.) easily outpaces the economic value generated
by the farm sector.

When an analysis of the agricultural sector
is undertaken, the focus generally falls on farm
production, ignoring the broader food and fiber
system extending from production to
consumption. One reason is that the linkages
between FFS sectors are not well understood.
Moreover, forecasting the agricultural economy,
itself requires complex analytical processes.
Nonetheless, these linkages should not be ignored.

Tennessee griculture: 1998-2007
This year, farmers in Tennessee and across
the country will be concerned about the potential

FIGURE 2.10--Change in Appalachian Food
and Fiber System Employment by Catgory,
1975-1992
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impacts of the El Nifio weather phenomenon on
crop vyields. A review of historical weather data
shows that Tennessee weather tends to be
somewhat colder and drier during the winter
months, but weather generally returns to normal
by March (Orvis, 1997). A separate analysis by
the Agricultural Policy Analysis Center of El Nifio
weather patterns and their effects on Tennessee
agriculture indicates that yields may experience
some increase during El Nifio years.

For soybeans, corn, cotton, and wheat,
harvested acreage trends flat to somewhat higher
during the projection period of 1998-2007
(Figure 2.12). Within these projections, it should
be noted that gains in corn and cotton acreage are
registered early in the projection and do not
recede. The results for corn, in particular, may
represent more or less permanent cropping shifts,
suggesting that this acreage may have been
“trapped” in another crop by federal commodity
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FIGURE 2.11--Value-Added to the U.S.
Economy by Components of the Food and
Fiber System, 1987-1996, Billion Dollars
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program participation before the greatly increased
cropping flexibility which is characteristic of the
1996 Farm Bill.

Tennessee crop prices will increase slowly
and steadily throughout 1998-2007 (Figure 2.13),

FIGURE 2.12--Harvested Acreae for
Selected Tennessee Crops, 1992-2007
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FIGURE 2.13--Season Averge Price for
Selected Tennessee Crops, 1992-2007
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though prices will remain below their 1995-96
peaks for much of the forecast horizon. Soybeans
will experience the greatest increase over time,
rising from a projected $6.14 per bushel to $7.07
per bushel during the study period. Corn prices
will remain below $3.00 per bushel until 2006,
and cotton prices will be below 70 cents per
pound until 2002.

As a result of flat acreage and higher
prices, crop cash receipts will also trend higher
during the projected period (Figure 2.14). Total
livestock receipts will exceed one billion dollars
in 1999-2000, but will range between $972
million and $997 million for the remainder of the
projection period. Thus, the results for livestock
receipts generally are within the range
experienced during the rest of this decade.

The impact of these factors ultimately is
positive on total net cash income for the
Tennessee food and fiber system’s farm sector
(Figure 2.15). The forecast indicates that in 1998,
income will continue the general decline



FIGURE 2.14--Cash Receipts for Selected REFERENCES
Tennessee Crops, 1992-2007
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FIGURE 2.15--Net Cash Income for the
Tennessee Farm Sector, 1992-2007
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CHAPTER 3

THE TENNESSEE LONG-TERM
ECONOMIC OUTLOOK

The previous two chapters in this volume focused on short-term trends
for the U.S. and Tennessee economies, and the analysis emphasized
the position of the Tennessee and national economies in the current short-term
business cycle. This chapter takes an alternative view of the Tennessee economy,
focusing on long-term economic growth and structure rather than on periodic
fluctuations in economic activity.

The chapter begins with a historical overview of the Tennessee economy
from the perspective of economic growth. Historical trends in Tennessee output
will be examined, paying special attention to the factors that contribute to the
state’s long-run economic growth rate. Long-term trends in Tennessee
employment, capital accumulation, and productivity will then be examined,
followed by a discussion of long-term prospects for Tennessee through the year
2006.

LONG-RUN GROWTH PATTERNS IN THE TENNESSEE ECONOMY
In examining the long-run growth of the Tennessee economy, the goal is
to explain the general upward path of the state’s economic activity over time,
ignoring the shorter-term fluctuations in economic activity that are characteristic
of recessions and boom periods. In essence, the long-term economic growth rate
can be viewed as the average growth rate of the economy over an extended period
of time.



An evaluation of the long-run growth rate
of the Tennessee economy is important because
economic growth is a good measure of
improvements in overall economic well-being.
Equally important is understanding the
determinants of the long-run economic growth
rate. Any policy designed to have a long-term
positive impact on economic growth in the state
must target these long-run determinants if the
policy is to be effective.

The rate of economic growth can be
broken down into three broad components: the
growth rate of the state’s labor force, the growth
rate in the state’s capital stoakd.,equipment,
structures, and public infrastructure), and the rate
of growth in technology (the productivity of labor
and capital). Figure 3.1 shows compound annual
growth rates (CAGRs) of the Tennessee economy
by decade and by component since 1970.

Growth in Output

As illustrated in Figure 3.1, Tennessee
output has seen strong growth in the last 25 years
and has consistently outpaced output growth in the

FIGURE 3.1--Decomposition of Economic
Growth, Tennessee and U.S., 1970-1995
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Source: Center for Business and Economic Research, The University of Tennessee, 1998.
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The Efficacy of Long-Run Economic
Growth Rates

Even modest differences in rates of economi
growth can have a dramatic impact on
economic well-being over the long term. Fo
example, a long-run growth rate difference
of only 6 percent allowed per capita income
in the south to grow from roughly 40 percent
of per capita income in the north just after
the Civil War to approximately 90 percent
today.

nation as a whole. As a result, Tennesseans have
enjoyed an improved standard of living that is
getting ever closer to the national standard.
Growth rates have diminished in the nation as a
whole over time and declined in Tennessee during
the 1970s and 1980s; however, the Tennessee
economy has seen very strong growth in the
1990s.

In the 1970s, economic growth in
Tennessee, as measured by expansions in output,
was approximately 4.2 percent (CAGR), while the
comparable national figure was around 3.1 percent
(CAGR). Tennessee economic growth was
approximately 3.1 percent (CAGR) in the 1980s
but roughly 4.5 percent (CAGR) in the current
decadé.

In the 1970s and 1980s, growth in
employment, capital stock, and productivity made
balanced contributions to the state’'s overall
economic growth, but in the 1990s, Tennessee
economic growth has been mostly driven by gains
in employment and productivity. Each of these
economic growth factors are discussed in more
detail in the following sections.



Labor Force Growth

As shown in Figure 3.2, the Tennessee
civilian labor force and Tennessee nonagricultural
employment have been growing steadily over the
last 25 years (approximately 2.0 percent, CAGR).
As demonstrated by the corresponding trend lines,
growth in Tennessee employment has been more
volatile than growth in the state’s labor force, due
to the cyclical behavior of overall economic
activity and the relative stability of population
growth.

In previous decades, the Tennessee labor
force grew rapidly as a result of the mass exodus
of women from the home to the workplace
following World War Il and the entry of a sizeable
baby boom generation into the state’s labor pool.
In the more recent past, labor force growth has
been constrained to growth in the state’s
population, a trend that will continue into the
future--not only for Tennessee, but for other states
as well. Employment growth in the state will thus
be limited to some degree by the slowdown in
labor force growth. Nevertheless, the growth in

labor force growth in the 1990s. Since 1990,
Tennessee nonagricultural employment (which
counts a person holding two jobs twice) has
grown 2.4 percent (CAGR), while the state’s labor
force has expanded at a compound annual rate of
1.4 percent. Unemployment rates have
accordingly seen a healthy decline from around
6.7 percent to about 5.0 percent. Because the
Tennessee economy is now at or near full
employment, employment growth is not likely to
outperform labor force growth to such a degree in
coming years.

Growth in the Capital Stock

Figure 3.3 shows the levels of new capital
expenditures by manufacturing firms and total
capital outlays by Tennessee state government
over the period 1972-1994. Total inflation-
adjusted investment, as given by the sum of these
public and private measures, has trended upward
over the last 25 years, from approximately $2.0
billion in 1972 (1987 dollars) to approximately
$3.5 billion in 1994 (1987 dollars). While this

Tennessee employment has managed to outpace measure does not reflect the totality of investment

FIGURE 3.2--Tennessee Labor Force and
Employment, 1970-1996
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in Tennessee, it does give some indication of the
direction of investment in the state.

Although Tennessee investment saw a
general rise over the 1972-1994 period,
investment is the most volatile component of
GSP, and not surprisingly, investment has seen
some degree of fluctuation over these years.
Especially noteworthy is the substantial increase
in total capital outlays by Tennessee state
government after 1987. In the 1980s, Tennessee
significantly raised taxes on gasoline and other
fuels to fund the building of highways and other
road systems, and the level of state government
capital outlays reflects this policy.

Capital expenditures by manufacturing
firms are mostly a response to expected economic
conditions in the future and the ability to sell final
products. When the future looks bright for
business, firms generally will invest more heavily
in capital equipment. Thus, growth in capital
expenditures represents optimism by Tennessee
manufacturers.

Growth in Productivity and Technological
Progress

For a given stock of labor and capital, the
amount of output that Tennessee can produce in a
given time period is determined by the state of
technology. Advances in technology make
workers, machines, and factories more productive,
and thus technological progress allows a greater
amount of output to be produced with the same
amount of capital and labor. Included in
technological progress are factors that make labor
more productive (such as education and training)
and factors that make capital more productive
(such as research and development).
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Labor Productivity. While in the past,
Tennessee’s economic growth has been fueled in
large part by growth in its labor force, the quality
of the state’s workforce, or its productivity, has
become increasingly important as labor force
growth has diminished over time. This has
especially been the case in the last few years when
the state’s labor force was nearly fully employed.

Very important factors in labor force
productivity are the level and quality of formal
education among Tennessee workers. Research
has demonstrated that education goes much
further in improving the earnings and employment
prospects of workers than any type of specific
training. Moreover, the consensus opinion of U.S.
employers is that there is a need for better-
educated workers who can be trained on the job,
rather than a pool of workers with a set of specific
skills. This opinion reflects the need for highly
adaptable workers, that is characteristic of today’s
rapidly changing and global economy.

During the last four decades, Tennessee
has made great strides in improving the
educational attainment of its labor force. In 1960,
30.4 percent of Tennesseans over the age of 25
had at least a high school diploma. By 1990, that
figure had reached 67.0 percent. At the same
time, the number of Tennesseans age 25 or older
with less than an eighth-grade education declined
sharply from 53.3 percent to 16.0 percent. The
educational attainment of the Tennessee adult
population is likely to continue to improve in
coming years, as younger people growing up in a
more education-valued environment enter the
state’s workforce. Of course, the productivity of
Tennessee’s labor force will be enhanced as
formal education continues to be encouraged in



the state. Moreover, significant variations in
educational attainment still exist across counties,
and much work remains to be done in order to get
these lagging counties up to statewide standards. Tennessee’s per pupil education expenditure is
Given the competitive nature of economic  significantly lower than the Southeast and U.S.
development in recent years, Tennessee’s labor averages. Atthe same time, Tennessee’s capacity
force must meet or exceed the standards of other to fund education, as measured by per capita
states in the Southeast and the nation as a whole if personal income in the state, is at about the

slightly behind the U.S. average. In other
measures of education quality, Tennessee lags
behind both the Southeast and the nation.

it is to continue to prosper. As Table 3.1
indicates, Tennessee’s labor force continues to lag
behind that of the Southeast and the nation in
terms of educational attainment, despite gains in
recent years.

Equally important to the educational
attainment of Tennessee workers is the quality of

average for the Southeast ($21,949 in 1993 for
Tennessee vs. $22,016 for the South) but below
the national figure ($24,426). At least within the
South, Tennessee’s spending reflects a lack of
effort rather than a lack afapacity The pupil-
teacher ratio in the Southeast is on par with the
national average, but Tennessee’s is considerably

the education they receive. Tennessee has made higher. Fortunately, Tennessee has made efforts

solid efforts to improve primary and secondary
education in the state, as evidenced by recent
legislation such as tHgasic Education Program
(BEP) and the2lst Century Schools Plamut
there is still room for improvement. As Table 3.2

to enhance its education funding through the BEP,
and reducing its pupil-teacher ratio is a primary
objective in the21st Century Schools PlamBoth

per-pupil expenditures and pupil-teacher ratios
should see improvements in the near term now

shows, Tennessee falls behind the Southeast and that the BEP is fully funded. Finally, a much
the nation as a whole in some important measures smaller percentage of Tennessee students receive

of education quality.
Tennessee mathematics proficiency scores
are on par with the Southeast average, but they fall

gifted and talented program services than in other
Southeastern states, which suggests that
Tennessee may not be developing its especially

TABLE 3.1--Educational Attainment, Population 25 and Older, 1990 (Percent)

Region Not a High High School =~ Some College, Associates E_Bachelors or
School Graduate Graduate No Degree Degree Higher Degree
Tennessee 33.0 30.0 16.9 4.2 15.9
Southeast 29.7 29.7 175 5.4 17.7
United States 24.8 30.0 18.7 6.2 20.3

SOURCE: U.S. Department of Commerce, Bureau of the Census, 1990 Census of Population, CPH-L 96
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bright students to the extent that it could.

Although Tennessee has done a better job
in educating its labor force in recent years,
especially in light of its fixed resources, it must
also keep in mind the poorly trained workers who
are transitioned out of the labor force through
structural changes in the economy. Special
training and adult education programs can be
made available to alleviate some of this burden.
There is some question as to whether jobs will
come to those individuals and communities that
fail to invest sufficiently in obtaining high quality
education.

Capital Productivity Capital productivity
is much more difficult to measure than labor
productivity because government agencies
generally do not keep as detailed accounts of the
factors that tend to enhance capital productivity as
they do of the factors that tend to enhance labor
productivity (.g., education and training
statistics). Nevertheless, there are some available
measures of capital productivity, and perhaps the

best measure is expenditures on research and
development (R&D). Figure 3.4 shows trends in
expenditures for research and development by
Tennessee and the nation over the period 1985-
1993!

Inflation-adjusted R&D expenditures in
Tennessee were low relative to the U.S. in 1985
(compared to the 1987 base year), but spiked in
1989. Since then, R&D expenditures have
diminished in the state, and both Tennessee and
the United States have been spending roughly the
same level of funds in inflation-adjusted terms as
they did in 1987. The compound annual growth
rate for R&D expenditures over the period 1985-
1993 was approximately 3.0 percent for
Tennessee and 2.0 percent for the nation as a
whole.

In the last several years, Tennessee has
made great strides in improving the attractiveness
of the state to new and existing industry.
Nevertheless, the work of economic development
is never done. Tennessee must continue to make

TABLE 3.2--Comparisons of Education Quality, Tennessee, the Southeast, and the U.S.

Expenditure per

Region Pupll

Pupil-Teacher Ratio Services in Gifted

Pupils Receiving
Math Proficiency

(1993) (1991) (Iirggéagrrs (1992)
Tennessee 4,149 19.4 1.9 258
Southeast 4,652 17.4 49 258
United States 5,767 17.3 N/A 266
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Statistics 1996Table 165; Council of State Directors of Programs for the Gifted,1990 State of the States
Gifted and Talented Education RepditS. Department of Education, National Center for Education Statistics,
Common Core of Data Surveys.S. Department of Education, National Center for Education Statistics,
National Assessment of Educational Progr&892 NAEP Mathematics Report Card for the Nation and States




FIGURE 3.4--Expenditure Index, Research
and Development, Tennessee and U.S., 1985-
1993
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investments in human capital if the state is to
remain competitive in the increasingly global
economy. Moreover, the state must make a
concerted effort to attract new private capital that
embodies new technology and must ensure that its
public infrastructure is conducive to economic
growth. By continuing to invest in its people
through human capital formation, maintaining an
attractive business environment through
infrastructure maintenance and expansion, and
encouraging an inflow of new private capital and

of economic performance that might be
characterized by recession and recovery. No
recession is projected for the short term, but
readers should keep in mind that recessions can
and often do occur during a long time series, such
as that considered here. Aside from any
deviations arising from a recession or ensuing
recovery, the long-term projection of Tennessee
economic activity is expected to be in line with
the following forecast.

Generally, the state’s growth path will
trend upward from the rather slow current pace of
economic growth. By the year 2000, the
Tennessee economy is anticipated to return to its
long-term trend. Output growth is expected to be
fairly robust and is anticipated to keep
employment levels up and personal income
growth strong. Employment growth should
strengthen over the forecast period, allowing the
state to maintain healthy unemployment rates.
Details of the forecast are presented below.

Output
Tennessee inflation-adjusted gross state
product (GSP) is expected to grow at a compound

technology, the state of Tennessee can ensure a annual rate of 3.4 percent over the forecast period

vibrant economy that will yield balanced growth
over the long term.

THE LONG-TERM
TENNESSEE FORECAST

In the discussion that follows, the long-
term trend forecast for Tennessee is presented
through the year 2006. This forecast is intended
as a long-term projection of the state’s likely
growth path rather than a year-to-year projection

(1997-2006), with annual growth rates increasing
slightly in the latter half of the period. Growth in
U.S. inflation-adjusted gross domestic product
(GDP) is anticipated to remain below that of
Tennessee, growing at a significantly slower rate
of 1.9 percent (CAGR). Table 3.3 shows
projected growth in GSP by sector and expected
changes in the sectoral distribution over the
forecast period.

Manufacturing will continue to make the
largest contribution to Tennessee GSP (although
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TABLE 3.3--Projected Tennessee Gross State Product, Sectoral Distribution and Growth
Rates, 1997-2006

(Millions gfuiggtz Dollars) Shagit(:)fu-{mal Cir:ﬁfglnd
1997 2006 1997 2006  Growth Rate
Gross State Product  133,060.3 179,199.6 100.0 100.0 3.4
per capita 24,697.3 29,842.4 2.1
Agriculture 1,779.1 2,663.9 1.3 15 4.6
Mining 445.4 722.3 0.3 0.4 5.5
Construction 5,235.3 5,508.4 3.9 4.5 5.0
Manufacturing 31,550.1 41,531.5 23.7 23.2 3.1
TCPU 11,462.7 16,508.3 8.6 9.2 4.1
Trade 26,446.9 34,693.9 19.9 194 3.1
FIRE 17,196.4 21,922.9 12.9 12.2 2.7
Services 24,360.0 36,009.4 18.3 20.1 4.4
Government 14584.4 17,003.2 11.0 9.5 1.7

Note: TCPU is transportation, communications, and public utilities; FIRE is finance, insurange,
and real estate.

it ranks third in terms of contribution to The services sector, which comprised 18.3
nonagricultural jobs) and is expected to grow ata percent of Tennessee GSP in 1997, will continue
rate of 3.1 percent (CAGR) over the forecast to see its share of total state output expand,
period. Manufacturing should see ghare of climbing to approximately 20.1 percent by 2006.
GSP decline slightly, however, from 23.7 percent Other sectors expected to see strong growth in
in 1997 to 23.2 percent in 2006. Durable goods output are agriculture, mining, construction, and
manufacturing is anticipated to see much stronger TCPU (transportation, communications, and
growth in inflation-adjusted output (4.0 percent public utilities). The trade, government, and FIRE
CAGR) than is the case for nondurable goods (finance, insurance, and real estate) sectors are
manufacturing (1.9 percent CAGR). expected to see more moderate growth.
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Employment

Tennessee nonagricultural employment is
projected to see solid growth of 2.5 percent
(CAGR) over the forecast horizon, creating
625,700 net new jobs in the next decade. The
construction and services sectors should see
especially strong growth of 4.0 percent (CAGR)
and 4.1 percent (CAGR), respectively, while
employment growth in the mining and
manufacturing sectors is expected to be weak.
The mining sector, which provided less than 0.2
percent of total Tennessee nonagricultural
employment in 1997, is projected to see a decline
in employment on the order of 0.5 percent
(CAGR). The manufacturing sector is projected
to suffer some employment losses in the near
term, but is expected to return to a modest growth
path later in the forecast period (0.5 percent
CAGR).

Both the Tennessee and U.S.
unemployment rates are expected to see a
moderate increase over the forecast period. The
Tennessee unemployment rate, which stood at 5.1
percent in 1997, is expected to be around 5.6
percentin 2006, while the national unemployment
rate is projected to increase from 4.9 percent to
5.7 percent.

Inflation, Interest Rates, and Income
Inflation is projected to remain at

historically low levels over the forecast period but
is expected to see a modest increase from 2.0
percent in 1997 to around 2.7 percent in 2006.
Bank prime interest rates, which are also relatively
low by historical standards, are expected to rise
slightly from 8.4 percent to 9.0 percent in the near
term (1999), but are anticipated to fall to 7.8

percent by 2006. Low inflation and interest rates
should help stimulate economic growth for
Tennessee and the nation over the forecast period,
especially in the construction and durable goods
sectors.

After adjusting for inflation, Tennessee
personal income is projected to grow at a healthy
pace of 3.2 percent (CAGR) from 1997 to 2006,
slightly faster than the growth rate anticipated for
U.S. personal income (2.0 percent, CAGREr
capita personal income in the state should see
growth of 2.0 percent (CAGR), compared to 1.2
percent for the nation.  Accordingly, the
convergence of the Tennessee and national
economies in per capita income will continue
during the forecast period: Tennessee per capita
personal income as a percentage of U.S. per capita
personal income is expected to improve from 88.7
percent in 1997 to 94.9 percent in 2006 (see
Figure 3.5).

Inflation-adjusted wages and salaries, the
largest component of Tennessee personal income,
is projected to see robust growth of 3.5 percent

FIGURE 3.5--Projected Per Capita Personal
Income, 1994-2006
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(CAGR) from 1997 to 2006, increasing its share
of total (inflation-adjusted) personal income from
58.1 percent to 59.9 percent. Nevertheless,
because employment is anticipated to see strong
growth over the same perioger workerwage

and salary gains will be more modest. In 1997,
the average Tennessee worker earned $24,443 (in
1992 dollars) in wage and salary income. By
2006, that figure is expected to rise to $26,843,
growing at a rate of only 1.0 percent (CAGR).

ENDNOTES

1. GSP is quite volatile, and therefore it is not too
surprising to find huge growth rates that coincide with
strong personal income and job growth.

2. "Full employment,” as used here, excluftagtional
unemploymensuch as that which occurs when workers
willingly change jobs. The full-employment level of
unemployment is estimated to be around 5 percent.

3. See “Workforce Development in Tennessee:
Options for the Future,’/An Economic Report to the
Governor of the State of Tennessee on the State’s Economic
Outlook 1997 CBER for a complete discussion of the
issues of workforce development in Tennessee.

4. State data are only available from 1985.
Expenditures reflect funds from the federal government,
industry, colleges and universities, and non-profit
organizations. The data source is the U.S. National Science
FoundationScience and Engineering Indicatprgarious
years. Indexes were calculated by CBER.
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CHAPTER 4
TENNESSEE TOURISM

Tourism is rapidly gaining visibility as an important industry for the U.S.
and the state’s economic activity and development because of strong
growth in tourism-related revenue. In 1995, direct traveler spending within the
U.S. by domestic and international travelers climbed to over $421 billion, or 5.7
percent of the nation’s gross domestic product. In Tennessee alone, tourism
contributed almost $8 billion to the state’s economy in the same year.
Additionally, tourism supported

almost 139,000 jobs ?h%IGURE 4.1—Tennessee Tourism

generated more than $600 m'”'oﬁxpenditures, 1990-1995
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The substantial magnitude of the tourism
industry in Tennessee, as evidenced by the fact
that it is the second largest industry in the state in
terms of expenditures and number of employees
and is the third largest in terms of the payroll (see
Table 4.1), lends justification for the need to
resolve issues hindering progress in tourism
research.

Despite its significance as a viable economic
activity, the tourism industry continues to be
plagued by a lack of awareness and appreciation
in many aspects of public policy. As a noted

TABLE 4.1--Tennessee Employment by
Major Sector, 1995

Payroll Employment
Industry (in millions)  (in thousands)
Health Services $6807.7 229.5
Wholesale Trade/
Durable goods 2653.4 78.3
Travel/Tourism 2575.7 143.4
Business Services 2416.8 142.7
Engineering/
Management 2226.3 79.
Eating/Drinking
Establishments* 1529.5 114.4

1. It is important to note that the Travel/Tourism
industry is not assigned a Standard Industrial
Classification Code (SIC); therefore, the data
reported for the industry are based on assumptio
made by the researcher and are subject to
imprecision. These considerations should not be
overlooked when evaluating the reliability of the
data.

*Excludes jobs attributable to tourism.

Source: U.S. Travel Data Center, 1996.
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comedian might say, tourism “gets no respect.”
Given the wide array of businesses and industries
affected by tourism, it is surprising that many
business executives, public officials, and the
public at large have been slow to realize the
significance of travel and the industry as a
development alternative. Often, it is the vast array
and diversity of the firms that comprise the sector
that creates many of the obstacles facing the
industry. Tourism does not have a unique base as
an industry, but encompasses widely disparate
firms and organizations from many industries
which serve customers that possess a variety of
tastes, incomes, and objectives. However, it is this
same diversity that often gets touted as the
strength or advantage of the tourism industry.
Consequently, in many regions and countries,
tourism has become a dominate sector, often
replacing manufacturing, agriculture, or
distribution-based activities as a major source of
income, employment, and tax revenue generation.
The first section of this chapter provides an in-
depth analysis of the tourism industry, its impacts
on the economy, and the implications of tourism
as an economic development strategy for the state
of Tennessee. The following section contains an
overview of the tourism industry including the
challenges it faces, the kinds of firms which
comprise the industry, and selected industry
statistics. Section 3 details the characteristics of
tourism in Tennessee. Section 4 investigates the
impacts of tourism, and section 5 discusses
tourism as a development strategy. Section 6
concludes the chapter with a brief summary.



TABLE 4.2-Defining Tourism and the Touris

Tourism

Umbrella term for a variety of products and services
offered to and desired by people while away from
home!

A term encompassing travelers away from home an
the businesses and people who serve them by
expediting or otherwise making the travel easier or
more enjoyablé.

Any overnight stay away from home with exception

m Industry

Tourism Industry

The collection of all businesses that directly provide
goods or facilitate business, pleasure, and leisure
activities away from home.

dThe entire spectrum of government and business
activities that provide and manage the needs, wants,
and desires of travelers. This includes agencies and
groups seeking to promote tourism, the residents of the
destination area, and educational institutions seeking to
tgorovide qualified industry personrrel.

military, students, diplomats, and people working away
from home’

Travel which takes a person at least 100 miles away
from home for the purpose of business or pleasure

The promotion or encouragement of touring.

The collection of firms and government entities
providing tourism oriented goods and servites.

OVERVIEW OF THE TOURISM INDUSTRY

Defining Tourism

What is tourism? What constitutes the tourism
industry? These are common questions that have
a wide array of answers. Table 4.2 provides a
partial listing of commonly used definitions in
tourism and the tourism industry.

The inability of observers and industry
participants to agree upon an acceptable definition
to be used as the standard is an underlying source
of many of the hurdles the industry faces. There
are two primary shortcomings of most definitions

. Metelka, C. JThe Dictionary of Hospitality, Travel, and Touris&ibany, N.Y., 1990.
. Smith, S. J. “Defining Tourism: A Supply Side Viewhals of Tourism Researctol. 15, 1988.
. Lundberg, D. Egt al. Tourism Economiclew York, 1995.

. Metelka, C. JThe Dictionary of Hospitality, Travel, and Touris&bany, N.Y., 1990.
. Official definition of the United States Census Bureau.
7. P. O., Sung Soo, et al. “A Linear Expenditure Model for Tourism Demamd/s of Tourism Research
Vol. 18, 1991.
8. Webster Collegiate Dictionaryl996 edition.

1
2
3
4. Quoted as U.S. government’s lexicom ourism Economi¢®D. E. Lundberg et al., 1995.
5
6

of tourism. First, is the failure of the definitions to
adequately portray tourism as an industry.
Secondly, most definitions, even if they do hint
that tourism is an industry, fail to conform to
existing definitional standards and conventions
used in other fields of research. For example, the
data reported in Table 4.1 are not drawn from
conventional employment statistics. The lack of
a proper industrial definition leads to regrettable
consequences for tourism, one of the most serious
being that tourism persistently suffers from a poor
reputation in the eyes of policy and economic
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analysts, government officials, and
leaders not involved in tourism.

industry

Collection of Tourism Data

Developing the appropriate data proves
troublesome because the relevance of the data
changes with each of the definitions and with each
individual's perception of tourism. Collecting
appropriate data is costly and often problematic
due to the nature of the industry. Firms of
different size and structure engage in different
methods of record keeping, with some being more
precise than others. A more practical and
potentially serious problem of collecting data on
tourism is distinguishing buyers at the point of
sale, given that a majority of the firms
participating in the tourism sector do not receive
all of their revenue from tourism. For example,
restaurants and gas stations serve both the local
consumer and travelers, and allocating sales
between the two groups is often impractical.

The data problems imbedded in tourism
research translate into uncertainties regarding the
magnitude and overall significance of travel and
tourism on the economy. As a result, many
researchers contend that the industry data often
underestimate the true magnitude of tourism.
Regardless of the obstacles facing tourism
research, the industry (as a major player in our
economy) is too prominent to overlook.

In practice, the tourism industry is a business
responsible for providing goods and services to
travelers and involves any expenditure incurred by
or for a visitor for his or her trip. It is an
outreaching industry comprised of hundreds of
component businesses (including airlines, cruise
lines, railroads, rental car agencies, travel
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marketers, lodging, restaurants, and convention
centers). There are also travel reception services,
commercial campgrounds, retail shops, food
shops, and service stations. A more detailed
listing of the component businesses is provided in
Table 4.3 Additionally, government has the
function of taxing, regulating, and promoting
tourism.

The firms making up the tourism industry can
be broken down into six major categories of goods
and services used by travelers consisting of
accommodations, transportation, travel services,
food services, recreation/entertainment, and retail
goods. The categories of commodities can be
classified into Tier 1 and Tier 2. Tier 1
commodities are basically "pure tourism” goods
and services. Businesses providing Tier 1
commodities would cease to exist in the absence
of tourism. They could include amusement parks,
travel agencies, and airlines depending on the
specific definition of tourism being utilized. Tier
2 commodities, on the other ri4 are mixed
commodities. They provide goods and services to
both tourists and residents, and they would
continue to exist, albeit at reduced levels, even
without tourism. Table 4.4 provides a brief listing
of selected Tier 2 businesses along with statistics
for these Tennessee businesses in 1995. Criteria
for deciding if an industry is a Tier 1 or a Tier 2
industry can be derived using a tourism ratio. The
tourism ratio can be calculated as a percentage of
revenues associated with tourism relative to total
revenues. Tourism ratios for the major classes of
tourism commodities have been estimated for
Tennessee for 1995 and are depicted in Table 4.5.
These estimates are statewide averages and would
vary from county to county. For example, the



tourism ratio for food services in Sevier County CHARACTERISTICS OF TOURISM
would be much greater than that of other, less

tourism dependent, counties. General Characteristics

Tennessee harbors a spectrum of tourism
activities, from west to east, including Graceland
in Memphis, the Grand Ole Opry in Nashville,
the Tennessee Aquarium in

TABLE 4.3--Component Businesses Relevant to the Tourism Chattanooga, Dollywood in
Industry Pigeon Forge, and vast state
d national forests and parks.
Accommodations: Food Services ‘L .
Hotels and motels Restaurants C'ha'raCte“.StICS of  tourism
Tourist courts and cabins Food Stores within a given area have a
Guest houses and toqust homes Bars., taverns,. and nightclu substantial impact on the
Campgrounds and trailer parks Vending machine operators ) ) .
Hunting and fishing camps economic benefits derived
_ _ from the activity, most directly
Transportation: Amusement and Recreation: by alteri hat i f d
Airlines Museums and galleries y altering what is referred to
Passenger railroads Professional sports clubs as the carrying capacity.
Passenger water transportation Horse race tracks . .
Ferries Other race tracks Carrying capaaty refers to the
Ship chartering Golf Courses level of tourism a region can
Intra urban buses Ski facmtles adequately accommodate
Inter-urban buses Marinas . ) .
Sightseeing and charter buses Theme parks given the economic, physical
Airp.ort limousines Zoos and botanical gardens or environmental, and social
Taxicabs Theaters .
Rental cars subsystems of the region. The
characteristics relevant to
Travel Services Retail Goods: - . .
Federal tourism promotion programs Motor home dealers determlnl.n.g car_rylng CapaCIIty
State tourism development programs Boats and boat accessorief] can be divided into two main
Local tourist bureaus Motorpycle/sn_owmob_lle deal@s categories—characteristics of
Travel agencies Gasoline service stations ) oo
Travel marketers Sporting goods stores the tourist and characteristics
Insurance companies Cameras/ photo supply stor of the destination area.
Time sharing corporations Gift and souvenir shops

Table 4.6 provides a summary
of the breakdown of relevant
Retail outlet stores - L
Liquor/Wine Stores characterlst.lcs for each of the
Automobile Dealers two categories.
General Merchandise stores Tourist characteristics are

Luggage stores

iImportant because they

Source: Smith, S.L.J. “Defining Tourism: A Supply Side Viedrials of influence the magnitude,
TourismResearchVol. 15, 1988.

frequency, and kind of
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TABLE 4.4--Statistics for Tier 2
Tennessee Businesses, 1995

Number of Revenue
Industry Establishments  (in millions)
Eating/Drinking
Establishments 7,726 $ 4,663.
Hotel/Lodging 1,182 1,413.7
Motion Pictures 824 1,730.0
Food Stores 4,129 8360.9
General
Merchandise 954 7,071.2
Service Stations 4,842 2,829.1

Source: Tennessee County Business Patterns, 1985.

interaction with the physical attributes of the
destination area and its residents. Socioeconomic
characteristics of the tourists include age, gender,
income levels, motivations for travel, racial and
ethnic backgrounds, family size, educational
attainment, and perceptions of resource quality.
Together, these variables contribute to
interpersonal style when dealing with residents, as
well as expectations of the destination area. The
types of tourist activities will have the obvious
effect of impacting the type of traveler or tourist
and determining the duration of the stay, thus,
illustrating the interdependency of the
characteristics.

Characteristics of the destination area and its
residents also affect the capacity at which a
destination is able to absorb all of the demands
imposed upon it. Environmental characteristics of
the destination area vary from region to region
depending on the physical environment, with the
most notable distinction being natural as opposed
to the man-made environment. While some
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TABLE 4.5--Selected Tennessee Touris
Ratios, 1995

Industry Class Tourism Ratio

Transportation Services .96
Hotel/Lodging .92
Entertainment .59
Foodservice .23
General Retalil 21

Tourism ratios were calculated using data from a
1996 U.S. Travel Data Center report. The tourism
ratio is the share of total expenditures in the
category that is made by tourists.

regions experience an influx of travelers based
primarily on the natural features of the area, for
example the Great Smoky Mountains, other areas
depend upon man-made attractions such as
Dollywood and outlet shopping in Pigeon Forge.

Perhaps the primary destination characteristic
in Tennessee is the natural environmental features.
These features describe natural destinations and
include geographic landscapes such as mountains,
lakes, deserts, and beaches, as well as climate.

Equally important in impacting carrying
capacity is the economic structure and
development of the destination area, which
incorporates the diversity of the economic base,
the spatial characteristics of development, patterns
of investment, and the ability of a destination to
generate revenue. Nashville, for example, has
been targeting the revitalization of its downtown
district by funneling both private and public
investment into the area, with the most recent
project being the building of a new arena for the
hockey team.

Social structure, which includes the
demographic profile of the destination area, the



TABLE 4.6--Characteristics of Tourism
Relevant to Carrying Capacity

I. Characteristics of the Tourist
Socioeconomic traits
Level of tourist satisfaction
Level of usage of facilities/activities
Types of tourist activities
Duration of stay

II. Characteristics of Destination Area
Environmental features
Economic structure
Political organization
Level of tourist development
Social structure and organization

strength of the local culture, and availability and
quality of local amenities, is the third group of
characteristics important in determining carrying
capacity. These characteristics are important
because the presence of host irritations, which can
be caused, for example, by the presence of tourists
of diverse cultures, are constraints on local
amenities, and can lead to a resistance to tourism
development within the community.

Other important features of the destination
area are political organizations, or the role of state
and local tourism organizations in influencing
tourism impacts and development. Tourism
development organizations are charged with the
task of establishing the degree of local
involvement in the tourist industry, the nature and
diversity of attractions, and the rate of
development. Because of its encompassing
nature, political organization plays a key role in
tourism development of any destination area,
whether it is natural or man-made. Evidence of the
importance of political organization can be found
in research showing that host community

resentment is likely to be high in destination areas
with a highly developed tourism industry but with
limited local involvement. The combination of
these characteristics determines to the extent to
which a community will be successful in
developing a viable tourism base.

Characteristics of Tennessee Tourism

The characteristics of tourists visiting
Tennessee vary across cities and regions. In 1996,
Johnson City, one of the three cities comprising
the Tri-Cities metropolitan area, drew the largest
percentage of its visitor’'s business travelers with
25 percent. Nashville and Memphis drew 20 and
10 percent, respectively. Pigeon Forge hosted the
highest share of trips with children at 48 percent
while Memphis hosted the lowest share at 35
percent. Table 4.7 provides additional statistics
on duration of stay, purpose of trip, and
satisfaction ratings. Table 4.8 provides a summary
of sociodemographic characteristics of visitors to
selected cities in Tennessee for 1996.

For Tennessee, the most visited destinations
are located primarily in seven cities or regions
including Nashville, Knoxville, Memphis,
Chattanooga, Pigeon Forge, Gatlinburg, and the
Tri-Cities. Figure 4.2 provides a comparative
breakdown of trips to these selected cities for
1994 and 1995. These regions also serve as hubs
for facilitating travel to other destinations within
the state.

Tennessee provides a variety of destination
areas taking advantage of both the natural and the
man-made environment. Tennessee continues to
enhance its prospects for attracting additional
tourism dollars by expanding its visibility in the
sports arena with the addition of a professional
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TABLE 4.7--Summary Statistics of the Tennessee Tourist

Pigeon | Tri-
Nashville | Knoxville| Memphis | Gatlinburg Chattanoogdorge Cities
Purpose of |Pleasure 65% 65% 62% 80% 66% 76% 53%
Trip Business 20% 14% 19% 19% 13% 12% 14%
Other 14% 17% 10% 10% 15% 10% 33%
Duration of |Includes no 3.1 2.0 2.9 2.4 2.0 1.7 1.4
Stay (days) | Overnight
Excludes no 3.7 3.0 3.3 3.1 29 2.6 2.3
Overnight
Level of Satisfied 82% 74% 72% 86% 75% 83% 62%
Satisfaction | Dissatisfied 1% 5% 5% 1% 4% 6% 18%

football team—the Tennessee Oilers—and as the
future home of the Women’s Basketball Hall of
Fame to be located in Knoxville. Table 4.9
provides a listing of the top 10 destinations for
Tennessee tourism in 1995.

Undoubtedly, the greatest resource of
Tennessee tourism is the natural destination areas
enhanced by the scenery of the national and state
parks located throughout the state. Along with the
breathtaking view offered by these natural
surroundings comes a wealth of alternative
activities. Figure 4.3 provides a map of the
national and state parks located throughout the
state, and Tables 4.10 and 4.11 provide statistics
on popular activities available in Tennessee’s two
largest national parks, the Cherokee National
Forest and the Great Smoky Mountains.

The predominate advantage of the diversity
found in Tennessee’s tourism destinations is the
ability to attract tourists of all socioeconomic
characteristics. Some visitors prefer camping and
hiking in the mountains, while others enjoy the
comfort and elegance of the Peabody Hotel.
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* Data reported for the Tri-Cities region represents the mean of data for Johnson City, Kingsport, and Bristol.

Destination-area orientation ranges from the
family-style fun of Pigeon Forge to the New
Orleans flavored nightlife of Beale Street in
Memphis. Additionally, the close proximity of the
natural destinations to the man-made destinations
has enabled Tennessee to capitalize on the appeal
of the diversity of activities available. This is
evidenced by the fact that Tennessee ranked third
in 1992 among the Southeastern states in revenue
generated by visitors to state parks and recreation
areas (see Table 4.12). The magnitude of visitors
and the revenue generated by the national and
state parks illustrate the growing attraction of
ecotourism and its importance to Tennessee as a
tourism destination.

Another unique asset of the state which
provides opportunities for tourism generation is its
Civil War heritage. Civil War heritage has
become increasingly popular as a tourist
attraction, as interest in the American Civil War is
at the highest level since the war commemorated
its centennial 30 years ago. Especially popular are
the battle reenactments, as evidenced by the



TABLE 4.8--Sociodemographic Characteristics of Tourist to Selected Tennessee Cities in 19

Pigeon
Nashville [ Knoxville | Memphis| Gatlinburgl ChattanoogaForge | Tri-Cities
Family 1 30% 31% 36% 18% 27% 14% 29%
Size 2-3 53% 52% 50% 60% 50% 61% 51%
4 or more 17% 16% 14% 21% 22% 25% 20%
Marital Single 25% 22% 35% 25% 26% 24% 24%
Status Married 69% 71% 53% 70% 67% 72% 65%
Gender Male 57% 66% 61% 57% 61% 57% 63%
Female 43% 34% 39% 43% 39% 43% 37%
Education| < HS 7% 4% 7% 6% 8% 7% 6%
HS 25% 29% 20% 27% 25% 28% 21%
College 66% 65% 71% 66% 64% 64% 70%
Income < $20,000 6% 7% 3% 7% 8% 6% 9%
20- 39,999 26% 32% 23% 29% 26% 29% 24%
40-74,999 28% 28% 29% 32% 32% 30% 24%
> $75,000 20% 16% 18% 13% 17% 12% 16%

* Source: U.S. Travel Data Center, Profile of U.S. Travelers to Selected Tennessee Cities, 1996.

successful reenactment of the Battle of roadways and increased public utilities in highly
Murfreesboro which drew more than 11,500 visited areas. Social impacts refer to changes in
spectators and raised more than $32,000 in 1992,

and the 1995 reenactment of “1864 Campaign” at FIGURE 4.2--Number of Visitors for Selected
Spring Hill Battlefield, which raised more than ~ Tennessee Cities

$90,00C¢¢ 16
| ] 1994 [} 1996
14—
IMPACTS OF TOURISM 12— B
£10 - ] =
Three Classes of Impacts 2
. . . s g a = — _

Impacts arising from tourism can be divided £ | -
into three categories—economic, physical, and |£ 6
social. Economic effects include personal income, 4
employment, and fiscal impacts. Physical effects 5
consist of alterations to the natural environment 0
including land, air, water, and wildlife, as well as Knoxville | Chattanooga Gatlinburg
the man-made infrastructure such as wider Nashville _Memphis _ Pigeon Forge  Tri-Cities
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TABLE 4.9--Top Ten Tennessee
Destinations, 1995

Number of

Destination Visitors
Great Smoky Mtns 9,080,422
Dollywood Theme Park 2,190,000
Opryland Theme Park 2,100,000
Tennessee Aguarium 1,126,516
Ober Gatlinburg Park 1,050,196
Gaylord Entertainment* 1,000,000
Chattanooga Choo Choo 876,074
Casey Jones Village 855,000
Memphis Zoo 827,155
Graceland 753,962

* Includes performances at the Grand Ole Opry,
Nashville on Stage, and Ryman Auditorium.

Source: Tennessee Department of Tourism
Development.

the way of life of the residents of destination
areas. Balance between positive and negative
impacts is essential for the viability of tourism
development. For example, the economic gains to
a community must more than offset any negative
physical impacts in order for tourism business to
be a profitable venture.

Oftentimes, social and physical impacts enter
into tourism analysis as unquantifiable costs or
benefits that are ignored, with the emphasis being
placed on economic or fiscal impacts. The most
common effects associated with the physical
environment are the negative implications tourism
has on the natural environment such as water and
air quality, damage to wildlife, and deterioration
of historical sites. For example, sightseeing
helicopters flying over the Smoky Mountains have
contributed to a reduction in air quality for that
region.
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On the other hand, tourism can also be viewed
as a means to raise necessary funds to renovate,
restore, or enhance the natural environment as
with the entry fees into public parks and historic
Civil War battlegrounds. The city of Franklin and
the Williamson ounty Chamber of Commerce
sponsor an annual Franklin 8lzfield
Preservation Conference and have been able to
preserve existing sites and reclaim some sites lost
to development, partially through the use of
tourism-generated reven(e.

The man-made environment is also affected
both negatively and positively. For example, the
public roadways get congested in the Smoky
Mountains and downtown Chattanooga, and they
need expanding or repaired as a result of the
increased volume of tourism-related traffic. Tax
dollars attributable to tourism can help finance
such infrastructure.

Social influences occur in many forms and can
vary across regions based on the type and
magnitude of the tourism development. Social
costs of tourism include congestion, increased
cost of living for residents, increased crime, and
fewer resources for other types of development. In
Sevier County, the cost of housing and property is
elevated in response to a thriving tourism sector.
Social benefits arising from tourism include more
public and private amenities in the community,
potentially better public schools, and increased
infrastructure. These benefits accrue from
expansions in the tax base and increases in tax
revenue. The increase in the number and types of
private businesses results from the increase in the
consumer base that tourism provides.



FIGURE 4.3--Tennessee National and State Parks
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Big Cypress Tree
Big H|)IIPPond
Burgess Falls
Dunbar Cave
Frozen Head
House Mountain
Radnor Lake

State Historical Areas
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Bicentennial Capitol Mall
Fort Loudoun

Fort Pillow

Harpeth River
Johnsonville

Nathan Bedford Forrest
Port Royal

Red Clay

Sycamore Shoals

State Parks and Recreation Areas

17
18
19
20
21
22
23
24
25
26
27
28
29
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31
32
33
34

Note:

Big Ridge

Bledsoe Creek
Booker T. Washington
Cedars of Lebanon
Chickasaw

Cove Lake
Cumberland Mountain
David Crockett

Edgar Evins

Fall Creek Falls
Harrison Bay

Henry Horton

Indian Mountain

Long Hunter
Meeman-Shelby Forest
Montgomery Bell
Mousetail Landing
Natchez Trace

Does not include national forests.

35 Norris Dam

36 Panther Creek
37 Paris Landing
38 Pickett

39 Pickwick Landing
40 Reelfoot Lake
41 Roan Mountain
42 Rock Island

43 South Cumberland
44 Standing Stone
45 Tims Ford

46 T.O. Fuller

47 Warrior's Path

Other State Areas
48 Cumberland State Scenic Trail |
49 Cumberland State Scenic Trail Il
50 Davy Crockett Birthplace
51 Hiawassee State Scenic River
52 Old Stone Fort State Archaeological
Area
53 Pinson Mounds State Archaeological
Area
54 Trail of the Lonesome Pine

National Parks
55 Andrew Johnson
56 Big South Fork
57 Chickamauga
58 Cumberland Gap
59 Fort Donnelson
60 Great Smoky Mountains
61 Shiloh
62 Stones River

Trail or River

Location of largest parks

1. South Cumberland is comprised of seven separate parks and state areas.
Source: Tennessee Department of Tourist Development and Tennessee Department of

Conservation, direct correspondence.



TABLE 4.10--Statistics for the Cherokee
National Forest, 1993

Acreage 628,265
Total Visitors 9,985,000
Activity Number of Visitors
Bicycling 71
Boating and Sailing 251
Automobile Travel 1,776
Camping 2,124
Fishing/Hunting 1,278
Hiking/Walking 450
Horseback Riding 102
Picnicking 798
Resorts/Summer Homes 215
Sports and Games 152
Swimming Related Activities 785
Viewing Scenery 670
White-water Activities 485
Other 393

Source: Tennessee Statistical Abstract, 1996/97.

The best documented effects of tourism are
economic. Unfortunately, most attention is placed
on the benefits of tourism, while the costs are
often ignored. The reasons for an economic
emphasis center on the belief that tourism can
provide rapid and substantial returns and can be a
remedying force in areas facing economic
problems because of insufficient economic
activity or resources. Another reason for the focus
on economic benefits is the ease of which they can

TABLE 4.11--Statistics for the Great
Smoky Mountains National Park, 1995

Acreage 241,206
Total Visitors 9,080,400
Number of

Activity Visitors
Campground Campers

(in tents) 226,016
Campground Campers

(in trailers or campers) 166,249
Campers in Organized

Groups 23,791
Backcountry Campers 101,872

Source: Tennessee Statistical Abstract, 1996/97

Economic Impacts of Tourism in Tennessee

In addition to the spending of tourists,
measurement of the overall economic impact
accounts for how a dollar spent by a tourist ripples
through the economy to create income, jobs, and
tax revenue. Economic impacts include direct,
indirect, and multiplier effects. The direct effects
result from expenditures during the tourist’s visit.
These expenditures are for lodging, food and
beverages, amusement, transportation, gifts and
souvenirs, and other miscellaneous items. The
direct economic effect generates state and local
tax revenue, such as amusement taxes on theme
park admissions and sales taxes on retail

be measured. Negative consequences such as thepurchases.

lack of economic diversity and infrastructure
congestion, are often longer term.  More
problematic still are the physical and social
impacts, consequences that do not Ilend
themselves to easy identification and
gualification.
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Of course, the tax revenue is the benefit side of
tourism. There are also fiscal costs involved in a
region having a sizable tourism base. These costs
include the need to fund more public
infrastructure, such as roadways and parks, as
well as ongoing expenditures for more safety



TABLE 4.12--Statistics for State Parks
and Recreation Areas for the
Southeastern States, 1992
State Acreage Visitors  Receipts
(1,000) (1,000) (1,000)
Tennessee 133 27,360 20,270
Alabama 50 6,268 23,427
Arkansas 47 6,725 12,406
Florida 444 12,232 18,061
Georgia 57 16,284 15,029
Kentucky 43 27,831 36,529
Louisiana 39 1,226 2,142
Mississippi 23 4,033 5,607
North Carolina 135 9,713 2,108
South Carolina 80 7,876 10,995
Virginia 66 3,975 2,635
West Virginia 202 8,753 14,806
Source: Tennessee Statistical Abstract, 1996/97.

personnel.
subsidies extended to specific
activities (such as sports facilities). These costs
are often not evaluated because of difficulties in

There also may be government
recreational

assessing what portion of government
expenditures on these public goods and services
can be attributed to the level of tourism in an area.
The indirect economic impacts of tourism arise
from the expenditures of the businesses and
agencies directly involved in the tourism industry.
For example, the restaurants and lodging
establishments in Gatlinburg must employ
workers and purchase supplies for the operation of
their businesses. A portion of these supplies come
from within the community or state, supporting
additional jobs and income. The extent to which
indirect effects expand the local and state
economy depends on the amount of leakages in
the economy. For example, crafts made from

locally produced materials will be more beneficial
for the community and state than those made with
supplies from outside the state.

The indirect stimulus generates local and state
taxes, including the local property, gross receipts,
business, sales, amusement, and corporate income
taxes. Again, there are additional costs, as the
businesses and their employees require public
services, from roads to schools.

Finally, there are multiplier or induced impacts.
Multiplier effects occur as the direct and indirect
income is spent and respent within the local or
state economy. For example, when business
owners that are servicing tourists pay their
employees wages and salaries, those employees
spend a portion of their income in the local
community on goods and services such as
housing, food, and clothing. In turn, owners of the
businesses receiving these payments will pay their
employees and the cycle continues. During each
subsequent round of spending, a portion of the
direct and indirect income leaks out of the local
and state economy through taxes, payments to
non-residents, and savings.

The effect of tourism dollars depends upon the
specifics of the industry and the community or
region in which the dollars are spent. The total
effect is not the same for all businesses involved
since the direct or first-round effect differs across
business sectors. For example, in Tennessee, each
dollar spent in lodging and eating establishments
leads to the creation of $0.43 in personal income
(i.e., wages, salaries, rents, and proprietors’
income) to residents of the stdt€he 43 percent
is referred to as the personal income factor (PIF).
Larger PIFs mean greater economic effects in
Tennessee. Table 4.13 depicts a patrtial listing of
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TABLE 4.13--Personal Income Factors
for Various Industries In Tennessee

Amusement and Recreation Services .29
Hotel/Motel/Eating Establishments 43

Gasoline Stations A1
General Merchandise Stores 15
Travel Services 41
Automotive Repair/Parking .25

Food Stores .14

Note: PIFs were calculated using data from the
1996/97 Tennessee Statistical Abstract

PIFs for other tourism-related industries in
Tennessee.

The income created in the first round via the
PIFs is only beneficial to the state’s economy if
the tourism dollars being spent are new dollars
coming in from outside the state or to the extent
that home-state tourism substitutes for out-of-state
tourism. For example, when a resident of
Memphis chooses to go to the Grand Ole Opry in
Nashville instead of Branson, Missouri, this
prevents leakages from the state’s economy.
Unfortunately, data regarding the origination of
tourist dollars are often unavailable. The
exporting of tourism is crucial to its success
because if the tourists are residents of the state,
the income created is not additional income in the
state but merely represents a redistribution.

The direct income generated for Tennessee
residents from tourism can be estimated using the
PIFs for the industry and the data on expenditures
attributed to tourism for each industry.
Calculations of the direct income impact from
various tourism industries in Tennessee for 1995
are presented in Table 4.14. As can be seen, the

greatest expenditures are in the food service
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TABLE 4.14--First-Round Income
Effects of Tourism in Tennessee for
Selected Industries, 1995

Industry Expenditures* Direct Impact
(in millions) (in millions)
Travel Services $2171.3 $ 890.2
Hotel/Lodging 1476.9 635.1
Foodservice 2508.9 715.0
Recreation 849.2 246.3
General Retail 977.6 146.6

* Expenditures attributable to tourism, U.S. Travel
Data Center, 1996

industry, but the greatest direct economic effect is
from the travel services industry.

The total economic benefit of tourism, broken
down into income, employment, and tax revenue
impacts, can be computed by summing up the
direct, indirect, and multiplier effects. Table 4.15
provides a summary of the positive economic
impacts of tourism in the state for 1995. These
data indicate that during 1995, the average
tourism dollar generated an additional 63 cents in
output for Tennessee's economy and 43 cents in
income for residents of the state. Additionally,
every one million dollars of tourism expenditures
supported 31.8 jobs.

Controlling the Impacts

Given that there exist both positive and negative
impacts, the key to successful tourism
development lies in the ability of the state and
local governments to control and mitigate
negative impacts. This can be accomplished using
financial analysis, strategic management policies,
information on carrying capacity guidelines, and
engineering controls. Financial analysis includes



TABLE 4.15--Economic Benefits of
Tourism for Tennessee, 1995

Impact Measure Total Benefit

Income $ 13,046,800,000
Employment (FTE) 262,800,000
Tax Revenue
State $ 436,000,000
Local 200,100,000
Total 636,100,000

Source: U.S. Travel Data Center, 1996.

analyzing and monitoring the fiscal costs and the
benefits attributable to tourism activity. The
annual economic impact study conducted for the
Tennessee Department of Tourism Development
by the U.S. Travel Data Center provides a detailed
computation of the benefits derived from tourism.
At the same time, there is no detailed cost-benefit
analysis of the investment in tourism for
Tennessee. In order to fully control for the
impacts from a financial aspect, the costs incurred
as a result of tourism would have to be computed.
Again, the most difficult problem with conducting
such an analysis is accurately measuring the
portion of these costs attributable to tourism
development.

Strategic management policies consist of
deciding what type of tourism to target, how to
allocate resources to tourist destinations, and how
to prepare residents and businesses for the influx
of visitors. These types of policy activities
normally come under the control of state and local
governments and tourism agencies. In Tennessee,
the Tennessee Department of Tourism
Development and the Tennessee legislature have

the responsibility for allocating the state’s
resources to the various counties and activities. In
addition, the Department of Tourism
Development provides support through
advertising and promotions, data collection, and
the operation of 13 welcome/information centers
throughout the state. There are also local and
regional tourism organizations in individual
counties and cities with the responsibility of
monitoring the allocation of resources and
developing the tourism opportunities of the area.

The third tool is information on carrying
capacity guidelines. By obtaining reliable data on
carrying capacities, communities can more
accurately anticipate needs and undertake
appropriate measures to plan for these needs.
Planning may cover the need for additional labor
market participants, housing, public transportation
and utilities, and public protection services.
Failure to properly assess carrying capacity can
lead to limitations on the ability to expand the
tourism base in an area. For example, Sevier
County is currently experiencing growing pains as
expansion of the tourism industry is testing the
county’s ability to adequately meet the demands
placed on it. Specifically, the current level of
affordable residential housing is insufficient to
support the needs of would-be labor force
participants required by firms wishing to locate in
the region.

Responsibility for assessing carrying capacity
usually falls under the discretion of the local
government, and may include several branches
such as planning, financing, and development.
Multiple and overlapping governments can,
through the lack of cooperation, compromise the
ability to identify and mitigate problems.
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Engineering controls are a final tool.
Engineering controls consist of building codes,
zoning, road construction, and factors dealing
primarily with the physical attributes of the
destination area. Implementation of zoning codes
that concentrate retail and entertainment activities
in certain areas are often a proper use of
engineering controls. Such zoning would enable
the community to economize on the provision of
infrastructure and promote smoother road usage.
Most commonly these controls are a mixture of
state and local government oversight. Therefore,
engineering controls, like the other three, involve
interaction between different agencies across state
and local governments. They also involve the
interaction o