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PREFACE

This 2024 volume of .An Economic Report to the Governor of the State of Tennessee is the forty-eighth 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.

The quarterly state forecast through the first quarter of 2026 and annual forecast through 2033
represent the collective judgment of the staff of the University of Tennessee’s Boyd Center for Business
and Economic Research in conjunction with the Quarterly and Annual Tennessee Econometric Models.
The national forecasts were prepared by S&P Global Market Intelligence. Tennessee forecasts, current
as of December 2023, are based on an array of assumptions, particularly at the national level, which are
described in Chapter One. Chapter Two details evaluations for major sectors of the Tennessee economy
and presents the short-run and long-run outlook for the state economy, with an agriculture section
provided by the University of Tennessee Institute of Agriculture. Finally, Chapter Three provides an
assessment of business formation in Tennessee; new business applications rose rapidly at the onset of the
pandemic, and strong growth continued through the end of 2021. This initial surge was driven by several
factors, including the dramatic shift to online shopping, which made it easier for entrepreneurs to start
direct-to-consumer businesses. In 2022, growth in new business applications finally started to moderate,
but, the number of new business applications remained well above pre-pandemic levels. Tennessee has
seen a massive influx of new residents through migration, which has been a major contributor to the
strong growth in business formation as well as the robust economic growth seen in Tennessee over the
last few years.

The primary purpose of this annual volume—published, distributed, and financed through the
Tennessee Department of Finance and Administration, Tennessee Department of Economic and
Community Development, the Tennessee Department of Revenue, and the Tennessee Department of
Labor and Workforce Development—is to provide wide public dissemination of up-to-date economic
analysis to planners and decision-makers in the public and private sectors.

Lawrence M. Kessler
Research Associate Professor and Project Director
Boyd Center for Business and Economic Research
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EXECUTIVE SUMMARY

EXECUTIVE SUMMARY

THE U.S. ECONOMY

The United States economy experienced a
surprisingly strong year in 2023, as economic
growth surpassed even optimistic expectations.
Inflation-adjusted gross domestic product (real
GDP) grew by 2.2 percent, 2.1 percent, and 4.9
percent, respectively, in each quarter of 2023,
leading to a 2.9 percent year-over-year increase as
of September 2023. This strong growth rate has
pushed the U.S. economy past even pre-pandemic
forecasts. Overall, the U.S. recovery from the
COVID-19 pandemic has substantially outpaced
that of other high-income countries.

The primary driver of economic growth was
consumption spending, which saw strong first and
third quarters (up 3.7 and 3.9 percent, respectively)
that pushed year-over-year growth to 2.4 percent
as of the third quarter. Most of the $367 billion
increase in consumer spending was attributable to
rising durable goods consumption (an increase of
$96 billion, a 4.9 percent year-over-year increase)
and health care spending (an additional $135
billion, a 5.4 percent year-over-year increase).

While business investment increased more
slowly—contracting sharply in the first quarter
before quickly recovering to achieve 1.8 percent
year-over-year growth—it still substantially
outperformed expectations. At the beginning of
2023, even the most hopeful forecasts expected
investment to remain constant or contract slightly
due to rising interest rates. However, investment
stemming from the intellectual property and the
manufacturing sector spurred this component of
GDP into positive territory. One potential reason
for the expanding investment spending relates to
awards made through the Bipartisan Infrastructure
Law (also known as the Infrastructure Investment
and Jobs Act), the Inflation Reduction Act, and
the CHIPS Act. Spending from these laws also
stimulated state and local government spending
growth, which added roughly one-quarter of the
GDP growth observed in 2023.

Inflation, which dominated headlines during
the previous year as it reached 40-year highs,
subsided during the year, falling to 3.2 percent

viii | 2024 TENNESSEE ECONOMIC REPORT

as of October 2023. However, this still exceeds

the Federal Reserve’s target rate of 2 percent.
Accordingly, the central bank continued to raise
interest rates. As of October, the effective federal
funds rate was 5.3 percent, up from 3.1 percent the
same time a year ago.

The sector producing the most pressure on
inflation rates during 2023 was housing, Housing
costs rose 5.2 percent over the previous twelve
months, reflecting a continued multi-year trend
of surging home values and rental costs. Overall,
single-family home values have grown by 42 percent
from January 2020 through October 2023, while
rental prices have increased 31 percent over the
same period. Unfortunately, rising home values and
increasing interest rates have made homebuying
unattainable for many individuals, as wage growth
has not kept pace. Immediately before the pandemic,
the average expected mortgage payment was 24.6
percent of average monthly wages. However, this
ratio has now climbed to 44.4 percent. Unfortunately,
there does not seem to be immediate relief
from elevated housing prices, as the number of
houscholds formed over the last five years still
outstrips the current and expected housing supply.

Concerns regarding inflation and the housing
market were the few dark spots for the economy
during the year. In sharp contrast, the labor market
remains strong, with an unemployment rate of just
3.9 percent during the year and only 3.2 percent
for “prime-aged” workers (i.e., those aged 25-54).
These levels remain near 50-year lows and are
particularly notable as the economy also added
3.1 million individuals into the labor force during
the year. Despite this impressive growth, there is
still a labor market shortage compared to pre-
pandemic forecasts, driven by workers aged 65 and
older who have exited the labor market at higher-
than-anticipated rates. Further, while employment
markets were tight, wage growth was modest, only
keeping up with the inflation rate. This means that,
while workers may earn more, they can, on average,
afford roughly the same amount of goods and
services as they could in 2022.



THE U.S. ECONOMY, CONTINUED

EXECUTIVE SUMMARY

Consistent with 2023’ strong economic
growth, the S&P 500, an index of the five hundred
largest companies listed in U.S. stock exchanges,
rose to 4,568 as of November 30. While this is
still short of the all-time high of 4,800 reached
in January 2022, it still represents a 12.0 percent
increase relative to November 2022. Moreovet,
the stock market performance of US. companies
continues to outperform their international
peers. From January 2020 through October 2023,
the S&P 500 increased by 29 percent, while a
combined index of European markets has only
grown by 6 percent over the same period.

Stock market performance is an intrinsically
forward-looking measure, as investors buy shares
of companies based on prospective profits rather
than past performance. Accordingly, high market
values are a promising indicator for the future.
However, other forward-looking measures have
not been so encouraging. For instance, while
consumer sentiment rose dramatically from its
all-time lows in 2022, it still remains near the
levels seen during the Great Recession. This is
somewhat at odds with households” expected
increase in their income, which is hovering near
pre-pandemic levels of optimism, suggesting
that while Americans feel confident in their own
prospects, they are skeptical about the health of
the economy as a whole. Another forward-looking
measure with pessimistic results comes from debt
markets, where the effective interest rates on long-
term bond yields moved below those for short-
term debt. This phenomenon—called a yield-

THE TENNESSEE ECONOMY

curve inversion—often precedes future economic
slowdowns and even recessions.

Based on the mixed signals at the end of the
year—strong existing economic fundamentals
contrasting with concerning forward-looking
indicators—expectations for 2024 are that the U.S.
economy will continue to have positive growth
but at a much slower rate than in 2023. Weak
consumer spending, little growth in business
investment, and rising imports will lead to sluggish
growth of 0.9 percent and 0.1 percent of real gross
domestic product in the first and second quarters.
As slower growth also brings down inflation, the
Federal Reserve will respond by reversing course
and slightly cutting interest rates to 5.1 percentage
points. Accordingly, the economy will accelerate
somewhat in the second half of 2024 as business
investment rebounds.

Overall, 2 modest increase in real GDP of
1.4 percent is projected for 2024. Given the
slower economic growth, the inflation rate will
fall to an average of 2.7 percent. As economic
growth deceleratres, job growth will slow and
the unemployment rate will rise to 4.3 percent.
However, the U.S. is still expected to add 1.0
million non-farm jobs in 2024, with the largest
growth coming from the healthcare sector. Job
growth in capital-intensive industries, such as
construction and manufacturing, is expected to
remain flat, as negative pressure from elevated
interest rates is offset by fiscal stimulus from the
Bipartisan Infrastructure Law, Inflation Reduction
Act, and CHIPS Act.

The Tennessee economy continued to see
robust growth in 2022. Following an incredibly
strong 2021, when inflation-adjusted gross
domestic product (real GDP) advanced by 9.2
percent, the state economy expanded by an
additional 4.8 percent in 2022. Strong growth
continued into the first quarter of 2023, however,
signs of a cooling economy are starting to emerge,

as both consumer spending and job gains have
slowed in recent months. Additional headwinds,
such as the resumption of student loan payments
and high interest rates, could hinder near-term
economic growth as well. As a result, we are
projecting that Tennessee real GDP growth will
slow in the near term, but importantly, economic
growth will remain positive.
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EXECUTIVE SUMMARY

THE TENNESSEE ECONOMY, CONTINUED

Expectations are that Tennessee real GDP will
grow by 3.3 percent in 2023, and then decelerate
to 1.8 percent in 2024, as consumer spending
normalizes and the recovery continues to wind
down. By comparison, U.S. real GDP will advance
by 2.4 percent in 2023 and 1.4 percent in 2024. In
general, Tennessee’s economic outlook is more
favorable than that of the nation’s. The more
positive state outlook is largely driven by stronger
population gains in Tennessee. From 2021 to 2022,
the state’s population grew by 1.2 percent, which
was much faster than the nation’s 0.4 percent
growth rate. Population growth is a key component
of economic growth, as it creates a larger labor
force, more consumption spending, and more
economic activity in general.

A similar pattern is expected for the state labor
market. Tennessee nonfarm jobs expanded by a
very strong 4.6 percent rate in 2022, representing
an addition of over 143 thousand workers. The
state labor market continued to see robust growth
in the first quarter of 2023, up 3.2 percent, but
much more moderate growth of 1.0 in the second
quarter and 0.9 percent in the third quarter.
Nonfarm employment is projected to continue
on this slower growth trajectory, and advance
by 1.0 percent in 2024 and 1.1 percent in 2025,
representing net increases of 33.8 thousand
jobs and 37.7 thousand jobs respectively. By
comparison, employment in the U.S. is projected to
grow by a slightly slower 0.7 percent in 2024 and
then see no growth in 2025. In addition to stronger
population growth in Tennessee, the state’s
stronger employment projections are also driven,
in part, by a more favorable outlook for the state’s
manufacturing sector. Tennessee continues to see
manufacturing job growth, and we project that
this will continue throughout the forecast horizon.
By comparison, the U.S. outlook is calling for a
contraction in manufacturing employment, which
will put downward pressure on overall nonfarm
employment growth for the nation.

Tennessee’s unemployment rate, which
measures the percentage of people who are not
working but are actively looking for work, sits at an
all-time low of 3.1 percent as of the third quarter
of 2023. Expectations are that the unemployment
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rate will slowly drift upward as job growth slows
and the number of unemployed people rises. As a
result, the state unemployment rate will increase to
3.5 percent in 2024 and 3.6 percent in 2025.

Nominal personal income will grow by a
strong 0.3 percent in 2023, but then advance by
a more moderate and historically normal rate of
4.7 percent in 2024. After adjusting for inflation,
real personal income is projected to increase by
2.4 percent in 2023 and 2.7 percent in 2024. On
a fiscal year basis, nominal personal income will
increase by 5.6 percent in FY23/24 and 5.1 percent
in FY24/25.

Over the long term, Tennessee real GDP
will increase by 2.4 to 2.5 percent per year from
2026 through 2030, but will then slow to 2.2 to
2.3 percent from 2031 through 2033. Similarly,
nonfarm employment will grow by 1.1 to 1.2
percent per year from 2026 to 2030, but then
decelerate to 0.8 percent per year at the beginning
of the new decade. The slower projected growth
path at the end of the long-term forecast horizon
is due to an aging population and a continued
increase in retirements.

In addition to the economic forecast, the
chapter also provides an analysis of the Tennessee
housing market. Home prices in Tennessee and
around the country have seen sharp increases over
the last few years due to both an increase in demand
and a persistently low supply of available homes.

There are a number of reasons for the supply-
side challenges in the housing market, including
but not limited to, a shortage of construction
labor, zoning restrictions, and a shortage of
available land, especially in some suburban and
urban areas. In addition, rising building costs
have become a major factor in more recent
years. As a result, profit margins—especially for
more moderately priced homes—have become
increasingly tight and developers have been more
inclined to build larger homes. Consequently, the
construction of smaller, more affordable homes
has declined while new construction of larger
homes has risen. Finally, monetary policy by the
Federal Reserve has become another important
source for the low inventory of homes. In 2020
and 2021, many homeowners refinanced their
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home loans and lowered their monthly mortgage
payments by taking advantage of record-low
mortgage rates (around 3 percent for a 30-year
fixed mortgage). However, the Federal Reserve has
sharply raised interest rates to battle inflation since
then. This has discouraged current homeowners
from selling their homes because their current
mortgage rate is well below the current market
rates, which are now above 7 percent.

In addition to the reduced supply of housing,
Tennessee’s housing market has been greatly
affected by increased demand, as more people
moved to the state. The increased demand for
housing and constrained supply have both put
upward pressure on home prices. As a result,
median home prices among active listings in
Tennessee, which have historically been lower than
the national average, overtook national prices in
the fall of 2022. Furthermore, as of September
2023, Tennessee listing prices are more than
$20,000 higher than those in the U.S.; in Nashville,
active listing prices are nearly $150,000 higher than

BUSINESS FORMATION

the national average, and in Knoxville, they are
roughly $45,000 higher than the national average.

In addition to a low inventory of homes for
sale, a supply shortage for renters exists as well.
Consequently, rental prices have been on the
rise, and the number of people paying more than
$1,500 per month in rent has risen dramatically
since 2019 whereas the number of people paying
less than $1,000 per month has fallen.

Despite higher home and rent prices, wages
in Tennessee remain below the national average.
Earnings in Tennessee have certainly risen over
time, but currently sit at $29.75/hout, which
is more than $4/hour lower than the national
average. Furthermore, even in Nashville and
Knoxville where home prices are above the
national average, hourly earnings are still lower
than the national average. This discrepancy
between home prices and earnings is putting
the goal of home ownership out of reach for
many Tennesseans, and those who are renting are
becoming increasingly cost-burdened.

Business formation, as measured by the number
of new business applications or initial filings is a
good leading indicator for overall economic growth.
That is, business filings have generally fallen prior to
drops in employment during recessionary petiods.
Similarly, business filings typically grow and then
employment follows shortly thereafter during
recoveries and expansionary periods. For this reason,
business formation can help provide key insights
into how the overall economy is performing, and
provides valuable information as to the overall
business environment in a county, a state, and the
nation as a whole.

Due to the surge in business applications over
the past few years, this chapter largely focuses on
the number and growth of business applications
before, during, and after the COVID-19 pandemic.
To that end, we discuss business formation in
Tennessee over time and across industties, explore
differences in business formation across Tennessee

counties, and compare business formation in
Tennessee to the nation and other states. We also
provide a discussion of recent trends in business
formation and the impact of recent sales tax
legislation on business formation.

In both Tennessee and the U.S., new business
applications have skyrocketed. From 2019 to 2022
business filings in Tennessee have grown by over
50 percent, and are up by 44 percent for the nation
as a whole. Strong growth in business formation
has largely been driven by an increase in retail trade
businesses, particularly nonstore retailers. However,
all industries have seen positive business formation
growth since 2019.

Importantly, new business applications
surged at the onset of the pandemic, and strong
growth continued through the end of 2021. This
initial surge was driven by a number of factors,
including the dramatic shift to online shopping,
which made it easier for entrepreneurs to start
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direct-to-consumer businesses. Starting a business
without a brick-and-mortar location significantly
reduces start-up costs by eliminating rent and
utility payments. Furthermore, the non-store
retail industry primarily consists of non-employer
businesses which further reduces costs such as
salaries and benefits for employees. In addition,

a number of other pandemic-related business
opportunities presented themselves in 2020 and
2021, including producing/selling masks, providing
remote health services, tutoring, and other remote
education-related services.

In 2022, growth in new business applications
finally started to moderate, but, the number of
new business applications remained well above
pre-pandemic levels. As an example, business
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applications within the professional and business
services industry were much higher in 2022 relative
to 2019, as the successful shift to remote work has
likely provided greater opportunities for white-
collar entrepreneurs to start new businesses. In
addition, consumer spending in both Tennessee
and the U.S. has remained strong for longer than
most have expected and has led to increased
opportunities for new businesses. Finally, in
Tennessee there has been a massive influx of new
residents through migration. This has been a major
contributor to the strong economic growth seen

in Tennessee over the last few years, and more
relevantly has also led to an increase in the number
of workers in the state and an increase in the
number of entrepreneurs.
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1.1. THE U.S. ECONOMY: YEAR IN REVIEW

CHAPTER 1

Introduction

Much like 2022, the tale of the U.S. economy
in 2023 is a story of contrasts. On the one hand,
the economy continues to outperform its pre-
pandemic growth trajectory, and unemployment
remains at near-record lows. On the other hand,
inflation—while down from its 2022 peaks—still
remains high, and the wage growth in many areas
of the country has failed to keep pace, leading to a
lower standard of living for consumers.

After adjusting for inflation, gross domestic
product (real GDP) has grown by 2.2 percent,

2.1 percent, and 4.9 percent, respectively, in each
quarter of 2023 so far. Overall, as of September
2023, the economy has grown in real terms by
2.9 percent year-over-year, surpassing the pace of
economic growth set in the three years preceding
the COVID-19 pandemic.

This growth was somewhat unexpected, as the
consensus forecast heading into 2023 predicted

that the economy might enter a shallow recession.
Instead, the United States economy continues
to trend upward, even as growth in other high-
income countries—such as those in the European
Union—stagnates (as shown in Figure 1.1).
Despite the strong growth, the current year
still presented several economic challenges.
Inflation rates have receded from the 40-year
highs reached in 2022 but still remain relatively
high compared to recent history. Elevated prices
are primarily driven by the housing market, where
surging values have created serious affordability
challenges. Additionally, while employment
levels remain extremely high and the labor force
continues to expand, wage growth has generally
failed to keep pace with the rising cost of living,
causing consumer confidence to remain low.
This chapter discusses these overarching trends
in greater detail as we evaluate the health of the
overall economy in the past year and its prospects
for 2024.
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Figure 1.1: Overall U.S. Economic Growth Has Surpassed Pre-Pandemic Forecast and Continues to Outperform
Other High-Income Countries (Q4 2019 = 100)
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Consumption and Inflation

The primary driver of overall economic
growth during the year was attributable to
increasing consumption, consistent with its status
as the largest component of gross domestic
product. As shown in Figure 1.2, consumer
spending now exceeds the pre-pandemic forecasts
by approximately $150 billion in inflation-adjusted
terms, growing by 2.4 percent year-over-year.

This growth was driven by strong first and third
quarters, which saw annualized increases of 3.7
and 3.9 percent, respectively.

Services, which comprise the majority of
consumption spending, expanded by $234 billion
year-over-year in inflation-adjusted dollars, which

comprised roughly two-thirds of overall consumption

growth. This increase was driven by the resurgence
of healthcare spending, which grew by 5.4 percent
year-over-year (and $135 billion overall), though the
overall size of the sector remains below the amount
forecasted prior to the pandemic.

While goods spending experienced a slight

2 | 2024 TENNESSEE ECONOMIC REPORT

contraction in 2022, it rebounded with strong real
year-over-year growth of 2.6 percent as of the
third quarter of 2023. This growth was punctuated
by particularly strong first and third quarters,
which saw annualized increases of 5.2 percent and
4.8 percent, respectively, leading to cumulative
inflation-adjusted goods consumption that is over
$300 billion higher than the pre-pandemic forecast.
The current year’s progress was driven by durables,
particularly vehicles and recreational goods, which
comprised roughly 70 percent of all growth during
the year. It is possible this spending stems from
pent-up demand from prior years when supply-
chain issues led to shortages across several product
categories and drove up prices.

Overall, inflation—which measures the
change in prices for a select basket of goods—has
decreased during the year, a welcome relief from
the 40-year highs experienced in 2022. As of
October 2023, the year-over-year inflation rate had
fallen to 3.2 percent (with an annualized quarter-
over-quarter growth rate of 2.6 percent). While
this rate is slightly higher than the years leading up
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Figure 1.2: Consumption Growth is Strong and Goods Spending Remains Above Forecasts
20,000
g Dashed Ifines in?ic?te prer-]pantdemic Overall
S orecasts for each category
= 15,000 — N e ——
§ ///_/-\—/
5
2]
S Services
S 40000 ===
2
2
wn
S
g 5000
3
5
o
07 L T L L L L L L
2016 2017 2018 2019 2020 2021 2022 2023

Sources: Bureau of Economic Analysis, S&P Global Market Intelligence December 2019 Forecast.

to the COVID-19 pandemic, as well as the Federal
Reserve’s 2-percent target rate, it is in line with
the 30-year period preceding the Great Recession,
when inflation averaged 3.1 percent per year.
Furthermore, as shown in Figure 1.3, inflation
within the United States is lower than in many
high-income peer countries, such as the United
Kingdom (U.K.), France, and Germany. This is a
particularly striking fact, since the United States has
experienced higher rates of economic growth than
European countries as a whole, and higher growth
is often associated with higher inflation rates.
Further investigation into the various
categories of inflation provides insight into this
decrease. Figure 1.4 shows that the slowdown
in inflation was primarily driven by falling energy
and vehicle prices, which decreased by 4.5 and 1.7
percent year-over-year, respectively. Food prices,
while still rising, have done so at a much lower rate
of just 3.3 percent, as compared to a year-over-
year increase of over 10 percent during the same

period last year—and the food-specific inflation
may continue to slow or even reverse as the effects
of falling energy prices continue to work their way
through the agricultural supply chain.

However, the element of inflation that has
persisted—albeit at lower rates than in the previous
year—is housing, Prices for housing services
increased by 5.2 percent year over year and added
2.3 percentage points to the overall inflation rate (72
percent of the total). This is lower than the previous
years’ increase over the same period (7.1 percent),
but housing affordability remains a serious problem.

Recent polls by Gallup indicate that only 21
percent of Americans feel that now is a good time
to buy a house (down from 61 percent just prior to
the pandemic), and 37 percent are worried about
being able to pay rent, mortgage, or housing costs (up
from 30 percent in 2019).! Accordingly, in the next
section, we examine the housing market more closely
and discuss the factors behind the precipitous tise in
prices that have occurred in the last several years.

" Source: “Housing,” Gallup, (April 3-25 023). https:/news.gallup.com/poll/162752/housing.aspx. Accessed November 28, 2023.
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Figure 1.3: Inflation in the U.S. is Lower than Global Peers, Despite Stronger Economic Growth
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Figure 1.4: While Energy Inflation has Subsided, Housing Costs are Still Increasing
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Housing and Interest Rates

While the rate of housing price increases has
slowed since last year, obtaining affordable housing
in the post-pandemic economy remains a challenge
for many Americans. Figure 1.5 provides further
detail by displaying the rise of the Zillow Home
Value Index (top panel) and the Zillow Observed
Rent Index (bottom panel) for the last seven years,
comparing national home values with those of
select metropolitan areas in the Southern United
States.”

According to the data, the average value
for single-family homes in the United States has
increased by 42.3 percent since 2020. Rental prices,
while not experiencing the near-unprecedented
growth of purchase prices, have still increased
by 30.5 percent over the same period. The year-
over-year increases (as of October 2023) for the
Home Value and Observed Rental Indices were 1.8
percent and 3.2 percent, respectively.

An examination of home values by
metropolitan area shows that there is substantial
variation in housing values on a city-by-city basis.
Of the selected Southern metropolitan atreas,
Knoxville, Tampa, and Miami have experienced
the greatest growth since January 2020 (cumulative
increases ranging from 58 to 68 percent). The
slowest growing areas include New Orleans (8
percent), Huntington (23 percent), and Little Rock
(30 percent).

In terms of year-over-year (rather than
cumulative) housing value increases, Knoxville,
Virginia Beach, and Miami were the markets
with the fastest-growing home values (ranging
from 5.4 percent to 8.8 percent increases as of
October 2023). However, not all metropolitan
areas experienced home value growth during the
year. Of the twenty-seven selected metropolitan
markets, eleven of them experienced decreases in
housing value during the year, with New Orleans
and Austin having the biggest falls of 8.6 percent
and 10.1 percent, respectively.

A major factor in the slower rate of housing

price growth in the last year is the increase in
mortgage rates, driven by the actions of the
Federal Reserve (the Fed). As demonstrated by
Figure 1.6, the Fed continued to increase the
federal funds rate during 2023, reaching a top rate
of 5.3 percent as of October. The rate increases
appear to be slowing as inflation falls back to
historical levels and interest rates hover around
pre-Great Recession averages. These rising interest
rates have directly impacted mortgage rates, which
have risen nearly another percentage point during
the year, to 7.6 percent as of October 2023,
compared to 0.8 percent at the same time one year
ago.

Even though rising interest rates have slowed
overall housing growth, a question remains:
what has caused such a dramatic rise in housing
prices over such a brief period? The answer to
this question is attributable to both demand- and
supply-side factors. The top panel of Figure 1.7
illustrates this succinctly. From the beginning of
the Great Recession in 2008 through most of
2018, the pace of housing unit creation (housing
starts) kept up with the number of new households
being formed. However, just prior to the start of
the COVID-19 pandemic, a gap began to emerge:
the number of households being formed (demand)
began to outstrip the number of units being built
(supply).

This relationship was sharply exacerbated in
the wake of the pandemic, as a larger fraction of
the workforce remained in “work-from-home”
jobs that stimulated household formation growth.
As shown in the figure, the housing supply has
been unable to adjust to the increased demand.

Moreover, new household formation isn’t
the only source of increased demand within the
market. The bottom panel of Figure 1.7 plots the
housing gap—the difference between households
formed and housing units created—against the
share of new homes purchased by investors. As the
figure demonstrates, investor purchases have been
trending upward for several years but surged in
early 2021 as a looming housing shortage became

2 Metropolitan areas were included if they had over one million residents, were the largest city in their state, and/or were one of the three largest metropolitan areas

in Tennessee.
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Figure 1.5: Housing Values and Rent Remain Well Above Pre-Pandemic Levels (Jan. 2020 = 100)
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Figure 1.6: Interest Rates Have Increased to Pre-Great Recession Levels
20 — 20
= 15 15 F
2 %
&
2 ©
< Inflati n0 3
(2} nriation g’
= et
2 5- -5 3
< 4
= =
3] S
i 5
0 \]' / -0 =
Federal Funds
5 | ~ -5
L L L B L R I L L I I R I I I L I I B I I L I R
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Sources: Bureau of Labor Statistics, Board of Governors of the Federal Reserve System.

clear. While this trend is reversing, investor interest
remains well above pre-pandemic levels.

Unfortunately, aside from the downward price
pressure from higher interest rates, there seem to
be few near-term solutions for elevated housing
costs. The Census Bureau and Department of
Housing and Urban Development estimate that
1.5 million residential building permits will be
issued in 2023, which is higher than the five-year
average preceding the pandemic (1.3 million/year)
but well below the average of 1.8 million permits
per annum in the period from 2000 through 2007
(before the Great Recession). Given that the rate
of household formation has been roughly 1.8 to
1.9 million households per year since the advent of
the COVID-19 pandemic, it seems that the current
pace of housing development will not be enough
to close the gap between demand and supply.

One reason that both completed and planned
housing creation are unable to keep pace with
demand relates to elevated costs of construction
materials. Since January 2020, the cost of building

materials has risen more than 40 percent, making it
difficult for firms to buy affordable homebuilding
supplies. These price increases have been driven
by several factors, including increased demand,
supply disruptions, adverse climate, and the
domino effects of higher fuel prices. While several
of these issues seem to have moved toward
resolution in 2023, it is still not clear how soon the
construction prices will respond, creating a margin
for homebuilders to profitably complete additional
homes.

While there are few short-run solutions to
elevated housing prices, state and local authorities
do have policy levers to increase the affordability
of housing in their jurisdictions. It has been
thoroughly documented that more restrictive
zoning and land-use laws can substantially hinder
new construction and drive housing prices to
unaffordable levels. If policymakers wish to
encourage affordable housing development,
loosening onerous regulations is a potential avenue
for price relief.
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Figure 1.7: A Relative Lack of Housing Supply and Surging Investor Interest
are Two Likely Forces Behind Rising Housing Costs
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Employment and Wages

While rising prices present a persistent
economic challenge, robust labor markets remain
a consistent bright spot. The overall and prime-
age (25 to 54 years of age) unemployment rates
were 3.9 percent and 3.2 percent, respectively, as
of October 2023 (see Figure 1.8). For the second
year in a row, these figures hover near the 50-year
lows of 3.4 and 2.9 percent, respectively. These
strong unemployment levels persist for workers of
all education types, all of which are near the long-
run lows within their respective categories. Overall,
the economy added 2.9 million workers to non-
farm payrolls over the same time last year.

Low unemployment rates are a consequence
of strong economic growth, but they could also
be a byproduct of lower-than-expected labor
force participation.” As shown in the top panel
of Figure 1.9, while there was robust growth in
the labor force (an increase of 3.1 million relative

to October 2022), there are still 1.2 million fewer
individuals in the labor force than forecast prior to
the pandemic.

The primary contributor to this shortfall of 1.2
million workers is lower labor force participation
by individuals older than 65. As illustrated by the
bottom panel of Figure 1.9, there are 1.7 million
fewer older workers than expected. This is a
striking shortfall, as adults aged 65 and older were
only expected to comprise approximately 8 percent
of the total workforce as of 2023.

There are two proximate causes for
this shortfall. The first cause relates to the
approximately 830,000 “excess” pandemic deaths
among those aged 65 and older, roughly 300,000
of whom were aged 65 to 74 (and therefore more
likely to participate in the labor force).* Moreover,
the labor force participation rate just prior to
the pandemic was 20.2 percent and had been
trending upward for several years—a trend that
was expected to continue. However, the labor

Figure 1.8: Unemployment Remains Near 50-Year Lows
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¢ The unemployment rate measures the percentage of people who are not working but are actively looking for work. The labor force participation rate measures the
percentage of people who are working (employed) or not working but seeking work (unemployed).

¢ Excess deaths are as the total mortality (from all-causes) above the 2015-2019 pre-pandemic trend.
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Figure 1.9: The Size of the Labor Force Remains Below Pre-Pandemic Forecasts,
Driven by Lower-than-Expected Participation by Older Adults and Working-Age Women
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force participation rate for those aged 65 and
older has instead fallen just below 19 percent and
shows no sign of increasing, If older adults were
participating in the labor force at similar rates to
the fourth quarter of 2019, then the labor force
participation gap would be approximately 800,000
jobs smaller.

In addition to the labor force shortfall of
older adults, working-aged women have also not
joined the labor force at rates expected prior to
the pandemic, with approximately 500,000 fewer
workers than forecast as of October 2023. The
reason for this gap relates, in part, to increased
caregiving burdens, such as childcare disruptions,
which are disproportionately borne by women.
However, 2023 saw substantial improvement in
this area, as the shortfall decreased by 1.1 million
over the same time last year.

Despite low unemployment and lower
rates of inflation, for the second year in a row,
wage growth has not ultimately translated into
increased purchasing power for workers. As of
October 2023, inflation-adjusted earnings (real
earnings) have remained almost constant year-

over-year. Practically speaking, this means that
even though workers may be receiving increasingly
large paychecks, the costs of the goods that they
buy have increased at the same rate. As shown

in Figure 1.10, earnings from employment have
barely outpaced inflation since the beginning of
2020, with real wages growing at an average rate of
0.2 percent annually, less than half the growth rate
of the four years prior.

While overall inflation-adjusted wages were
flat during the year, workers in some industries
outperformed others. Those working in financial
services saw robust wage growth well above their
pre-pandemic averages while manufacturing and
wholesale trade employees saw real gains as well.
This is a stark reversal from earlier post-pandemic
years, which saw their wages fail to keep up with
rising prices.

Given the rapid rise in housing prices—and
the large variation of both earnings and home
values across states—one way to evaluate the
sufficiency of wages is to compare them to
estimated mortgage payments. Figure 1.11 displays
the results of such an analysis, where payments

Figure 1.10: Real Wage Growth Varies by Industry
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Figure 1.11: The Ability of Earnings to Cover Estimated Mortgage Payments Varies by State

Source: Bureau of Labor Statistics, Zillow.

are calculated based on current housing prices
and average 30-year mortgage rates (assuming a
15 percent down payment) and are then divided
by monthly earnings. Nationwide, the average
estimated mortgage payment is 44.4 percent of
gross pay as of October 2023, as compared to
41.7 percent in October 2022 and 24.6 percent
in January 2020 (based on housing prices and
30-year mortgage rates during those times). This
is substantially higher than the Department of
Housing and Urban Development’s threshold
for affordable housing, which states that families
who pay more than 30 percent of their income
for housing may have difficulty affording other
necessities. Currently, the average worker in only
twelve states is at ot below this threshold, as
compared to thirty-nine in January 2020.

Investment and the Stock Market

Despite its position as the second largest
component of GDP, business investment made
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only modest contributions to overall economic
growth during the year. In response to higher
interest rates, investment contracted sharply

by 9.3 percent in the first quarter of 2023, led

by a $125 billion decrease in inventories on an
annualized, inflation-adjusted basis. However,
real investment rebounded in the second and
third quarters, increasing at annualized rates of
5.1 percent and 8.2 percent, respectively. Overall,
investment has increased by a modest 1.8 percent
year-over-year.

As demonstrated by Figure 1.12, business
investment growth was primarily driven by
increases in non-residential structures and
intellectual property investment, which grew
by 13.1 percent and 3.8 percent on a year-
over-year basis, contributing approximately
one-fifth of overall economic growth during
the year. The surge in non-residential structure
spending was primarily due to the $52 billion
of manufacturing investment that has occurred
over the last four quarters. This was by far the



The U.S. Economy | CHAPTER1

1.1. THE U.S. ECONOMY: YEAR IN REVIEW, CONTINUED
Figure 1.12: Investment Spending Increased, Led by Intellectual Property
and Non-Residential Structure Spending (Q1 2016 = 100)
Overall
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largest single-year investment in manufacturing
structures on record—potentially spurred on
by investment incentives from the CHIPS

Act passed in mid-2022—and it exceeded the
previous record set in 1979 by over $20 billion
inflation-adjusted dollars.

The growth in intellectual property and non-
residential structures was offset by contractions
in equipment and, to a larger extent, residential
structures. As discussed above, the decrease
in residential structures is likely due to a
combination of rising interest rates and inflated
construction costs. Meanwhile, the decrease in
equipment investment was primarily driven by
falling information technology spending, which
had been well above its historical trend, likely due
to investments made to accommodate shifting
work arrangements in the wake of the pandemic.

Overall business values, as reflected by
stock prices, rebounded slightly during the year,
with the S&P 500 Index settling at 4,568 as
of November 30, still shy of the all-time high

——
2020

T T T
2021 2022 2023

of nearly 4,800 reached in 2022. As shown in
Figure 1.13, the market values of the largest U.S.
companies increased by 12.0 percent relative to
the same time last year.

The market-wide price-to-earnings ratio
(PE Ratio) of the S&P 500 remains at 25.4, just
below the 30-year average of 25.8. Given that
the price-to-earnings ratio relates a company’s
value to its underlying ability to generate profits,
PE ratios equal to historical values may indicate
that investors consider shares to be properly
valued and/or are cautiously optimistic about the
economy.

Overall, U.S. markets continue to outperform
their European counterparts. During the period
from January 2020 to October 2023, the S&P
500 grew by nearly 29 percent. In contrast, the
combined stock market indices for 19 European
countries have grown only 6 percent over the
same period, while the United Kingdom’s
premier stock index, the FTSE 100, has lost 1
percent of its value.
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Figure 1.13: Stock Prices Rebounded Slightly During 2023
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Government Expenditures and Major Policies

Increased government consumption and
investment was a major contributor to 2023’
overall rise in output, with $174 billion of
year-over-year, inflation-adjusted growth as of
the third quarter of 2023 (a 4.7 percent year-
over-year increase). Overall, the government’s
contribution to real GDP has slightly surpassed
pre-pandemic expectations, as shown in Figure
1.14. Most of the year’s growth stems from
increased spending on the state and local levels
(a $94 billion year-over-year increase), which is
partially attributable to funds flowing from the
Bipartisan Infrastructure Law (also known as the
Infrastructure Investment and Jobs Act). While
the BIL was passed two years ago, a large portion
of the authorized funds were distributed in 2023,
most of which went to states. The influx of
federal funds is likely to stimulate additional funds
on a local level as well.

In addition to government spending on
consumption and investment, it is also useful
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to consider government spending that doesn’t
contribute to gross domestic product. Examples
of such expenditures include subsidies, transfer
payments (such as social security), and interest
payments. Total spending for these categories
increased by just over $121 billion from year to
year on an inflation-adjusted basis, an increase

of 3.9 percent. This is completely due to higher
interest payments on the federal debt (an increase
of $163 billion). As of the third quarter of 2023,
government debt comprises 94.4 percent of gross
domestic product, as compared to 93.2 percent
at the same time last year and 78.2 percent in the
final quarter of 2019.

The current year was also notable as it was
the first year that the Bipartisan Infrastructure
Law (BIL), Inflation Reduction Act (IRA),
and Creating Helpful Incentives to Produce
Semiconductors and Science (CHIPS) Act
started affecting the economy. As discussed
in the Investments section above, the CHIPS
Act likely spurred manufacturing businesses
to greater investment. Moreover, the U.S.
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Figure 1.14: Government Consumption and Investment Have Increased,
Due to Rising State and Local Spending in 2023
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Chamber of Commerce notes that $166 billion
of semiconductor-related investments have been
announced since the Act’s enactment.

Funds from the BIL and IRA are also being
announced and awarded in large quantities. Thus
far, the states receiving the largest amounts are
California ($13.5 billion), Texas ($11.7 billion),
Illinois ($6.1 billion), Florida ($6.0 billion), and
Ohio ($4.9 billion). However, on a per capita
basis, the distributiuon of funds looks very
different. Figure 1.15, shows the per-person
amounts of funds announced and awarded under
the two laws, and demonstrates that there has
been widespread dispersion in how funds have
been distributed. On a per capita basis, states in
the Mountain West Region and Northern Great
Plains have received some of the most sizable
investments. While some of this seems to be
related to population—that is, less populated
states are receiving more funds per resident, on
average—it is not completely so. For instance,
despite having nearly the same combined 2020
population (just shy of 3 million residents), the

states of Vermont, Delaware, and Maine received
$527 per capita in awards, while the states of
Wyoming, Alaska, and the Dakotas received
$2,470 in investments.

International Trade

International trade remained very steady
during 2023, contributing only $44 billion to real
gross domestic product (less than 7 percent of
overall economic growth during the year). As
shown in Figure 1.16, this change was primarily
driven by a decrease in imports (a fall of $48
billion) rather than increased exporting activity,
which remained nearly unchanged year-over-year.

The U.S. continues to be a net importer
of goods, and the goods-specific trade deficit
remained relatively unchanged during the year,
as both goods imports and exports fell in near-
equal measure. However, the country expanded its
service-specific surplus, exporting $19 billion more
in services while reducing service imports by $21
billion.
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Figure 1.15: Funds from the Bipartisan Infrastructure Law and Inflation Reduction Act
Are Now Being Distributed to States
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Figure 1.16: Net Exports Remained Nearly Constant Year-over-Year (in 2017 Dollars)
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As with the last two years, economic forecasters

and policymakers are looking toward the future
and wondering if the U.S. economy is headed
toward a recession. And, as before, it is a question
without an easy answer. Certain aspects of the
economy, including headline economic growth,
appear to be very strong, However, there are several
forward-looking measures that point to a near-term
economic slowdown, if not an outright recession.
One such measure is the University of
Michigan’s Consumer Sentiment Index, which is
shown in Figure 1.17. Low periods of consumer
confidence in this index often precede or coincide
with recessions, and current levels of sentiment,
despite their partial rebound from the all-time low
reached in 2022, are still comparable to the Great
Recession. While this may be a foreboding sign
for an economy, this metric also sends somewhat
mixed signals. The Consumer Sentiment Survey
also asks individuals how they expect their income
to change over the next year. Since 1992—the
first year that this data is available—this expected
increase has trended closely with overall consumer
sentiment. However, this relationship has broken

down in recent years and is consistent with other
polling sources that have found that Americans
are pessimistic about the economy as a whole,
even though they are optimistic about their own
circumstances.

Given these trends, perhaps a more reliable
forward-looking measure comes from financial
markets. The difference in effective interest rates on
10-year treasury bonds and 3-year treasury bills—
also known as the yield curve—is one financial
market measure forecasters look to when predicting
recessions. This relationship is shown in Figure
1.18, where the top panel plots the yield curve over
time. The bottom panel of the same figure shows
the probability of entering a recession, as calculated
by the Federal Reserve Bank of New York based
solely on the yield curve rates.

As demonstrated by the figure, during 2023,
the implied probability of recession within the
next year reached levels not seen since the early
1980s. This was particularly salient because the
yield curve “inverted” during the year, which
means that the long-term (10-year) bond had a
lower effective interest rate than the short-term

Figure 1.17: Consumer Sentiment Remains Low, Despite the Expectation of Rising Incomes
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(3-year) bill. The inversion of the yield curve
is considered to be a foreboding sign since
long-term interest rates are typically higher to
compensate investors for risk. If long-term
interests fall below short-term rates, that indicates
that investors are anticipating that the Federal
Reserve will substantially cut interest rates in
upcoming years, something that most frequently
occurs during recessionary periods. However,
even this leading indicator seems to be sending
unclear signals, as the yield curve is trending
upward toward the end of the year, causing the
implied recession probability to fall once more.

Despite the leading indicators, the fact
remains that the U.S. is finishing out 2023 with
a number of strong economic fundamentals,
notably a high rate of GDP growth and robust
labor markets. Furthermore, the impacts of
fiscal policy passed in 2021 and 2022 appear to
be positively affecting the economy at the right
time, spurring investment that might otherwise be
discouraged by rising interest rates.

With these factors in mind, the national outlook
calls for slowing economic growth, beginning in

the fourth quarter of 2023 and continuing through
2024. Waning federal post-pandemic support—
such as the phase-out of additional pandemic-era
SNAP and Medicaid benefits and student-loan
forbearance—alongside disruptions caused by auto-
worker strikes and a potential government shutdown
will lead to sluggish growth of 0.9 percent and

0.1 percent of real GDP in the first and second
quarters of 2024, respectively. In the second half
of the year, growth is predicted to accelerate, driven
by recovering consumer spending and investment.
As a result, US. real GDP is projected to increase
modestly by 1.4 percent for 2024 as a whole.

Consumption

Personal consumption growth will remain
positive through 2024, with a projected increase
of 1.9 percent in inflation-adjusted (real) terms.
Consumption spending growth will be positive
across all broad categories, with goods driving
roughly one-third of the increase, while services
are anticipated to make up the remaining two-
thirds.

Figure 1.18: The Yield Curve Suggests Elevated Recession Risk
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The rise in goods spending is anticipated
to be split evenly between durable goods ($54
billion) and non-durable goods ($51 billion). The
growth in durables is headlined by a projected 6.6
percent increase in recreational goods spending,
offset by an anticipated 3.1 percent decrease in
motor vehicle spending. The most notable growth
for non-durable goods is anticipated to stem
from a 3.5 percent expansion in food services and
accommodations. Service spending is expected
to again be driven by healthcare, which has a
forecasted rise of $57 billion during the year, or
20 percent of all consumption growth.

Investment

While investment growth is anticipated to
remain positive (with a growth rate of 0.5 percent),
this is a result of mixed forces. Inventories are
anticipated to shrink during the year as businesses
react to slower growth in consumer spending,
leading to a $9 billion decrease in investment. A
continued contraction in residential fixed structures
of $13 billion—a 1.8 percent decrease—is also
projected to decrease investment growth.

These shrinking sectors are projected to be
more than offset by growth in equipment and
intellectual property investment, which will add
a combined $44 billion of investment spending
during the year. Aside from intellectual property,
the single largest growth area relates to investment
in transportation (a $17 billion increase, or 7.0
percent). Anticipated investment increases in this
area can likely be traced back to the IRA, which
provides companies incentives to invest in electric
vehicles for their commercial fleets.

Interest Rates and Inflation

Interest rate increases slowed dramatically
during 2023 and are projected to reach their peak
in the first quarter of 2024, with a 5.6 percent
effective rate. Given the anticipated weakness in
economic growth discussed above, the Federal
Reserve is then anticipated to cut rates slightly,
ending the year at 5.1 percent. These interest rate
changes will have a direct effect on mortgage

rates, which are expected to reach a maximum of
roughly 7.7 percent before falling by more than a
point by the fourth quarter of 2024.

Declining interest rates are not anticipated
to have a short-run improvement on housing
construction—housing starts are anticipated to fall
to 1.33 million per year. Because interest rates are
falling, supply is contracting, and because there is
no sign of abatement in demand, housing prices
are forecasted to increase at a rate of 6.1 percent.

The expected rate of inflation—as measured
by the change in the Consumer Price Index (CPI)—
will average 2.7 percent during 2023. This decrease
is attributable to falling energy and commodity
prices and the slowing of food-related inflation
as lower fuel costs work their way through the
supply chain. Specifically, energy and commodities
prices are projected to fall by 1.5 and 1.4 percent,
respectively. Further, food price inflation is expected
to average 2.0 percent, as compared to 3.3 percent
during 2023. As noted above, housing costs, which
were the biggest contributor to inflation in 2023, are
expected to rise once more in 2024. Overall, non-
energy services (of which shelter costs are by far the
largest component) are expected to increase by 4.6
petcent year-over-yeat.

Labor Market

The unemployment rate is expected to rise
above its near 50-year lows over the course of
the year, consistent with an economic slowdown.
Specifically, unemployment is expected to rise
gradually and reach 4.5 percent by year-end, with a
4.3 percent rate for 2024 as a whole. For context,
this is still slightly lower than the unemployment
rate experienced in the economic growth period
just prior to the Great Recession.

While unemployment rates are expected to
increase, the labor force is still expected to grow in
size, though at a much lower rate than the current
year. Overall, the labor force is projected to add
1.5 million individuals, buoyed by increasing labor
force participation rates (up 0.5 percentage points)
for those aged 16 to 64. This growth is offset by an
aging workforce, which is seeing more and more
individuals enter retirement age. As a result, labor
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force participation among older adults (65 years
and older) is projected to fall by an additional 0.3
percentage points.

In 2024, nonfarm employment is projected to
grow by a very modest 0.7 percent, representing
an increase of 1.0 million workers. Some industries
are expected to see more favorable labor markets
than others. Nearly all employment growth in 2024
is projected to come from just three sectors: health
care (710,000 jobs), leisure and hospitality (200,000
jobs), and state/local governments (340,000 jobs).
Meanwhile, retail trade is expected to contract by
340,000 jobs, likely in response to slowdowns in
consumer spending,

While capital-intensive industries, such as
construction and manufacturing, would normally
be forced into contraction by high interest rates,
employment in these industries is projected to
remain unchanged year-over-year (a combined
addition of roughly 10,000 jobs). This lack of
decline may be attributable in part to investments
made via the CHIPS Act, BIL, and IRA.

Federal Budget

As noted above, the amount of publicly held
debt as a percentage of GDP was 94.4 percent
as of the third quarter of 2023. This number is
expected to increase substantially during 2024.
Government expenditure on transfer payments
such as Social Security and Medicare will continue
to increase as an increasing fraction of the
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population ages into eligibility for these programs.
(The population of individuals aged 65 and older
is expected to increase by 3.0 percent year-over-
year, while the prime-working-aged population
is expected to remain unchanged). Additionally,
interest payments have increased slightly due to
pandemic-era spending, and tax revenue is also
expected to slow during the year, following lower
rates of economic growth.

In total, the government is expected to run
a $370 billion deficit and publicly held debt as a
percentage of GDP, which is expected to increase
to 98.9 percent during the year. While substantial,
this is still less than the ratio of publicly held debt
to gross domestic product achieved during the
early months of the COVID-19 pandemic.

International Trade

Net exports are expected to decline in 2024.
Overall, exports are expected to increase at a rate
of 3.2 percent as other world economies continue
their recoveries (which have been comparatively
slower than the U.S.). Services exports are expected
to grow faster than exported goods, a continuation
of the post-pandemic trend.

However, imports are expected to increase at
a faster rate than exports, at a rate of 4.2 percent
year-over-year. Import growth is likely attributable
to the strength of the dollar versus other
currencies and the continued unwinding of issues
that have disrupted international supply chains.
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The baseline forecast outlined above makes a
number of assumptions about the stability of the
U.S. economy and the global economy at large. If
these assumptions turn out to be incorrect—for
instance, if there is turmoil in the banking sector,
causing a tightening of credit conditions, or if
geopolitical conflicts between Russia and Ukraine
and in the Middle East disrupt economic activity
more than anticipated—then the baseline forecast
could be inaccurate. Accordingly, this section details
two additional scenarios—one pessimistic and one
optimistic—based on assumptions about current
geopolitical conflict, alongside other factors.

The pessimistic scenario is the more likely
of the two, one in which S&P Global Market
Intelligence places an estimated probability of
30 percent. In this scenario, the banking system
responds to economic uncertainty and recessionary
fears by severely restricting access to credit. In
this case, consumer spending and investment that
depends on credit will fall, leading to a slowdown in
the two largest components of GDP. Additionally,
the worsening of the Russia-Ukraine and Middle
Eastern conflicts drive up energy prices, which in
turn exacerbate inflation in other areas as higher
input costs proliferate through the supply chain.
Higher inflation will further dampen consumer
spending, causing a weak (0.8 percent) expansion
of consumption. As a consequence of tepid
consumption growth and falling investment (down
0.9 percent) due to credit tightening, the economy
would enter a recession in the first half of the
year, with GDP contractions of 0.5 percent and
0.6 percent in the first two quarters, respectively.
Positive economic growth would resume during the
second half, and real GDP would grow by only 0.6
percent for the 2024 year as a whole. This would
also lead to a slowdown in job growth, which would
contract by 0.9 percent in 2024.

Despite the lack of economic growth, global
disruptions would cause increases in inflation,
leading to a 3.1 percent increase in prices during

the year, which is higher than the 2.7 percent
increase that is projected under the baseline
scenario. Under this scenario, the Federal Reserve
would likely opt to cut rates to stimulate the
economy, particularly since monetary policy’s
ability to address supply-side inflation from global
factors is limited. Specifically, the effective Federal
Funds Rate would reach 4.3 percent by the end of
2024, with continued cuts to less than 1 percent
through 2026, when economic growth eventually
converges to the baseline scenario.

There is, however, a chance that things could
be much better. In the optimistic scenario,
which S&P Global Market Intelligence assumes
has a 15 percent chance of occurring, there is
minimal disruption from geopolitical conflicts and
little or no tightening of bank credit, leading to
robust increases in consumption and investment.
Morteovert, in this scenatio, investments from recent
legislation (the BIL, IRA, and CHIPS Act) lead to
better-than-expected economic growth. Specifically,
inflation-adjusted gross domestic product will
increase by 2.1 percent during the year, as compared
to the 1.4 percent increase in the baseline scenario.
This growth is driven by expansions of consumer
spending (2.7 percent) and business investment (2.8
percent) but is slightly slowed by falling net exports
(strong import growth). The strong economy leads
to a 1.0 percent increase in nonfarm employment
and keeps unemployment at 4.0 percent,
which contrasts favorably with the 5.7 percent
unemployment rate expected in the pessimistic
scenatio.

While economic growth is highest in this
scenario, the projected inflation rate of 3.0 percent
is actually still lower than the low-growth pessimistic
scenario due to the lack of globally driven energy
inflation. Given the positive results during the year,
the S&P 500 is expected to increase by 7.0 percent
in 2024, a rate of growth that exceeds the index’s
25-year average growth rate and one that would put
the index at an all-time high.
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The Tennessee economy, like the U.S. as a
whole, has seen very strong economic growth
over the last two and a half years. In Tennessee,
inflation-adjusted gross domestic product (real
GDP) rose by an incredibly strong 9.2 percent
in 2021 and an above-trend rate of 4.8 percent
in 2022. However, signs that the economic
recovery is winding down have emerged, as both
consumer spending and job gains have slowed in
recent months. Additional headwinds, such as the
resumption of student loan payments and high
interest rates could hamper economic growth in
the near term as well.

Importantly, real GDP growth is projected
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to decelerate, but remain positive for both
Tennessee and the U.S., however, economic
growth in Tennessee will remain above the nation
throughout the forecast horizon. Expectations
are that Tennessee real GDP growth will
decelerate to a still strong rate of 3.3 percent
in 2023, and then slow to a slightly below trend
rate 1.8 percent in 2024, as consumer spending
normalizes and the recovery continues to wind
down. By comparison, U.S. real GDP will advance
by 2.4 percent in 2023 and 1.4 percent in 2024.
Nonfarm employment growth will also
moderate in the near term. In 2022, Tennessee
employment grew by 4.6 percent and the state
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added 143.2 thousand workers to payrolls.
Strong employment growth continued into the
first quarter of 2023, as Tennessee payrolls

rose by an annual rate of 3.2 percent over the
previous quarter. However, employment gains
have slowed dramatically ever since, increasing
by an annual rate of 1.0 percent in the second
quarter and 0.9 percent in the third quarter. As

a result, state employment is projected to grow
by 2.3 percent for the 2023 year as a whole (up
74.2 thousand workers for the year), which would
match the projected 2.3 percent rate of growth
for the national labor market. Then in 2024, state
employment growth will slow to 1.0 percent,

and only add 33.8 thousand workers to payrolls
for the year, but will still outpace projected
national employment growth of 0.7 percent.
Tennessee’s stronger employment projections

are driven, in part, by a more favorable outlook
for the state’s manufacturing sector. Tennessee
continues to see positive job growth in the
manufacturing sector, and we project that this
will continue throughout the forecast horizon.
By comparison, the U.S. outlook is calling for a
contraction in manufacturing employment, which
will put downward pressure on overall nonfarm
employment growth for the nation.

The state’s unemployment rate currently sits
at an all-time low of 3.1 percent as of the third
quarter of 2023, and is six-tenths of a percentage
point below the U.S. rate. However, as job growth
slows the unemployment rate is projected to trend
upwards in the near term, averaging 3.5 percent
for the 2024 year as a whole, and 3.6 percent in
2025. Nonetheless, this is still below the nation’s
4.3 percent unemployment rate projected for
2024 and 4.7 percent rate in 2025.

In 2022, nominal personal income in
Tennessee grew at a much faster pace than in
the U.S., expanding by 3.5 percent compared to
2.0 percent growth for the nation. State income
growth accelerated even faster in the first quarter
of 2023, increasing by a robust annual rate of
9.7 percent compared to the quarter prior. This
was driven by strong growth in total wages and
salaries, due to both wage gains and the strong
rate of job growth seen in the first quarter

of 2023. In addition, a large cost of living
adjustment to social security payments went

into effect at the beginning of the year, which
provided a boost to federal transfer payments
(e.g. social security and unemployment insurance
payments). Personal income slowed to a more
stable growth rate of 4.2 percent in the second
quarter of 2023, and is expected to grow by 6.3
percent for the year as a whole, which would
outpace the national growth rate of 5.2 percent.
Expectations are that Tennessee personal income
will then grow by 5.1 percent in 2024, which is
more in line with historic pre-pandemic trends,
and is slightly faster than the projected U.S.
growth rate of 4.9 percent.

In general, Tennessee’s economic outlook is
more favorable than that of the nation. The more
positive state outlook is largely due to stronger
population gains in Tennessee. Population
growth is a key component to economic growth,
as it leads to more workers, more consumption
spending, and more economic activity in general.
From 2021 to 2022, the state’s population grew
by 1.2 percent, which was much faster than the
nation’s 0.4 percent growth rate. Tennessee’s
strong rate of population growth was driven
almost entirely by increased domestic migration
(i.e. people moving to Tennessee from other U.S.
states), as the state added more than 81,000 new
domestic residents in 2022. This was the highest
level of net domestic migration (i.e. in-migration
minus outmigration) that the state has ever
recorded in a single year, but Tennessee has also
seen a steady increase in migration over the last
decade.

Over the long term, real GDP in Tennessee
is projected to advance by 2.4 to 2.5 percent
per year from 2026 through 2030, but will then
slow to 2.2 to 2.3 percent towards the end of the
forecast horizon (2031 through 2033). Similarly,
Tennessee employment will increase by 1.1 to 1.2
percent per year from 2026 to 2030, but will then
slow to roughly 0.8 percent growth per year from
2030 to 2033. The projected slowdown in both
real GDP and employment at the tail end of the
forecast horizon is due to an aging population
and a continued increase in retirements.
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The Labor Market

Tennessee nonfarm employment grew by a
very strong 4.6 percent rate in 2022, adding 143.2
thousand workers to payrolls, and outpacing
national employment growth of 4.3 percent. The
state labor market continued to see strong growth
in the beginning of 2023, advancing by a robust 3.2
percent in the first quarter (compared to the quarter
prior), representing an addition of 26.2 thousand
more workers. However, the labor market has
shown signs of cooling since then, growing by only
1.0 percent in the second quarter and 0.9 percent in
the third quarter, representing much more modest
additions of 8.0 thousand and 7.4 thousand workers
in the second and third quarters respectively.

Despite slower job growth in recent quarters,
Figure 2.1 shows that payrolls in Tennessee are still
well above pre-pandemic levels. In fact, Tennessee
job levels fully recovered in December 2021, and
as of October 2023, there are neatly 170,000 more
workers in Tennessee than there were prior to
the pandemic (February 2020). The labor market
recovery has been strong and long-lasting, Even

in 2022, the state added nearly 11,000 workers
to payrolls per month. By comparison, job gains
averaged only 4,000 per month in 2019. However, as
noted above, job gains have started to taper in 2023,
and the state has added roughly 3,000 workers per
month through the first 10 months of the year.
Encouragingly, employment has finally
recovered in all sectors of the state economy as
well. Employment in the government sector was
the last to recover, and did not reach pre-pandemic
levels until February 2023. However, government
employment was temporarily inflated in 2019 and
eatly 2020 due to the 2020 Census, so the pre-
pandemic basis for comparison was likely inflated.
Employment in leisure and hospitality and education
and health services both saw steep job losses during
the initial phase of the pandemic, and were also
slower to recover. Employment in education and
health services recovered in June 2022, and leisure
and hospitality employment recovered in September
2022. By comparison, employment in trade,
transportation, and utilities, which was buoyed by
the proliferation of e-commerce, was the quickest
to recover (September 2020), followed by mining,

Figure 2.1: Tennessee Nonfarm Employment is Well Above Pre-Pandemic Levels, but Job Growth is Starting to Slow
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logging, and construction (November 2020), which
was boosted by low interest rates in 2020. Jobs in
professional and business services, many of which
are well suited for remote work, recovered in the
spring of 2021, and manufacturing employment
rebounded at the end of 2021, as consumers shifted
more of their spending to the purchase of goods
rather than services.

As the recovery winds down, employment
growth in Tennessee has slowed markedly for
most sectors. Figure 2.2 reports year-over-
year employment growth for total nonfarm
employment and all broad subsectors. In October
2022, Tennessee nonfarm employment grew by
a robust 4.3 percent compared to the year prior
(October 2021), representing an increase of 135
thousand workers over the 12-month period.
However, in October 2023, year-over-year growth
slowed to only 1.2 percent for an addition of 40.1
thousand workers. The sectors that saw the faster
recoveries during the pandemic, have, in general,
seen slower growth over the last year. For example,
manufacturing employment saw no growth in
October 2023, employment in trade, transportation,
and utilities advanced by a mere 0.1 percent, and
professional and business services employment grew
by 0.2 percent. By comparison, the service sectors
that were slower to recover from the pandemic,
such as education and health services, government,
and leisure and hospitality, are seeing stronger
employment gains now.

Nonetheless, the labor market remains very
tight. That is, there are still more jobs than there are
workers. Figure 2.3 reports the number of monthly
job openings, hires, and separations in Tennessee,
and shows that job openings were trending down
over the last 17 months, but then saw a dramatic
spike in September 2023. Importantly, Tennessee was
one of the only states to see a significant increase
in job openings in the month of September. It will,
therefore, be interesting to see whether this was a
one-month aberration in the data, or the beginning
of a new trend for Tennessee. Nonetheless, job
openings in Tennessee have been well above
pre-pandemic levels for nearly three years. By

comparison, the number of hires and job separations
are largely in line with the levels seen prior to the
pandemic. As a result, many positions are going
unfilled and the ratio of unemployed persons per job
opening sits at a near-record low of 0.5.

Putting all of this together, Tennessee continues
to face a shortage of workers. Figure 2.4 reports a
monthly look at labor supply versus labor demand
in Tennessee. Labor supply measures the number of
people working or willing to work (e.g. the number
of employed + unemployed people),' while labor
demand measures the total number of workers
needed in the state (the number of employed +
number of job openings). This figure shows that
Tennessee has had a shortage of workers for
nearly three years, and over the last 12 months this
shortage, which is measured as the gap between
labor supply and labor demand, has averaged
roughly 135,000 workers. That is, even if every
unemployed Tennessean found a job, there would
still be 135,000 job openings in the state. At this
point in the economic recovery, the labor shortage
is now primarily driven by an increase in economic
activity in the state, which has led to an increased
demand for workers (as is evident by the elevated
level of job openings). As a result, labor demand
remains well above pre-pandemic levels, while labor
supply is largely in line with 2019 levels. While there
was certainly an increase in retirements during the
pandemic, more people have moved to

Tennessee in recent years (as discussed in more
detail in the Population Trends section of this chapter),
which has aided in the recovery of labor supply.

Unemployment at both the state and national
level remains incredibly low. In Tennessee, the
unemployment rate shot up to 15.8 percent in the
Spring of 2020 but fell rapidly following the initial
phase of the pandemic, falling to 5.4 percent by
January 2021, and below 4 percent by the fall of
2021. As of October 2023, the state’s unemployment
rate sits at a near-record low of 3.3 percent. (Figure
2.5) Low unemployment has been driven by people
being able to find work relatively quickly, but also
due to many people leaving the labor force altogether
(i.e. not working and not actively looking for work).

' Unemployed is defined as someone who is not working but is actively looking for work.
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Figure 2.2: Job Growth has Slowed Across Most Broad Sectors in Tennessee
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Figure 2.3: Job Openings in Tennessee Remain Elevated
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Figure 2.4: Tennessee Does Not Have Enough Workers to Fill All of the Current Job Openings
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The unemployment rate measures the percentage
of people not working but actively looking for
work. Therefore, if more people stop looking for
work, the unemployment rate would fall. This has
certainly taken place over the last few years, as the
pandemic led to an acceleration of retirements. As
a result, Figure 2.6 shows that, at the U.S. level,
there was a spike in the number of people out of
the labor force, and that, more importantly, a higher
number of people have remained out of the labor
force ever since. Similarly, Figure 2.7, shows that
labor force participation (the percentage of the
population working or looking for work) in both the
US. and Tennessee have still not recovered from the
pandemic. This seems to contradict the data from
Figure 2.4, which shows that labor supply has fully
recovered. However, Figure 2.8 reports U.S. labor
force participation by age, and can help to reconcile
the differences. These data are only available at

the national level, but they show that labor force
participation among those in their prime working
age (25 to 54 years of age) has fully recovered and
now exceeds pre-pandemic levels, which is helping
to boost the supply of labor. By comparison, labor
force participation among those 55 years and older

Labor Demand (Employed + Job Openings)

fell during the initial phase of the pandemic, and
remains severely depressed, which is helping to keep
the overall unemployment rate low.

Figure 2.9 displays job growth by county since
the pandemic. These maps reveal two important
patterns. First, the labor markets in the larger
metropolitan areas have generally performed
well. Davidson County has picked up the most
jobs since 2019, adding 34,420 workers between
2019 and 2023, followed by Knox County with an
increase of 15,735 workers. Similarly, Hamilton
County has added 8,543 workers over this period.
One exception, however, is Shelby County, where
employment is still down by 8,986 since 2019.
Second, the labor markets in Middle Tennessee,
especially those surrounding Davidson County,
have also seen strong job growth (e.g. Williamson,
Wilson, and Rutherford). In contrast, there are still
18 counties with payrolls still below 2019 levels.
The majority of these counties are rural and contain
smaller populations (with the exception of Shelby
County). For example, employment in Perry County
is down by 10 percent, but this represents a loss of
187 jobs. More importantly, in McMinn County, job

levels are still down by 1,342 or 7.1 percent.
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Figure 2.5: The Unemployment Rate Remains Low
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Figure 2.6: The Number of People Not in The National Labor Force Remains Elevated,
Which is Pushing the Unemployment Rate Downwards
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Figure 2.7: Labor Force Participation Has Yet to Recover from the Pandemic
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Figure 2.8: Lower Labor Force Participation is Driven by Those Aged 55 Years and Older
U.S. Labor Force Participation by Age
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Income, Earnings, and Taxable Sales

Tennessee personal income saw very strong
growth through the first half of 2023. Gains were
particularly strong in the first quarter of 2023,
as personal income accelerated by an annual rate
of 9.7 percent over the previous quarter. Strong
growth was driven by large gains in total wages and
salaries, which is by far the largest component of
personal income, and grew by 9.7 percent. Total
wages and salaries are driven by both the wage
rate and the number of jobs in Tennessee, both
of which saw robust growth in the first quarter
of 2023. In addition, rent, interest, and dividend
payments rose by a very strong 10.8 percent due to
rising rents, and high interest rates. Federal transfer
payments (e.g. social security and unemployment
insurance payments) expanded by a robust 8.4
percent due to an 8.7 percent increase in social
security payments from a cost of living adjustment
that went into effect in January 2023, and
proprietors’ income grew by a robust 11.2 percent
due to strong retail sales spending in the first
quarter of 2023. Even after adjusting for inflation,

real personal income rose by an annual rate of 5.3
percent in the first quarter of 2023. This was the
strongest one-quarter growth rate since the last
round of pandemic-related fiscal stimulus through
the 2021 American Rescue Plan.

Personal income slowed to a more stable rate
of 4.2 percent growth in the second quarter of
2023, as job growth slowed, leading to a more
moderate 6.2 percent increase in wages and
salaries. However, this still represents strong gains
in wages and salaries. For perspective, Figure 2.10
reports average hourly earnings and year-over-year
growth in hourly earnings among all workers at
privately-owned companies in Tennessee. From
2014 to 2019, average houtly earnings grew by an
average of 3 percent per month. Wage gains have,
of course, been much stronger since the pandemic,
averaging 5.8 percent per month since 2021, as
high inflation coupled with labor shortages have
put upward pressure on earnings. As a result,
average hourly earnings sat at $24.64 at the end of
2019, but have risen to $30.01 as of October 2023.
Importantly, however, this is still 13.8 percent
lower than the national average wage rate of

Figure 2.10: Tennessee Workers Have Seen Strong Wage Gains Since 2021
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$34.17/hout. In addition, federal transfer payments
(e.g. social security and unemployment insurance
payments) rose by only 0.9 percent in the second
quarter of 2023, as the cost of living adjustment
to social security payments was already baked into
the first quarter. After adjusting for inflation, real
personal income grew by an annual rate of 1.7
percent in the second quarter of 2023.

As of the second quarter of 2023, per capita
income in Tennessee sits at $61,558, representing
a 5.6 increase over the same quarter last year. Even
after adjusting for inflation, per capita income
has grown by 1.7 percent year-over-year. More
importantly, today’s per capita income levels are
an astounding 25.6 percent higher than the pre-
pandemic 2019Q2 level of $49,010. Inflation, labor
shortages, and an influx of new Tennesseans with
higher education credentials have all contributed to
this strong rate of earnings growth over the last four
years. Nonetheless, Tennessee per capita income
is still below the national average of $68,259 in
the second quarter of 2023. This, of course, is not
unique to Tennessee. Figure 2.11 reports per capita
income across all southeastern states in the second

quarter of 2023, and with the exception of Virginia,
all states in the region have per capita income levels
that are lower than the national average.

There is also a large degree of variation in
income levels across the state. Figure 2.12 presents
per capita income across all Tennessee counties
for 2022. Williamson County continues to have
the highest per capita income, at $119,937, which
is more than double the state average, and is 83
percent higher than the national average. In fact, in
2022, Williamson County had the 21st highest per
capita income among all 3,143 counties in the nation.
In a distant second among Tennessee counties, is
Davidson, with a per capita income of $85,551.
There were only four Tennessee counties with per
capita income levels above the 2022 national average
of $65,431 —Williamson, Davidson, Fayette, and
Loudon. Including these counties, there were only
four additional counties with per capita income above
the 2022 state average of $58,739 —Wilson, Knox,
Sumner, and Hamilton. In contrast, per capita income
was lowest in Lake County ($30,404), followed
by Hancock County ($31,828), and there were 20
counties with per capita income below $40,000.

Figure 2.11: Per Capita Income Levels Across the Southeast, 2023Q2
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Nominal taxable sales in Tennessee continued
to show strength in the first quarter of 2023,
growing by an annual rate of 20.7 percent
compared to the quarter prior and 7.2 percent
compared to the same quarter last year. This
represented a continuation of incredibly strong
growth, as taxable sales advanced by 10.8 percent
for the 2022 year as a whole and an even stronger
21.3 percent in 2021. This is certainly driven,
to some extent, by higher prices, but even after
adjusting for inflation, real taxable sales rose by
an annual rate of 15.9 percent in the first quarter.
Since then, nominal taxable sales growth has slowed
markedly, as inflation has trended downward, and
sales are perhaps starting to normalize. In the
second and third quarters, year-over-year taxable
sales growth came in at much more modest rates
of 3.0 percent and 1.1 percent respectively. This is
consistent with a second-quarter slowdown in tax
revenues seen across the country.” However, part
of the slowdown in the third quarter was due to a
three-month sales tax holiday on food purchases.

As a result, taxable sales at food stores fell by 27.4
percent year-over-year in the third quarter.
Nonetheless, taxable sales in Tennessee remain
well above pre-pandemic levels. In the third
quarter, nominal taxable sales were $50.3 billion,
which was 40 percent higher than the $35.8 billion
in sales registered in the third quarter of 2019.
There were a number of factors contributing to
this strong rate of growth, but a major driving
force was the expansion of sales tax collections on
remote/online purchases. Starting in June 2019,
retailers without a physical presence in Tennessee
were required to collect and remit sales tax if sales
into Tennessee during the previous 12-month
period exceeded $500,000. However, in the fall
of 2020, this threshold was lowered to $100,000.
In combination with this lower threshold and the
explosion of e-commerce during the pandemic,
sales tax collections from remote sales took off
in 2020. This can be seen in Figure 2.13, which
presents quarterly taxable sales within the Other
Retail and Service category.

Figure 2.13: Taxable Sales Categorized as Other Retail and Service Sales Have Remained Elevated Since the
Expansion of Sales Tax Collections on Online Purchases
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Population Trends

From 2021 to 2022, Tennessee’s population
expanded by 1.2 percent, representing an increase
of nearly 83,000 people. This was the state’s
fastest rate of population change since 2007. It
was also much faster than the nation’s 0.4 percent
population growth rate. Population growth is a
strong contributor to overall economic growth, as it
leads to more workers, more consumption spending,
and more economic activity in general. Tennessee’s
strong rate of population growth was driven entirely
by increased net migration. From 2021 to 2022, the
state added 89,742 people through migration —of
which, 81,646 were domestic migrants and 8,096
were international. This was the highest level of net
domestic migration that the state has ever recorded
in a single year. This massive increase in migration
may be an outlier, but nonetheless, Tennessee
has seen a steady increase in migration over the
last decade (Figure 2.14). From 2010 to 2014,
Tennessee added an average of 28,897 people per
year through migration, but from 2015 to 2021 net
migration nearly doubled to 48,526 people per year,
and of course in 2022, the state added neatly 90,000
new residents.

Encouragingly, a breakdown of those moving
to Tennessee by age (Figure 2.15) shows that the
largest group of in-migrants is between the ages

Table 2.1: Top-10 Origin States for
New Tennessee Residents

State Region In-migration 2022
Florida South 25,318
California West 22,565
Georgia South 14,770
Texas South 12,862
lllinois Mid-west 12,602
Mississippi South 9,491
Virginia South 9,450
Alabama South 9,375
Kentucky South 8,227
North Carolina South 7,391

Source: U.S. Census Bureau.

of 25 to 39 years old, which is the youngest cohort
among those in the prime working age group (25

to 54 years old). Thus, these new residents will
more likely be in the workforce, and will more likely
remain there for the medium to long term.

Where are all of Tennessee’s new residents
coming from? Table 2.1 reports the top-10 states
with residents that moved to Tennessee in 2022.
Florida was the largest contributor, as 25,318
Floridians moved to Tennessee in 2022, followed
by California (22,565). Interestingly, however, 8
of the top-10 were from the South region. By
comparison, Table 2.2 presents the top-10 states
to which Tennesseans moved. Again, Tennesseans
primarily moved to other states in the South region,
with Florida gaining over 20,000 Tennesseans, and
Georgia, Texas, Kentucky, Alabama, and Mississippi
each getting over 10,000 Tennesseans. In addition,
there were two Midwest states (Illinois and Ohio),
and Colorado rounding out the top-10 with regard
to Tennessee outmigration.

Tennessee’s population now exceeds 7 million
for the first time, and has become the 15th most
populous state in the nation. Figure 2.16 shows
population changes across all U.S. states from
2021 to 2022. Overall, 32 states and the District
of Columbia saw population gains in 2022. The
Census-defined South region—which covers
a broad 16-state area from Texas to Florida to

Table 2.2: Top-10 Destination States

for Tennessee Movers
State Region Outmigration 2022
Florida South 20,651
Georgia South 18,785
Texas South 12,617
Kentucky South 12,561
Alabama South 11,634
Mississippi South 11,406
North Carolina South 9,049
Illinois Mid-west 7,420
Ohio Mid-west 6,283
Colorado West 5,702

Source: U.S. Census Bureau.

2024 TENNESSEE ECONOMIC REPORT | 35



CHAPTER2 | The Tennessee Economy

2.2. THE CURRENT ECONOMIC ENVIRONMENT, CONTINUED

Figure 2.14: Net Migration Continues to Increase in Tennessee
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Figure 2.15: Migration into Tennessee by Age
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Maryland—added 1.3 million new residents, led

by Texas and Florida which both added more than

400,000 new residents. This was the only region of

the country with positive net domestic migration in
2021 or 2022.

Turning to county-level data, Figure 2.17
reports population growth among all Tennessee
counties between 2021 and 2022. Among the 95
Tennessee counties, 83 saw positive population
growth, 16 of which saw gains of 2 percent or
greater. The strongest rate of growth was seen in
Wilson County, which expanded by 4.3 percent and
added 6,545 new residents. However, Rutherford
County added the most people over the last year
(up 9,417), followed by Knox County (up 7,762).

In general, counties in Middle Tennessee, especially
Davidson, and those in close proximity to Davidson,
saw strong population growth. The larger metro
areas also saw strong population gains. As mentioned
earlier, Knox County saw the second-largest

increase among all 95 counties, and the population
in Hamilton County grew by 5,655. Importantly,
many counties surrounding these two metro areas
are also seeing strong rates of population growth.
The cities of Knoxville and Chattanooga offer a
number of amenities that attract new residents,
however, increased cost of living in these areas could
be pushing some prospective residents out to the
surrounding counties. In contrast, Shelby County,
saw its population fall by 6,981 (down 0.8 percent
over the last year). From 2021 to 2022, both rural
and urban counties added population. Importantly,
population growth in all of Tennessee’s rural
counties combined, as defined by the Tennessee
Department of Economic and Community
Development, rose by 1.4 percent and outpaced
combined urban county population growth of 1.1
percent. This was a much-needed reprieve from the
population declines seen among Tennessee’s rural
counties over the last decade.

Figure 2.16: Population Growth Across the U.S., 2021 to 2022
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The Tennessee Housing Market

Tennessee’s housing market has seen sharp
price increases over the last few years. This has
been driven by both an increase in the demand for
housing coupled with a persistently low supply of
available homes.

On the supply side, the inventory of available
homes has been low in both Tennessee and across
the nation for some time, and this issue has only
gotten worse in recent years. Even before the
pandemic, the nation’s housing supply did not
keep up with population growth. This can be seen
in Figure 2.18, which shows that the supply of
new housing (housing starts) as a share of the US.
population has been on a decline since the early
1970s. Furthermore, the supply of new houses saw
a steep decline during the Great Recession, from
which the housing market has still yet to recover.
On a similar note, Figure 2.19 presents monthly
housing inventory in Tennessee, as measured by
the number of active housing listings. These data
are only available from 2016 onwards, but present a
persistent downward trend as well. In 2016 and 2017
the state averaged more than 31,000 active listings
per month. Listings fell to roughly 26,000 per month
in 2018 and 24,500 in 2019. Housing inventory
then fell rapidly in the wake of the pandemic,
falling below 10,000 per month in early 2021 and
bottoming out at 6,456 active listings in early 2022.
Active listings have recovered, to some extent
since early 2022, but are still below 2019 levels, and
significantly lower than those in 2016.

There are a number of reasons for the supply-
side challenges in the housing market, including but
not limited to, a shortage of construction labor,
zoning restrictions, and a shortage of available
land, especially in some suburban and urban areas.
In addition, rising building costs have become
a major factor in more recent years. As a result,
profit margins, especially for more moderately
priced homes have become increasingly tight, and
developers have been more inclined to build larger
homes. Figure 2.20 presents the number of newly
constructed homes in the U.S. by size, and shows
that homes below 1,400 square feet (Panel A),
also considered entry-level or starter homes, have

declined markedly since the Great Recession and
have never recovered. In 1999 there were 197,000
entry-level homes built in the U.S., and in 2006 there
were 164,000. However, this number fell as low as
46,000 by 2013, in the wake of the Great Recession,
and is currently sitting at 72,000 as of 2022. By
comparison, the construction of homes above 1,400
square feet (Panel B), especially those in the 1,800 to
2,399 range or 2,400 to 2,999 square feet range, has
been on an upward trend over the last decade.

In addition to the reduced supply of housing,
Tennessee’s housing market has been greatly
affected by increased demand, as more people
moved to Tennessee, as well as monetary policy
by the Federal Reserve (the Fed). In particular, the
Fed reduced the federal funds rate to near-zero
percent at the onset of the pandemic in an effort to
stimulate economic growth. The federal funds rate
is the interest rate at which commercial banks can
borrow from one another for short-term loans, and
it is strongly related to other interest rates such as
the 30-year fixed mortgage rate (see Figure 2.21).
When the Fed reduced interest rates in early-2020,
mortgage rates followed suit, falling below 3 percent
by mid-2020 which led to a reduction in the average
monthly price for a home loan. This in turn led to a
surge in housing demand and an increase in home
prices. Equally important, many homeowners took
advantage of the historically low mortgage rates in
2020 and 2021 by refinancing their home loans and
reducing their monthly mortgage payments. Since
then, the Fed has aggressively increased interest rates
to battle inflation. This has created a disincentive
for current homeowners to sell their homes, even
if they were initially intending to do so, because
their current mortgage rate is well below the current
market rates, which are now above 7 percent. This
has become another important source for the
low inventory of homes, and has also put upward
pressure on home prices.

Figure 2.22 reports average home values, as
measured by the Zillow Home Value Index, for both
the US. and Tennessee. Home values started to rise
quickly in early-2020 as interest rates fell. Importantly,
since the onset of the pandemic, average home
values in Tennessee have increased by roughly 50
percent, and have grown by 40 percent for the US. as
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Figure 2.18: Housing Starts in the U.S. Have Not Kept Pace with Population Growth
Housing Starts as a Share of the U.S. Population
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Figure 2.19: Active Listings of Homes for Sale in Tennessee Have Largely Trended Downward Since 2016,
but Have Seen a Modest Uptick in Recent Months
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Figure 2.20: The Construction of Smaller, More Affordable Homes Has Fallen Over the Last Decade,
While New Construction of Larger Homes has Risen

Panel A: Newly Constructed Homes below 1,400 square feet
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The Federal Reserve has Increased the Federal Funds Rate,

Which has Led to an Increase in the 30-Year Fixed Mortgage Rate

Figure 2.21

The Tennessee Economy

THE CURRENT ECONOMIC ENVIRONMENT, CONTINUED
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a whole. For Tennessee, this was roughly equivalent
to the increase in home values seen between 2011
and 2020. That is, Tennessee home values saw 10
years-worth of growth over the last 4 years. The data
on home prices are even more pronounced if we
look at median asking prices among active listings,
as shown in Figure 2.23. Panel A presents median
listing prices for Tennessee and the US. from 2016
through the present. For the majority of the data’s
history, home prices in Tennessee were significantly
lower than those in the U.S. as a whole. However, this
has changed in recent months as prices in Tennessee
have consistently risen faster, and in November
2022, home prices in Tennessee overtook those in
the nation. Furthermore, as of September 2023,
Tennessee listing prices are $20,442 higher than those
in the US. as a whole.

To dig deeper, Figure 2.23 Panel B reports
median active listing prices in the U.S. as well
as the four major metro areas in Tennessee
(Nashville, Knoxville, Chattanooga, and Memphis).
Throughout the time series (both pre-pandemic

and post-pandemic), listing prices in Nashville have
consistently been higher than the US. average, and
those in Memphis have consistently been lower.
However, the same is not true for Knoxville and
Chattanooga, where home prices were below the
national average prior to the pandemic, but in
Chattanooga, home prices are now in line with the
national average, and in Knoxville the median listing
price is $45,500 higher than the national average.

In addition to a low inventory of homes for sale,
a supply shortage for renters exists as well. As a resul,
rental prices have been on the rise. Data from the
U.S. Census Bureau show that median rental prices in
Tennessee rose from $904 in 2019 to $1,096 in 2022,
representing an astounding 21.2 percent increase
over the three-year period.” However, more recent
data from rent.com put median rent at a much higher
$1,624 per month in Tennessee as of September
2023.% As a result, the number of people paying more
than $1,500 per month in rent has risen dramatically
since 2019 whereas the number of people paying less
than $1,000 per month has fallen (see Figure 2.24).

Figure 2.24: The Number of Tennesseans Paying Higher Monthly Rent has Risen Over Time
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Listing Price of Homes Currently for Sale

Figure 2.23

Panel A: TN vs U.S.
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The Department of Housing and Urban
Development (HUD) considers a household to be
“cost-burdened,” if their housing costs are over 30
percent of their income. Figure 2.25 reports the
percentage of Tennessee homeowners and Tennessee
renters, who meet this cost-burden threshold by
income group. Of course, those earning lower
incomes are spending a higher proportion of their
income on housing. Among those who earn $20,000
or less, 73 percent of homeowners and 88 percent
of renters are considered cost-burdened. However,
as income increases, the percentage of homeowners
considered cost-burdened falls dramatically, whereas
the percentage of renters remains relatively high.
Even among those who earn between $50,000 and
$74,999 per year, 30 percent of renters remain cost-
burdened versus only 19 percent of homeowners.
Furthermore, regardless of income level, there is
always a higher percentage of cost-burdened renters
than there are homeowners.

Despite higher home and rent prices, wages
in Tennessee remain below the national average.

Figure 2.26 reports average hourly earnings for
the U.S., Tennessee, and Tennessee’s four major
metro areas for September 2023. Earnings in
Tennessee have certainly risen over time, but
currently sit at $29.75/hout, which is more

than $4/hour lower than the national average.
Furthermore, even in the Nashville and Knoxville
MSAs, where home prices are above the national
average, hourly earnings are still lower than the
national average. This discrepancy between home
prices and earnings is putting the goal of home
ownership out of reach for many Tennesseans, and
those who are renting are becoming increasingly
cost-burdened. It is also important to note that
these wage data are only reported as averages,

so by definition there are many people who earn
above-average wages and many who earn below-
average wages. Many of those in the latter category
are younger workers who would benefit greatly
from an increased supply of more moderately
priced homes, such as those with smaller square
footage.

Figure 2.25: Percentage of Tennesseans who are Cost Burdened by Housing by Income Group
Tennessee Households with Housing Costs in Excess of 30 Percent of Income in 2022

m Owner Occupied Renter Occupied
88%
78%
73%
58%
42%
30% 30%
19%
8%
4%
|
Less than $20,000 $20,000 to $34,999 $35,000 to $49,999 $50,000 to $74,999 $75,000 or more

Source: U.S. Census Bureau, 2022 American Community Survey 1-Year Estimates.
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Figure 2.26: Wages Across Tennessee Remain Below the National Average
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Source: Bureau of Labor Statistics, Current Employment Statistics. Total Private Average Hourly Earings, September 2023.

Note: Data are not seasonally adjusted.

2.3.

TENNESSEE ECONOMIC OUTLOOK

The short-term outlook for Tennessee calls for
a deceleration of economic growth in the near term
as consumer spending normalizes and the economic
recovery continues to wind down. As a result, we are
calling for slower, but still positive, economic growth
in 2024, followed by a return to trend growth in
2025 and 2026. Table 2.3 presents a summary of the
economic outlook for both Tennessee and the nation.

GDP Outlook

As the economic recovery loses steam,
Tennessee real GDP growth will decelerate to a still
strong rate of 3.3 percent in 2023 (compared to 9.2
percent in 2021 and 4.8 percent in 2022). State real
GDP growth will then slow to a slightly below-trend
rate of 1.8 percent in 2024. Figure 2.27 presents
real GDP growth projections for both the state
and the nation. Real GDP growth is projected to
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decelerate, but remain positive for both Tennessee
and the US., however, economic growth in
Tennessee will remain above the nation throughout
the forecast horizon. The more positive Tennessee
outlook is largely due to the influx of domestic
migrants, which will continue to support consumer
spending and economic activity going forward.
Over the long-term forecast horizon, real
GDP growth will hover around 2.4 to 2.5 percent
per year from 2026 through 2030, which is
consistent with the state’s pre-pandemic growth
rate seen between 2010 and 2019. Real GDP
growth will then slow to 2.2 to 2.3 percent at the
tail end of the forecast horizon (2031 to 2033)
due to changing demographics and a continued
increase in retirements. Still, GDP growth
in Tennessee will remain above U.S. growth
throughout the long-term forecast horizon.
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Table 2.3: Selected U.S. and Tennessee Economic Indicators, Seasonally Adjusted

Forecast Data

2023 2024| 2025 2026| 2027 2028 2029 2030| 2031| 2032| 2033

TN GDP (Mil2012$) SAAR 383014 | 389776 | 397682 | 407335| 417287| 427581 438462| 449198 459561| 469784 480321
Percentage change. 3.29 1.77 2.03 243 244 247 2.54 245 2.31 222 2.24
US GDP (Bil2017$) SAAR 223456 | 22655.5| 22968.4| 23358.1| 23745.9| 24131.6| 24507.0| 24899.4| 25285.3| 25703.9| 26154.7
Percentage change. 240 1.39 1.38 1.70 1.66 1.62 1.56 1.60 155 1.66 175
US GDP (BIil$) SAAR 27350.4 | 28472.8| 29514.5| 30636.7 | 31790.8| 33009.7| 34276.5| 35609.8 | 36994.6| 38471.6| 40046.9
Percentage change. 6.24 4.10 3.66 3.80 3.77 3.83 3.84 3.89 3.89 3.99 4.09
TN PERSONAL INCOME (MIL2017$) SAAR......cccoovvvvvvverrrnnnns 362528 | 372348 | 382812| 393450 | 403557 | 414302 426365 438309 449846 461130| 473001
Percentage change. 2.35 2.1 2.81 278 2.57 2.66 2.91 2.80 2.63 2.51 2.57
US PERSONAL INCOME (BIL20178) SAAR..........cccoommmerrrrrnnens 19069 | 19518 20099 | 20574 | 21040 21493| 21938| 22400| 22871 23368 23900
Percentage change. 1.32 2.35 2.98 2.36 2.26 2.15 2.07 2.11 2.10 217 227
TN PERSONAL INCOME (MIL$) SAAR.......ccooommvvvvvimriiisnrnnnnes 436709 | 458924 | 481787 | 504984 | 528332| 553479 581115| 609477 638202| 667569 698644
Percentage change. 6.25 5.09 4.98 4.81 4.62 476 4.99 4.88 471 4.60 4.65
US PERSONAL INCOME (BIL$) SAAR.........cooomrrrrreeeicriiisenes 22977 24097 | 25319| 26465| 27606| 28768 29958| 31198 32486| 33852 35305
Percentage change. 5.20 4.87 5.07 453 4.31 421 413 4.14 413 421 429
TN NONFARM JOBS (THOUS) 33206| 3354.4| 33921| 3431.3| 3469.0| 3509.9| 3550.4| 3592.3| 3622.0| 3652.4| 3681.2
Percentage change. 2.29 1.02 112 1.16 110 1.18 115 1.18 0.83 0.84 0.79
US NONFARM JOBS (MIL).. 156.2 157.2 157.3 157.9 158.6 159.4 160.0 160.6 161.1 161.6 162.1
Percentage change. 2.34 0.66 0.05 0.38 0.48 0.47 0.40 0.40 0.28 0.31 0.34
TN MFG JOBS (THOUS).......cociiiiiiccicicicsseeenniiens 3704 3724 376.3 380.9 3826 383.9 385.1 386.5 387.9 389.3 390.7
Percentage change. 1.51 0.52 1.06 1.21 0.46 0.32 0.32 0.37 0.36 0.36 0.34
US MFG JOBS (MIL)......c.cviiiiiiiiicice s 13.0 12.9 12.3 12.1 11.9 11.8 11.7 1.7 11.6 11.5 114
Percentage change. 122 -0.84 -4.23 -1.99 -1.43 -1.21 -0.55 -0.23 -0.49 -0.66 -0.84
TN UNEMPLOYMENT RATE (%)........cooumimmnrnnrsssiensiisssnnnnes 33 35 36 37 37 38 38 38 38 37 37
US UNEMPLOYMENT RATE (%).......cvvuriiinrreiiiensiiiisennes 36 43 47 46 45 44 43 43 43 43 43

CHAINED PRICE INDEX, GDP (2012=100.0)... 1224 125.7 128.5 131.2 133.9 136.8 139.9 143.0 146.3 149.7 153.1

Percentage change. 3.74 2.67 2.25 2,07 2.07 217 2.25 225 2.30 2.30 2.30

US PERS CONSUMP DEFL (2012=100.0)... 120.5 123.5 126.0 128.6 1312 133.8 136.5 139.3 142.0 144.9 1477

Percentage change. 3.83 246 2.03 211 2.00 2.01 2.02 1.99 1.99 1.99 1.97
CONSUMER PRICE INDEX, ALL-URBAN (82-84=1.000)......... 3.047 3.128 3.190 3.270 3.342 3.416 3.490 3.565 3.643 3.723 3.804
Percentage change. 4.14 2.66 1.98 2.50 2.21 220 2.18 2.16 2.18 219 216
BANK PRIME INTEREST RATE (%).......ccceuriimnmnnriiiiniiiiinns 82 8.5 72 6.0 58 5.8 58 5.8 58 5.8 58

FEDERAL FUNDS RATE (% per annum).. 5.039 5.383 4.050 2.869 2.630 2,632 2.632 2.630 2.630 2,632 2.633

30-YEAR FIXED MORTGAGE RATE (%)......cocvumvivivriniiinns 6.9 7.0 57 5.1 5.0 4.9 4.9 48 48 48 48
TN TAXABLE SALES (MIL20178).......cocviviiciiiirececrecieens 169473 | 168777 | 170950 175227 | 179960 185173 190375| 196030| 201399| 207097 | 212850
Percentage change. 0.17 -0.41 1.29 2.50 2.70 2.90 2.81 2.97 274 2.83 278
TN TAXABLE SALES (MIL$)........coovoveieiiieiciccisissscece | 204129 208010 | 215147 | 224900 | 235603 | 247379 | 259472 272583 | 285728 299811| 314390
Percentage change. 3.98 1.90 3.43 453 4.76 5.00 4.89 5.05 4.82 4.93 4.86
TN AVG ANNUAL WAGE, NONFARM (201789)........ccooorrrrnenens 54177 55011 55939 | 57081 58127 59274| 60532| 61674 62909| 64145| 65443
Percentage change. 0.81 1.54 1.69 2.04 1.83 1.97 2.12 1.89 2.00 1.96 2.02
TN AVG ANNUAL WAGE, NONFARM (8)......ccoovvvvvvvvmeeeniiinnnnnns 65262 | 67800 70401 73262 | 76099 79185| 82501 85758| 89249 92861| 96661
Percentage change. 4.66 3.89 384 4.06 3.87 4.06 419 3.95 4.07 4.05 4.09

Sources: Boyd CBER UT, S&P Global Market Intelligence, Bureau of Labor Statistics, Bureau of Economic Analysis, TN Department of Revenue.
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Labor Market Outlook

Nonfarm employment growth is projected
to moderate in the near term, and advance by
1.0 percent in 2024 and 1.1 percent in 2025.
Representing net increases of 33.8 thousand
jobs and 37.7 thousand jobs respectively. By
comparison, employment in the U.S. is projected
to grow by a slightly slower 0.7 percent in 2024
and then see no growth in 2025.

The state’s labor market is projected to
see stronger short-term growth, relative to the
U.S,, for a couple of reasons. First, the state
has seen a very strong rate of in-migration
in recent years, which will lead to more
workers and greater economic activity. Second,
Tennessee continues to see strong growth in
the manufacturing sector, and we project that
positive manufacturing employment growth will
continue throughout the forecast horizon. By
comparison, the national outlook is calling for a
contraction in manufacturing employment, which
will put downward pressure on overall nonfarm

employment growth for the U.S.

Figure 2.28 presents the long-term
employment forecast for both the state and
the nation. From 2026 to 2030 Tennessee
employment will expand by around 1.1 to 1.2
percent per year, but growth is then projected to
fall to around 0.8 percent per year from 2031 to
2033. This is much slower than the pre-pandemic
annual average growth rate of roughly 2.0 percent
per year from 2011 to 2019, and this slowdown
is largely due to an aging population and a
continued increase in retirements.

The state’s unemployment rate, which
currently rests at an all-time low of 3.1 percent
as of the third quarter of 2023, will slowly inch
upward as job growth slows and the number
of unemployed people increases. The latter will
occur for two reasons. First, as economic growth
slows (but remains positive) the number of job
openings will retreat towards more historically
normal levels, and it will take longer for some
job seekers to find work, leading to an increase in
unemployment duration. Second, many of those

Figure 2.27: Long-Run Real GDP Forecast, Tennessee and the U.S.
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who left the labor force during the pandemic have
already re-entered the workforce, this trend will
continue and more people will start looking for
work again. As the unemployment rate increases,
labor force participation will briefly tick upward
as well. For the 2023 year as a whole, labor

force participation will average 59.7 percent, but
will then reach 60.0 percent in 2024 and 2025.
However, the participation rate will then slowly
trend downwards during the second half of the
decade due to continued retirements and a smaller
pool of younger workers. As a result, labor force
participation will fall to 58.6 percent by 2033.

Income, Earnings, and Taxable Sales

Nominal personal income in Tennessee is
projected to grow by a very strong 6.3 percent
in 2023, and 5.1 percent in 2024. Wage growth
continues to show strength through the first half
of 2023, and total wages and salaries are expected
to advance by 7.0 percent for the year as a whole,
and then grow by a more moderate 4.7 percent in

2024. Personal income growth will also be driven
by gains in rent, interest, and dividends income,
due to high interest rates. Expectations are that
the Fed will start to reduce interest rates in the
second half of 2024, however, they will likely

do so very slowly and the federal funds rate will
remain above 5 percent until 2025. As a result,
rent, interest, and dividend income in Tennessee
will see strong gains over the next two years,
expanding by 9.1 percent in 2023 and 7.0 percent
in 2024. After adjusting for inflation, real personal
income is projected to increase by 2.4 percent

in 2023 and 2.7 percent in 2024. On a fiscal year
basis, nominal personal income will increase

by 5.6 percent in FY23/24 and 5.1 percent in
FY24/25.

Over the long term (2023 to 2033), Tennessee
personal income is projected to advance at a
compound annual growth rate of 4.8 percent per
year. This is faster than the 4.2 percent per year
growth rate seen prior to the pandemic, and is
also stronger than the nation’s projected growth
path of 4.4 percent per year. Long-term income

Figure 2.28: Long-Run Employment Forecast, Tennessee and the U.S.
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growth will be propped up by sustained wage and
salary gains, as the labor market remains relatively
tight due to continued retirements. However,
despite stronger income growth in Tennessee, per
capita income in the state will remain below the
national average through the long-term forecast
horizon. By 2033, per capita income in Tennessee
is projected to reach $92,798 and remain far
behind the national average of $100,123.
Importantly, after adjusting for inflation, these per
capita income figures are equivalent to $62,827 in
Tennessee and $67,778 in the United States.
Nominal taxable sales will increase by

2.4. FORECAST AT A GLANCE

4.0 percent in 2023, representing a dramatic
slowdown from the 10.8 percent rate of growth
registered in 2022. Taxable sales growth will
decelerate further in 2024, growing by only 1.9
percent, as inflation continues to moderate but
interest rates remain temporarily elevated. Lower
inflation will limit growth on the dollar value of
many goods (e.g. sales at food stores, and other
retail), while high interest rates will hinder auto
sales and other major purchases. Over the long
term, however, taxable sales will revert to a more
stable trend of 4.5 to 5.0 percent growth per year
(from 2025 to 2033).

* Tennessee inflation-adjusted gross domestic
product (real GDP) is projected to increase by
1.8 percent in 2024 and 2.0 percent in 2025.
This is faster than U.S. projections of 1.4
percent growth in both 2024 and 2025.

*  Nonfarm employment will increase by 2.3
percent in 2023, but job growth will then
slow to 1.0 percent in 2024 and 1.1 percent in
2025. By comparison, employment in the U.S.
is projected to grow by a slightly slower 0.7
percent in 2024 and then see no growth in 2025.

*  Over the long term, Tennessee real GDP will
increase by 2.4 to 2.5 percent per year from
2026 through 2030, but then slow to 2.2 to 2.3
percent growth from 2031 to 2033. Similarly,
nonfarm employment will advance by 1.1 to
1.2 percent per year from 2026 through 2030,
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and then decelerate to roughly 0.8 percent
per year from 2031 to 2033. Slower expected
growth towards the end of the forecast
horizon is due to an aging population and a
continued increase in retirements.

*  The state’s unemployment rate, which sits
at an all-time low of 3.1 percent as of the
third quarter of 2023, will trend upwards to
an annual average of 3.5 percent in 2024 and
3.6 percent in 2025. By comparison, the U.S.
unemployment rate is projected to increase to
4.3 percent in 2024 and 4.7 percent in 2025.

*  Nominal personal income will increase by 5.1
percent in 2024 and 5.0 percent in 2025. After
adjusting for inflation, real personal income
will advance by 2.7 percent in 2024 and 2.8
percent in 2025.
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Introduction

Tennessee’s agri-forestry industrial complex
encompasses the supply chain from farm and forest
to consumers of the end products, such as retail
foods, clothing, paper, and furniture. The agri-forestry
industrial complex includes crop and livestock
farming, timber removal and sawmills, and the
production of agricultural inputs, such as agticultural
machinery, fertilizers, soil amendments, and
herbicides. The complex also includes downstream
manufacturers of food and fiber goods (i.e., food
and beverage products, textiles and textile products,
wood, paper, and furniture products) that demand
commodities from farmers and first-stage forestry
operations. This section of the report includes
economic indicators for a) primary agriculture
and forestry (farming and first-stage forestry); b)
secondary agriculture and forestry (manufacturing
and processing facilities); and ¢) well-being indicators
for rural communities.” In 2023, Tennessee’s agri-
forestry industrial complex was significantly impacted
by various phenomena, including agricultural land
loss, decreasing demand in foreign markets, price
declines for major commodities, adverse weather
events, supply chain issues, and global events such as
the Russian invasion of Ukraine.

Agriculture and Primary Forestry

Agricultural Land Use and Farm Size

In 2022, farming operations occupied 10.7
million acres in Tennessee, around 39.6 percent of
the state’s nearly 27.0 million acres of land area.
Acreage-wise, just under 49 percent of the farmland
in Tennessee is operated as cropland. Of Tennessee’s
69,500 farming operations, the average farm size in
2022 was 154 acres. Tennessee ranks 8th in the US.
in terms of the number of farming operations but
26th in terms of acres operated, reflecting farm sizes
smaller than the US. average (446 actres) (USDA/
NASS, 2019; 2023a). Cash receipts from farming in

Tennessee for 2022 wete $5.2 billion (USDA/NASS,
2023a), with about 59.2 percent of this value coming
from crops and 40.8 percent from animals and animal
products (USDA/ERS, 2023a).

Tennessees Crops Market Trends and Outlook

In terms of harvested acreage, Tennessee’s
four largest row crops are soybeans, corn, wheat,
and cotton. Based on 2022 national cash receipts by
commodity, Tennessee ranks 19th in corn production
($678.3 million; 0.8 percent of US. total); 9th in cotton
production ($344.1 million; 3.9 percent of US. total);
16th in soybean production ($1,098.8 million; 1.8
percent of US. total); and 19th in wheat production
($186.8 million; 1.4 percent of US. total) (USDA/
ERS, 2023b). Harvested acreage, production, and yield
from 2018 to 2023 for the four principal row crops
are shown in Table 2.4. In 2023, harvested acreage for
Tennessee row crops was estimated to be 1.57 million
acres of soybeans, 900,000 actes of corn, 390,000
acres of wheat, and 260,000 acres of cotton. Soybean
acreage was down 3 percent from 2022 and 1 percent
above the previous five-year average; corn acreage
was up 13 percent compared to 2022 and 8 percent
above the five-year average; cotton acreage was down
20 percent compared to 2022 and 19 percent lower
than the five-year average; and wheat acreage was up
16 percent compared to 2022 and 31 percent above
the five-year average (USDA/NASS, 2023b). Relative
prices prior to planting and weather conditions during
the planting interval dictated crop acreage in Tennessee
in 2023. State average yields for 2023 are projected
above last year and the five-year average for corn,
cotton, soybean, and wheat. Weather conditions in
Tennessee were largely supportive for crop production
with the majority of drought occurring at the end of
the production season, which did not have dramatic
yield implications. Input prices, such as fertilizer
and fuel, have declined since 2022; however, input
prices remain high compared to the five-year average.
Additionally, high interest rates have increased the cost
of capital and operating for Tennessee producers.

® Defined as the primary industries typically associated with agriculture and forest operations, such as growing crops, the breeding and feeding of livestock, and
the management and logging of trees. Also included in the industrial complex are input-supplying industries and value-added subsectors, which include food and

beverage manufacturing, apparel and textiles, and forestry products manufacturing.
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Table 2.4: Tennessee Harvested Acres, Production, and Yield for Corn, Cotton, Soybeans, and Wheat, 2018-2023*

2018 | 2019 | 2020 | 2021 | 2022 | 2023* | 5-Year Avg. Ch:cggetg:g:; Change 2022%;‘;
Harvested Acres (million) 067| 091| 08| 095| 080 0.90 0.83 8% 13%
Production (million bushels) 112.56 | 161.07 | 138.55 | 161.50 | 103.35 | 154.84 135.41 14% 50%
Yield (bu/acre) 168 177 170 170 130 173 163 6% 33%

Cotton
Harvested Acres (million) 0.36 | 0.41 026 | 027| 033| 0.26 0.32 -19% -20%
Production (million bales) 077 | 096 | 0.61 0.58 | 0.71 0.58 0.73 -20% -19%
Yield (bu/acre) 1,041 | 1,138 | 1,066 | 1,036 | 1,053 | 1,071 1,067 0% 2%
Soybeans
Harvested Acres (million) 1.67 1.37 1.62 1.52 1.62 1.57 1.56 1% -3%
Production (million bushels) 75.99 | 64.39 | 81.00 | 76.00 | 77.76 | 78.50 75.61 4% 1%
Yield (bu/acre) 46 47 50 50 48 50 48 3% 4%
... wea |

Harvested Acres (million) 029| 022| 023| 033| 034 039 0.30 31% 16%
Production (million bushels) 18.53 | 14.41 | 1357 | 23.43 | 24.46 | 31.20 20.93 49% 28%
Yield (bu/acre) 65 67 59 71 73 80 69 16% 10%

“Estimated data.
Source: USDA/NASS, 2023b.

Prices received by Tennessee producers are
influenced by local, national, and global market
forces. Prices have declined substantially since
2022. The primary drivers of price declines have
been record corn and soybean production in
Brazil, a resumption of wheat and corn exports
from Russia and Ukraine, and weak export
demand. Since September 1, cotton prices have
declined from over 90 cents per pound to less
than 75 cents due to weak export demand, global
economic uncertainty, and a high USD compared
to other exporting countries. Concerns over the
global economy and inflation continue to influence
commodity prices and the agricultural sector.

Currently, 2023 marketing year average corn

prices are 10 percent below the five-year average
and 34 percent below 2022; soybean prices are 14
percent above the five-year average and 9 percent
below 2022; wheat prices are 12 percent below the
five-year average and 34 percent below 2022; and
cotton prices are 13 percent above the five-year
average and 2 percent below 2022 (Table 2.5).
Current marketing year average prices for 2023
will be influenced by South American production,
U.S. export demand, and 2024 planting intentions
for corn, soybeans, wheat, and cotton in the
Northern Hemisphere. The marketing year for
corn and soybeans is from September 1 to August
31; wheat, June 1 to May 31; and cotton, August 1
to July 31.

Table 2.5: Marketing Year Average Prices for Tennessee, 2017-2022*

Commodity 2018 2019
Corn $3.76 $3.78
Cotton $0.70 $0.59
Soybean $8.75 $8.96
Wheat $5.24 $5.45

2020 2021 2022 5-Year Average 2023*
$4.70 $5.67 $6.65 $4.91 $4.41
$0.69 $0.88 $0.85 $0.74 $0.84

$10.80 $12.80 $13.80 $11.02 $12.60
$5.55 $6.87 $8.40 $6.30 $5.56

*Average daily cash price in Tennessee for the start of the 2023/24 marketing year to November 7, 2023, as reported by USDA/AMS 2023a, 2023e. The marketing year for corn
and soybeans is from September 1 to August 31; wheat, June 1 to May 31; and cotton, August 1 to July 31.

Source: USDA/NASS, 2023b.
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Farm Bill Programs for Row-Crop Producers

The current Farm Bill (the Agriculture
Improvement Act of 2018) covers the crop years
2019-2023 and expired September 30, 2023.
Negotiations for a new Farm Bill have stalled, and
it is likely that an extension of the current Farm
Bill for the 2024 crop year will occur. Data for the
most recently available crop year (2021) indicated
Tennessee producers received $0.02 million in
direct payments from ARC and $0.1 million
from PLC, down substantially compared to the
previous year when Tennessee producers received
$30 million in PLC payments and $0.6 million in
ARC payments (USDA/FSA, 2023). For 2022,
Tennessee had 0.998 million actres enrolled in
PLC and 1.48 million acres enrolled in ARC-
County (ARC-CO).

For the 2022 crop year, Tennessee producers
purchased 23,895 federal crop insurance policies,
covering 2.80 million acres and $1.60 billion
of liability. The federal government’s portion
of crop insurance premiums was $100 million,
and Tennessee producers paid $45 million
in premiums. (USDA/RMA, 2023). As of
November 8, 2023, Tennessee producers had
received $149 million in indemnity payments
for the 2022 crop year (USDA/RMA, 2023).

For the 2023 crop year, Tennessee producers
purchased 23,704 federal crop insurance policies,
covering 2.80 million acres and $1.63 billion

of liability. The federal government’s portion

of crop insurance premiums was $95 million,
and Tennessee producers paid $45 million in
premiums. (USDA/RMA, 2023).

Row Crops Outlook

Looking towards 2024, prices are likely to
trend lateral to down. Prices for the 2023/24
marketing year will depend on export sales,
domestic weather and planting conditions,
South American crop progress, global weather,
inflation, input prices and availability, and global
economic growth. Direct payments through
Farm Bill and ad hoc programs are anticipated

to be substantially lower than the previous five-
year average. Indemnity payments to Tennessee
producers from crop insurance in 2022 helped
stabilize farm income for producers adversely
impacted by last year’s drought. For the 2023
crop year, Tennessee producer profitability is
expected to be lower than 2022, primarily due
to lower commodity prices. Price, yield, and cost
of production will continue to drive producer
profitability in the row crop sector for 2024,

For the 2023/24 marketing year, Tennessee
farm-gate prices are projected to be $5.50-
$7.00 for wheat; $4.00-$5.50 for corn; $11.50-
$13.50 for soybeans; and $0.75-$0.90 for cotton
(USDA/AMS, 2023a). Volatility in commodity
prices is likely to persist in 2024, largely due to
global economic uncertainty and uncertainty in
production.

Livestock, Poultry, and Dairy Industries:
Market Trends and Outlook

Livestock, Poultry, and Dairy Industries

Animals and animal products accounted
foAnimals and animal products accounted
for 40.8 percent ($2.10 billion) of Tennessee
agricultural receipts in 2022. Based on 2022 cash
receipts, broiler receipts were ranked second after
soybeans, totaling $972.6 million and representing
18.9 percent of cash receipts. Cattle and calves
ranked as the third largest agricultural sector
in Tennessee with cash receipts totaling $687.0
million, which accounted for 13.3 percent of
total agricultural cash receipts. Hogs (2.8 percent
of cash receipts), dairy products and milk (2.5
percent), and chicken eggs (1.5 percent) rounded
out the top five Tennessee rankings for animals
and animal products based on cash receipts in
2022 (USDA/ERS, 2023b). Tennessee markets
for animals and animal products are influenced
by national and international market forces. Thus,
changes in the national and international market
impact local prices, production, and receipts.

Through the week ending October 27, 2022,
year-to-date red meat (beef, veal, pork, lamb/
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mutton) production was 2.6 percent lower than
the previous year and was over 44.3 billion
pounds (USDA/AMS, 2023b). Poultry (chicken,
turkey, duck) production through the end of
September was 1.6 percent higher than the same
nine months in 2022 and totaled 51.9 billion
pounds (USDA/NASS, 2023c). Milk production
during the first nine months of 2023 was up 0.2
percent from the previous year to 171.0 billion
pounds (USDA/NASS, 2023d).

U.S. beef exports from January through
August 2023 decreased 12.3 percent compared
to 2022 and totaled 1.94 billion pounds. Total
beef export value over the first eight months
of 2023 totaled $6.69 billion, a decrease of 18.8
percent compared to 2022. Pork exports during
the first eight months of 2023 were 10.6 percent
higher than 2022 and totaled 4.22 billion pounds.
Total pork export value totaled $5.32 billion,
which is an increase of 8.3 percent compared
to 2022 (USMEE, 2023). On the dairy side, the
total aggregate volume of U.S. dairy exports
through August was 3.47 billion pounds, which is
a decrease of 7.0 percent compared to 2022 (U.S.
Dairy Export Council, 2023).

Calf (500-600 pound steer) and feeder
cattle (700-800 pound steer) prices in Tennessee
through the first nine months of 2023 increased
33.0 and 34.7 percent, respectively, compared
to the same nine months in 2022 (USDA/AMS,
2023c). Prices have been supported by strong
beef demand and a smaller cattle herd. Similarly,
Tennessee milk prices for the Appalachian and
Southeast Federal Milk Marketing Orders through
the first nine months of 2023 decreased 19.5
percent and 18.7 percent, respectively, compared
to the same nine months in 2022 (USDA/AMS,
2023d).

Tennessee ranked 16th nationally in terms of
total inventory of cattle and calves as of January
1, 2023 (1.68 million head including 844,000
beef cows and 26,000 dairy cows), which is the
same ranking as a year ago. Tennessee ranks
13th in total beef cow numbers, with Kentucky
and Florida being the only states east of the
Mississippi River with larger beef cow inventories
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(USDA/NASS, 2023¢). The state is ranked 2nd
nationally in meat goat numbers at 85,000 head
(USDA/NASS, 2023f).

Livestock, Poultry, and Dairy Outlook

Looking into 2024, the livestock, poultry,
and dairy industries will be faced with challenges
of high inflation and reduced discretionary
spending by consumers. Cattle prices are
expected to plateau in 2024 but remain strong
relative to recent years. Reduced cattle inventory
and thus lower beef production will support
prices for cattle. Cattle producers will begin
retaining heifers in 2024, if environmental
conditions allow. Hog prices are expected to
increase in 2024 compared to 2023, despite
an expected increase in pork production. Red
meat demand should support beef and pork
prices, as demand has remained strong and total
production will moderate. The poultry industry
will continue to increase production as they
have for several years. The poultry industry will
attempt to take advantage of higher red meat
prices the next few years. Milk and dairy product
prices are expected to be steady to slightly
higher in 2024 relative to 2023. Milk prices have
softened this year, but lower production should
support prices in the coming months.

Local Foods, Breweries, Distilleries,
Wineries, and the Green Industry

As previously reported, the “local foods”
movement, along with technical and financial
assistance provided by the USDA, TDA, the
University of Tennessee Institute for Agriculture,
Tennessee State University, and others, has helped
increase direct marketing by farmers. Farmers
markets remain an important component of
local food sales and based on the Pick Tennessee
Products website (Tennessee Department of
Agriculture, 2023a), the number of Tennessee
farmers markets remained steady from 2022 to
2023, in line with national trends.
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Community supported agriculture (CSA)
and food hubs are other important components
of local foods markets. In 2 CSA, consumers
(buying members) make advanced payment for a
farm’s products and in return receive a share of
the production on a consistent basis throughout
the growing season (Demuth, 1993). Farmers
are assured of a return for their efforts before
production, and consumers are assured of an
adequate and timely supply of local products.
Our analysis of data provided by TDA indicates
that 103 CSAs (an increase from 67 in 2022 and
82 in 2021) and two food hubs currently operate
in the state. While other new or nontraditional
agricultural ventures grew for 2012 to 2017, due
to a lack of data we cannot speak to more recent
changes in the level of agritourism in Tennessee,
although our sense is they have experienced
substantial growth in recent years.

Cattle and other livestock producers continue
to show interest in finishing and processing cattle
for local and regional markets. Funding by the
federal and state governments also continues to
support such efforts. However, the number of
smaller, federally inspected large animal meat
processing facilities in Tennessee is 16, a decline
from 22 last year, with at least one facility coming
online. Still, linking to local and regional markets
and access to federally inspected processing
facilities remains a challenge for livestock
producers interested in meeting the growing
demand for locally sourced meat. Farmers
continue to report long wait times for processing
their animals, although these are probably easing.
State funding through TDA is also supporting
increased capacity (such as enlarged and improved
cooler space) for a number of current facilities.

Analysis of the most recent data from the
U.S. Bureau of Labor Statistics (2023) indicates
that the Tennessee wine and grape industry
continues to grow at a slow but steady pace with
reported direct employment at 600 workers in the
first quarter of 2023, an increase from the 475
jobs reported for 2021 and the 527 jobs in 2019.
The state has over 70 bonded wineries, including

several cideries (where hard cider is produced)
and meaderies (produced from honey). Tennessee
wineries primarily rely on out-of-state sources

for their grapes. Grape acres are mostly steady,
although early warming (and budding) followed
by late freezes is a continuing concern in East
Tennessee.

The craft beer industry and the craft distillery
industry in Tennessee both continue to grow.

As of the first quarter of 2023, 119 breweries
reported 1,916 workers with a first quarter payroll
of $14.5 million versus 26 breweries reporting
148 workers in 2014 and showing marked growth
from 2022. The brewing industry is concentrated
in urban centers. The few farmers producing
hops face several challenges, although other local
farmers have successfully grown inputs such as
berries for brewers and barley on a limited basis.
Likewise, the number of distilleries reporting
employment increased from 19 in 2014 (909 jobs)
to 59 (2,434 jobs) in the first quarter of 2023. A
study by Hughes (2023) reported a total economic
impact for the industry of $3.135 billion.
Although the lack of an in-state malting facility

is a barrier, farmers are increasing production of
corn and other grains as inputs for the Tennessee
whiskey industry (Tharel, 2017).

As reported in previous years, the green
industry (ornamental horticulture including
nursery and greenhouse producers) remains an
important component of Tennessee agriculture,
especially in Middle Tennessee. While the number
of hemp producers and acreage have plummeted
due to the collapse of the CDB market, interest is
growing in other uses for hemp, especially as fiber
materials (in particular for composite automotive
parts such as door panels) and construction
materials.

U.S. and Tennessee Agricnltural Trade Outlook

In fiscal year (FY) 2023 (October 2022 —
September 2023), total U.S. agricultural and
related exports, as reported by the USDA, were
$195.7 billion, down 9 percent when compared
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to exports in FY 2022 ($213.2 billion) (USDA/
FAS, 2023). This overall decrease was due to
lower volumes as well as lower prices, decreasing
the value of U.S. exports. The factors affecting
exports at the national level have had an

impact on Tennessee. In FY 2023, Tennessee’s
agricultural and related exports were $3.0 billion,
up $337 million or 13 percent when compared
to the previous fiscal year ($2.7 billion). Except
for consumer-oriented agriculture, Tennessee
experienced decreases in all major categories

in FY 2023. Consumer-oriented exports ($1.7
billion), which includes distilled spirits, meat and
dairy products, and processed food products,
were up $437 million or 34 percent; exports of
bulk agricultural commodities ($956 million),
which includes cotton, tobacco, and soybeans,
were down $6 million or 1 percent; exports of
intermediate products ($177 million), such as
soybean meal and oil and other feeds, were down
$52 million or 23 percent; and related-product
exports ($158 million), which are mostly forest
products, were down $41 million or 21 percent
(Table 2.6).

Key exports for Tennessee in FY 2023
included distilled spirits ($1.2 billion) and cotton
($846 million), which increased by $477 million
and decreased by $37 million, respectively. Note
that the overall increase in exports this fiscal

year was due to exports of distilled spirits. Other
major exports include baked goods, cereals and
pasta ($271 million) and poultry products ($131
million). During this period, Tennessee was

also a leading exporter of forest products ($156
million), down $42 million when compared to
the previous fiscal year (USDA/FAS, 2023).
Changes in FY 2023 exports could also be
viewed from the perspective of countries that
are major buyers of Tennessee products. In

FY 2023, Tennessee exported agricultural and
related products to more than 130 countries,
with the top markets being the Netherlands,
China, Canada, Mexico, and Vietnam. Noted
increases in FY 2023 included a $343 million
(356 percent) increase in exports to the
Netherlands, a $43 million (117 percent) increase
in exports to the U.A.E., and a $31 million (35
percent) increase in exports to Mexico. The
increase in exports to the Netherlands and
U.A.E. was almost entirely due to distilled spirits
(USDA/FAS, 2023) (Table 2.7).

USDA is forecasting agricultural exports
(excluding forestry and related products) in FY
2024 at $172 billion, down $24 billion when
compared to FY 2023. This expected decrease
is primarily driven by lower exports of all
major commodities and lower sales to major
destination countries (USDA/ERS, 2023c¢).

Table 2.6: Tennessee Agricultural and Related Product Exports in FY 2022 and FY 2023:
Total and by Major Product Category

Product Category

Agricultural and Related Products
Consumer Oriented Agriculture
Bulk Agriculture

Intermediate Agriculture

Other Agricultural Related Products

FY 2022 FY 2023 $ Change % Change
$ Million

$2,681 $3,018 $337 12.6%

1,289 1,726 437 33.9%

963 956 -6 -0.7%

229 177 -52 -22.9%

200 158 -41 -20.7%

Note: Fiscal Year (FY) is October to September.

Source: U.S. Department of Agriculture, Foreign Agricultural Service, Global Agricultural Trade System (2023).
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Table 2.7: Tennessee Agricultural and Related Product Exports in FY 2022 and FY 2023
by Top 10 Products and Partner Countries (Destinations)

Product Category

Agricultural and Related Products
Distilled Spirits
Cotton

N

Bakery Goods, Cereals, and Pasta
Forest Products

Poultry Products

Tobacco

Soup and Other Prepared Foods

Dextrin, Peptones, and Proteins

© o N o o B~ W N

Sugars and Sweeteners

—_
o

Chocolate and Cocoa Products

World
Netherlands
China
Canada

N

Mexico
Vietnam

United Kingdom
Pakistan
Turkey

UAE.

10 Germany

© o N o o B~ W N

FY 2022
Partner Country (Destination)

FY 2022 FY 2023 $ Change
$ Million

$2,681 $3,018 $337 12.6%
684 1,161 477 69.8%
883 846 -37 -4.1%
273 271 -2 -0.7%
198 156 -42 -21.2%
149 131 -18 -12.1%
60 90 30 49.4%
73 59 -14 -19.3%
78 52 -26 -33.0%
36 36 0 -0.4%
24 28 3 14.0%
% Change

$ Million

$2,681 $3,018 $337 12.6%
9% 440 343 356.3%
365 370 5 1.3%
340 324 -16 -4.6%
89 121 31 34.9%
95 119 25 25.9%
87 116 29 32.9%
108 100 -8 -7.5%
172 82 -90 -52.3%
37 79 43 116.8%
74 73 2 -2.3%

Note: Fiscal Year (FY) is October to September.

Source: U.S. Department of Agriculture, Foreign Agricultural Service, Global Agricultural Trade System (2023).

Financial Indicators for Tennessee Farming Industries

Table 2.8 presents financial data from 2017-
2022 for the Tennessee farming sector, which
can be used to indicate the financial well-being of
farms and farm operators in Tennessee. The value
of farm production increased from $4.3 billion
in 2017 to $6.0 billion in 2022. Net farm income
was $1.5 billion in 2022 (up from the low of $306
million in 2018), averaging $21,117 per operation.
Net cash farm income on a per-acre basis was
$137/acre. The net farm income ratio (net farm
income/value of production) during 2017 to 2022

ranged from 7 percent to 31 percent efficiency in
converting production to net farm income, with
an uptick from 19 percent in 2019 to 31 percent in
2021. The interest expense ratios for the farming
sector, holding at 7 percent or less, reflect a low
debt burden and interest payment level relative

to production. Times interest earned is another
measure of ability to cover debt payments,
specifically interest payments. For all years, the
values are greater than 1, implying sufficient cash
to meet interest payments, and in 2022, the value
was 5.42. The state’s capital consumption ratio, or
the percentage of production needed to cover the
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Table 2.8: Indicators of Financial Well-Being of the Tennessee Farm Sector, 2017-2022
Indicators 2017 2018 2019 2020 2021 2022
Value of Production (mill §) $4,310 $4,193 $4,234 $4,145 $5,096 $6,008
Net Farm Income (mill $) $461 $306 $825 $608 $1,582 $1,468
Interest Expense' (mill $) $253 $282 $283 $266 $269 $332
Market Value of Farmland, Buildings, & Equipment (mill $) $41,856 $42,728 $43,092 $44,280 $45,582 $50,290
Capital Consumptiont (mill $) $686 $588 $548 $552 $489 $473
Total Production Expensesi (mill $) $3,922 $3,947 $3,651 $4,013 $3,761 $4,557
Net Farm Income Ratio 0.11 0.07 0.19 0.15 0.31 0.24
Capital Consumption Ratio 0.16 0.14 0.13 0.13 0.10 0.08
Operating Expense Ratio 0.69 0.73 0.67 0.77 0.59 0.62
Interest Expense Ratio 0.06 0.07 0.07 0.06 0.05 0.06
Times Interest Earned 2.82 2.08 3.92 3.29 6.88 5.42

'Excludes operator dwellings.
Source: USDA/ERS 2023a.

sector’s capital consumption, was relatively low

for the 2017 to 2022 period, ranging between 8
percent and 16 percent. In 2022, the state’s farming
sector had an operating expense ratio of 0.62,
suggesting 62 percent of the value of production
was used to cover operating expenses (USDA/
ERS, 2023a). The 2022 estimated market value of
land and buildings on farms was $50.3 billion or
around $723,597 per farm in Tennessee (USDA/
NASS, 2023a).

Rural Infrastructure

Transportation infrastructure is crucial to
Tennessee farmers and ranchers as they depend
on rural roads, highways, and bridges for their
daily operations of getting inputs and delivering
products. However, about 14 percent of the
state’s major roads are in poor or mediocre
condition, and a total of 4 percent of the
state’s bridges are rated in poor or structurally
deficient condition (TRIP 2023). It is estimated
that additional repairs, accelerated vehicle
depreciation, and increased fuel consumption
and tire wear cost the state’s drivers $1.2 billion
per year or $227 per driver (TRIP 2023). The
Infrastructure Investment and Jobs Act (IIJA)
by the Biden Administration in 2021 will provide
$6.2 billion in state funds for Tennessee’s highway
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and bridge investments in 2022-2026, including
a 37 percent funding increase (TRIP 2023). The
ITJA investment is expected to improve the
safety, reliability, and condition of Tennessee’s
transportation system.

Tennessee received $3.7 billion through the
U.S. Treasury’s Coronavirus State and Local Fiscal
Recovery Fund under the American Rescue Plan
Act to mitigate the negative economic impact
of the COVID-19 pandemic and strengthen
economic recovery (Tennessee Department
of Finance and Administration, 2023). Out
of the $1.4 billion allocated, $996 million was
awarded as competitive grants as part of the
Tennessee Water Infrastructure Investment
Program. An additional $200 million was awarded
through a competitive grant program with three
focus areas: regionalization, water reuse, and
resource protection (Tennessee Department of
Environment and Conservation, 2023). This
investment addresses a critical need in Tennessee
water infrastructure systems to protect and
promote human health; improve compliance
with water quality requirements; and improve
technical, managerial, and financial capabilities
of small, disadvantaged, and underserved water
infrastructure systems. In addition, a total of
$500 million is allocated by the state’s Financial
Stimulus Accountability Group to improve
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broadband infrastructure access and adoption
across communities. Tennessee also received $813
million in federal Broadband, Equity, Access, and
Deployment (BEAD) funds, dedicated to support
buildout of high-speed internet infrastructure
across Tennessee (Tennessee Department of
Economic and Community Development, 2023).

Agricultural Land 1oss in Tennessee

In 2020, The American Farmland Trust
ranked Tennessee as the fourth most threatened
state to have agricultural land to be converted to
other uses. There is approximately 26.3 million
acres of total space in Tennessee. From 1997-
2017, there was 1.1 million acres (4.2 percent of
total land in Tennessee) of farmland converted
into other uses, mainly residential. The amount of
farmland lost was equivalent to 55,601 acres/year,
152 acres/day, and 6.3 actres/hout. From 2017-
2022, there was 432,941 acres (1.64 percent of
total land in Tennessee) of farmland converted to
other uses. From 2017-2022, the rate of farmland
loss increased to 86,588 acres/yeat, 237 acres/
day, and 9.8 acres/hout. In the coming years, the
conversion rate could maintain or increase again
due to Blue Oval City development in Haywood
County and surrounding counties. Additionally,

a growing trend in Tennessee is expansion of
the solar industry. Thus, the solar industry could
increase the rate of farmland conversion in the
next few years.

Primary Forestry in Tennessee

Roughly 51 percent of Tennessee is
covered in forest that is primarily comprised of
hardwoods (89 percent), making the state one
of the top three hardwood lumber-producing
states in the country. There are more than 120
tree species in Tennessee. The dominant forest
type in the state is oak-hickory, accounting for an
estimated 9.9 million acres (Tennessee Forestry
Association, 2017). Of the 13.8 million acres
in forest, 82.9 percent is privately owned, with

federal (10.0 percent) and state/local forests (7.1
percent) comprising the rest. The state has an
estimated 8.5 billion live trees, with a volume of
33.6 billion cubic feet (USDA/FS, 2023).

In 2022, the state’s 137 sawmill
establishments employed 2,345 workers with a
total payroll of $101.6 million, while the state’s
148 logging establishments employed 738
workers with a total payroll of $30.8 million.
From 2012 through 2022, average annual growth
rates in employees, payroll, and establishments
for sawmills (NAICS 321113) were -2.0 percent,
3.4 percent, and -2.9 percent, respectively. For
logging (NAICS 1133), the average annual growth
rates over the same period were -0.5 percent,

4.7 percent, and -0.9 percent, respectively, for
employees, payroll, and establishments (U.S.
Bureau of Labor Statistics, 2023).

Food, Fiber, and Forestry Manufacturing
in Tennessee

Valne of Shipments, Number of Establishments,
and Employees

The state’s 2,414 food and fiber processing
and manufacturing facilities employed over
91,300 workers with a payroll of $5.7 billion
in 2022 (Table 2.9). By comparison, the state’s
overall manufacturing employment was 364,182
workers in 2022. Thus, food- and fiber-related
manufacturing in Tennessee employed more than
one in four manufacturing workers. The average
growth in employees, payroll, and establishments
for food manufacturing from 2012 to 2022
averaged 1.8 percent, 4.6 percent, and 5.8 percent,
respectively. Comparing beverage and tobacco
products manufacturing and the wood products
group manufacturing (e.g., wood products, paper,
and furniture) for that same time frame, beverage
and tobacco products manufacturing had the
largest increase in employees at 5.8 percent, with
paper manufacturing having the least at -0.8
percent. For establishments, again beverage and
tobacco products manufacturing had the largest
increase at 13.4 percent, with wood products
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Table 2.9: Tennessee Food, Fiber, and Forestry Manufacturing, 20222°

Average Average Average
. Employees Change Payroll Change | Established Change
o ETUEERD ) JE TG (L ) 2012-2022 2012-2022 2012-2022
(mill §) %|  (number)
Food (311) 39,425 1.8 $2,457 4.6 597 5.8
Animal Slaughtering/Processing (3116) 12,494 1.4 $671 6.8 85 0.9
Beverage & Tobacco Products (312) 9,123 5.8 $496 5.8 294 13.4
Textile Mills (313) 3,057 -1.1 $174 1.2 86 2.7
Textile Product Mills (314) 2,248 -1.0 $109 2.8 150 0.0
Apparel (315) 3,409 2.9 $161 1.3 120 1.7
Leather & Allied Products (316) 340 -0.7 13 0.0 32 1.2
Wood Products (321) 13,996 24 $816 8.1 524 0.6
Paper (322) 13,326 -0.8 $1,072 0.5 212 2.1
Furniture & Related Products (337) 9,468 0.9 $448 4.2 399 1.5
Total 91,338 $5,746 2,414

2Values for animal slaughtering and processing are embedded in food manufacturing (311) values.

®Source data for value of shipments discontinued and will not resume until 2024.
Source: U.S. Bureau of Labor Statistics. 2023.

manufacturing the least at 0.6 percent. For wages,
wood products manufacturing had the largest
increase at 8.1 percent, with paper manufacturing
having the least at 0.5 percent. The average
change in employment decreased for textile,
apparel, and leather manufacturing. The largest
average increase in establishments was for textile
mills manufacturing at 2.7 percent. For payroll,
the largest increase was for textile product mills
manufacturing at 2.8 percent (U.S. Bureau of
Labor Statistics, 2023).

Estimated Economic Impacts
Sfrom Selected Agricultural Commodities

In 2021, the agri-forestry industrial complex
directly and indirectly (i.e., including multiplier
effects) contributed $89.0 billion to the Tennessee
economy. In terms of gross output, this value was
10.9 percent of the economic activity conducted
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in the state. An estimated 366,154 individuals
work in industries either part of or supported by
the complex, or 8.9 percent of total employment
in Tennessee. Agriculture generated $65.6

billion in output or 8.0 percent of the economic
activity in Tennessee and supported 281,794

jobs, with 92,889 (both full- and part-time) jobs
in agricultural production. Forestry included

the management and logging of trees; sawmills
(primary forestry products), including pulp and
paper mills; plus, forestry products manufacturing
(secondary forestry products). Forestry accounted
for 2.9 percent of the state’s economy, supported
84,360 Tennessee jobs, and generated $23.4
billion in output. (Menard, 2023). Based on
IMPLAN 2021 data, Table 2.10 indicates the
direct economic activity for selected agriculture
and forest sectors, including the multiplier effects
for these sectors, along with their employment
and total value added.
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Table 2.10: Multiplier Effects for Economic Activity and Direct Total Value Added for
Selected Agricultural Commaodities in Tennessee, 2021

Direct

Multiplier Effects

Direct

Total Value Added®

Economic Activity’ | Economic Activity? | Economic Activity Emplovment®
(million $) (million $) Multiplier ploy

Oilseed farming $967.4 $1,365.7
Grain farming $1,047.5 $1,973.3
Veggtable & melon $119.2 $185.0
farming

Greenhouse,

nursery, & floriculture $380.4 $576.1
production

Tobacco farming $84.1 $140.3
Cotton farming $273.2 $418.4
All other crop farming® $187.4 $316.7
Beef cattle farming $591.3 $866.2
Dairy cattle & milk

production $98.0 $166.5
Poultry & egg

production $696.0 $1,149.6
Animal production,

except cattle, poultry, $212.0 $287.6
& eggs®

Forestry, forest

products, & timber tract $28.4 $50.9
production

Commercial logging $291.1 $527.8
Sawmills $879.5 $1,622.1
Pulp mills $29.1 $47.8
Paper mills $1,498.9 $2,320.6
Paperboard mills $1,008.7 $1,649.1

1.41 5,398.0 $523.2
1.88 10,696.4 $54.0
155 1,755.2 $57.4
1.51 5,117.8 $180.9
1.67 1,848.9 $36.7
1.53 3,210.2 $107.2
1.69 20,431.6 $73.7
1.46 14,568.3 $173.8
1.70 437.6 $18.0
1.65 2,638.5 $65.7
1.36 5,553.2 $141.2
1.79 295.3 $22.2
1.81 2,825.1 $185.0
1.84 2,435.5 $280.4
1.64 445 $10.1
1.55 1,611.6 $639.2
1.63 1,076.4 $412.0

2 Total Industry Output — annual value of production by industry.

® Employment - estimated number of wage and salary employees (both full- and part-time), as well as self-employed.
¢ Total Value Added — income to workers paid by employers; self-employed income; interests, rents, royalties, dividends, and profit payments; and production and import taxes.

4 Primarily hay and seed farming.
¢ Primarily hogs, sheep and goats, aquaculture, equine, and apiculture.
Source: IMPLAN 2021 data.
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CHAPTER 3: BUSINESS FORMATION

3.1. INTRODUCTION

As a strong indicator of local economic filings has historically been a good leading indicator
growth, business formation can provide insight into  for nonfarm employment in Tennessee. . During
Tennessee’s economy and how it has grown over the Great Recession, business filings fell first and
time. Business formation is commonly measured by then employment followed suit. Similarly, during the
the number of new business applications or initial pandemic and pandemic recovery, business filings

filings. Figure 3.1 shows that growth in business grew and then employment followed shortly after.

Figure 3.1: Business Filings in Tennessee are a Strong Leading Indicator for Employment Growth
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Source: Tennessee Secretary of State.
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3.1. INTRODUCTION, CONTINUED

Due to the surge in business applications over
the past few years, this chapter largely focuses on
the number and growth of business applications

before, during, and after the COVID-19 pandemic.

First, this chapter discusses business formation in
Tennessee over time and across industries. Next, it

explores differences in business formation across
Tennessee counties. It then compares business
formation in Tennessee to the nation and other
states. Finally, there is a discussion of recent trends
in business formation and the impact of sales tax
legislation on business formation.

3.1. TRENDS IN BUSINESS FORMATION IN TENNESSEE

This section provides an overview of
recent business formation trends in Tennessee.
Figure 3.2 shows annual business applications
in Tennessee along with growth in business
applications from one year to the next. The
number of business applications rose each year
between 2014 and 2021. Prior to the pandemic,
growth in business applications hovered around
8 percent per year. However, in 2020 business

applications shot up by an astounding 23.4 percent.

Pandemic-related growth continued in 2021 with
a 35.7 percent increase in applications. Business
filings growth slowed dramatically in 2022, but the

total number of new business applications remains
well above pre-pandemic levels.

Figure 3.3 provides a more detailed look at
business formation in Tennessee since 2014. Due
to the seasonality in business filings, the figure
shows year-over-year filings growth for each
quarter over time. The growth in business filings
over time is clearly seen here with each quarter
experiencing an increase in business filings from
year to year. While growth has slowed since 2021,
the number of business filings remains high with
the most recent numbers more than double those
in 2014.

Figure 3.2: Annual Business Filings Have Risen Dramatically Since the Onset of the Pandemic
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3.2.

BUSINESS FORMATION BY COUNTY

While Tennessee as a whole saw robust growth
in business formation since the pandemic, there has
been a fair bit of interstate variation. Figure 3.4
shows both the percentage change and the number
of new business filings between Fiscal Year 2018-19
and Fiscal Year 2022-23. The majority of Tennessee
counties experienced at least 50 percent growth in
new business filings since the pandemic. Hancock
County saw the largest rate of growth at 312.5
percent, but this reflects a small increase of only 25
new filings. The largest four counties (Davidson,
Shelby, Knox, and Hamilton) experienced large
gains in the number of new filings. Among these
counties, Knox County saw the strongest rate of
growth over this period with new filings growing by
111 percent, representing an increase of 3,135 new
applications. However, Davidson County saw the
largest increase in the number of new businesses,
adding 4,887 over this period, followed by Shelby,
where business filings increased by 4,869. In
contrast, Pickett County experienced the smallest
rate of growth at just 4 percent, representing an

66 | 2024 TENNESSEE ECONOMIC REPORT

increase of only one business application. Still, it is
remarkable to see positive growth in new business
filings across all 95 counties during this time period.

Following extremely strong growth over the
last few years, new filing patterns have started to
stabilize (Figure 3.5). As a result, most counties
have seen either modest gains or outright declines
over the last year. As examples, Davidson only
recorded 191 new filings and Rutherford added 136
new filings. The one exception is Knox County,
which continues to see robust gains, and added
1,104 new filings over the last year. By comparison,
Shelby saw the steepest reduction in filings (down
1,413). Despite this decline, new filings in FY2023 in
Shelby County were still neatly twice as high as they
were prior to the pandemic (FY2019). Williamson
and Hamilton also saw modest contractions. Lake
County saw the largest growth over the past year at
111.1 percent, but this represented an addition of
only 10 business filings. Lincoln County experienced
the largest percentage decline of 23.2 percent with
43 fewer filings than last year.
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BUSINESS FORMATION ACROSS THE UNITED STATES

Was the recent surge in business formation
unique to Tennessee? To answer this question,
we turn to the U.S. Census’s Business Formation
Statistics dataset to compare new business filings
in Tennessee to those throughout the United
States. The Census data only include business
applications for brand-new businesses. That is,
they do not include franchises or the opening of
additional stores whereas the Secretary of State
data includes the opening of new stores and/
or franchises. For example, if a new Starbucks
opens in Knoxville, a new business filing would
be included in the Secretary of State number but
not included in the Census data. For this reason,
the Census data are not directly comparable to
the more comprehensive data gathered by the
Tennessee Secretary of State’s office. However,
the Secretary of State data are, of course,
only available for Tennessee, while the Census
provides publicly available data for all states, and
provides industry-level breakdowns by industry as
well.

Tennessee has followed the general trend
of business formation in the United States since
before the COVID-19 pandemic. One difference,
however, is that Tennessee has experienced
greater fluctuations in business applications,
especially in 2020 (see Figure 3.6). In the second
quarter of 2020, Tennessee saw growth of nearly
90 percent while the United States average was
closer to 70 percent. In the following quarter,
growth in Tennessee was just 23 percent while
the national average was higher at 38 percent.
National growth has only exceeded growth in
Tennessee in four quarters since the beginning of
2019.

Figure 3.7 reports growth in business
applications between 2019 and 2022 for all
southeastern states. Tennessee experienced a
55.3 percent increase in applications during this
period, which represents an additional 32,570
applications in 2022 compared to 2019. Kentucky,
Virginia, and West Virginia saw slower growth
than the national average of 44.1 percent, but all
other states in the Southeast had stronger growth.

Mississippi saw the strongest growth in business
applications, expanding by roughly 78 percent,
which represents an additional 24,360 business
applications between 2019 and 2022. South
Carolina and Alabama also experienced strong
growth during this period.

Similar to the experience in Tennessee,
growth in new business applications has slowed
throughout the southeast region and the U.S. as
a whole over the past year, but remains at levels
well above those seen prior to the pandemic.
Figure 3.8 presents business filings growth
across all southeastern states from the first half
of 2022 to the first half of 2023. Tennessee
experienced little growth compared to the rest of
the Southeast and the United States with just a
2.1 percent increase in new business applications
over the past year. The only state in the Southeast
to see a decrease in business applications during
this period was Mississippi. In contrast, Kentucky
experienced the largest increase in applications
at 15.8 percent, followed by West Virginia (10.6
percent), and Florida (9.3 percent), all of which
saw larger growth than the U.S. average.

Figure 3.9 shows growth in business
applications across all U.S. states between 2019
and 2022. States in the Southeast saw some
of the strongest rates of new filings growth
during this period, including Tennessee, which
ranked seventh in the nation. However, among
all 50 states, Wyoming registered the largest
growth rate, at nearly 120 percent, representing
an increase of 22,680 new applications. Since
Wyoming has the smallest population among all
states, this increase represented a smaller number
of new business applications than most other
states that also experienced rapid growth. For
example, Florida had the largest number of new
business applications of any state with more than
215,000 additional applications during this period,
but only registered a growth rate of 55.0 percent.
By comparison, Alaska experienced the smallest
growth in business applications with just 270
additional applications, representing an increase
of only 3.2 percent.
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3.3. BUSINESS FORMATION ACROSS THE UNITED STATES, CONTINUED

Figure 3.6: Business Filings Growth in Tennessee Compared to the U.S.
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Figure 3.7 Most Southeast States saw Stronger Business Formation Growth than the U.S. as a Whole, 2019-2022
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3.3. BUSINESS FORMATION ACROSS THE UNITED STATES, CONTINUED

Figure 3.8 Growth in Business Formation Across the Southeast Between 2022 and 2023
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Figure 3.9: Growth in Business Applications by State, 2019-2022
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3.4.

BUSINESS FORMATION BY INDUSTRY

Data on business applications by industry
show which industries contributed the most to the
substantial growth in new business formation seen
since 2019. Figure 3.10 reports the number of new
business applications filed in each year between
2019 and 2022 and for each industry. These data are
first presented at the national level, as the national
data are more up-to-date, and provide valuable
insights into overall industry-level trends seen
across the nation during this period. Overall, most
of the growth in business filings during this period
occurred between 2019 and 2021 with modest
declines between 2021 and 2022. The retail trade
industry saw the largest uptick in business filings,
by a wide margin, adding over 300,000 business
applications in 2020 alone, and an additional
157,000 applications in 2021. The transportation
and warehousing industry similarly added about

158,000 applications in 2021. Growth in both of
these industries is not surprising given the increase
in e-commerce during and after the pandemic.
Notably, the construction industry experienced little
growth between 2019 and 2020 but added about
88,000 business applications in 2021.

Next, Figure 3.11 presents the number of
business applications by industry in Tennessee
for 2021, which are the most recent state-level
data available. Like the nation, Tennessee received
the most business applications from the retail
sector. However, the health care sector and the
accommodations and food service sector were
more prominent in Tennessee compared to the
United States. Conversely, the manufacturing
sector, which represents a large portion of
Tennessee’s GDP and employment did not account
for a large share of business applications.

Figure 3.10: U.S. Business Applications by Industry, 2019 to 2022
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Source: U.S. Census Bureau, Business Formation Statistics.
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BUSINESS FORMATION BY INDUSTRY, CONTINUED

Figure 3.11: Tennessee Business Applications by Industry, 2021
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3.5.
THE PANDEMIC
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TRENDS IN BUSINESS FORMATION DURING THE INITIAL PHASE OF

As seen in previous sections, business filings have
increased dramatically over the past few years, especially
during and after the COVID-19 pandemic. The
increase in business formation has largely been driven
by the retail sector, particularly nonstore retailers.

During the initial phase of the pandemic,
there were a handful of relevant changes that likely
contributed to the surge in business formation in the
retail sector including the shift to online shopping,
the dispersion of pandemic-relief stimulus checks,
and other pandemic-related business opportunities,
as discussed in more detail below

Online retail/Direct-to-consumer model

The need to avoid in-person contact during
the pandemic led to a significant increase in online
shopping, E-commerce increased by 43 percent
between 2019 and 2020." This shift to online sales

during and after the pandemic along with online
marketplaces (e.g. Amazon, Etsy, eBay) made it
easy for entrepreneurs to start direct-to-consumer
businesses. Starting a business without a brick-
and-mortar location significantly reduces start-up
costs by eliminating rent and utility payments. Costs
associated with running a website are also eliminated
when using online marketplaces. Furthermore, the
non-store retail industry primatrily consists of non-
employer businesses which further reduces costs
such as salaries and benefits for employees.

Figure 3.12 shows that business applications
for non-store retailers increased each year between
2013 and 2021, with substantial growth between
2019 and 2021. In contrast, there was a decline in
the number of applications for brick-and-mortar
businesses between 2013 and 2017 followed by a
small increase between 2019 and 2021.

" Brewster, M. 2022. “Annual Retail Trade Survey Shows Impact of Online Shopping on Retail Sales During COVID-19 Pandemic.” U.S. Census Bureau.
https://www.census.gov/library/stories/2022/04/ecommerce-sales-surged-during-pandemic.htmli#:~:text=According %20to%20the %20most%20recent,t0%20

9%24815.4%20billion%20in%202020.
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TRENDS IN BUSINESS FORMATION DURING THE INITIAL PHASE OF

Figure 3.12: Store versus Non-store Retailer Business Applications, 2013 to 2022
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Source: U.S. Census Bureau, Business Formation Statistics.

Stimulus checks

Households who received stimulus checks spent
about 40 percent of the check on goods and services,
while about 30 percent went towards debt and
another 30 percent went to savings.” The loweting
of debt, and increased savings may have allowed
households to take on additional debt or spend
savings to finance a business.

Stimulus checks also boosted consumer
demand and production was slow to adjust to this
rising demand.’ Entrepreneurs may have exploited
this demand-supply imbalance by starting new
businesses.

Other pandemic-related
business opportunities
Masks, cleaning products and services, health

2017 2018

Store Retailers

2019 2020 2021 2022

services, tutoring and other remote education-
related services were needed at a much higher
rate than before the pandemic, presenting an
opportunity for entrepreneurs.

The pandemic also created a greater need for
digital services, particularly online communication
services for businesses that were able to transition
to a work-from-home format. This also spurred
more demand for home office supplies.

Outside of work hours, individuals needed
sources of entertainment that were possible inside
the home. A major form of entertainment came in
the form of video content, which led to an uptick
in individuals identifying as content creators or
influencers. There was also an increase in virtual
classes and events, family games, and the number
of subscription services.

2 Coibion, O., Gorodnichenko, Y., and Weber, M. 2020. “How Did U.S. Consumers Use Their Stimulus Payments.” NBER WP #27693. https://www.nber.org/papers/

w27693.

3 de Soyres, F., Santacreu, A., and Young, H. 2022. “Demand-Supply imbalance during the Covid-19 pandemic: The role of fiscal policy.” The Federal Reserve:
International Finance Discussion Papers. https://www.federalreserve.gov/econres/ifdp/demand-supply-imbalance-during-the-covid-19-pandemic-the-role-of-fiscal-

policy.htm
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RECENT TRENDS IN BUSINESS FORMATION

Although growth in business formations has
slowed, the business boom has continued into the
post-pandemic recovery period with higher levels
of business applications and consumer spending
than prior to the pandemic.

Every industry had more business applications
in 2022 than in 2019 (see Figure 3.9). Among the
10 largest industries, construction and professional
services are two of the industries that had a similar
number of business applications in 2021 and 2022.
Construction applications have remained high
despite interest rate hikes beginning in 2022, but
the future remains uncertain. The successful shift
to remote work during the pandemic has likely
contributed to the consistent level of business

applications in the professional service industry.

Consumer spending has also remained strong
for longer than most have expected and has led
to increased opportunities for new businesses. In
FY2022 (August 2021 to July 2022), sales tax revenues

in Tennessee rose by an astounding 15.6 percent,
representing an increase of over $1.7 billion in sales
tax revenues compared to the already elevated level of
collections from the year prior. Strong sales continued
into FY2023, as sales tax revenues grew by another
6.9 percent or $891 million. By compatison, sales

tax revenue growth averaged around 4 to 5 percent
growth prior to the pandemic (from FY2011 to
FY2019), so this post-pandemic petiod represented a
strong acceleration in taxable sales. Sales tax revenues
have finally started to moderate this fiscal year, and
as of October 2023, sales tax collections for FY2024
fiscal yeat-to-date (August 2023 to October 2023) are
only up by 1.5 percent compared to the same time
last year. But the dollar value of sales tax collections
remains roughly $1 billion higher than they were prior
to the pandemic. This level of sales and economic
activity provides a lot of support for the growing
business community in Tennessee.

It is unclear as to whether this trend will
continue. Interest rates remain high, which should
hinder investment spending and could stunt
overall economic growth. Inflation, while trending
downwards, remains higher than the Fed’s 2
percent target, and has put many consumers in
difficult financial positions. Additionally, student
loan repayments were paused in March of 2020
but began again this fall. All of these could
become headwinds for overall economic growth
in the near term. In contrast, e-commerce will
likely continue to be a means of spending as it
was increasing as a share of sales prior to the

Figure 3.13: Online Sales as a Share of Total Retail Sales
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3.6.

RECENT TRENDS IN BUSINESS FORMATION

(POST-PANDEMIC RECOVERY), CONTINUED

pandemic. Figure 3.13 shows that e-commerce
has remained elevated following the pandemic-
related spike in 2020. This, by itself, could
support the continued growth of non-store
retailers, which would help to prop up business
formation in Tennessee and around the nation.
In addition, Tennessee has seen 2 massive
uptick in in-migration since the pandemic. From
2010 to 2019 the state added an average of 36,000
people per year through positive migration patterns.

3.7.

Net migration (in-migration minus outmigration)
then rose above 50,000 in 2020 and 2021 and then
reached a historical high of nearly 90,000 in 2022.
Migration patterns are discussed in more detail in
Chapter 2 Section 2, but importantly, this has been
a major contributor to the strong economic growth
seen in Tennessee over the last few years, and more
relevantly has also led to an increase in the number
of workers in the state and an increase in the
number of entrepreneuts.

WAYFAIR AND BUSINESS FORMATION

Another major change over the past few years is
the introduction of Wayfair-related legislation leading
to the collection of sales taxes on online purchases.
Since the Supreme Court decision in Quill v. North
Dakora (1992), online sellers have not been required
to collect sales taxes on purchases in states where the
seller did not have a physical presence (i.e. physical
nexus). The decision in South Dakota v. Wayfair (2018)
overturned this ruling and allowed states to enforce
taxation based on economic presence or economic
nexus in a buyer’ state (i.e. how much are they selling
in a given state) rather than physical presence.

By January of 2023, all states that levy a sales tax
had enacted economic nexus legislation, most with
threshold requirements. Table 3.1 shows the dates
that economic nexus was passed and thresholds for
each state. The sales threshold is a dollar amount that
a company has to reach in sales before it is required to
collect and remit the sales tax while the transactions
threshold is the number of sales a company has to
make before it is required to collect and remit the sales
tax. These arbitrary threshold requirements are meant

to exempt small businesses from remitting the sales tax.

Prior to economic nexus standards, firms would
benefit from being physically located in a low or
non-sales taxing state because buyers in sales taxing
states would not have to pay the sales tax on online
purchases from out-of-state vendors. Beem and

Bruce (2021) provide some of the first evidence of
the relationship between sales tax obligation faced
by firms and business formation.* Using state-level
data, they find that increasing the size of the sales
tax base should increase the number of firms and
establishments within a state. Although the authors
use pre-Wayfair data, these findings are important
for the post-Wayfair sales tax environment. By
increasing the number of firms required to remit the
sales tax, states have increased the size of their sales
tax base, which should also lead to an increase in the
number of firms within a state.

Bruce, Fox, and Shute (2023) explore
whether economic nexus standards affected
business formation using post-Wayfair data.” They
provide suggestive evidence that the number of
business applications increased following the
passage of economic nexus legislation in states
with the highest sales tax rates. These findings
are consistent with Beem and Bruce (2021) and
suggest that economic nexus has played a role in
the recent increase in business formation.

In summary, this literature suggests that states
with higher sales tax rates, like Tennessee, have
benefited from the Supreme Court decision in South
Datkota v. Wayfair (2018), in that more businesses
have likely opened in these states once online
transactions became sales taxable.

* Beem, R., & Bruce, D. (2021). Failure to launch: Measuring the impact of sales tax nexus standards on business activity. Journal of Public Economics, 201,

104476.

5 Bruce, D., Fox, W. F., & Shute, A. M. (2023). Wayfair: A Step Towards the Destination, But Sales Tax Competition Remains (No. w31074). National Bureau of

Economic Research.
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3.7. WAYFAIR AND BUSINESS FORMATION, CONTINUED

Table 3.1 Economic Nexus Legislation and Thresholds

State Economic Nexus Sales Threshold Transactions Threshold
Alabama 10/1/2018 $250,000

Alaska 4/1/2020t $100,000 200
Arizona 10/1/2019 $100,000

Arkansas 7/1/2019 $100,000 200
California 4/1/2019 $500,000

Colorado 6/1/2019tt $100,000

Connecticut 12/1/2018 $100,000 200*
Florida 7/1/2021 $100,000

Georgia 1/1/2019 $100,000 200
Hawaii 7/1/2018 $100,000 200
|daho 6/1/2019 $100,000

lllinois 10/1/2018 $100,000 200
Indiana 10/1/2018 $100,000 200
lowa 1/1/2019 $100,000 200
Kansas 10/1/2019 $100,000

Kentucky 10/1/2018 $100,000 200
Louisiana 7/1/2020 $100,000 200
Maine 7/1/2018 $100,000

Maryland 10/1/2018 $100,000 200
Massachusetts 10/1/2019 $100,000

Michigan 10/1/2018 $100,000 200
Minnesota 10/1/2018 $100,000 200
Mississippi 9/1/2018 $250,000

Missourif 1/1/2023 $100,000

Nebraska 1/1/2019ttt $100,000 200
Nevada 11/1/2018 $100,000 200
New Jersey 11/1/2018 $100,000 200
New Mexico 7/1/2019 $100,000

New York 6/21/2018 $500,000 100*
North Carolina 11/1/2018 $100,0001t1tt 200
North Dakota 10/1/2018

Ohio 8/1/2019 $500,000

Oklahoma 11/1/2019 $100,000

Pennsylvania 7/1/2019 $100,000

Rhode Island 7/1/2019t1tt $100,000 200
South Carolina 11/1/2018 $100,000

South Dakota 11/1/2018 $100,000 200
Tennessee 10/1/2019 $100,000

Texas 10/1/2019 $500,000

Utah 1/1/2019 $100,000 200
Vermont 7/1/2018 $100,000 200
Virginia 7/1/2019 $100,000 200
Washington 10/1/2018 $100,000

West Virginia 1/1/2019 $100,000 200
Wisconsin 10/1/2018 $100,000

Wyoming 2/1/2019 $100,000 200

*Must meet both thresholds (dollar and transactions).

tFirst municipality enforced through Alaska Remote Seller Sales Tax Commission. Effective date unique for each municipality. 54 out of 107 taxing jurisdictions have adopted
remote sales tax rules.

t1Effective December 1, 2018 with grace period through May 31, 2019.

t1tAdministrative announcement. Legislation enacted later.

tt1tMandatory registration. Register or comply began 8/17/2017.

t1t1tNorth Carolina removed its economic nexus threshold for marketplace facilitators July 1, 2020.

Sources: Sales Tax Institute (2022) and Afonso (2019).
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3.8. CONCLUSION

Since the onset of the COVID-19 pandemic,
business formation has increased substantially
both in Tennessee and across the United States.
This growth has varied across counties, states,
business types, and time. Within Tennessee,
most counties experienced growth greater than
50 percent between 2019 and 2023 but growth
ranged from 4 to 313 percent. In the same
period, Tennessee saw greater growth than
the United States average, ranking 7th in the
nation. However, over the past year, Tennessee
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has experienced little growth compared to the
rest of the nation, and growth in most counties
has slowed. The retail industry has contributed
significantly to the growth in Tennessee business
applications, with non-store retailer applications
doubling between 2019 and 2021. Business
formation continues to remain higher than pre-
pandemic levels despite slower growth. However,
there is uncertainty about whether this trend
will continue as interest rates rise and inflation
remains elevated.
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In this Section—

Appendix B: Historical Data
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