
The State of the Economy and 
Prospects for Tax Revenue in Tennessee

presented to
Tennessee State Funding Board

Nashville, Tennessee
December  14, 2012

by
Albert E. DePrince, Jr.

Professor of Economics and Finance
Jennings A. Jones College of Business

Middle Tennessee State University
Murfreesboro, Tennessee

deprince@mtsu.edu



2

The State of the Economy and 
Prospects for Tax Revenue in Tennessee 
Contents

Supporting Background Material
The U.S. Crisis in Perspective
 Liquidity and Risk
 The Equity Market
The Investment Spending and the Business 

Cycle
 The Investment Spending Picture
 Light Vehicle Sales and Housing
Labor Markets and the Business Cycle
 Unemployment and Labor Force Participation
 Initial Unemployment Claims and Duration
Forward Looking Indexes and the Business 
Cycle
 ISM Index and Consumer Sentiment

U.S. Economy: Potential Flash Points
 Overview of Potential Flash Points
 Dollar versus Industrialized Currencies

Setting the Stage for the U.S. Outlook
 Real Interest Rates and the Yield curve
 Broad-Brush Alternative Forecasts

Forecasts
Baseline Economic Forecast
 General Overview 
 Cyclical Characteristics
 Household Sector
 Corporate  and International Sectors
Interest Rates
 Market Outlook
 The Interest Rate Outlook
The Tennessee Economy
 Highlights 
Outlook for Tennessee
 Tennessee Economic Outlook
 Economic Assumptions behind Revenue 

Projections
 Outlook for State Revenue
Estimating The Recession Risk
 Recession Probabilities



The U.S. Crisis in Perspective
Liquidity and Risk: Return to Normality?
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Investment Spending and the Business Cycle
Business Equipment and Software

Business equipment and software
 In the last recession “all other 

equipment” bore the brunt of the 
downturn

 Not surprising since manufacturing 
capacity utilization rate bottomed at 
around 66 percent

Given low state of capacity utilization and 
weak profit expectations in the baseline 
outlook, it could be some time before 
spending on “other equipment” move 
above its pre-recession level
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Investment Spending and the Business Cycle
Light Vehicle Sales and Housing
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Labor Markets and the Business Cycle
Unemployment Rate, Labor Force Participation Rate and 
Employment Ratio

3

4

5

6

7

8

9

10

11

60 65 70 75 80 85 90 95 00 05 10

U
ne

m
pl

oy
m

en
t a

s a
 P

er
ce

nt
 o

f t
he

 L
ab

or
 F

or
ce

Unemployment Rate

Source: Department of Labor Data through 12/8/12
Shaded areas are recssion periods

54

56

58

60

62

64

66

68

60 65 70 75 80 85 90 95 00 05 10

Labor Force Participation Rate
Employment Ratio

Pe
rc

en
t o

f N
on

in
st

itu
tio

na
liz

ed
 C

iv
ili

an
Po

pu
la

tio
n 

ov
er

 1
6 

Y
ea

rs

Ratios

Source: Department of Labor Data through 12/8/12
Shaded areas are recession periods



7

Labor Markets and the Business Cycle
Initial Unemployment Claims and the Duration of 
Unemployment
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Forward Looking Indexes and the Business Cycle 
Business and Consumer Sentiment
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Credit Conditions
Banks and Household Sector: Repairing the Damage
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U.S. Mortgage-Related Securitization 
Issuance1

10

Agency 
(Other)

Mortgage-Related 
Issuance

MBS CMO FDIC/NCUA3 CMBS6 RMBS Total
ABS - Home 
Equity

Mortgage 
Related & 
Home Equity 

1996 367.9 76.1 12.8 39.8 496.7 37.5 534.2
1997 364.4 180.1 14.0 54.6 613.2 69.0 682.2
1998 722.0 232.9 66.1 128.4 1,149.4 87.1 1,236.5
1999 679.3 207.9 48.4 91.1 1,026.6 75.7 1,102.3
2000 474.4 108.9 43.9 57.8 685.0 75.5 760.5
2001 1,086.2 394.2 63.7 149.3 1,693.3 112.2 1,805.5
2002 1,446.8 597.5 50.0 247.6 2,341.9 150.8 2,492.7
2003 2,130.7 626.5 72.3 350.2 3,179.7 229.1 3,408.8
2004 1,015.0 378.0 93.5 438.4 1,924.9 425.0 2,349.9
2005 983.3 364.4 156.7 740.2 2,244.7 460.5 2,705.2
2006 923.1 316.0 183.8 725.6 2,148.5 483.9 2,632.4
2007 1,189.0 276.6 229.2 536.7  2,231.5 216.9 2,448.3
2008 1,169.7 197.1 4.4 32.4  1,403.6 3.8 1,407.4
2009 1,734.2 288.7 8.9 9.2  2,041.1 2.1 2,043.1
2010 1,419.9 500.0 21.3 22.5 12.1 1,975.7 3.5 1,979.3
2011 1,238.6 376.7 7.8 34.3 2.8 1,660.2 2.2 1,662.4
2012 1,392.0 250.8 0.4 25.5 2.8 1,671.5 0.7 1,672.2

   

2Non-agency includes CMBS and RMBS, and include re-REMICs.

4Agency transactions include both single and multifamily MBS and CMOs.
5Home equity data are found in ABS issuance and outstanding totals instead of mortgage-related based on market classification.
6Starting from 2008, CMBS issuance is no longer sourced from Thomson Reuters, but from Dealogic instead.

Agency (FNMA, FHLMC, 
GNMA)4 NonAgency2

1Includes GNMA, FNMA, and FHLMC mortgage-backed securities, CMOs, private-label MBS/CMOs.  ABS - Home Equity is not incorporated in 
mortgage-related totals, although are displayed here for convenience.

3FDIC transactions are structured transactions backed by assets of failed banks and may include non-mortgage related collateral; NCUA transactions 
are structured transactions backed by assets of failed credit unions and may include non-mortgage related collateral.



U.S. Economy: Potential Flash Points

QE and inflation
QE and the dollar
Foreign central bank asset 

diversifications and the dollar
Oil supplies and Mid-East instability
Oil supply disruptions from resolution 

of Iranian nuclear ambitions
Nuclear programs in hostile countries
Eurozone  sequential debt problems

Growth prospects for China
Lingering paralysis in bank lending
Rise in risk appetites and effects on 

U.S. Treasury bond yields
Solutions to the fiscal cliff
Consequences of fiscal restraint
Political ramification of hidden 

unemployment
Fiscal cliff
Solutions to fiscal cliff
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U.S. Economy: Potential Flash Points
Quantitative Easings and the Dollar

Data through 11/25/12                                                        Data expressed as foreign currency per dollar Source: Federal Reserve
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U.S. Economy: Potential Flash Points
Quantitative Easings and Inflation
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The U.S. Outlook – Setting the Stage
The Interest Rate Regime
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The U.S. Outlook – Broad-Brush Comparison
The FOMC Short- and Long-Term Forecasts

Change in real GDP: percent

2010 2011 2012 2013 2014 2015 Longer 
Run

Actual 2.4 2 - - - - -
Upper End of Range - - 2 3.5 4.1 4.2 3
Upper End of Central Tendency - - 2 3 3.8 3.8 2.5
Lower End of Central Tendency - - 1.7 2.5 3 3 2.3
Lower End of Range - - 1.6 2.3 2.7 2.5 2.2

Unemployment rate: percent

2010 2011 2012 2013 2014 2015 Longer 
Run

Actual 9.6 8.7 - - - - -
Upper End of Range - - 8.3 8 7.5 6.9 6.3
Upper End of Central Tendency - - 8.2 7.9 7.3 6.8 6
Lower End of Central Tendency - - 8 7.6 6.7 6 5.2
Lower End of Range - - 8 7 6.3 5.7 5

PCE inflation: percent

2010 2011 2012 2013 2014 2015 Longer 
Run

Actual 1.5 2.5 - - - - -
Upper End of Range - - 1.9 2.1 2.2 2.3 2
Upper End of Central Tendency - - 1.8 2 2 2 2
Lower End of Central Tendency - - 1.7 1.6 1.6 1.8 2
Lower End of Range - - 1.5 1.5 1.6 1.8 2

Source: Federal Reserve                                                                                                      as of September 2012
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Baseline Economic Outlook
General Overview

    ================ 2012 ===============    ================ 2013 ===============    ================ 2014 =============
I(A) II(A) III(A) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E) Year-over-Year Growth

2012 2012 2012 2012 2013 2013 2013 2013 2014 2014 2014 2014 2012 2013 2014

1 Gross Domestic Product 15478.3 15585.6 15797.4 15966.3 16115.0 16281.0 16456.9 16647.2 16846.4 17054.4 17257.8 17468.0 4.2 4.3 4.8
2 Change * 5.1 5.0 4.7 4.3 3.8 4.2 4.4 4.7 4.9 5.0 4.9 5.0
3 Gross Dom. Product (96$) 13506.4 13548.5 13638.1 13710.2 13776.7 13855.0 13939.4 14035.4 14137.6 14246.6 14350.2 14457.8 2.3 2.2 2.9
4 Change * 2.0 1.3 2.7 2.1 2.0 2.3 2.5 2.8 2.9 3.1 2.9 3.0

5 Personal Consump. Exp. (96$) 9546.8 9582.5 9615.9 9676.9 9722.3 9776.1 9834.9 9899.2 9968.2 10045.3 10118.8 10189.7 1.9 2.1 2.8
6 Change * 2.4 1.5 1.4 2.6 1.9 2.2 2.4 2.6 2.8 3.1 3.0 2.8
7 Equipment and Software (96$) 1129.6 1142.8 1135.1 1134.8 1137.4 1142.5 1149.4 1161.0 1173.8 1186.7 1198.6 1210.7 6.1 1.1 3.9
8 Change * 5.4 4.8 -2.7 -0.1 0.9 1.8 2.4 4.1 4.5 4.5 4.1 4.1
9 Nonresid. Construction (96$) 349.7 350.2 349.3 349.5 349.8 347.3 347.5 345.4 344.3 343.9 344.8 345.8 9.6 -0.6 -0.8
10 Change * 12.8 0.6 -1.0 0.2 0.4 -2.8 0.2 -2.4 -1.3 -0.4 1.0 1.2
11 Resid. Construction (96$) 352.1 359.3 371.5 375.6 381.2 387.7 391.3 402.7 414.6 427.2 437.9 450.8 11.3 7.2 10.7
12 Change * 20.6 8.4 14.3 4.5 6.2 7.0 3.8 12.1 12.4 12.7 10.4 12.4

13 Federal Defense (96$) 677.6 677.3 698.2 694.6 695.3 695.4 695.3 695.3 695.3 695.3 695.3 695.3 -1.7 1.2 0.0
14 Change * -7.1 -0.2 12.9 -2.0 0.4 0.0 -0.1 0.0 0.0 0.0 0.0 0.0
15 Fed. Nondefense (96$) 345.6 345.3 347.8 349.2 350.4 351.6 353.1 355.0 357.1 359.2 361.6 364.0 -0.3 1.6 2.3
16 Change * 1.8 -0.3 2.9 1.6 1.4 1.4 1.7 2.2 2.4 2.4 2.7 2.7
17 State + Local (96$) 1465.3 1461.6 1460.3 1460.0 1460.5 1462.2 1464.0 1466.2 1468.6 1471.4 1474.6 1478.5
18 Change * -2.2 -1.0 -0.4 -0.1 0.1 0.5 0.5 0.6 0.7 0.8 0.9 1.1 -1.4 0.1 0.7

19 Net Exports ('96$) -415.5 -407.4 -403.0 -400.5 -390.8 -373.5 -359.5 -348.8 -342.1 -338.0 -334.6 -329.7

20 Chg. in Bus. Invent. (96$) 56.9 41.4 61.3 70.0 70.6 65.7 63.4 59.4 57.9 55.5 53.2 52.8
21 Nonfarm Inventories 62.0 53.2 89.7 83.3 76.5 68.7 65.3 60.9 59.2 56.8 54.4 54.0
22 Farm Inventories -5.1 -11.8 -28.4 -13.2 -5.9 -3.0 -1.9 -1.5 -1.3 -1.3 -1.2 -1.2

23 GNP Deflator ('96=100) * 2.2 1.5 2.8 2.2 1.8 1.8 1.9 1.9 1.9 1.9 1.9 1.9 1.9 2.0 1.9
24 CPI (1982-84=100) * 2.5 0.8 2.3 2.3 1.4 1.7 1.9 2.1 2.0 2.1 2.1 2.2 2.1 1.8 2.0
25 PPI (1982=100) * 1.9 -3.1 -0.2 1.2 -0.2 0.7 1.2 1.4 1.4 1.6 1.7 1.8 1.1 0.3 1.4

A = Actual; E = Forecast * Annualized percent change Except for price indexes, all data in billions of dollars   Historical sources: BEA and BLS December 1, 2012
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Baseline Economic Outlook
Cyclical Characteristics

    ================ 2012 ===============    ================ 2013 ===============    ================ 2014 =============
I(A) II(A) III(A) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E) Year-over-Year Growth

2012 2012 2012 2012 2013 2013 2013 2013 2014 2014 2014 2014 2012 2013 2014

1 Domestic Final Sales ('96$) 13865.0 13914.5 13979.8 14040.6 14096.9 14162.8 14235.5 14324.8 14421.9 14529.0 14631.5 14734.7 1.8 2.0 2.9
2 Change * 2.2 1.4 1.9 1.8 1.6 1.9 2.1 2.5 2.7 3.0 2.9 2.9

3 Cyclical Domestic Demand ('96$) 3167.5 3187.6 3219.3 3234.8 3257.6 3278.5 3303.2 3338.7 3377.8 3422.5 3460.6 3497.3 7.5 2.9 4.4
4 Change * 10.4 2.6 4.0 1.9 2.9 2.6 3.0 4.4 4.8 5.4 4.5 4.3

5 Cyclical Consumer Demand ('96$) 1336.1 1335.3 1363.4 1374.9 1389.2 1401.0 1415.0 1429.7 1445.2 1464.8 1479.3 1490.0 7.1 4.2 4.3
6 Change * 11.5 -0.2 8.7 3.4 4.2 3.4 4.1 4.2 4.4 5.5 4.0 2.9
7 Light Vehicles and Parts ('96$) 162.1 165.5 167.3 169.7 173.1 174.1 175.0 176.0 177.1 179.8 180.5 181.5 4.9 5.1 3.0
8 Change * 10.0 8.7 4.4 5.8 8.3 2.2 2.3 2.2 2.5 6.3 1.5 2.3
9 Other Durables ('96$) 1174.0 1169.8 1196.1 1205.2 1216.1 1226.9 1240.0 1253.7 1268.1 1285.0 1298.9 1308.5 7.4 4.0 4.5
10 Change * 11.8 -1.4 9.3 3.1 3.7 3.6 4.3 4.5 4.7 5.4 4.4 3.0

11 Fixed Investment ('96$) 1820.6 1840.6 1843.9 1859.9 1868.4 1877.5 1888.2 1909.1 1932.6 1957.8 1981.3 2007.3 8.0 2.4 4.5
12 Change * 9.8 4.5 0.7 3.5 1.8 2.0 2.3 4.5 5.0 5.3 4.9 5.4
13 Resid. Construction (96$) 352.1 359.3 371.5 375.6 381.2 387.7 391.3 402.7 414.6 427.2 437.9 450.8 11.3 7.2 10.7
14 Change * 20.6 8.4 14.3 4.5 6.2 7.0 3.8 12.1 12.4 12.7 10.4 12.4
15 Nonresid. Construction ('96$) 349.7 350.2 349.3 349.5 349.8 347.3 347.5 345.4 344.3 343.9 344.8 345.8 9.6 -0.6 -0.8
16 Change * 12.8 0.6 -1.0 0.2 0.4 -2.8 0.2 -2.4 -1.3 -0.4 1.0 1.2
17 Equipment and Software ('96$) 1129.6 1142.8 1135.1 1134.8 1137.4 1142.5 1149.4 1161.0 1173.8 1186.7 1198.6 1210.7 6.1 1.1 3.9
18 Change * 5.4 4.8 -2.7 -0.1 0.9 1.8 2.4 4.1 4.5 4.5 4.1 4.1

19 Noncyclical Demand ('96$)@ 10338.9 10360.9 10418.8 10475.4 10519.1 10576.5 10636.2 10696.7 10759.8 10824.0 10889.6 10960.6 0.8 2.0 2.4
20 Change * -0.5 0.9 2.3 2.2 1.7 2.2 2.3 2.3 2.4 2.4 2.4 2.6

21 Chg. in Business Inventories 56.9 41.4 61.3 70.0 70.6 65.7 63.4 59.4 57.9 55.5 53.2 52.8

22 Gross Domestic Purchases ('96$)& 13918.8 13955.6 14033.8 14110.6 14167.5 14228.5 14298.9 14384.2 14479.8 14584.6 14684.7 14787.5 2.2 1.9 2.6
23 Change * 1.9 1.1 2.3 2.2 1.6 1.7 2.0 2.4 2.7 2.9 2.8 2.8

24 Net Exports ('96$) -415.5 -407.4 -403.0 -400.5 -390.8 -373.5 -359.5 -348.8 -342.1 -338.0 -334.6 -329.7

25 GDP ('96$)** 13506.4 13548.5 13638.1 13710.2 13776.7 13855.0 13939.4 14035.4 14137.6 14246.6 14350.2 14457.8 2.3 2.2 2.9
Change * 2.0 1.3 2.7 2.1 2.0 2.3 2.5 2.8 2.9 3.1 2.9 3.0

@ Noncyclical Demand = Consumer spending on nondurable goods and services and all forms of government spending (excluding CCC inventories)
& Gross Domestic Purchases = Domestic final demand plus Change *
A = Actual; E = Forecast * Annualized percent change Except for price indexes, all data in billions of dollars   Historical sources: BEA and BLS December 1, 2012
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Baseline Economic Outlook
Household Sector

    ================ 2012 ===============    ================ 2013 ===============    ================ 2014 =============
I(A) II(A) III(A) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)       Year-over-Year Growth

2012 2012 2012 2012 2013 2013 2013 2013 2014 2014 2014 2014 2012 2013 2014

1 Personal Income ($ Bil.) 13227.1 13327.0 13398.4 13525.1 13652.3 13787.1 13932.6 14086.9 14248.4 14417.3 14584.2 14752.5 3.3 3.7 4.6
2 Change * 6.6 3.1 2.2 3.8 3.8 4.0 4.3 4.5 4.7 4.8 4.7 4.7

3 Civilian Employment (Mil.) 141.9 142.2 142.4 142.7 143.0 143.3 143.7 144.0 144.4 144.9 145.3 145.7 1.7 0.8 1.1
4 Change * 3.9 0.8 0.7 0.7 0.9 0.8 1.0 1.0 1.1 1.2 1.1 1.1
5 Unemployment Rate 8.3 8.2 8.1 7.9 7.8 7.7 7.6 7.5 7.4 7.4 7.5 7.4 8.1 7.6 7.4

6 Personal Consump. Exp. ('96$) 9546.8 9582.5 9615.9 9676.9 9722.3 9776.1 9834.9 9899.2 9968.2 10045.3 10118.8 10189.7 1.9 2.1 2.8
7 Change * 2.4 1.5 1.4 2.6 1.9 2.2 2.4 2.6 2.8 3.1 3.0 2.8
8 Autos & Parts 162.1 165.5 167.3 169.7 173.1 174.1 175.0 176.0 177.1 179.8 180.5 181.5 4.9 5.1 3.0
9 Change * 10.0 8.7 4.4 5.8 8.3 2.2 2.3 2.2 2.5 6.3 1.5 2.3
10 Other Durable Goods 1174.0 1169.8 1196.1 1205.2 1216.1 1226.9 1240.0 1253.7 1268.1 1285.0 1298.9 1308.5 7.4 4.0 4.5
11 Change * 11.8 -1.4 9.3 3.1 3.7 3.6 4.3 4.5 4.7 5.4 4.4 3.0
12 Nondurable Goods 2088.9 2092.0 2097.9 2106.1 2116.4 2130.7 2144.0 2158.5 2174.4 2192.0 2209.9 2228.1 1.0 2.0 3.0
13 Change * 1.6 0.6 1.1 1.6 2.0 2.7 2.5 2.7 3.0 3.3 3.3 3.3
14 Services 6145.9 6178.2 6183.5 6195.9 6216.7 6244.4 6275.9 6311.1 6348.7 6388.5 6429.5 6471.6 1.2 1.4 2.4
15 Change * 1.3 2.1 0.3 0.8 1.3 1.8 2.0 2.3 2.4 2.5 2.6 2.6

16 Lt. Vehicles 14.1 14.1 14.5 14.5 14.8 14.9 15.0 15.3 15.6 15.9 16.2 16.3 12.4 4.9 6.5
17 Change * 22.2 -1.2 10.5 2.3 7.2 2.8 3.9 7.0 7.4 9.0 6.3 2.8
18 New Auto Sales (Mil.) 7.3 7.1 7.3 7.3 7.5 7.5 7.6 7.7 7.9 8.0 8.2 8.2 17.5 4.2 6.5
19 Change * 60.2 -14.0 15.7 0.3 7.2 2.8 3.9 7.0 7.4 9.0 6.3 2.8
20 New Light Truck Sales (Mil.) 6.8 7.0 7.1 7.2 7.3 7.4 7.4 7.6 7.7 7.9 8.0 8.1 7.6 5.6 6.5
21 Change * -7.0 14.1 5.5 4.4 7.2 2.8 3.9 7.0 7.4 9.0 6.3 2.8

22 Private Housing Starts (Mil.) 0.715 0.736 0.780 0.768 0.802 0.873 0.933 1.040 1.155 1.267 1.358 1.444 22.5 21.6 43.2
23 Change * 23.2 12.3 26.6 -6.2 18.8 40.2 30.7 54.3 52.2 45.1 31.6 28.0
24 Single-Family 0.487 0.516 0.546 0.550 0.575 0.650 0.700 0.800 0.900 1.000 1.075 1.150 21.0 29.8 51.4
25 Multi-Family 0.227 0.220 0.234 0.218 0.227 0.223 0.233 0.240 0.255 0.267 0.283 0.294 26.3 2.6 19.2
26 Existing Home Sales (Th.) 4566.7 4536.7 4663.3 4557.7 4542.0 4591.6 4671.3 4715.8 4849.0 4929.5 4988.3 5022.1 7.1 1.1 6.8
27 Change * 19.6 -2.6 11.6 -8.8 -1.4 4.4 7.1 3.9 11.8 6.8 4.9 2.7

A = Actual; E = Forecast                 * Annualized percent change Except where noted, all data in billions of dollars      Historical sources: BEA, BLS, and Federal Reserve December 1, 2012
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Baseline Economic Outlook
Corporate and International Sectors

    ================ 2012 ===============    ================ 2013 ===============    ================ 2014 =============
I(A) II(A) III(A) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)       Year-over-Year Growth

2012 2012 2012 2012 2013 2013 2013 2013 2014 2014 2014 2014 2012 2013 2014

1 Fixed Business Invest. ('96$) 1470.0 1482.9 1474.6 1484.3 1487.2 1489.8 1496.9 1506.4 1518.1 1530.6 1543.4 1556.5 7.2 1.2 2.8
2 Change * 7.5 3.6 -2.2 2.7 0.8 0.7 1.9 2.6 3.1 3.4 3.4 3.4
3 Structures 349.7 350.2 349.3 349.5 349.8 347.3 347.5 345.4 344.3 343.9 344.8 345.8 9.6 -0.6 -0.8
4 Change * 12.8 0.6 -1.0 0.2 0.4 -2.8 0.2 -2.4 -1.3 -0.4 1.0 1.2
5 Producer Equip. & Software 1129.6 1142.8 1135.1 1134.8 1137.4 1142.5 1149.4 1161.0 1173.8 1186.7 1198.6 1210.7 6.1 1.1 3.9
6 Change * 5.4 4.8 -2.7 -0.1 0.9 1.8 2.4 4.1 4.5 4.5 4.1 4.1

7 Chg. in Bus. Invent. ('96$) 56.9 41.4 61.3 70.0 70.6 65.7 63.4 59.4 57.9 55.5 53.2 52.8
8 Chg. In Nonfarm Inventories 62.0 53.2 89.7 83.3 76.5 68.7 65.3 60.9 59.2 56.8 54.4 54.0

9 Corporate Profits (B.T.) 2124.5 2108.2 2214.8 2247.8 2251.9 2253.4 2260.8 2269.5 2286.2 2307.6 2333.7 2379.0
10 Corporate Profits (A.T.) 1670.9 1664.9 1752.2 1713.9 1717.1 1718.2 1723.9 1730.5 1743.2 1759.6 1779.5 1814.0 15.3 1.3 3.0
11 Change * 29.6 -1.4 22.7 -8.5 0.7 0.3 1.3 1.5 3.0 3.8 4.6 8.0
12 Internal Funds (A.T.) 1382.1 1376.0 1442.4 1425.2 1488.8 1537.7 1589.4 1640.6 1692.9 1744.7 1802.5 1867.4 -6.0 11.2 13.6
13 Change * -42.5 -1.8 20.7 -4.7 19.1 13.8 14.1 13.5 13.4 12.8 13.9 15.2
14 Dividends 727.1 747.5 758.8 766.7 773.5 780.4 788.7 796.8 806.1 816.3 826.9 837.6 7.6 4.6 4.7
15 Change * 5.2 11.7 6.2 4.2 3.6 3.6 4.3 4.2 4.8 5.2 5.3 5.2

16 Output per Hour * -0.6 1.7 1.5 1.8 1.2 1.8 1.8 2.1 2.2 2.3 2.2 2.3 1.1 1.6 2.1
17 Hourly Compensation * 5.6 3.6 1.9 3.6 2.4 2.7 3.0 3.4 3.6 3.7 3.7 3.7 2.4 2.8 3.5
18 Unit Labor Costs * 6.3 1.8 0.4 1.8 1.2 1.0 1.2 1.3 1.4 1.4 1.5 1.4 1.2 1.2 1.3

    ================ 2011 ===============    ================ 2012 ===============    ================ 2013 =============
I(A) II(A) III(A) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)       Year-over-Year Growth

2012 2012 2012 2012 2013 2013 2013 2013 2014 2014 2014 2014 2012 2013 2014

1 Net Exports ('96$) -415.5 -407.4 -403.0 -400.5 -390.8 -373.5 -359.5 -348.8 -342.1 -338.0 -334.6 -329.7
2 Exports ('96$) 1818.7 1842.1 1847.2 1864.7 1886.6 1910.0 1934.0 1958.3 1983.0 2008.0 2033.2 2058.8 3.7 4.3 5.1
3 Change * 4.4 5.2 1.1 3.8 4.8 5.1 5.1 5.1 5.1 5.1 5.1 5.1
4 Imports ('96$) 2234.2 2249.6 2250.2 2265.2 2277.4 2283.6 2293.5 2307.1 2325.1 2345.9 2367.8 2388.5 3.0 1.8 2.9
5 Change * 3.1 2.8 0.1 2.7 2.2 1.1 1.8 2.4 3.2 3.6 3.8 3.5

6 Trade-Weighted Index 72.9 73.9 74.0 75.0 75.4 75.8 76.0 76.2 76.6 76.9 77.0 76.7 4.2 2.6 1.3

A = Actual; E = Forecast                 * Annualized percent change Except where noted, all data in billions of dollars      Historical sources: BEA, BLS, and Federal Reserve December 1, 2012
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Outlook for Interest Rates
Market-Based Forecasts: Futures Market over the 
Next  Two and a Half Years

Futures market  does not see tighter policy 
until second half of 2014

This is consistent with Federal Reserve’s 
stated interest rate policy

When rates begin to rise, markets presently 
see very measured increases

Most likely, the rate increase will be far 
sharper, when it occurs

Nov‐12 0.1625 May‐14 0.2000
Dec‐12 0.1550 Jun‐14 0.2050

Jan‐13 0.1400 Jul‐14 0.2150
Feb‐13 0.1350 Aug‐14 0.2300

Mar‐13 0.1350 Sep‐14 0.2400
Apr‐13 0.1350 Oct‐14 0.2500

May‐13 0.1350 Nov‐14 0.2700
Jun‐13 0.1350 Dec‐14 0.2800

Jul‐13 0.1350 Jan‐15 0.2900
Aug‐13 0.1400 Feb‐15 0.3200

Sep‐13 0.1400 Mar‐15 0.3450
Oct‐13 0.1450 Apr‐15 0.3550

Nov‐13 0.1450 May‐15 0.3800
Dec‐13 0.1500 Jun‐15 0.4000

Jan‐14 0.1550 Jul‐15 0.4200
Feb‐14 0.1650 Aug‐15 0.4550

Mar‐14 0.1750 Sep‐15 0.4800
Apr‐14 0.1850 Oct‐15 0.5100

Source: cmegroup.com           

Implicit Rates on Federal Funds Futures 
Contracts for Settlement on 12/23/12
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Interest Rate Outlook – Graphic Portrayal
MTSU Baseline Interest Rate Forecast 
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Interest Rate Forecasts
Money Market Rates

22

    ================ 2012 ==============   ================ 2013 ==============    ================ 20114=============
I(A) II(A) III(A) IV(E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)           Annual Averages

2012 2012 2012 2012 2013 2013 2013 2013 2014 2014 2014 2014 2012 2013 2014

1 Federal Funds 0.10 0.15 0.14 0.17 0.20 0.20 0.20 0.20 0.23 0.25 0.33 0.67 0.14 0.20 0.37

Commercial Paper
2 1-Month 0.11 0.13 0.13 0.17 0.25 0.30 0.32 0.36 0.44 0.49 0.59 0.94 0.14 0.31 0.61
3 3-Month 0.13 0.16 0.16 0.20 0.31 0.36 0.40 0.42 0.50 0.55 0.66 1.01 0.16 0.37 0.68
4 6-Month 0.16 0.20 0.21 0.23 0.35 0.41 0.44 0.47 0.55 0.60 0.71 1.05 0.20 0.42 0.72

Finance Paper
5 1-Month 0.09 0.12 0.13 0.17 0.25 0.31 0.33 0.37 0.45 0.50 0.60 0.94 0.13 0.32 0.62
6 3-Month 0.13 0.15 0.15 0.21 0.31 0.36 0.40 0.43 0.50 0.55 0.66 1.01 0.16 0.38 0.68
7 6-Month 0.22 0.20 0.20 0.25 0.36 0.39 0.43 0.45 0.53 0.57 0.68 1.02 0.22 0.41 0.70

Treasury Bills
8 1-Month 0.07 0.09 0.10 0.12 0.15 0.17 0.18 0.20 0.25 0.28 0.37 0.71 0.09 0.17 0.40
9 3-Month 0.11 0.15 0.14 0.17 0.22 0.27 0.31 0.35 0.41 0.43 0.51 0.81 0.14 0.29 0.54

Negotiable CDs
10 1-Month 0.19 0.18 0.19 0.23 0.28 0.32 0.34 0.38 0.44 0.48 0.57 0.93 0.20 0.33 0.60
11 3-Month 0.33 0.30 0.27 0.29 0.43 0.46 0.48 0.46 0.51 0.58 0.69 1.05 0.30 0.46 0.71
12 6-Month 0.53 0.47 0.41 0.36 0.46 0.53 0.55 0.59 0.66 0.68 0.76 1.06 0.44 0.53 0.79

Eurodollar Deposit
13 1-Month 0.34 0.31 0.31 0.30 0.36 0.38 0.39 0.40 0.46 0.49 0.58 0.92 0.32 0.38 0.61
14 3-Month 0.47 0.44 0.42 0.36 0.48 0.52 0.53 0.51 0.54 0.59 0.70 1.04 0.42 0.51 0.72
15 6-Month 0.68 0.63 0.62 0.59 0.62 0.66 0.68 0.71 0.75 0.76 0.83 1.13 0.63 0.67 0.87
16 Prime Rate 3.25 3.25 3.25 3.23 3.20 3.20 3.20 3.20 3.23 3.25 3.33 3.67 3.25 3.20 3.37

Sources: Federal Reserve, Federal Home Loan Bank, Federal Home Loan Mortgage Corp
A = Actual;  E = Forecast

N o vember 28, 2012
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Interest Rate Forecasts
Capital Market Rates

    ================ 2012 ==============   ================ 2013 ==============    ================ 20114=============
I(A) II(A) III(A) IV(E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)           Annual Averages

2012 2012 2012 2012 2013 2013 2013 2013 2014 2014 2014 2014 2012 2013 2014

U.S. Treasury Notes and Bonds
1 1-Yr Note 0.16 0.19 0.18 0.20 0.29 0.39 0.47 0.53 0.59 0.61 0.69 0.99 0.18 0.42 0.72
2 2-Yr Note 0.29 0.29 0.26 0.29 0.39 0.52 0.66 0.75 0.80 0.82 0.90 1.17 0.28 0.58 0.92
3 5-Yr Note 0.90 0.79 0.67 0.69 0.81 1.02 1.19 1.33 1.43 1.46 1.51 1.66 0.76 1.09 1.51
4 10-Yr Note 2.04 1.82 1.64 1.69 1.80 2.00 2.18 2.34 2.46 2.49 2.51 2.59 1.80 2.08 2.51
5 30-Yr Note 3.14 2.94 2.75 2.96 3.13 3.30 3.47 3.63 3.68 3.68 3.69 3.71 2.95 3.38 3.69

Other Bonds
6 AAA Bonds 3.90 3.80 3.46 3.49 3.63 3.79 3.94 4.09 4.19 4.22 4.23 4.31 3.66 3.86 4.24
7 BAA Bonds 5.20 5.09 4.87 4.52 4.58 4.72 4.87 5.02 5.13 5.17 5.19 5.27 4.92 4.80 5.19
8 State and Local 3.75 3.89 3.75 3.51 3.27 3.24 3.30 3.39 3.47 3.49 3.50 3.56 3.72 3.30 3.50

Mortgage Rates - Primary Mkt
9 30-Yr (FHLMC - PMMS) 3.45 3.20 2.64 2.78 3.07 3.37 3.58 3.79 3.95 4.03 4.08 4.19 3.02 3.45 4.06
10 15-Yr (FHLMC - PMMS) 2.56 2.19 1.94 2.00 2.22 2.40 2.55 2.70 2.81 2.84 2.88 3.04 2.17 2.47 2.90
11 ARM (FHLMC - PMMS) 2.77 2.76 2.65 2.59 2.59 2.62 2.65 2.67 2.69 2.69 2.75 3.03 2.69 2.63 2.79

Mortgage Rates - Secondary Mkt
12 30-Yr (FLHMC Req Net Yield) 3.92 3.80 3.55 3.41 3.58 3.78 3.97 4.13 4.26 4.30 4.32 4.40 3.67 3.86 4.32
13 15-Yr (FHLMC Req Net Yield) 3.19 3.04 2.83 2.68 2.77 2.93 3.05 3.15 3.20 3.20 3.20 3.32 2.94 2.97 3.23

Sources: Federal Reserve, Federal Home Loan Bank, Federal Home Loan Mortgage Corp
A = Actual;  E = Forecast

N o vember 28, 2012
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The Tennessee Cycle in Perspective

Personal Income
o Tennessee personal income (measured by 

4-quarter moving growth rates) moves in 
line with U.S. personal income growth.

Employment
o Tennessee employment (measured by 4-

quarter moving growth rates) moves 
roughly in line with U.S. employment 
growth.

Housing
o Tennessee building permits moves in line 

with U.S. housing starts, adjusted for 
differences in scale

Retail (Taxable) Sales
o See graph to the right. 
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Baseline Economic Outlook
Economics Outlook for Tennessee

    ================ 2012 ===============    ================ 2013 ===============    ================ 2014=============
I(A) II(A) III(E) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)       Year-over-Year Growth

2011 2011 2011 2011 2012 2012 2012 2012 2013 2013 2013 2013 2012 2013 2014
National Trends
1 Civilian Employment (Mil.) 141.9 142.2 142.4 142.7 143.0 143.3 143.7 144.0 144.4 144.9 145.3 145.7 1.7 0.8 1.1
2 Change * 3.9 0.8 0.7 0.7 0.9 0.8 1.0 1.0 1.1 1.2 1.1 1.1
3 Personal Income 13227.1 13327.0 13398.4 13525.1 13652.3 13787.1 13932.6 14086.9 14248.4 14417.3 14584.2 14752.5 3.3 3.7 4.6
4 Change * 6.6 3.1 2.2 3.8 3.8 4.0 4.3 4.5 4.7 4.8 4.7 4.7
5 Income Per Employee (T) 93.206 93.727 94.069 94.785 95.473 96.212 96.986 97.806 98.655 99.524 100.394 101.278 1.5 2.8 3.5
6 Change * 2.6 2.3 1.5 3.1 2.9 3.1 3.3 3.4 3.5 3.6 3.5 3.6
7 Housing Starts (Mil. of Units) 0.715 0.736 0.780 0.768 0.802 0.873 0.933 1.040 1.155 1.267 1.358 1.444 22.5 21.6 43.2
8 Change * 23.2 12.3 26.6 -6.2 18.8 40.2 30.7 54.3 52.2 45.1 31.6 28.0

Tennessee
9 Nonagricultural Employment (T) 2691.5 2691.7 2693.9 2701.9 2707.9 2714.1 2720.6 2727.1 2734.4 2742.5 2750.3 2757.9 1.5 0.8 1.1
10 Change * 3.0 0.0 0.3 1.2 0.9 0.9 1.0 1.0 1.1 1.2 1.1 1.1
11 Personal Income 240.6 243.0 244.4 247.0 249.2 251.6 254.3 257.1 260.0 263.1 266.1 269.1 4.1 3.8 4.5
12 Change * 9.8 4.1 2.3 4.3 3.7 3.9 4.4 4.5 4.6 4.8 4.7 4.6
13 Dividends & Interest 29.2 29.8 30.2 30.5 30.8 31.1 31.4 31.8 32.1 32.5 32.9 33.2 4.4 4.5 4.5
14 Change * 5.7 9.3 5.0 4.8 3.8 3.8 4.3 4.3 4.5 4.7 4.7 4.6
15 Income Per Employee (T) 89.397 90.290 90.731 91.421 92.045 92.713 93.484 94.284 95.099 95.928 96.750 97.582 2.6 3.0 3.4
16 Change * 6.6 4.1 2.0 3.1 2.8 2.9 3.4 3.5 3.5 3.5 3.5 3.5

17 Retail Sales 96.8 92.8 94.8 95.7 97.1 99.5 100.3 102.5 103.9 105.6 107.5 109.0 5.6 5.0 6.7
18 Change * 32.6 -15.5 8.8 3.8 6.0 10.4 3.0 8.9 6.0 6.6 7.5 5.7
19 Single-Family Building Permits (T) 12.268 12.532 11.553 16.227 16.557 16.913 16.952 17.320 17.783 18.223 18.867 19.760 17.9 28.8 10.2
20 Change * -10.1 8.9 -27.8 289.2 8.4 8.9 0.9 9.0 11.1 10.3 14.9 20.3
21 Total Building Permits (T) 17.789 17.881 17.697 20.478 20.638 20.632 20.633 21.381 22.266 23.110 24.116 25.152 29.1 12.8 13.6
22 Change * 17.3 2.1 -4.1 79.3 3.2 -0.1 0.0 15.3 17.6 16.1 18.6 18.3

Note: Except where noted, all data in billions of dollars.             Historic sources: BEA, BLS, State of Tennessee T=Thousands of units, persons, or dollars
A = Actual; E = Forecast * Quarter-to-quarter percent changes expressed at compound annual rates. 

December 1, 2012
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Baseline Economic Outlook
Economic Assumptions—Fiscal Year Basis

F o recasts
F Y01-02 F Y02-03 F Y03-04 F Y04-05 F Y05-06 F Y06-07 F Y07-08 F Y08-09 F Y09-10 F Y10-11 F Y11-12 F Y12-13 F Y13-14 F Y14-15

1 P erso nal Inco me (B il $ ) 160.4 166.1 174.0 183.3 194.0 205.8 217.1 215.6 216.5 229.4 238.4 248.1 258.6 270.8
2      C hg@ 2.8 3.5 4.8 5.3 5.8 6.1 5.5 -0.7 0.4 6.0 3.9 4.0 4.3 4.7
3 N o nagricultural Emplo yment (M il) 2 .7 2.7 2.7 2.7 2.8 2.8 2.8 2.7 2.6 2.6 2.7 2.7 2.7 2.8
4      C hg@ -2.0 0.1 0.5 1.6 1.6 0.8 0.4 -3.8 -3.5 1.2 1.7 1.0 1.0 1.1
5 Inco me P er Emplo yee (T h $ ) 60.2 62.3 65.0 67.3 70.1 73.8 77.5 80.0 83.2 87.1 89.0 91.7 94.7 98.0
6      C hg@ 4.9 3.4 4.3 3.6 4.1 5.2 5.0 3.2 4.1 4.7 2.2 3.1 3.2 3.5
7 R etail Sales (B il $ ) 65.9 67.0 73.1 79.2 85.0 88.9 92.0 83.3 83.2 89.1 91.8 96.8 103.1 110.0
8      C hg@ 2.9 1.7 9.1 8.3 7.4 4.5 3.5 -9.4 -0.1 7.1 3.1 5.4 6.5 6.8
9 B uilding P ermits (T h o f  Units) 28.0 30.2 36.0 37.2 40.2 34.1 21.4 11.7 13.1 10.2 12.2 15.3 17.6 20.2
10      C hg@ 6.4 8.0 19.1 3.3 8.0 -15.1 -37.3 -45.1 11.3 -21.9 20.1 25.1 14.7 14.7

*  M illio ns o f  do llars @  A nnual P ercent  C hange
A nnual eco no mic data in lines 1, 3 , 5 , 7 , and 9 are calculated in terms o f  f iscal years ending in IIQ o f  the calendar year o f  the no ted f iscal year D ecember1, 2012
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Baseline Economic Outlook
Baseline Revenue Projections

F o recasts
F Y01-02 F Y02-03 F Y03-04 F Y04-05 F Y05-06 F Y06-07 F Y07-08 F Y08-09 F Y09-10 F Y10-11 F Y11-12 F Y12-13 F Y13-14 F Y14-15

11 T o tal T ax R evenue* 7,469.0 8,449.7 9,094.0 9,638.6 10,290.8 11,066.5 11,194.5 10,199.7 10,089.0 10,519.9 11,387.8 11,835.0 12,314.8 12,897.5
12      C hg@ -2.4 13.1 7.6 6.0 6.8 7.5 1.2 -8.9 -1.1 4.3 8.2 3.9 4.1 4.7
13 Sales and Use T ax* 4,645.7 5,459.4 5,810.8 6,091.5 6,515.6 6,810.2 6,856.6 6,331.3 6,188.6 6,474.6 6,899.9 7,156.5 7,463.3 7,846.3
14      C hg@ 0.1 17.5 6.4 4.8 7.0 4.5 0.7 -7.7 -2.3 4.6 6.6 3.7 4.3 5.1
15 Inco me T ax* 141.7 102.9 140.0 155.9 194.4 248.8 292.1 221.2 171.7 188.6 183.4 204.0 208.8 219.8
16      C hg@ -28.9 -27.4 36.0 11.4 24.7 28.0 17.4 -24.3 -22.4 9.8 -2.8 11.2 2.3 5.2
17 Gro ss R eceipts T ax* 224.3 216.5 219.1 235.9 241.2 274.3 290.6 315.1 350.6 340.3 376.5 391.7 408.6 425.7
18      C hg@ -9.8 -3.5 1.2 7.6 2.2 13.7 6.0 8.4 11.3 -2.9 10.6 4.0 4.3 4.2
19 Excise plus F ranchise T axes* 966.3 1,071.7 1,197.8 1,372.0 1,491.6 1,749.1 1,650.4 1,368.7 1,423.6 1,518.4 1,856.5 1,921.0 1,998.0 2,100.6
20      C hg@ -12.4 10.9 11.8 14.5 8.7 17.3 -5.6 -17.1 4.0 6.7 22.3 3.5 4.0 5.1
21 Gaso line T ax* 576.9 600.1 599.3 608.1 605.6 612.8 616.8 601.3 607.1 624.2 617.6 620.5 623.2 625.0
22      C hg@ 1.3 4.0 -0.1 1.5 -0.4 1.2 0.7 -2.5 1.0 2.8 -1.0 0.5 0.4 0.3
23 Vehicle R egistrat io n* 219.6 225.0 238.5 244.2 249.5 259.9 253.7 241.3 239.4 246.0 246.8 255.0 262.7 272.3
24      C hg@ 3.9 2.5 6.0 2.4 2.2 4.1 -2.4 -4.9 -0.8 2.7 0.3 3.3 3.0 3.6
25 F uel T ax* 151.2 155.4 167.7 173.7 180.7 185.7 182.4 154.8 154.6 157.6 160.9 165.5 177.5 172.8
26      C hg@ -12.8 2.8 7.9 3.5 4.0 2.8 -1.8 -15.1 -0.1 1.9 2.1 2.8 7.3 -2.7
27 P rivilege T ax* 177.4 216.5 246.1 264.9 304.9 350.7 314.2 255.6 247.6 251.5 280.9 284.8 292.1 301.3
28      C hg@ 10.3 22.1 13.6 7.7 15.1 15.0 -10.4 -18.7 -3.1 1.6 11.7 1.4 2.6 3.1
29 A ll Other T axes* 365.8 401.9 474.6 492.4 507.3 575.1 737.7 710.3 705.8 718.9 765.3 835.9 880.5 933.8
30      C hg@ 5.4 9.9 18.1 3.7 3.0 13.4 28.3 -3.7 -0.6 1.8 6.5 9.2 5.3 6.0

B aseline R evenue F o recast 7,469.0 8,449.7 9,094.0 9,638.6 10,290.8 11,066.5 11,194.5 10,199.7 10,089.0 10,519.9 11,387.8 11,835.0 12,314.8 12,897.5
     C hg@ -2.4 13.1 7.6 6.0 6.8 7.5 1.2 -8.9 -1.1 4.3 8.2 3.9 4.1 4.7
C o nsistency C heck F o recast 5.1 4.4 4.3

*  M illio ns o f  do llars @  A nnual P ercent  C hange    D ecember 1, 2012
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