
T he midstate economic engine hit on all cylinders in the

fourth quarter: taxable sales are very strong, spending

by tourists and travelers is high, new initial claims for

unemployment insurance are down, single-family housing

construction shows renewed strength, and newly revised

payroll employment is substantially higher.  

Taxable sales boomed in the fourth quarter, rising by

9.5 percent from last year in the Nashville MSA and 8.7

percent higher in the 41-county midstate area (Table 2).

Taxable sales growth is widespread in the midstate coun-

ties, with three in four counties showing increases and 12

counties showing large increases of 10 percent or more

compared with the fourth quarter of 2004.

Out-of-state sales are becoming a more and more

important source of state sales and use tax revenue. For

example, out-of-state sales averaged 11.3 percent of sales

and use tax collections for Tennessee in 2003, rising to 14.1

percent in 2004 and 14.9 percent in 2005. By the fourth

quarter 2005, out-of-state sales had reached 15.3 percent of

sales and use tax collections statewide, generating more

than $100 million in tax collections according to the Depart-

ment of Revenue’s monthly tax collections report. 

Our estimate of taxable sales begins with in-state sales

and adds an estimate for out-of-state sales. Thus, our

measure of sales includes both in-state and out-of-state

demand for taxable goods and services produced in Ten-

nessee. Since out-of-state sales are reported at the state

level only, we estimate county-level figures with the

assumption that out-of-state sales for a particular county

are proportional to the county’s share of the state’s total in-

state sales. Thus, if Nashville MSA in-state sales are 30

percent of the state total, we attribute 30 percent of out-of-

state sales to the Nashville MSA. 

Since the growth paths of in-state and out-of-state

sales may differ, Midstate Economic Indicators will begin

reporting two figures for taxable sales: (1) total taxable

sales, including in-state and out-of-state sales, and (2) tax-

able in-state sales. Total taxable sales provide a measure of

the strength of the retailing sector and of sales tax collec-

tions, while taxable in-state sales offer a more precise

measure of the strength of spending by local households.  

Initial claims for unemployment insurance dropped

substantially during the fourth quarter, down 7.8 percent

from last year and 14.8 percent from the third quarter. Ini-

tial claims are a reasonably good predictor of next quarter’s

unemployment. Figure 1 shows quarterly unemployment

for the midstate counties along with initial claims for

unemployment insurance from the previous quarter. When

initial claims rise, unemployment tends to increase in the

next quarter. For example, initial claims rose in the fourth

quarter of 2004, signaling greater unemployment for the

first quarter of 2005. So what should we expect for unem-

ployment in the first quarter of 2006?  Judging from the

decline in initial claims during the fourth quarter, we can

expect lower unemployment for the first quarter of 2006.

Newly revised figures from the Bureau of Labor Sta-

tistics and the Tennessee Department of Workforce Devel-

opment show nonfarm employment 2.5 percent higher in

the fourth quarter compared with one year earlier (Table

2), rising by 18,000. Several sectors show strong gains of

three percent or more including natural resources, mining,

and construction; wholesale trade; retail trade; professional

and business services; educational and health services; and

MEI
FOURTH QUARTER 2005

STRONG ALL AROUND
by David A. Penn

sponsored in part by

Volume 15.4 Spring 2006

�

M I D S T A T E

E C O N O M I C

I N D I C A T O R S

Business and Economic Research Center  • Jennings A. Jones College of Business  • Middle Tennessee State University

continued inside

Sector 2004 2005 Change % Change
Total Nonfarm 724.4 742.5 18.0 2.5%
Total Private 628.1 645.3 17.2 2.7%
Natural Resources, Mining, and Construction 34.4 36.1 1.7 5.0%
Manufacturing 84.2 84.5 0.3 0.3%

Durable Goods 57.5 57.6 0.1 0.2%
Computer and Electronic Products 4.7 4.8 0.1 2.1%
Electrical Equip., Appliances, Components 7.4 7.4 0.0 0.5%
Transportation Equipment 19.3 19.5 0.2 0.9%

Nondurable Goods 26.8 27.0 0.2 0.6%
Wholesale Trade 34.9 36.1 1.2 3.3%
Retail Trade 83.7 86.9 3.2 3.9%
Transportation and Utilities 29.1 28.5 -0.6 -2.1%
Information 19.3 19.8 0.5 2.8%
Financial Activities 44.9 45.8 0.9 2.0%
Professional and Business Services 95.0 98.7 3.7 3.9%
Educational and Health Services 99.7 102.8 3.1 3.1%

Educational Services 21.4 22.5 1.1 5.2%
Health Care and Social Assistance 78.3 80.3 2.0 2.6%

Leisure and Hospitality 73.1 75.9 2.8 3.8%
Arts, Entertainment, and Recreation 9.2 9.4 0.2 2.1%

Accommodation and Food Services 63.9 66.5 2.6 4.0%
Other Services 29.5 29.8 0.2 0.8%

Government 96.2 97.1 0.8 0.9%
State Government 28.3 28.8 0.4 1.5%
Local Government 56.5 57.0 0.5 0.9%

Source: Bureau of Labor Statistics

Table 1. Nashville-Davidson-Murfreesboro MSA Nonfarm 
Employment Fourth Quarter 2004 and 2005 (thousands) 



accommodation and food services. Even manufacturing

posted a modest 0.3 percent increase. Only one sector

experienced job losses: transportation and utilities. Prior to

the revision, nonfarm employment had been plodding

along at only about 1.5 percent year over year growth. The

revised figures added a full percentage point to the non-

farm employment growth rate.

In addition to examining job growth by industry, we

compared Nashville’s job growth performance with other

MSAs of about the same size or larger. We sorted all the

MSAs in the U.S. by nonfarm employment, selecting those

with at least one-half million for 2004. The result is a list of

52 metropolitan statistical areas, ranging in size from the

New Orleans MSA to the Los Angeles MSA. In comparison

with these 52 MSAs, Nashville’s employment growth rate

of 2.5 percent is higher than the group median 1.7 percent.

Narrowing the comparison further to just those large cities

in closest proximity to Nashville, including Atlanta, Mem-

phis, Louisville, Indianapolis, Charlotte, and Birmingham,

the Nashville MSA ranks second only to Atlanta (Table 3).  

Based on a survey of households, total employment

gained only marginally for the quarter, with just 39 percent

of the 41 midstate counties showing gains. More than three

in four midstate counties experienced higher unemploy-

ment, but this figure should improve next quarter as sug-

gested by the sharp drop for initial unemployment

insurance claims.

Tourism had a very good quarter, with the number of

passengers traveling through the Nashville International

Airport up 9.3 percent from one year ago and hotel tax
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Series (seasonally adjusted) Geographical 2003Q4 2004Q1 2004Q2 2004Q3 2004Q4 % Change % Change

Series (seasonally adjusted) Geographical 2004Q4 2005Q1 2005Q2 2005Q3 2005Q4 % Change % Change
Area 05Q3-05Q4 04Q4-05Q4

Nashville MSA Leading Index   Nashville MSA* 118.4 116.5 117.6 118.5 120.5 1.7% 1.8%
Nashville MSA Coincident Index  Nashville MSA 114.5 114.0 115.4 116.2 118.3 1.7% 3.3%
LABOR FORCE AND EMPLOYMENT
Midstate Total Employment    Midstate** 1,071,992 1,064,237 1,061,595 1,071,874 1,073,196 0.1% 0.1%
Midstate Labor Force  Midstate 1,125,806 1,123,430 1,124,263 1,127,392 1,133,069 0.5% 0.6%
Midstate Unemployed       Midstate   53,814  59,192 62,668 55,518 59,873 7.8% 11.3%
Midstate Unemployment Rate Midstate  4.8% 5.3% 5.6% 4.9% 5.3% 7.3% 10.5%
Nashville MSA Nonfarm Employment Nashville MSA 724,441 726,301 732,088 736,013 742,479 0.9% 2.5%
Average Hours Worked per Week in Manufacturing   Nashville MSA 40.2 39.4 39.6 39.9 39.7 -0.4% -1.3%
Counties with Increased Employment (percent)     Midstate 14.6% 12.2% 31.7% 78.0% 39.0% — —
Counties with Increased Unemployment (percent)     Midstate 39.0% 95.1% 85.4% 17.1% 78.0% — —
Counties with Increased Labor Force (percent) Midstate 19.5% 29.3% 63.4% 68.3% 58.5% — —
Initial Claims for Unemployment Compensation Midstate 40,040 41,005 39,999  43,316 36,904 -14.8% -7.8%
HOUSING CONSTRUCTION 
New Residential Permits   Midstate 
Single-family 4,692 4,454 4,723 4,533 5,051 11.4% 7.7%
Total 6,011 5,478 5,614 5,423 5,639 4.0% -6.2%

Value of New Residential Units (million $)    Midstate   
Single-family 622.7 618.1 709.1 672.8 743.3 10.5% 19.4%
Total 702.3 683.9 750.0 733.5 768.3 4.7% 9.4%

TOURISM
Hotel Tax Revenue (million $)      Davidson Co. 5.03 5.06 5.32 5.31 5.64 6.3% 12.3%
Total Air Passengers, Nashville International Airport  Davidson Co.   2,055,767 2,196,664 2,238,655 2,195,834 2,247,348 2.3% 9.3%
TAXABLE SALES (estimates)
Nashville MSA (million $)      Nashville MSA  6,293 6,485 6,591 6,749 6,892 2.1% 9.5%
In-state sales only 5,408 5,520 5,613 5,741 5,867 2.2% 8.5%

Midstate (million $)  Midstate 8,600 8,852 8,971 9,166  9,345 2.0% 8.7%
In-state sales only 7,382 7,530 7,656 7,797 7,947 1.9% 7.7%

Table 2. Economic Indicators for Middle Tennessee

Notes: Seasonal adjustment with X11. *Nashville MSA includes 13 counties. **Midstate is a 41-county area. Sources: U.S. Department of Labor, 
Bureau of Labor Statistics; U.S. Bureau of the Census; Davidson County Clerk’s office; Metropolitan Nashville Airport Authority; U.S. Bankruptcy Court, Middle Tennessee District.

Figure 2. Year-to-Year Growth Rates for Hotel Tax 
Revenues and Nashville International Airport Air Passengers
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Figure 1. Midstate Unemployment and Initial Claims 
for Unemployment Insurance*
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revenue up a very robust 12.3 percent. Hotel tax revenues

were flat in 2004 through the first quarter of 2005 at about

$5 million per quarter (seasonally adjusted). Hotel activity

picked up during the second and third quarters as collec-

tions rose to $5.3 million and rose again in the fourth quar-

ter to $5.6 million. Total hotel tax collections for 2005 are

up 7.5 percent from 2004, compared with just a 3.1 per-

cent gain from 2003 to 2004. Airline passenger traffic

increased rather steadily in 2005 with the exception of a

dip in the second quarter. For the year, air passenger traffic

was 6.5 percent higher than in 2004; compare this with a

4.4 percent increase from 2003 to 2004.

The number of airline passengers and hotel tax rev-

enues have tended to move in the same direction over the

past four years. As shown in Figure 2, when air passenger

traffic rises, hotel tax revenue also tends to rise, and when

airline activity drops, hotel tax revenue also drops. Much

of the increase in airline traffic may well be attributable to

business travelers who stay in hotels in Davidson County.

Just when we thought housing construction had

entered a period of slower growth, the number of new sin-

gle-family permits jumped substantially higher in the

fourth quarter, up 11.4 percent from the previous quarter

(seasonally adjusted) and 7.7  percent higher than last year

(Figure 3). Total permits did not increase nearly as much,

up just 4.0 percent over the year, due to a sharp drop in the

number of permits issued for multifamily units.

The national economy sputtered during the fourth quar-

ter, with inflation-adjusted gross domestic product rising by

just 1.6 percent, according to the preliminary estimate from

the Bureau of Economic Analysis. Contributors to the weak

GDP report include slower-growing household spending,

growing imports, and lower federal government spending.  

Many economists expect a sharp rebound for the

national economy during the first and second quarters of

2006. A recently released survey by the National Associa-

tion of Business Economists (NABE) shows that group’s

median forecast for GDP growth during the first quarter of

2006 is a very strong 4.5 percent, slowing somewhat to 3.4

percent for the second quarter. Respondents to the NABE

survey expect growth to average 3.3 percent for 2006,

compared with 3.5 percent for 2005. The expected

strongest sources of growth for GDP in 2006 include non-

residential spending for capital goods and exports, with

moderating consumer spending and spending for new

housing flat compared with last year after adjusting for

inflation. 

The BERC’s Nashville MSA Coincident Index (CI)

rose to 118.3 in the fourth quarter, up 1.7 percent from the

Table 3. Nonfarm Employment for Selected 
Metropolitan Areas, Fourth Quarter (in thousands)

Area 2004 2005 % Change

Atlanta-Sandy Springs-Marietta, GA 2,306.53 2,377.60 3.1%
Nashville-Davidson-Murfreesboro, TN 731.80 759.83 2.5%
Charlotte-Gastonia-Concord, NC-SC 789.90 806.77 2.1%
Memphis, TN-MS-AR 624.07 635.33 1.8%
Birmingham-Hoover, AL 515.8 524.67 1.7%
Louisville, KY-IN 608.37 614.07 0.9%
Indianapolis, IN 892.83 896.33 0.4%

Source: Bureau of Labor Statistics, CES series.

Figure 3. Single-Family Building Permits, Nashville MSA*
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Component (seasonally adjusted) July August September October November December
Coincident Index Component Data

Taxable Sales (million 2000 dol.) 1,966.1 1,993.7 1,979.7 1,979.9 1,989.4 2,060.6 
Nonfarm Employment (thousands) 731.1 737.1 740.4 746.6 750.4 752.5
COINCIDENT INDEX (1996 = 100) 115.4 116.6 116.7 117.4 117.9 119.5
Percent Change from Prior Month -0.25 1.01 0.08 0.57 0.50 1.32

Coincident Index Net Contributions
Taxable Sales -0.39 0.44 -0.22 0.00 0.15 1.13
Nonfarm Employment 0.14 0.56 0.30 0.57 0.35 0.19

Leading Index Component Data
Initial Unemployment Claims 13,664.6 15,125.0 14,526.4 12,860.7 12,546.6 11,497.0
Value of Total Building Permits (million 2000 dol.) 174.7 226.5 213.3 191.2 253.3 186.2
Manufacturers' New Orders, Consumer Goods, U.S. (million 2000 dol.) 135,263.5 137,766.5 134,836.7 132,024.2 133,848.8 136,222.4
Manufacturing Average Weekly Hours 39.5 40.2 40.3 41.0 41.3 41.3
LEADING INDEX (1996 = 100) 118.2 121.2 120.2 120.1 123.1 122.7
Percent Change from Prior Month -2.01 2.61 -0.86 -0.06 2.47 -0.36

Leading Index Net Contributions
Initial Unemployment Claims -0.1961 -0.3838 0.1393 0.2431 0.0939 0.2857
Value of Total Building Permits -1.4915 1.2974 -0.2730 -0.2861 1.4081 -1.3047
Manufacturers' New Orders, Consumer Goods, U.S. 0.0355 0.7971 -0.8425 -0.4781 0.5972 0.6585
Manufacturing Average Weekly Hours -0.3611 0.8979 0.1150 0.4630 0.3724 0.0000

Table 4. Data and Net Contributions for Components of the Nashville Coincident and Leading Indexes 


