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U.S. FORECAST
Current Economic Conditions

So where is the recovery?  Back in the early spring, most observers of the
national economy were anticipating that an economic turnaround would take
place sometime in the summer of 2002.  The expected recovery and rebound in
economic activity simply did not materialize.  US gross domestic product did
surge in 2002:Q1, but growth then returned to a more subdued pace in the second
quarter.  The US economy continues to shed jobs, especially in manufacturing,
consumer confidence is falling, the global economic outlook remains fragile,
domestic equity markets continue to struggle, and the risk of international conflict
has increased.  What happens when you put all the pieces together?  You have a
weak foundation for economic growth.  Accordingly, the short-term outlook for
the national economy remains guarded.  Economic growth is expected to accelerate
slowly in the upcoming quarters, picking up speed by the middle of 2003.  In
short, analysts have simply delayed the starting point of sincere post-recession
expansion, a starting point initially pegged for the summer of 2002.

The expected catalyst for economic expansion was a turnaround in otherwise
lethargic business investment.  But given the crisis of confidence created by recent
accounting scandals and the ability of firms to meet consumer demand, the business
sector has not made significant new investments in productive capacity.
Nonresidential fixed investment slowed significantly in 2000:Q3 and has contracted
since then, as shown in Figure 1.  The contraction has generally been broad based,
reflecting weaknesses in all major components of nonresidential fixed investment.
By 2001:Q2, all components of investment—including structures—were in the
red.  Declines of 39.5 percent, 20.3 percent and 8.0 percent were witnessed in
communications equipment, computers and software.  By 2002:Q2, the decline
in investment spending had been reduced to 1.6 percent while computer, software
and communications equipment investments had returned to the black.
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Consumer spending helped avert a deeper
recession and sustained spending has helped
buoy the economy through the last several
quarters.  Instrumental has been consumers’
eagerness to invest in new housing and new
automobiles, benefiting from historically-low
mortgage interest rates and favorable financing
offers from automobile dealers.  Moreover,
despite sluggish labor markets, personal
income has continued to fare reasonably well,
having grown 3.3 percent in 2001, with
expectations calling for similar growth in 2002.
Total consumption spending clearly slowed due
to the recent recession but has remained
positive since 2000:Q1, as shown in Figure 2.
A sharp surge in automobile sales in 2001:Q4
helped produce a spike in consumer durable
goods spending.  Housing starts, including
mobile home shipments, have been strong,
hovering in the range of 1.7 to 2.0 million units.
However, consumer confidence slipped for the
third consecutive month in September raising
concerns about the future health of the housing
and automobile markets, as well as other areas
of consumer spending.  The economy cannot
afford to have consumers retrench at this point
in the business cycle.

US inflation-adjusted gross domestic
product grew only 0.3 percent in 2001,
although growth moved positive in 2001:Q4.
The 5.0 percent (seasonally adjusted annual
rate, or SAAR) jump in 2002:Q1, while viewed
somewhat as an aberration at the time,
nonetheless offered false hope about a quick
economic recovery.  Growth cooled off to 1.1
percent (SAAR) in the second quarter of the
year.  With the investment and international
sectors sapping the economy’s strength, there
was little else that could happen to national
output.

Despite the strength of consumer spending,
job growth has struggled especially in
manufacturing.  Establishment employment
was up only 0.2 percent in 2001 and is
projected to contract 0.8 percent in 2002.  The
nation’s manufacturing sector saw jobs shrivel
at a 4.2 percent pace in 2001 with estimates of
a 5.0 percent setback being put forth for 2002.
The durable goods sector has experienced
sharper contraction than the nondurable goods
sector, despite strong consumer spending on
durable goods.  Accompanying weak
employment growth has been a rising

Figure 1:  US Nonresidential Fixed Investment,
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Figure 2:  US Consumption Spending,
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unemployment rate.  Averaging only 4.0
percent in 2000, the unemployment rate
increased to 4.8 percent in 2001.  During the
second quarter of the current year, the
unemployment rate averaged 5.9 percent.
Some relief was offered in August when the
nation’s rate fell back to 5.7 percent.
Unfortunately, the decline in the unemployment
rate was not accompanied by resurgence in
employment growth.

With the Federal Funds rate resting at 1.75
percent, the Federal Reserve chose not to take
action at its September meeting.  It is not clear
whether lower interest rates could offer much
benefit to the national economy in the current
environment.  Some consumer interest rates
are already at historical lows so a significant
boost in spending would not likely follow from
further rate cuts.  Businesses will not likely
respond to interest rate cuts absent an improved
outlook for sales.

US Forecast Summary
US inflation-adjusted gross domestic

product growth is projected to improve from
its weak second quarter showing of 1.1 percent
(SAAR), as shown in Figure 3, yielding growth
for 2002 of 2.5 percent.  This represents
substantial improvement over the 0.3 percent
pace of growth recorded for 2001.  Growth is
expected to further improve to 3.4 percent in
2003.  Stronger economy-wide growth should
benefit from the much-anticipated resurgence
in investment spending.  Nonresidential fixed
investment is projected to jump 6.5 percent in
2003 on the heels of a 5.3 percent setback in
2002.  Computer and software investments are
projected at 16.7 percent and 13.1 percent in
2003.  Residential investment is projected to
slip 1.2 percent in 2003 as housing starts move
to 96 percent of the level in 2002.

Consumer spending is anticipated to grow
2.9 percent in 2003, slightly lower than the 3.1
percent rate of growth in 2002.  Growth in
both durable goods and nondurable goods
spending will slow, while expenditures on
services will accelerate.  Light vehicle sales are
projected to total 17.3 million units for the year.
The current account trade deficit should widen
in each quarter through the end of 2004,
dampening overall growth prospects for the
economy.

The nation’s labor markets will show slow
but steady improvement over the short-run
forecast horizon.  The unemployment rate is
expected to fall from 6.0 percent in 2002:Q3
to 5.1 percent by the final quarter of 2004.  The
number of jobs (i.e., payroll employment) will
move back into the black by 2002:Q3 (0.3
percent) but tally a 0.8 percent loss for the year
as a whole.  Job growth is projected at 1.5
percent and 2.1 percent in 2003 and 2004.
Manufacturing is expected to see positive job
growth by 2002:Q4, with annual growth of 0.4
percent projected in 2003 as both the durable
goods and nondurable goods sectors expand.

Figure 3:  Projected Growth in US Inflation-
Adjusted Gross Domestic Product,
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The thirty-year mortgage rate will slip
further as the year progresses, averaging 6.6
percent for 2003, then rise to 6.8 percent and
8.0 percent in 2003 and 2004.  The prime
interest rate will average 4.8 percent in 2003
and 5.1 percent in 2004.  Inflation, as measured
by the implicit deflator for gross domestic
product, will close out 2002 with 1.3 percent
growth, accelerating to 2.7 percent growth in
2003.  The consumer price index (urban
consumers) will be up 1.8 percent in 2002 and
3.1 percent in 2003.

• The US economy has not been able to
turn the corner from the last recession, and
economic conditions remain mixed.  While
there are some signs of strength, including
strong consumer spending, there remain
important weaknesses such as national labor
markets and business fixed investment.  Expect
improvement and broader-based growth as the
economy moves into 2003.

• Inflation-adjusted gross domestic
product will advance 3.4 percent in each of
the last two quarters of the year and will grow
3.4 percent in 2003.  Nominal personal income
will grow 3.3 percent in 2002 and improve
further to 4.9 percent growth in 2003.

• Nonresidential fixed investment will
become positive in 2002:Q3 and reach double-
digit growth by 2003:Q3.  Annual growth for
2003 is projected at 6.5 percent.

• Inflation will remain low but accelerate
slightly as the forecast horizon unfolds.  Expect
the implicit price deflator for gross domestic
product to rise 1.3 percent in 2002 and 2.7
percent in 2003.

• The prime interest rate will average 4.8
percent and 5.1 percent in 2002 and 2003.

US Forecast at a Glance
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TENNESSEE FORECAST

Current Economic Conditions

Like its national counterpart, the Tennessee
economy has failed to experience an economic
rebound on the heels of the last recession.
Economic conditions remain uneven with some
signs of strength and other signs of sustained
weakness.  A more consistent pattern of
economic expansion for the state economy is
not expected until 2003.

The Tennessee economy experienced a 0.6
percent setback in nonagricultural jobs in 2001,
while the national economy was able to eke
out job growth totaling 0.2 percent.  Quarterly
data illustrate the declining job trend for the
state and nation, as shown in Figure 4.  On a

seasonally adjusted basis, jobs advanced 1.9
percent in the first quarter and fell 2.2 percent
in the second quarter.  Tennessee’s year-over-
year job losses for the first two quarters of 2002
totaled 0.4 percent and 0.2 percent.

Job losses in Tennessee have been
particularly pronounced in the state’s
manufacturing sector, as shown in Figure 5.
In fact, the manufacturing sector has shed jobs
going back to 1999.  Between 1999 and the
close of 2002:Q2, the state lost nearly 45,000
jobs in manufacturing.  (Over the same time
period, nearly 48,000 jobs were created in the
service sector.)  In 2001, job losses totaled 5.6
percent, with a 6.5 percent contraction in
durable goods manufacturing and a 4.2 percent
setback in nondurable goods manufacturing.
The first two quarters of 2002 offer little
comfort as only slight improvement was
realized on a year-over-year basis.

A sector-by-sector analysis illustrates the
breadth of the problem in manufacturing.  In
durable goods manufacturing, the only sector
to expand in 2001 was instruments, which
accounts for a small share of overall jobs.

Figure 4:  US and Tennessee Nonagricultural

Job Growth,
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Figure 5: Decline in Tennessee Manufacturing,
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Double-digit losses were recorded for furniture
and fixtures and electrical machinery.  In
nondurable goods manufacturing, the only
sectors to enjoy job growth in 2001 were food,
paper and petroleum refining.  Double-digit
setbacks were experienced in textiles, apparel
and leather.

The service sector has generally produced
the strongest rate of job growth in recent
quarters.  While the overall number of jobs fell
0.6 percent in 2001, the service sector
engineered job growth of 1.7 percent.  Service
sector job growth was up 7.1 percent and down
1.6 percent (SAARs) in the first two quarters
of the year; year-over-year job growth was 2.4
percent and 2.3 percent.  Finance, insurance
and real estate (FIRE) and transportation,
communications and public utilities (TCPU)
also experienced positive job growth in 2001.
The TCPU sector endured significant setbacks
in the first two quarters of 2002.

The state unemployment rate remained
below 5.0 percent through 2001:Q4, then
spiked to 5.5 percent in the first quarter of 2002
before falling back to 5.1 percent in 2002:Q2.
US unemployment rates have been higher than
prevailing rates in Tennessee going back to
2001:Q1.  The average for Tennessee in 2001
was 4.5 percent versus 4.8 percent for the
nation.

Tennessee nominal personal income grew
6.1 percent in 2000 and then advanced only
3.2 percent in 2001.  (US personal income grew
3.3 percent in 2001.)  Note that personal
income advanced despite a 0.6 percent loss in
jobs in 2001.  A noticeable jump of 8.7 percent
occurred in 2002:Q1 that should benefit
calendar year personal income growth.
Unfortunately per capita personal income

growth in Tennessee has trailed the nation,
translating into a wider disparity in the levels
of personal income.  Tennessee per capita
income was up 5.0 percent and 2.4 percent in
2000 and 2001 as opposed to 7.1 percent and
2.5 percent for the US.  At the close of
2002:Q2, per capita income in Tennessee was
only 84.3 percent of the national average, down
from 86.4 percent in 1999.

Nominal taxable sales have been hit hard
by slower economic growth.  Following growth
of only 3.2 percent in 2000, sales slipped 0.2
percent in 2001.  Year-over-year growth in
taxable sales totaled only 0.8 percent in the
first two quarters of 2002.  Taxable sales were
up only 0.4 percent for fiscal year 2001/02.
Automobile dealers, eating and drinking
establishments and other retail and services
have fared better than most other sectors of
the economy.

Tennessee Forecast Summary
Expect economic conditions to remain

mixed for the remainder of the year.  Growth
will slowly become more balanced and broad-
based as the national economy picks up steam
in 2003.  Tennessee’s economic outlook, like
that of the nation, hinges on stronger growth
in business fixed investment.

State labor markets are expected to
struggle for the remainder of the year.  A 0.6
percent loss in nonagricultural jobs in the third
quarter coupled with a 0.7 percent gain in the
fourth quarter (SAARs) will produce a
calendar year job loss of 0.2 percent.  Job losses
in Tennessee will not be as pronounced as the
0.8 percent loss in jobs expected for the
national economy in 2002.  Job growth in
Tennessee will total 1.0 percent in 2003 but
will lag the nation’s 1.5 percent pace of job
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creation.  Year-over-year job growth estimates
are presented in Figure 6 for broad sectors of
the state economy.

The state’s manufacturing sector will
struggle throughout the short-term forecast
horizon.  With 4.0 percent and 0.8 percent
(SAAR) setbacks in the third and fourth
quarters, job losses for the year will total 3.1
percent.  Durable goods manufacturing will
generally outperform nondurable goods
manufacturing in the quarters ahead.  For
2003, jobs in durable goods manufacturing will
advance 0.5 percent while jobs in nondurable
goods will fall by 2.6 percent.  On net, jobs in
manufacturing will fall 0.8 percent in 2003.
Jobs in the nation’s manufacturing sector will
rise 0.4 percent in 2003.

The service sector will continue to fare
better than other sectors of the state economy,
racking up 2.0 percent growth in 2002 and 1.9
percent growth in 2003.  Jobs in the trade
sector will be up only 0.1 percent in 2002,
improving to 1.9 percent in 2003.  At the close
of 2003, services will account for 29 percent
of all nonagricultural jobs in the state versus

16.7 percent for manufacturing and nearly 24
percent for trade.  Construction is expected to
benefit from the rising economic tide in 2003
yielding calendar year growth of 1.5 percent.

Weak employment growth will sustain
unemployment rates in the 4.7 to 4.8 percent
range through the short-term.  The state
unemployment rate is expected to fall to 4.8
percent in the third quarter and to 4.7 percent
in the fourth quarter, appreciably lower than
its national counterpart.  In 2003, the state
unemployment rate will average 4.8 percent
versus 5.9 percent for the nation.  Labor force
growth and growth in the number of employed
people will slow in 2003.

Tennessee nominal personal income
growth will total 2.6 percent in 2002, down
slightly from the 3.2 percent rate of growth
recorded in 2001.  Improvements in job growth
will contribute to stronger personal income
growth of 4.4 percent in 2003.  Income growth
in Tennessee will trail growth for the US in
both 2002 and 2003.  Nominal per capita
personal income growth in Tennessee will be
1.6 percent and 3.2 percent in 2002 and 2003.
The US will again enjoy stronger rates of
growth in both years.  Tennessee per capita
income will be 83.3 percent of the national
average in 2003.

Taxable sales will slowly show
improvement as the economy builds
momentum.  Year-over-year nominal sales
growth is projected at 1.6 percent and 3.3
percent in 2002:Q3 and 2002:Q4, producing
growth of only 1.6 percent for the year.  Sales
growth for the 2002/03 fiscal year is expected
to be 2.8 percent.  Especially strong growth
will take place in automobile dealer sales and
in transportation and communications in both

Figure 6:  Projected Nonagricultural Job Growth,
by Sector, 2002 and 2003
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• Broad-based economic expansion is
not expected until 2003.  Expect mixed
economic signals through the remainder of
2002.

• Tennessee nonagricultural jobs will fall
0.2 percent in 2002 and grow at a 1.0 percent
pace in 2003.  US job growth will total 1.5
percent in 2003.

• The state’s manufacturing sector will
continue to struggle in the quarters ahead.  Jobs
will decline at a 3.1 percent rate in 2002 and
fall 0.8 percent in 2003.

• The state unemployment rate will fall
to 4.8 percent in 2002:Q3 and 4.7 percent in
2002:Q4.  The unemployment rate in Tennessee
will average 4.8 percent in 2003 compared with
5.9 percent for the nation.

• Nominal Tennessee personal income
has fared well considering the performance of
state labor markets.  Expect nominal personal
income to expand 2.6 percent in 2002 and 4.4
percent in 2003.  Personal income growth for
the 2002/03 fiscal year is forecast at 3.3
percent.

• Taxable sales growth will total only 1.6
percent in 2002, improving to 4.1 percent
growth in 2003.  Sales growth for the 2002/03
fiscal year will be 2.8 percent.

Tennessee Forecast at a Glance
2002 and 2003.  Weakness in manufacturing
activity will depress purchases from
manufacturers, miscellaneous durable goods
and miscellaneous nondurable goods for 2002
with substantial improvement expected in
2003.  Other retail and services will experience
growth of 2.0 percent in 2002 and 3.4 percent
in 2003.
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Forecast Data

2002:03 to 2004:03
Quarterly Tennessee Econometric Model
(Baseline Forecast as of September 2002)
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31Tennessee Business and Economic Outlook

1999:04 to 2002:02
Quarterly Tennessee Econometric Model
(History as of September 2002)

TABLE OF CONTENTS

TABLE
 1. Selected U.S and Tennessee Economic Indicators (SA)*
 2. Selected Per Capita U.S. and Tennessee Economic Indicators (SA)
 3. Personal Income by Components (96$, SAAR)*
 4. Personal Income by Components (Current$, SAAR)
 5. Employment, Nonagricultural (NSA)*
 6. Employment, Durable Goods (NSA)
 7. Employment, Nondurable Goods (NSA)
 8. Employment, Nonagricultural (SA)
 9. Employment, Durable Goods (SA)
10. Employment, Nondurable Goods (SA)
11. Average Annual Wage and Salary Rate (96$, NSA)
12. Average Annual Wage and Salary Rate (96$, SA)
13. Average Annual Wage and Salary Rate (Current$, NSA)
14. Average Annual Wage and Salary Rate (Current$, SA)
15. Civilian Labor Force and Unemployment Rate (NSA)
16. Civilian Labor Force and Unemployment Rate (SA)
17. Taxable Sales (96$, NSA)
18. Taxable Sales (96$, SA)
19. Taxable Sales (Current$, NSA)
20. Taxable Sales (Current$, SA)

*Key:  SA=Seasonally Adjusted; NSA=Not Seasonally Adjusted; SAAR=Seasonally
Adjusted Annual Rate
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2003 Statistical Abstract
Available in January 2003

The 2003 Tennessee Statistical Abstract features information as well as links to the original data
sources on the World Wide Web.  The latest economic and demographic data for Tennessee cities,
counties, metropolitan areas and neighboring states have been pulled together in one convenient reference
book.  It is a valuable resource and guide for writers, speakers, executives, public officials and 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.  Whether you use it as a guide to statistical resources or plug
the data into your own analysis, the Tennessee Statistical Abstract will save you countless hours of
searching for regional information.

The Abstract may be purchased from the Center for Business and Economic Research.

Call (865) 974-5441 now to reserve your copy.

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


	U.S. Forecast
	Summary

	TN Forecast
	Summary

	Tables
	Forecast Data
	Historical Data


