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MEASURING PROSPERITY: GROSS DOMESTIC PRODUCT
What It Means, How Tennessee Is Doing, and the Trade-Offs

This is part of our series on the pros and cons of five common ways to measure prosperity and economic growth
in Tennessee.
Gross domestic product (GDP) estimates the overall size of an economy. Although it has a variety of
shortcomings, GDP is one of the most common metrics used to gauge how economic activity in Tennessee
and the U.S. changes over time.

KEY TAKEAWAYS
• Gross domestic product estimates the total dollar value of all goods and services produced in an
economy during a specific period.
• Tennessee’s GDP grew faster than most other states’ after the Great Recession but slower than during
past recovery periods.
• GDP is calculated quarterly and provides a standardized way to track the overall size of an economy
over time and across areas.
• While GDP provides valuable information about goods and services, it does not capture many important
aspects of and contributions to economic well-being.

Figure 1. Tennessee’s Total GDP Grew Faster than Most Other States’
After the Great Recession
Annual Change in Inflation-Adjusted Gross Domestic Product (1988-2018)
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Note: Data are based on real GDP in chained 2012 dollars.
Source: Bureau of Economic Analysis (1)
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What is GDP?
Gross domestic product estimates the total dollar value of all goods and services produced in an
economy during a specific period. It includes spending by consumers, businesses, and government, as well
as the net value of goods produced in Tennessee and exported to other states and countries (i.e. exports
minus imports). Popular discourse often cites GDP as an indicator of broad economic well-being, but the
metric has its limitations.
People use variations of GDP to describe, compare, and track economic changes in different ways. Total
GDP and per capita GDP, which is adjusted for population size, are often used for comparisons between
multiple states or countries. “Real” GDP is adjusted for inflation to allow apples-to-apples comparisons of how
economic activity changes over time. Businesses and investors often consider GDP when determining how to
allocate resources, and the Federal Reserve uses it to help guide monetary policy, such as setting interest
rates. (2)

Tennessee’s Gross Domestic Product
Tennessee’s GDP grew faster than most other states’ after the Great Recession but slower than during
the previous period of economic expansion (Figure 1). Measured in total GDP, Tennessee had the 19th
largest economy in the U.S. in 2018 at $365 billion. Our per capita GDP ranked 37th. (3) (4) Since the Great
Recession officially ended in 2009, Tennessee’s real GDP has grown by an average of 2.3% per year — tied for
the 11th fastest growth in the country and just above the national rate of 2.2%. (5) During the prior economic
recovery between 2001 and 2006, however, real GDP growth in Tennessee averaged 3.1% annually. (5)

Trade-Offs of Using GDP to Measure Prosperity
Advantages of the Measure
Gross domestic product offers one main advantage for tracking and quantifying overall economic activity. (2)
(6) (7)
•

GDP provides a standardized way to track the overall economy of an area over time and compare
the economies of different regions. The U.S. Bureau of Economic Analysis calculates GDP every quarter
at the national, state, and metro area levels. Compared to other readily-available and routinely-reported
metrics, GDP is a relatively robust way to measure economic activity. It provides information about
economic growth, the sources of economic production, how different industries are faring, and the portion
of growth that is due to inflation.

Limitations of the Measure
Gross domestic product also has several characteristics that prevent it from offering a comprehensive picture
of economic activity and well-being. (2) (7) (8) (9) (10) (11) (12)
•

2

GDP does not count many activities that affect the size of the economy and economic well-being
and security. For example, productive activities like volunteering, childcare, cooking, cleaning, and
household errands generally do not show up in GDP calculations unless the practitioner is paid. Even
when these are paid labors, they may occur “off the books” in the shadow economy of both legal and
illegal activities not reported to government authorities.
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•

Economic well-being involves aspects that GDP does not attempt to quantify. Health status,
education, social connections, and economic stratification and mobility all affect the well-being of people
and society. GDP also does not quantify the value or depletion of assets like natural resources and
infrastructure, which limits the metric’s ability to provide insights into longer-term economic security and
sustainability.

•

GDP does not account for whether the circumstances around different types of spending or
production are “good” or “bad” for overall well-being. For example, spending associated with
recovery from natural or environmental disasters increases GDP the same as building homes or exporting
goods, yet GDP does not fall when a tornado or coal ash spill destroys a home.

•

GDP makes assumptions about the prices and value of goods and services that might not reflect the
value consumers receive or changes in quality over time. For example, technological advances may
result in goods that are cheaper but deliver more value than in the past (e.g. phones, computers, and
televisions).
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