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U.S. Manufacturing in Decline
U.S. FORECAST

Current Economic Conditions

The U.S. economy is in the midst of a manufacturing
sector recession. Employment in both durable goods and
nondurable goods manufacturing has contracted every month
since July of 2000; the industrial production index for
manufacturing has slipped each month going back to October of
last year; and the purchasing managers index has been below 50
for a year, signaling sustained contraction in manufacturing
activity. The weakness in manufacturing has affected the
unemployment rate, which has risen to 4.5 percent versus 4.0
percent at the close of the last year. Historically, weakness in
manufacturing of this magnitude would have brought the overall
economy to its knees. Between November, 2000 and March,
2001, total nonagricultural employment expanded each month.
Contractions took place in April, June and July. Over the same
time period the broad service producing sector--which includes
transportation, communication and public utilities (TCPU);
finance, insurance and real estate (FIRE); wholesale and retail
trade; services; and government--has consistently shown growth,
expanding 1.4 percent in the first quarter and 0.5 percent in the
second quarter of the year. While growth in other sectors has
continued, there are increasing signs of a more pervasive and
broad-based slowdown in economic activity. Figure 1 shows
recent quarterly trends for all nonagricultural jobs, as well as the
service producing and manufacturing sector.




FIGURE 1: U.S.JOB GROWTH
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Overall economic growth in 2000, as
measured by advances in inflation-adjusted
gross domestic product (GDP), was 5.0 percent
(recently revised downward to 4.1 percent).
GDP growth came in at 1.2 percent (seasonally
adjusted annual rate, or SAAR) in the first
quarter and 1.3 percent (SAAR) in the second
quarter of the current year. Personal and
disposable income have not fallen off to the
same extent as GDP due to job gains outside
manufacturing. There are concerns, however,
that more layoffs and a slower pace of job
creation may take place soon if the nation’s
manufacturing sector fails to rebound. Such a
trend would heighten the nation's risk of
recession. The consumer price index, which
rose 3.4 percent in 2000, grew at the faster
rate of 4.2 percent in the first quarter and then
slowed to 2.8 percent in the second quarter of
2001.

The situation for manufacturing and
the broader economy clearly could be worse.
But several important factors have been at
play, keeping an economy-wide recession at
bay. Perhaps most important is Federal
Reserve monetary policy, which has been
aggressively expansionary since the beginning
of the year. With a 25 basis point drop in the
Federal Funds rate in August, this key interest
rate has fallen a full 3 percentage points since
January. The expansionary influence of these

cuts will be felt well into the new year.
Consumers have done their part by sustaining
spending, despite slipping consumer sentiment
and declining wealth effects from the stock
market. Federal government tax cuts
(expected to total $40 billion in the third
quarter), lower interest rates, increases in home
equity from higher housing prices and the
absence of widespread job cuts have helped
support consumer spending. The housing and
automobile sectors still show signs of life,
testimony to the strength of consumer buying.

Business investment and weakening
exports have dampened growth in the first two
quarters of the year. Inflation-adjusted
nonresidential fixed investment grew only 1.9
percent (SAAR) in the first quarter of 2001.
To place this in perspective, growth in the first
three quarters of 2000 was 14.3 percent.
Investment in producer’s durable equipment
and software showed strong growth as well in
the first three quarters of 2000, but actually
fell 2.3 percent in the first quarter of 2001.
(See Figure 2.) Given the erosion of corporate
profits (projected to be down nearly 11 percent
in 2001) and ample excess capacity, no
turnaround in business investment is expected
in the short term. Business inventories, which
were negative in the first two quarters of the
year will likely move into the black in the third
quarter, offering up a modest expansionary

Center for Business and Economic Research




FIGURE 2: U.S.INVESTMENT GROWTH
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influence on economic growth (See Figure 3).

The international sector, including both
imports and exports, has slowed sharply in
recent quarters. U.S. inflation-adjusted export
growth turned down in the fourth quarter of
2000 and has contracted since that time, hurting
U.S. producers. U.S. inflation-adjusted import
growth also turned negative in the fourth
quarter of last year and has continued to
contract, further dampening economic activity
abroad. Since most international trade involves
manufactured products, including both
consumer and producer goods, this sector has
borne the brunt of the slowdown in trade.
Already being hurt by high fuel prices and the
technology slowdown, markets abroad now
appear to be a risk factor as the economy moves
through the current year and into 2002. The
Japanese economy shows signs of contraction
and Europe (particularly Germany) has moved
onto a slow-growth path. Unlike the
expansionary policy being pursued by the
Federal Reserve, with seven interest rate cuts
over the course of the year, little help is being
offered by the European Central Bank.

U.S. Forecast Summary
The short-term outlook for the U.S.
calls for a continuation of current trends.
Recession appears unlikely given current
domestic conditions, but a quick return to the
strong growth of recent years also seems
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unlikely. Manufacturing employment will
continue to contract into 2003, with declines
of 3.3 percent in 2001 and 2.0 percent in 2002.
The job losses are expected to be pervasive,
including the broad durable and nondurable
goods sectors, as well as most of their
respective component sectors. Total
nonagricultural employment will fare
considerably better. Third and fourth quarter
nonagricultural job growth is projected to be
0.3 percent and 0.6 percent, while growth in
2001 and 2002 will total 0.6 percent and 0.8
percent. The nation’s unemployment rate
should average 4.5 percent in 2001, increasing
to 5.4 percent in 2002 as a result of an
anticipated spike in the number of unemployed
people.

FIGURE 3: CHANGE IN BUSINESS
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Inflation-adjusted GDP should
advance 1.9 percent and 1.4 percent (SAARSs)
in the third and fourth quarters. Growth in
2002 is expected to improve to 2.6 percent,
gaining further ground with 3.5 percent growth
in the following year. Inflation will remain in
check due to slow growth in demand and little
cost-push pressure emanating from the
nation’s labor markets. The consumer price
index is projected to increase 2.7 percent in
both 2001 and 2002. The employment cost
index for wages and salaries will rise from 4.1
percent in 2000 to 4.2 percent in 2001 then
move down to 2.8 percent growth in 2002. Unit
labor costs are projected to jump 4.4 percent
in 2001, followed by much slower growth of
1.4 percent in the following year.

Inflation-adjusted personal consumption-
expenditures will be the economy’s driving
force through the short-term forecast horizon.
After growing 5.3 percent in 2000 and slowing
to 3.0 percent growth in 2001, a slight increase
to 3.1 percent growth is expected in 2002.
Light vehicle sales are expected to total 16.4
million units in 2001 and 16.5 million units in
2002. Investment growth is projected to be
weak into 2003. Nonresidential fixed
investment will be up only 0.1 percent (SAAR)
in 2001 and 0.8 percent in 2002; growth for
2003 is forecast at 6.9 percent. Investment in
producer’s durable equipment and software
will contract for 2001, grow 2.3 percent in
2002 and rebound with 8.6 percent growth in
2003. Net exports are projected to decline
through 2003 putting downward pressure on
economy-wide growth.

Federal government tax cuts will offer
some impetus to demand in the short run by
stimulating consumer spending. Tight state
budgets across the nation will, on the other
hand, serve to dampen growth prospects.
Monetary policy will retain its anti-
recessionary and pro-growth bias at least

through 2002. The Federal Funds rate, which
averaged 6.2 percent in 2000 will average 4.3
percent in the current year, falling to 3.7
percent in 2002.

U.S. Forecast at a Glance

S The downturn in the nation’s
manufacturing sector will continue into 2003,
with job losses being sustained in both the
durable goods and nondurable goods sectors.
Other sectors of the economy will expand
sufficiently to yield total nonagricultural job
growth of 0.6 percent in 2001 and 0.8 percent
in 2002.

S Consumer spending will be critical
to supporting economic expansion in the
quarters ahead. Expect inflation-adjusted
personal consumption expenditures to grow
3.0 percent in 2001 and 3.1 percent in 2002.

2 Business investment will be anemic,
at best, until 2003, aggravated by a weakening
corporate profit position and excess capacity
in manufacturing. Expect flat growth in
business fixed investment. Investment in
producer’s durable equipment and software
will decline in 2001 and experience modest
2.3 percent growth in 2002. Residential
investment will contract in both 2001 and
2002, then show positive growth of 1.9 percent
growth in 2003.

S Monetary policy will retain an anti-
recessionary bias through 2002. The Federal
Funds rate will average 4.3 percent in 2001
and 3.7 percent in 2002. The prime interest
rate is expected to average 7.3 percent in 2001
and 6.7 percent in 2002.

O The consumer price index will
advance 3.2 percent in 2001 and 2.7 percent
in 2002. The GDP deflator will hold its own
at 2.7 percent in 2001 and 2002.
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State Economy Weathers

the Storm

TENNESSEE FORECAST
Current Economic Conditions

Like its national counterpart,
Tennessee’s manufacturing sector has
struggled in recent quarters. Of course this
struggle is nothing new to the state's
nondurable goods sector where job losses have
been broadly based for years now. Following
a 5.0 percent loss in jobs in 1999 (representing
11 thousand jobs), the nondurable goods sector
shed only 1.8 percent of its jobs in 2000. The
food, rubber and plastics, and petroleum
refining sectors were the only expanding
sectors in 2000. Job decay in textiles slowed
from 8.1 percent in 1999 to 3.5 percent in 2000.
Job losses in apparel totaled 21.1 percent in
1999 and 15.3 percent in 2000. The durable
goods manufacturing sector enjoyed 2.5
percent job growth in 1999 (yielding over 7
thousand new jobs), with growth falling to 0.7
percent in 2000. Job losses in the durable
goods sector were first observed in recent
history in the fourth quarter of 2000, with a
decline of 4.6 percent (SAAR), followed by a
7.8 percent (SAAR) setback in the first quarter
and a 4.7 percent (SAAR) loss in the second
quarter of 2001. (Job losses in the nondurable
goods sector accelerated in these same
quarters, with 4.2 percent, 3.8 percent and 4.2
percent (SAAR) declines.) Only instruments
and miscellaneous products suffered setbacks
in 1999, while job losses took place in furniture
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and fixtures, primary metals, electrical
machinery and miscellaneous products in
2000.

Also like the nation, overall job growth
has been sustained by strength in sectors other
than manufacturing. Tennessee bears the same
risk as the nation that job losses may spread
to other sectors, hurting income growth and
adversely affecting the unemployment rate.
Total nonagricultural job growth advanced 1.8
percent in 1999, improving to 2.1 percent in
2000. So while the woes in manufacturing
were increasing, so were the job gains
elsewhere in the state economy. The service
sector, which accounted for 27 percent of all
nonagricultural jobs in 2000, saw a gain of 2.7
percent in 1999, improving to 3.4 percent in
2000. A 1.2 percent (SAAR) decline was seen
in the first quarter of the year, followed by 4.5
percent (SAAR) growth in the second quarter.
The trade sector, including both wholesale and
retail trade, now accounts for about 24 percent
of all nonagricultural jobs in the state. Job
growth in trade also accelerated from 1999 to
2000, with advances of 1.7 percent and 2.3
percent. Job growth slowed to 1.6 percent
(SAAR) in the first quarter and 1.7 percent in
the second quarter of the year. Both the FIRE
and TCPU sectors saw job growth wane
moving from 1999 to 2000. Construction has
done surprisingly well in light of the
slowdown, with a gain of 2.6 percent in 2000
and a spike of 16.6 percent (SAAR) in the first
quarter. Unfortunately jobs fell ata 4.5 percent
(SAAR) pace in the second quarter. Annual
rates of change in job growth are shown in
Figure 4 for broad sectors of the state
economy.

The state unemployment rate has
largely held its own in the face of the slowing
economy, averaging 3.9 percent in 2000, down
from 4.0 percent in 1999. The unemployment



FIGURE 4: TENNESSEE NONAG JOB
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rate has inched upward in the current year from
4.1 percent in the first quarter to 4.2 percent
in the second quarter, but has nonetheless
stayed below its national counterpart.

Nominal personal income has fared
well in recent quarters, buoyed by job growth
outside the manufacturing sector. On the heels
of'4.9 percent growth in 1999, personal income
was up 6.1 percent in 2000. Growth in the
fourth quarter of 2000 (2.1 percent, SAAR)
was the slowest since the first quarter of 1999
(0.6 percent, SAAR), but jumped to 6.6 percent
(SAAR) growth in the first quarter of the year.
Wages and salaries, other labor income,
proprietor’s income and transfer payments all
show a largely similar pattern of growth.

Tennessee per capita income growth
was only 3.3 percent in 1999, improving to
4.4 percent growth in 2000. U.S. per capita
income growth was 4.5 percent in 1999 and
5.4 percent in 2000. This uneven pattern of
per capita income growth translates into a
widening disparity in the relative well being
of Tennesseans versus their national
counterparts. Tennessee’s per capita personal
income stood at 89.8 percent of the national
average in 1998. If projections of per capita
personal income growth for 2001 prove to be
accurate, Tennessee’s per capita personal
income will have slipped to 87.1 percent of
the national average by the end of the year, as
shown in Figure 5.

FIGURE 5: TENNESSEE PERSONAL
INCOME AS APERCENT OF U.S.
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Nominal taxable sales jumped 9.2
percent in 1999 following anemic growth of
only 0.4 percent in 1998. Growth fell to a
miserly 3.2 percent in 2000. Taxable sales
declined in the second, third and fourth
quarters of 2000 (SAARs). Growth in the first
quarter was 4.9 percent (SAAR) and growth
in the second quarter was 1.3 percent (SAAR).
The year-over-year growth rates in taxable
sales are particularly discouraging, coming in
at 0.2 percent in the fourth quarter of 2000, a
decline of 1.5 percent in the first quarter of
2001 and positive growth of 0.9 percent in the
second quarter of the year.

Tennessee Forecast Summary
The state economy is expected to
follow the lead of the nation and experience
several quarters of slow growth before stronger
growth is realized in 2003. The slower growth
will be concentrated in manufacturing
employment and output, rippling through to
affect total nonagricultural employment and
production. Jobs in the durable goods sector
are expected to fall 4.8 percent in 2001 and
decline at the slower pace of 2.2 percent in
2002. Improvement is expected in 2003 as
net gains are restored to durable goods
manufacturing. Job contraction in 2002 is
projected to be broadly based, with only
lumber and wood, instruments and
miscellaneous products eking out gains. The
nondurable goods sector is expected to
outperform the durable goods sector. Job
losses in nondurable goods manufacturing for
2001 are projected at 3.2 percent and losses in
2002 are projected at 2.0 percent. Double-digit
losses are nonetheless expected in the leather
sector, while jobs will fall 9.7 percent in
textiles and 8.5 percent in apparel in 2002.

Nonagricultural job growth should
show improvement through the short-term
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forecast horizon. Following projected growth
of 0.7 percent for the current year, job growth
in 2002 should advance to 1.2 percent. Much
of the improvement in the job situation is due
to the slower pace of job decay in
manufacturing rather than strong growth in
other sectors. Job gains in construction, trade,
services and TCPU will be roughly the same
in 2001 and 2002.

The state unemployment rate will
likely rise over the next several quarters. The
unemployment rate is expected to rise to at
least 4.5 percent in the fourth quarter of 2001
and eventually settle at a plateau level of 4.7
percent in 2002. Labor force growth in 2002
is projected to be negative, a reaction to the
extraordinarily high rate of growth in the labor
force in the current year. The number of
unemployed people will increases rapidly,
with 11.1 percent growth in 2001 and 7.9
percent growth in 2002.

Nominal personal income growth for
2001 is forecast at 5.0 percent, down from the
6.1 percent rate of growth registered in 2000.
Slight improvement to 5.2 percent growth is
projected for 2002. Wage and salary growth
is expected to be roughly commensurate with
overall personal income growth. Nominal
personal income growth for the current fiscal
year is projected to be 5.3 percent. Per capita
income growth should be up 3.8 percent in
2001 and 4.0 percent in 2002.

Taxable sales will perform poorly for
the year, increasing only 0.7 percent.
Improvement to 3.9 percent growth can be
expected in 2002. Taxable sales growth for
the current fiscal year is expected to be only
2.9 percent. The weakest sales sectors in 2001
will be those most closely tied to
manufacturing, including automobile dealers,
purchases from manufacturers and
miscellaneous durable goods. The other retail



and service, miscellaneous nondurable goods
and transportation sectors will fare well in both
2000 and 2001.

Tennessee Forecast at a Glance

S Tennessee manufacturing jobs will
decline 4.2 percent in 2001 and 2.1 percent in
2002. The rate of job decay in the durable
goods sector will surpass that of the
nondurable goods sector in both 2001 and
2002.

2 Nonagricultural job growth will
total 0.7 percent in 2001 and 1.2 percent in
2002, outperforming the nation. Construction,
trade, services and TCPU will all enjoy job
growth rates in excess of 2 percent in this and
the next year.

S The state unemployment rate will
move upward from 4.3 percent in the third
quarter of 2001 to 4.7 percent in the third
quarter of 2002. The unemployment rate will
average 4.6 percent in 2002.

S Nominal personal income will
advance 5.0 percent in 2001 and will grow
5.3 percent in the current fiscal year. Per capita
personal income growth will be 3.8 percent
and 4.0 percent in 2001 and 2002.

2 Expect nominal taxable sales to
grow 0.7 percent and inflation-adjusted taxable
sales to contract 1.6 percent in 2001. Nominal
sales growth should tally 3.9 percent in 2002.
For fiscal year 2001/02, sales are expected to
grow only 2.9 percent.
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Forecast Data

2001:02 to 2003:03
Quarterly Tennessee Econometric Model
(Baseline Forecast as of August 2001)
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Historical Data

1999:01 to 2001:02
Quarterly Tennessee Econometric Model
(History as of August 2001)
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NOW AVAILABLE!
2000 Tennessee Statistical Abstract

Updated with the most current statistical information!

A valuable reference for speakers, writers, executives, public officials
or anyone with questions about Tennessee.

If you conduct business, work, study or live in Tennessee, the Tennessee Statistical Abstract is
the reference you cannot afford to be without. Economic and demographic data are presented
in easy-to-read tables, maps and graphs for Tennessee counties and cities, as well as South-
eastern states.

The Abstract may be purchased as a soft-bound book or on diskette in Lotus™.

Please contact the Center for Business and Economic Research at (865) 974-5441 to order your
copy now.

For further Tennessee economic
data, please visit our Internet site
at http://cber.bus.utk.edu





