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Overview

The Great Recession created fiscal challenges
for the 30 cities at the centers of the nation’s
most populous metropolitan areas that
continued well past the recession’s official
end in June 2009. For most of these cities,
the fiscal brunt was borne later than for the
national and state governments and recovery
has been slow.

Cities dealt with fiscal strain in a variety of
ways: dipping into reserve funds, cutting
spending, gaining help from the federal or
state governments, and increasing revenue
from tax and nontax sources. Although these
strategies offered short-term solutions, many
cities still faced declining revenue in 2011,
the consequence of reduced spending,
shrunken reserves, and rising pension and
retiree health care costs.

Property taxes, which can be slow to
respond to economic swings, helped delay
the early fiscal effects of the Great Recession
for most of these cities, but they began

to decline in 2010, reflecting a deferred

impact of the housing crisis. This trend

was compounded by increasingly
unpredictable aid from states and the federal
government that were dealing with their
own budgetary constraints.

Researchers from Pew standardized data
from the Comprehensive Annual Financial
Reports from 2007 through 2011, the latest
year of complete data available, for all of
these 30 cities. This report examines key
elements of each city’ fiscal conditions,
including revenue, expenditures, reserves,
and long-term obligations, and adjusted
them for inflation to facilitate comparison
across the years. These adjustments allow
insight into fiscal trends across cities and
over time. Direct comparisons between cities
may be limited, however, by differences

in cities tax structures and the range of
services each city provides. (See Appendix
for analysis methodology.")
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OVERVIEW

Although each city had its own distinct
experience, looking across all 30 revealed
several notable findings. They are examined
in depth throughout this report, but they
include:

= The 30 cities felt the recession fiscal effects
late: Most hit their lowest revenue in 2010
or 2011, a year or more after the end of the
downturn and the low point in revenue for
state governments in 2009.

= By 2011, revenue had rebounded to or
above previous peak levels in less than
one-third of the cities studied. But even
those improvements were tenuous because
revenue increases in many of these cities
were heavily driven by aid from other
governments, not by growth in their own
revenue streams.

= More than two-thirds of the cities had not

recovered to their previous revenue peak
by 2011.

= Fluctuations in aid between 2007 and 2011
from the federal and state governments—
a source that city policymakers do not
control—were the leading factor in 14 cities’
revenue declines and rebounds.

® Declines in smaller revenue sources—such
as income from investments or from the sale
or lease of assets, such as parking meters or
facilities—played an outsized role in driving
budget shortfalls in most cities.

= Property tax collections remained relatively
robust until 2010 and 2011. Further
projected declines of this key revenue source
suggest that cities may face new challenges
In coming years.

As cities look ahead, ongoing fiscal constraints
at the state and federal levels could further
diminish aid to local governments and add

to an already shaky fiscal picture. Cities’
unfunded retirement obligations put even
more ongoing pressure on their finances.

American cities have a significant impact

on the economies and long-term prosperity
of states and the nation. The 30 cities in

this study and their metropolitan areas
account for 49 percent of the nation’s gross
domestic product.? Collectively, they have
nearly 34 million residents—more than

1 in 10 Americans—with an additional

108 million living in the regions they anchor,
and those populations depend on the core
functions of municipalities, such as fire and
police protection, parks and libraries, and
infrastructure investments.” Addressing
demands for local services, claims on existing
revenue from unfunded liabilities, and other
commitments with fewer dollars will mean
tough choices for local leaders and have
serious implications for the national economy.

This report, and the companion profiles and
interactive data tool that look at each city’s
experience, examine how they navigated the
worst U.S. economic downturn since the Great
Depression and its aftermath. These materials
focus in particular on postrecession revenue

as compared with earlier peaks; explore future
prospects; and consider the likely effects of
cities’ fiscal struggles and strengths on the
economic health of their states and the nation.

WWW.PEWSTATES.ORG



Cities’ financial challenges

continued after the

Great Recession ended

Revenue, more than any other factor, drives
key fiscal decisions such as how much to
spend on police and fire protection and
trash pickup, setting aside or drawing
down reserve funds, or paying retirement
obligations. Two years after the Great
Recession’s end in June 2009, the 30 large
U.S. cities studied by Pew continued to face
revenue challenges. (See Figure 1.)

Only nine of these cities had returned

to their previous revenue peak by 2011,
adjusted for inflation—Atlanta; Chicago;
Dallas; Pittsburgh; Portland, OR;

San Antonio; San Francisco; St. Louis; and
the District of Columbia. But rebounding

to prior highs does not necessarily signal a
self-sustaining, long-term recovery. Revenue
growth can result from policy decisions,
such as a temporary tax increase or infusion
of one-time aid, even when the underlying
revenue base is still weak.” For instance,

to boost revenue, Atlanta, Boston, and
Philadelphia increased property tax rates,
and Denver and New York raised sales

taxes. A number of other cities, among
them Baltimore, Los Angeles, and St. Louis,
increased charges and fees. Further, when
any city returns to a previous peak, it is only
back to where it was before the recession.
The city could still be short of what is
needed simply to maintain public services
because, generally, populations and costs
have grown.

These nine cities also relied heavily on
intergovernmental aid for revenue recovery.
In each, aid from other governments was
the first- or second-largest contributor of
growth as city revenue recovered from

low points. This group of cities typically
got larger increases in intergovernmental
aid and received infusions from states and
the federal government later in the study
period—in 2010 and 2011—than did the
other 21 cities, which remained below their
revenue peaks in 2011.

WWW.PEWSTATES.ORG



CITIES" FINANCIAL CHALLENGES CONTINUED

But for these nine cities, that their revenue aid was the biggest factor. By 2011, state
rebounds were generated through aid and federal funds had dropped $21 million
from other governments could mean their from the previous year. As a result, total
recoveries are tenuous. Atlanta’s receipts city revenue fell slightly. Other rebounding
bounced back sharply from their 2009 cities risk overall revenue declines if
trough to a new high in 2010, and a intergovernmental aid dips before other
$35 million bump in intergovernmental revenue sources recover.

n

FIGURE 1

Cities Experienced Revenue Declines at
Different Times During and After the Great Recession
Cities revenue troughs, by year

2008 2009 2010 2011
Washington Atlanta Chicago Boston
Baltimore Cleveland Houston
Cincinnati Dallas Miami
Denver Detroit Minneapolis
New York Kansas City, MO Orlando, FL
Portland, OR Las Vegas Phoenix
San Antonio Los Angeles Sacramento, CA
San Francisco Philadelphia Tampa, FL
Seattle Pittsburgh
Riverside, CA
San Diego
St. Louis

© 2013 The Pew Charitable Trusts
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Revenue in 21 cities had not

CITIES" FINANCIAL CHALLENGES CONTINUED

yet returned to peak levels

Two years after the end of the Great
Recession, 21 of the 30 cities still had not

recovered to their prior revenue peaks.
(See Figure 2.) In fiscal 2011, eight of

|
FIGURE 2

these cities—Boston; Houston; Miami;

Minneapolis; Orlando, FL; Phoenix;

Sacramento, CA; and Tampa, FL—were
at their lowest revenue points.” Not only
did these cities’ revenue show no signs of

rebounding, some also were still in decline.®

Most Studied Cities Had Not Recovered to Prerecession Revenue Highs By 2011
2011 revenue as percent of previous peak, by city

Portland, OR
Washington
Atlanta

San Francisco
San Antonio
Pittsburgh

St. Louis
Dallas
Chicago

New York
Cincinnati
Denver
Baltimore
Philadelphia
Seattle
Boston
Minneapolis
Los Angeles
Houston

San Diego
Kansas City, MO
Miami

Las Vegas
Orlando, FL
Phoenix
Cleveland
Detroit
Riverside, CA
Tampa, FL
Sacramento, CA
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CITIES" FINANCIAL CHALLENGES CONTINUED

In five of these cities, however—Baltimore,
Cincinnati, Denver, New York, and
Philadelphia—revenue was growing and,
by 2011, approaching previous peaks.” No
single factor explains why these five cities
were closer to recovering their revenue levels
than the rest of the 21, which remained at
or near their troughs. Increases in property
tax collections and nontax revenue, such as
investment income, were consistent factors
contributing to revenue growth across
those five cities, but these sources were not
necessarily the key driver of a rebound in
each of them. (See Figure 3.)

In Denver, for example, the sales tax,
which accounts for about one-third of total
governmental income, was the primary
factor in the city’s overall revenue growth
between 2009 and 2011. A 10 percent
increase in sales tax collections over these
two years—$46 million—brought the

city close to previous peak levels in 2011.
In Cincinnati, a 13 percent increase in
intergovernmental aid between 2009 and
2011—which includes funds from state and
federal governments—had revenue again
climbing toward its earlier peak.

Among the 16 cities that remained at or close
to revenue low points in 2011, declining aid
from other governments played a major role
in their struggles.® Thirteen cities received
infusions of intergovernmental aid in 2008
or 2009 that diminished in subsequent
years, and revenue fell accordingly when
they could not make up the difference with
own-source collections.’

|
FIGURE 3

Cities Had Varying Revenue
Outlooks in 2011

2011 revenue relative to prior peaks
and troughs, by city

Cities Above Peak

Atlanta
Chicago
Dallas
Pittsburgh
Portland, OR
San Antonio
San Francisco
St. Louis
Washington

2011 Revenue Below Preceding Peak

Cities Close to Peak Baltimore
Cincinnati
Denver

New York

Philadelphia

Cleveland
Detroit

Kansas City, MO
Las Vegas

Cities Close to Trough

Los Angeles
Riverside, CA
San Diego
Seattle

Boston

Cities Still Declining

Houston

Miami
Minneapolis
Orlando, FL
Phoenix
Sacramento, CA
Tampa, FL

© 2013 The Pew Charitable Trusts
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What caused

revenue challenges?

Revenue challenges across the 30 cities
were not caused by one single factor,
because structures and economies vary

widely. Although each city’s fiscal experience

was unique, Pew found two causes of
falling revenue in more than 20 of the

cities. Intergovernmental aid drove revenue

declines in nine cities. And, surprisingly,
smaller revenue sources—such as
investment income, charges and fees,
and smaller taxes, such as transportation
taxes—were the lead cause of drops in
13 cities.'® These smaller sources also
contributed to revenue drops in the
remaining cities; combined, they were
the second-leading factor of revenue
performance in 14 localities.

In another five cities, declines in sales

and income taxes—sources that tend to
register economic shifts quickly—reduced
collections. Property tax, an important
income source for all 30 cities, led revenue
decline in three Florida cities.

Intergovernmental aid
triggered revenue declines in
nearly one-third of the cities
examined

Intergovernmental aid is an important
revenue source for all 30 cities, but in
nine—-Baltimore, Boston, Cleveland,
Houston, Las Vegas, Minneapolis,
Philadelphia, Phoenix, and the District of
Columbia—reductions in these receipts
primarily drove falling revenue. (See
Figure 4.) More than half of Cleveland’s
revenue decline, for example, was due to
cuts in intergovernmental aid.

Further, in these cities, overall revenue
declines were typically more severe than
in those that relied less on aid from other
governments. This is because heavy
reliance on aid from other governments
leaves cities vulnerable to the policy
decisions and economic circumstances of
those other governments and with fewer
internal options for generating revenue.
For instance, the American Recovery and
Reinvestment Act contributed more than
$9.3 billion to the 30 cities.!! Although

WWW.PEWSTATES.ORG
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WHAT CAUSED REVENUE CHALLENGES?

these stimulus funds provided a short-term
cash infusion that served as both a stopgap
for cities’ falling revenue and a jump-start
for local economies, the recession’s impact
on state and local budgets continued longer
than in the previous three recessions.'” As a
result, stimulus dollars ran out before many
cities’ own-source revenue recovered. Pew
found that state aid to local governments

|
FIGURE 4

began to decline in 2010, after the recession
was officially over—a trend that continued
through 2012." As one-time stimulus
dollars dwindle and new federal-level,
budget-austerity measures make less money
available for state and local governments,
cities might not be able to rely on help from
them to fill gaps resulting from their own
still-shaky revenue.

Many Factors Contributed to Cities’ Revenue Losses

During and After the Great Recession

Primary causes of peak-to-trough revenue losses, by city

Lead Driver City Lead Driver City
Property Tax Miami Charges and Fees Portland, OR
Orlando, FL Nontax Revenue Dallas
Tampa, FL Detroit
Sales Tax Atlanta Kansas City, MO
Denver Los Angeles
San Diego Riverside, CA
Income Tax Cincinnati Sacramento, CA
New York San Antonio
San Francisco
Chicago
9 Seattle
Pittsburgh
St. Louis
Note: The following 20 cities studied collect a local sales tax:
Intergovernmental Baltimore Atlanta, Chicago, Dallas, Denver, Houston, Kansas City,
AT Los Angeles, Minneapolis, New York, Philadelphia, Phoenix,
Revenu Boston Pittsburgh, Riverside, Sacramento, San Antonio, San Diego,
San Francisco, Seattle, St. Louis, and Washington.
Cleveland The following 10 cities studied collect a local income tax:
Houston Baltimore, Cincinnati, Cleveland, Detroit, Kansas City, New York,
Philadelphia, Pittsburgh, St. Louis, and Washington.
Las Vegas Nontax revenue includes revenue from investments primarily. It
. . does not include intergovernmental revenue or charges and fees.
Minneapolis i
See the full methodology at pewstates.org/City-Fiscal-
Phi|ade|phia Methodology for more information on the distribution of city
revenue sources.
Phoenix © 2013 The Pew Charitable Trusts
Washington
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WHAT CAUSED REVENUE CHALLENGES?

What is intergovernmental aid?

Intergovernmental aid comprises grants, transfers, and other funds a city receives
from federal, state, county, or other local governments. This category includes
ongoing revenue-sharing agreements between governments and one-time infusions,
such as federal funds from the American Recovery and Reinvestment Act of 2009

and the Federal Emergency Management Agency, or state grants for housing
construction or infrastructure improvements. Consistent, detailed data on the amount
of these federal awards were not readily available because cities do not report this

revenue in the same way.

Although all states distribute aid to local governments, the amount varies among
localities and among states. States also differ in how they provide aid to localities.
Categorical aid provides funding with specific purposes and other restrictions.
Unconditional aid supports local governments more broadly.

Declines in collection of
other tax and nontax revenue
had outsized effects

In many cities, officials are contemplating
strategies to rely more on revenue sources
they can directly control, particularly smaller
ones such as charges and fees, business
taxes, and income-generating investments.'*
These streams, however, typically represent
lesser shares of total municipal revenue than
intergovernmental aid, property taxes, and,
in some cities, sales or income taxes. For
purposes of this analysis, Pew aggregated
these smaller revenue streams into “other
tax” and “other nontax” categories and
examined their impact on revenue losses.
This research found that, between 2007 and
2011, declines in these streams played a
larger-than-expected role in falling revenue
across the 30 cities.

In 13 cities—Chicago; Dallas; Detroit;
Kansas City, MO; Los Angeles; Pittsburgh;
Portland; Riverside, CA; Sacramento;

San Antonio; San Francisco; St. Louis; and
Seattle—other tax and other nontax revenue
were the leading causes of revenue decline:

® Other nontax revenue (mostly investment
income) was the primary driver in Dallas’
revenue fall from the peak in 2008 to the

bottom in 2010.

= Similarly, Kansas City’s losses in
nontax revenue, specifically contributions
and investment income, drove a
$57 million loss in revenue between
2008 and 2010."

WWW.PEWSTATES.ORG



WHAT CAUSED REVENUE CHALLENGES?

® San Antonio, which owns the nations
largest municipally owned energy utility,
presents another case in which nontax
revenue was the primary factor triggering
losses. The utility is a key element of the
total revenue picture, and a decline of
more than $33 million in receipts from
2008 to 2009 was a substantial reason for
the city’s slide from peak to trough.

Sales and income tax
collections reacted quickly
to changes in economic
conditions

Cities differ greatly in how they rely on

sales taxes. Among the cities studied,

20 levy a local sales tax, and 18 of those
experienced declines in 2009, though the
impact of the losses varied. (See Figure 5.)
In cities such as Pittsburgh and Minneapolis,
sales taxes account for less than 5 percent of
total revenue, but in Phoenix and Houston,
they are the second-largest source.

Income taxes are less common—Ilevied in
only 10 of the cities studied —but when
imposed, they typically make up a large
portion of municipal income, representing
an average of 25 percent of total revenue.
Like the sales tax, income taxes fell off
quickly in reaction to the downturn. These
collections dropped sharply in nine of the
10 cities in 2009.

Consumers’ spending habits change

quickly when the economy constricts and
employment decreases. Similarly, income
taxes dip immediately when unemployment
rises and wages fall. Correspondingly, when
economic conditions improve, these revenue
sources improve swiftly, as they did in 2011.
Revenue from sales and income taxes differs
from property tax collections, which might
not reflect economic shifts for several years.

Losses in sales and income tax constituted
the largest driver in total peak-to-trough
losses for five cities—Atlanta, Cincinnati,
Denver, New York, and San Diego.

® Cincinnati and Cleveland rely on
income tax for the largest share of their
total revenue. Income generated from the
income tax decreased by $17 million and
$24 million, respectively—a key cause in
the total declines in both cities.

= [n New York, the drop in sales
taxes represented almost a quarter
of the city’ total revenue decline.
By 2011, revenue had turned around and
was growing—due in part to a rebound in
sales tax collections.

WWW.PEWSTATES.ORG
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FIGURE 5

WHAT CAUSED REVENUE CHALLENGES?

Revenue Sources That React Quickly to Economic Changes:
Change From Previous Year
Percent change in sales and income tax collections, by year

6%

3%

0%

-3%

-6%

-9%

-12%

@ Sales Tax (20 cities) @ Income Tax (10 Cities) 2 Cities with
Losses

3 Cities with
Losses

1 City with

12 Cities with Losses
Losses
9 Cities
Losses 9 Cities with
L
0SS°eS 9 Cities with
Losses
18 Cities with
Losses
2008 2009 2010 2011

Notes: The following 20 cities studied collect a local sales
tax: Atlanta, Chicago, Dallas, Denver, Houston, Kansas
City, Los Angeles, Minneapolis, New York, Philadelphia,
Phoenix, Pittsburgh, Riverside, Sacramento, San Antonio,
San Diego, San Francisco, Seattle, St. Louis, and
Washington.

The following 10 cities studied collect a local income tax:
Baltimore, Cincinnati, Cleveland, Detroit, Kansas City,
New York, Philadelphia, Pittsburgh, St. Louis, and
Washington.

© 2013 The Pew Charitable Trusts
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WHAT CAUSED REVENUE CHALLENGES?

In response to declines in consumer
spending during the Great Recession,
several cities increased sales tax rates or
taxes on consumption:

= In Philadelphia, a rate increase
from 1 percent to 2 percent supported
growth in sales tax collection.

= Sacramento passed by referendum a
measure in November 2012 increasing
the sales tax by 0.5 percentage points,
with the intent to use the proceeds to
restore some of the cuts to affected police
and fire units.*

= Los Angeles (1 percent to 1.5 percent),
New York (4 percent to 4.5 percent),
and the District of Columbia
(5.75 percent to 6 percent) also increased
their rates in fiscal 2010."

Property tax is the
main driver for revenue loss
in three Florida cities

The three Florida cities studied—Orlando,
Miami, and Tampa—experienced deep
revenue losses between 2007 and 2011,
largely from declines in property tax
collections. Property tax revenue fell in these
cities in part because of changes in state
law, enacted in 2007 before the recession
and housing market crash, which imposed
a 3 percent cap on assessment increases
and required a one-time rollback to 2006
assessed values. Although these changes
were intended to relieve tax burdens on
new homebuyers in a booming market,
they ultimately exacerbated declines in city
property tax revenue.

WWW.PEWSTATES.ORG
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How cities weathered

revenue shortfalls

Cities rode out the Great Recession

and its aftermath by employing a mix

of financial management strategies and
policy interventions. On the revenue side,
cities raised taxes, gained aid from other
governments, created new fees for services,
and relied on property tax revenue,
which, in most cities, did not reflect the
impact of the housing crisis until 2010.
City policymakers also cut spending and
tapped reserves.

Property tax growth bolstered
revenue during the Great
Recession in many cities

The collapse of the housing market helped
drive the country into a deep recession.

But Pew found that property taxes, a major
revenue source for nearly all 30 cities,
softened the recession’s blow in many

cases by contributing to revenue growth

or offsetting decline in real terms. In fact,
collections were relatively strong, increasing
in two-thirds of the cities between 2007 and
2011."® Much of the robustness of property

tax as a revenue source over the five-year
study period can be explained by its general
lag behind market conditions. Some cities
took additional steps to raise rates.

Strong property tax collections fueled a
substantial portion of the total growth in the
rebounding cities of Atlanta, Chicago, and
Portland. In Atlanta, steps to raise property
tax rates by $3.14 per $1,000 of valuation
(36 percent) in 2009—the year in which
city receipts hit bottom—Iled to substantial
revenue increases over the next two years."
The additional $63 million in property
taxes Atlanta collected between 2009 and
2011 accounts for nearly two-thirds of its
revenue growth.

Beyond contributing to growth in
rebounding cities, property taxes provided
a bright spot for many still short of a

full revenue recovery. Halfway through
fiscal 2009, New York reversed a 7
percent property tax cut and eliminated

a homeowner rebate program.” These
changes contributed to $2.3 billion of
property tax growth between 2009 and
2011, and boosted revenue close to the city’s
preceding high point.

WWW.PEWSTATES.ORG
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HOW CITIES WEATHERED REVENUE SHORTFALLS

Property taxes also offset declines. Among
the cities examined, 18 experienced growth
in property taxes even as total revenue was
declining:*!

® Despite the severe impact of the
housing crisis in California, property
tax collections in San Diego remained
strong during the first few years of the
study period. As other sources declined,
pushing total city revenue from its
peak in 2007 to a low point in 2010,
these collections continued to grow
by $41 million—easing the burden
of shrinking sales taxes and other
nontax income.

® In Boston, which has neither an income
nor a sales tax and is highly dependent
on a limited number of revenue streams,
property tax collections increased
$102 million between 2009 and 2011,
as a result of a rate increase.”” By 2011,
the tax represented nearly $6 out of every
$10 going into city coffers. Although these
gains were substantial, they could not
offset cuts in aid from other governments
and could not save the city from a general
downward trend to the revenue low
point in 2011.% Nevertheless, Boston’s
recession would have been deeper if not
for increased property tax receipts.

But, because of the lag between when
property values declined and when some
cities assessed those properties, many cities
began to feel the effects of the housing crisis
from lower property tax revenue in 2010
and 2011. Even when annual assessments
were performed, there was often an

18- to 24-month gap in when properties
were assessed and when taxes on that
assessment were collected. In the district,
property tax revenue in 2011 was based

on 2009 assessed market values. Similarly,
Miami’s property tax rates were based on
assessments conducted 15 months earlier,
and so the city did not begin to see the
effects of the depressed housing market until
2010 and 2011.

By the final two years of the study period,
most of the 30 cities were experiencing
declines in property taxes. (See Figure 6.)
Twelve—Cleveland, Las Vegas, Los Angeles,
Miami, Orlando, Riverside, Sacramento,
San Antonio, San Diego, Seattle, Tampa,
and the district—had decreases both years.
Finally, in every city except four—Baltimore,
Cleveland, Detroit, and Portland—taxable
assessed values declined in 2011 from the
year before, which added to the downward
pressure on this key revenue source.*
These trends indicate that, for many of
these large cities, the impact of the housing
crisis on local revenue could have just been
starting, several years after the worst of the
nationwide collapse.

WWW.PEWSTATES.ORG



HOW CITIES WEATHERED REVENUE SHORTFALLS

|
FIGURE 6

Property Tax Collections Generally Did Not Begin to
Decline Until Well After the Great Recession
Property tax year-over-year percent change by city, 2008-2011

9 Cities with Losses

4%
8 Cities with Losses

: \
0%

With Losses

-2%

18 Cities with Losses
ﬁ

-4%
2008 2009

© 2013 The Pew Charitable Trusts

2010 2011

Reserves were used to
compensate for shortfalls

Revenue declines across the 30 cities forced
hard choices for policymakers. Many
programs for which cities are responsible
represent basic elements of everyday life—
public safety, trash collection, and street
cleaning. Cuts to these services are felt
immediately and can be disruptive, even
harmful, to a city’s long-term prospects,
including its ability to attract and retain
residents and businesses. To forestall or
soften cuts in operational spending, every
city with access to financial reserves—

29 of the 30 studied—tapped those funds
during the study period—often before
implementing spending cuts.

Cities with reserve funds could lessen the
impact of or stave off cuts and fill budget
gaps.” Using reserves to address shortfalls
can help avoid service reductions, but

it is also a short-term solution that can
compromise a city’s long-term fiscal health:

= Sacramento tapped reserves consistently
during and after the Great Recession,
reducing fund balances from 31 percent of
general revenue in 2007 to just 6 percent
in 2011.2° Although the city used its
financial cushion to help close substantial
shortfalls, it is now not as able to deal
with future fiscal challenges.

WWW.PEWSTATES.ORG

16



HOW CITIES WEATHERED REVENUE SHORTFALLS

® Chicago expended its reserves before
2007, and had very little financial cushion
leading into the Great Recession. As the
economic downturn hit, the city was
forced to seek additional revenue from
asset leases.

Denver drew down $60 million in
reserves in response to steep revenue
declines in 2009. As fiscal troubles wore
on, however, reserves could not fill the
gap, and the city implemented spending
cuts and a hiring freeze to help close the
shortfall.*’

Average reserve levels across the 30 cities
declined from 18 percent of general fund
revenue in 2007 to 14 percent in 2011.
Budget pressures continued in 2011, and all
cities faced the tough choice of setting aside
money to prepare for the next downturn or
using those dollars to address immediate
spending pressures.

Cities cut spending, but
preserved some core services

Squeezed revenue drove tough choices,
and using reserve funds was not enough to
close persistent budget gaps. Sacramento
not only closed pools and community
centers but also made cuts and layoffs to
public safety, resulting in the elimination
of the vice, narcotics, financial crimes, and
undercover gang squads in 2011.%® Police
officers no longer responded to burglaries,
misdemeanors, or minor traffic accidents
as result of the reductions.

Regardless of the services for which each city
is responsible, all 30 struggled to maintain
the most essential ones during and after

the downturn, and nearly all cut spending
to deal with revenue shortfalls between
2007 and 2011.% Most of these cuts came
after the Great Recession; 24 cities reduced
operational spending between 2010 and
2011. Cuts came late for a range of reasons,
including delayed revenue declines and
tapping of reserves. As of 2011, in nearly
half the cities examined, spending was
below prerecession levels.

Most cities initially attempted to preserve
public safety—for which all 30 are
responsible and which both residents and
government typically see as vital— by first
cutting other budget areas and reducing
municipal workforces. Between 2007

and 2009, more cities cut spending on
housing and economic development, parks,
recreation, and cultural facilities or public
works and transportation than on public
safety. (See Figure 7.) As revenue shortfalls
persisted and reserves became depleted,
cities turned to public safety, which
represents the largest share of spending in
nearly every city budget. By 2011, two-
thirds of the cities were reducing public
safety spending in real dollar terms.

In Dallas, for instance, revenue began to
falter in 2009 and hit bottom in 2010.
Heading into the downturn, the city made
cuts to public works and transportation,
with a $16 million, or 9 percent, reduction
between 2008 and 2009. The city followed
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|
FIGURE 7

Public Safety Was Typically the Last Budget Area
to Face Significant Cuts
Year-over-year spending cuts: count of cities by category

Public 2008

Safety 2009

2010

2011

Social 2008
Services/ 2009
2011

Housing/Econ 2008

Development 2009

2010
2011

Public Works/ 2008
Transportation 2009
2010
2011

Parks/Rec. 2008
and Culture 2009
2010
2011

General 2008
Government 2009
2010

2011

5 10 15 20 25

Count of Cities

Note: Only 20 of the 30 cities had spending classified as social and health services. They were: Baltimore, Boston, Chicago,
Cincinnati, Cleveland, Dallas, Denver, Detroit, Houston, Kansas City, Las Vegas, Minneapolis, New York, Philadelphia, Phoenix,
San Antonio, San Francisco, Seattle, St. Louis, and Washington. All cities except Chicago had spending classified as housing
and economic development.

These counts reflect the number of cities cutting spending in real, inflation-adjusted dollars.
© 2013 The Pew Charitable Trusts
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this with cuts to parks, recreation, and
cultural facilities, first by $2 million in
2009, and then a notable $18 million—
14 percent—in 2010. Although other
spending areas were also cut, public
safety, which dominates the city’s budget,
continued to grow from 2008 through
2010. In 2011, despite an infusion of
intergovernmental aid and growth in
own-source revenue, Dallas reduced total
operating spending by 6 percent—achieved
in large part by a $31 million cut to public
safety spending.

Because of the recession, state and local
governments across the United States
reduced staff. All 30 cities cut their
workforce, collectively eliminating nearly
40,000 positions between 2008 and 2011.%

= Las Vegas shed more than 600 positions,
270 of them through layoffs and the rest
through attrition and a hiring freeze.’!

® Phoenix cut over 2,500 jobs, leaving the
city with its smallest per-capita workforce
in 40 years.”

= Chicago cut the number of full-time
equivalent positions in its budget by
8 percent.”’

Reduced municipal payrolls translate

to savings, but they also mean fewer
workers to pave city streets, collect trash,
police communities, and serve other vital
functions. San Francisco reduced total
operating spending by $15 million
between 2009 and 2011, largely by

cutting $38 million from social service and
health activities, including a reduction of
327 full-time community health employees
and 150 human welfare and neighborhood
development employees.** Also, aid
payments and assistance for human
welfare and neighborhood development
were reduced.”

Reducing the local workforce also
means fewer public-sector jobs in the
area’s economy:. If the gap is not made
up through private-sector growth, these
cuts could contribute to stubbornly high
unemployment rates and lost revenue
from income tax.*
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presents challenges

Even as the national economy recovers,
substantial challenges remain for cities.
Fiscal austerity at all levels of government
will likely continue to affect municipal
budgets. Although state revenue was
rebounding by 2010, ongoing fiscal
constraints suggest further contractions in
federal and state aid to the nation cities.
Federal spending limits currently pose
the most direct threat as states and city
governments work to absorb the cuts.””

Further, in 2012 the national real estate
collapse continued to reverberate as
aggregate property tax revenue for all local
governments in the country declined.
Recent census data show small increases
in total property taxes collected by all
local governments in the first quarter of
2013, but these receipts, a foundation of
municipal finance, will likely continue to
be a concern.’®

Beyond the current shaky revenue picture,
some cities’ long-term obligations threaten
their near- and long-term finances;

the annual cost of retirement benefits
continues to rise, particularly in cities with
severely underfunded pension and retiree
health care obligations. As of fiscal 2010,
the last fiscal year for which complete

data are available, the 30 cities together
faced more than $225 billion in unpaid
commitments—$121 billion for pensions
and $104 billion for retiree health care
and other nonpension benefits. However,
the size of the pensions funding gap varies
considerably among cities. Among the
cities in our study, only Washington had
enough set aside to fully pay for its long-
term promises, with a funding level of

111 percent.” Other cities, such as San
Antonio, San Francisco, and Tampa, were
close to fully funded, but half the cities
ranged from 39 to 79 percent funded as of
2010. Not surprisingly, 25 of the 30 cities
experienced a decline in funding levels
between 2007 and 2010. For retiree health
care and other benefits, half of the cities
had not set any money aside to cover these
liabilities as of 2010.
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Further, in 2010, nearly half of the cities
examined were not paying their full,
recommended annual contributions to
the funds meant to pay for these benefits,
adding to the unpaid bill and putting off
costs for future taxpayers to deal with.
Deferring these obligations also means
that future dollars available for the
day-to-day operating functions and
services on which citizens rely will be
squeezed, as cities are forced to make up
the difference for pensions and other
post-retirement benefits.

The decline in reserves is also an issue.
Although many cities had shored up

their reserves by 2011, 18 of the 30 cities
had slimmer reserve funds than in 2007,
before the recession. These cities will face
difficult choices between allocating dollars
to immediate demands for services or
rebuilding cushions to guard against future
financial challenges.

Managing long-term obligations and
setting aside money for a rainy day are
critical components of cities’ fiscal health,
but they are only two factors. Each city
will face other challenges in the near and
long terms, and much will depend on
revenue performance driven by economic
activity, demand for services, and future
investment decisions. (See Pew’ city
profiles at pewstates.org/City-Fiscal-
Profiles for analysis on individual cities.)
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Conclusion

Thirty of America’ large cities faced
persistent fiscal challenges from 2007 to
2011 and employed a variety of strategies
to address them. These local governments
raised taxes, drew down reserves, and
ultimately cut spending when other
measures were not enough. These steps,
although needed to maintain financial
stability, have long-term implications,
such as reducing essential services,
depleting rainy-day funds, and potentially
diminishing cities’ marketability to
business and other investment, to name
just a few. That more than two-thirds of

these cities hit their revenue lows in
2010 or 2011 after the recession’s end
suggests that their fiscal challenges could
continue in the years to come. Many will
continue to deal with the aftermath of the
nation’s recent housing woes and a slow
economic recovery. In addition, cuts in
federal and state aid and greater demand
for services portend a challenging road
ahead for America’s cities.

WWW.PEWSTATES.ORG

22



Appendix: Methodology

The primary data sources for this

report are city Comprehensive Annual
Financial Reports, or CAFRs, for fiscal
2007 through 2011. Pew researchers
collected data from the statement of
revenues and expenditures and the
statistical section of each citys CAFR for
every year in the study period. Although
each city is unique, Pew organized revenue
and expenditure line items into major
groupings that are comparable across
cities. To control for the effects of inflation,
researchers adjusted dollar values reported
in the CAFRs using the U.S. Bureau of
Economic Analysis’ National Income

and Product Account estimates (a gross
domestic product deflator).

Pew researchers then identified a “peak”
and “trough” revenue year for each city.
Peak years could occur at any point in

the study period, while trough years

were defined as the lowest revenue point
between 2008 and 2011; this time frame
specifically targets revenue declines caused
by the Great Recession. Next, Pew grouped
cities based on 2011 revenue performance
relative to each city’s prior peak to identify
those experiencing a rebound—exceeding
their previous revenue high points—

and those still struggling to return to
predownturn levels. Cities whose revenue
remained below peak were further
grouped based on whether revenue was
still declining as of 2011 or was on an
uptick somewhere between the city’s
previous low and high points.

For each city, Pew examined the primary
drivers of revenue loss between peak and
trough years, calculated the total revenue
decline, and analyzed the share of that
total loss represented by each individual
revenue source. Similarly, for rebounding
cities, Pew identified the revenue streams
that were most responsible for financial
gains between a city’s trough year and
the end of the study period. This strategy
allowed researchers to assess trends
across cities in the types of losses that
drove revenue declines and the gains that
spurred rebounds.

A more detailed discussion of the
methodology is available at
pewstates.org/City-Fiscal-Methodology.
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Endnotes

1 Pew’s adjustments facilitate comparisons across the
30 cities and over time, but it is important to note that
each has a unique structure and oversees and operates
different government functions. In addition, some local
governments face greater constraints from county and
state authorities in setting tax rates and raising new
revenue; while others enjoy more autonomy. Cities’
also differ in the range of services they provide. For
example, four of the cities studied directly control

and finance a school system, and others have different
roles when it comes to building and maintaining

infrastructure.

2 Pew calculations from the U.S. Conference of
Mayors and the Council on Metro Economies

and the New American City, U.S. Metro Economies
Outlook: Gross Metropolitan Product, and Critical Role of
Transportation Infrastructure, (2012), http://usmayors.
org/metroeconomies/0712/FullReport.pdf.

U.S. Department of Commerce, Bureau of Economic
Analysis, National Income and Product Accounts—Gross
Domestic Product, First Quarter 2013 (Third Estimate),
(June 26, 2013), http://www.bea.gov/newsreleases/
national/gdp/2013/pdf/gdplql3_3rd.pdf.

3 Pew calculations from data in the U.S. Census
Bureau’s American Community Survey, 2011, http://

WWW.CENSUS.gov/acs/Www.

4 Although some cities raised taxes, others have limited
options for bolstering falling revenue. Legislative and
constitutional limits, imposed at both state and local
levels, can dictate which taxes can be levied, the extent
to which municipalities can raise rates, or the amount
that can be collected through a tax.

5 State revenue reached its lowest point at the end

of 2009, according to Pew’s analysis. Notably, in
Houston, 2011 revenue was slightly higher than in
2008. The city was on an upward trajectory, however,
from 2007 to 2009. For purposes of this analysis, Pew
researchers classified the 2011 low point as the city’s
“trough” year; discussion of the city’s peak-to-trough
decline refers to the change from 2009 to 2011.

6 Complete Comprehensive Annual Financial Report
(CAFR) data for the 30 cities studied in this report
was available only through fiscal 2011 at the time the
analysis was conducted.

7 Another seven cities—Cleveland, Detroit, Kansas
City, Las Vegas, Riverside, San Diego, and Seattle—
experienced a small uptick but were still close to their
low points in 2011.

8 These 16 cities are: Boston, Cleveland, Detroit,
Houston, Kansas City, Las Vegas, Los Angeles, Miami,
Minneapolis, Orlando, Phoenix, Riverside, Sacramento,
San Diego, Seattle, and Tampa.

9 During the study period, The American Recovery
and Reinvestment Act—also known as the stimulus—
provided historic aid to state and local governments.
Based on the cities’ own financial reports, it is

difficult to isolate how the amount and timing of
stimulus funds provided directly to local governments
influenced revenue performance as compared with aid
from states.

10 In Dallas and San Antonio, the category of “other,
nontax revenue” represents a substantial share of total
city revenue, although in most cities these streams are
relatively small shares.
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city is one of four examined that operates and funds
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Year Ended June 30, 2012, (2012.), p.68.
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and industrial levies increased from $16.63 per

$1,000 of property value in 2009 to $19.15 in 2011.
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$12.79, and commercial, industrial, and personal
property tax rates increased 14 percent, from $27.11 to
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24 Data for taxable assessed property values come from
the 29 city CAFRs, but Chicago’s 2011 CAFR does

not include the data for the most recent year. Its 2011
figure instead came directly from the City of Chicago.
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