Fiscal Health of Municipalities in the Pittsburgh Region(2002-2006)
The fiscal health of communities in the Pittsburgh region continues to be a concern. The following is the second installment in a series to develop a more informed discussion of local government financial health. This discussion requires a thorough analysis of the available data to identify the scope of the problem. The Pittsburgh Regional indicator project, located at the University Center for Social and Urban Research (See PEQ, December 2007), and the University of Pittsburgh Graduate School of Public and International Affairs have teamed up to provide the updated annual data necessary to improve public dialogue about the critical topic.

This analysis examines the fiscal solvency of municipalities in a 10-county Southwestern Pennsylvania region (Allegheny, Armstrong, Beaver, Butler, Fayette, Greene, Indiana, Lawrence, Washington, and Westmoreland counties) using data from the Pennsylvania Department of Community and Economic Development surveys of municipal governments (cities, townships, and boroughs) over a five-year period from 2002 to 2006. 

Annual Deficits

The most basic measure of municipal fiscal health concerns the annual results of municipal revenue collections and expenditure. Healthy communities run a small annual surplus that allows them to build a rainy day fund and budget for long-term capital and infrastructure needs. A small surplus is important as even healthy municipalities face the occasional shortfall due to unexpected events.

Governments that run regular deficits, commonly defined as two or more annual deficits in a five-year period, are at risk of showing significant signs of fiscal distress as they may quickly deplete surpluses or move to cut services. In the 10-county Southwestern Pennsylvania region, 50.6 percent of municipalities showed this sign of fiscal distress, experiencing two or more annual deficits between 2002 and 2006 (See Table 1). Fully 73.6 percent of our local governments experienced at least one deficit during the period, leaving about 137 of 521 municipalities, or 26.3 percent of the region’s cities, townships, and boroughs that avoided deficits during the period. Compared with the data from 2001 to 2005, which showed that 53.2 percent of municipalities ran two deficits and 76.3 percent experienced at least one deficit. Judging from the comparison, it’s easy to find out that municipalities faced slight better fiscal conditions during the year period 2002 to 2006.

Table 1. Number of Annual Deficits (2002-2006)

	Total deficits
	Number of municipalities
	Percent
	Cumulative Percent

	5
	26
	5.0
	5.0

	4
	56
	10.7
	15.7

	3
	73
	14.0
	29.7

	2
	109
	20.9
	50.6

	1
	120
	23.0
	73.6

	0
	137
	26.4
	100.0

	Total
	521
	100.0
	


Structural Deficits

Annual surpluses and deficits give us multiple one-year snapshots of government finances but do not tell the story of cumulative red ink. A better measure of fiscal health compares the growth in revenue to expenditures over a period of time. Structural deficits occur when municipal expenditures grow faster than revenues over five or more years.

By this measure we find that a little bit more than half of municipalities in the 10-county Southwestern Pennsylvania region face fiscal distress. 53 percent of municipalities in the region experienced a structural deficit from 2002 to 2006 where expenditure grew at a faster pace than revenues (See Table 2). By contrast, the data from 2001 to 2005, showed that only 40.4 percent of municipalities suffered from structural deficits during that period. This suggests that from 2002 to 2006, expenditures grew fater than revenues in many more municipalities and the fiscal situations in a large number of municipalities sustainably worsened.    

A set of Southwestern Pennsylvania municipalities have even more problems with structural deficits. A closer look at the data shows that 176 municipalities, or 34.6 percent, faced severe structural deficits where expenditure growth was more than 3 percent larger than revenue growth. In the data set of 2001 to 2005, the number of severe structural deficit municipalities was 160, or 31.4 percent. It increased about by 3 percent during that period. Under these conditions, municipalities will quickly run out of rainy day funds and face increasing annual deficits.

Table 2. Municipalities Experiencing Structural Deficits
 (Revenue growth less than expenditure growth, 2002-2006)

	Structural deficit
	Number of municipalities
	Percent

	None
	239
	47.0

	Structural deficit
	269
	53.0

	Total
	508
	100.0


Factor In Inflation

One other factor that affects municipal finances is inflation. Inflation has the effect of reducing the value of money raised as revenues and decreasing the level of service for a given level of expenditures.

It may be the case that even those municipalities that have not experienced annual or structural deficits are providing lower levels of service due solely to the corrosive effects of inflation. While 89.6 percent of municipalities experienced revenue growth from 2002 to 2006, slightly fewer of them, or75.4 percent, were able to increase revenues at or above the inflation rate, which is about 3.12 percent (See Table 3A). From 2001 to 2005, 66.3 percent of governments were able to increase revenues at or above the inflation rate. It suggests a substantial increasing number of governments caught up with the inflation rate from 2002 to 2006, which naturally improve governments’ fiscal performance. One reason attributed to the imporvent is the raise of Local Service Tax. However, after precise calculating, we find that Local Service Tax did not make a difference.
On the expenditure side, 79.9 percent of local governments saw expenditure growth in real dollar. And, again, 66.5 percent of municipalities in the 10-county region experienced expenditure growth at or above the inflation rate, 3.12 percent (See Table 4). From 2001 to 2005, only about 52.1 percent of municipalities experienced expenditure growth at or above the inflation rate. Obviously, about 14.4 (66.5-52.1=14.4)percent of more governments largely increased their expenditure, and kept up with the inflation during the period 2002 to 2006. While, from the revenue side, Only about 9.1 (75.4-66.3=9.1) percent of more governments successfully beated up the inflation. It also can explain the mechanism behind the previous analysis about the increase number of structural deficit governments: both revenue and expenditure grew simultaneously, but expenditure grew at a faster speed during the period 2002 to 2006.

Table 3. Revenue Growth Relative to Inflation
 (3.12 percent inflation estimate)

	Revenue growth relative to inflation
	Number of municipalities
	Percent

	Less than inflation
	125
	24.6

	Equal to or More than inflation
	383
	75.4

	Total
	508
	100.0


Table 4. Expenditure Growth Relative to Inflation 
(3.12 percent inflation estimate)

	Expenditure growth relative to inflation
	Number of municipalities
	Percent

	Less than inflation
	170
	33.5

	Equal to or More than inflation
	338
	66.5

	Total
	508
	100.0


Measuring Deficits (Again)
The data here do not include “other financing sources” and “other expenditure” to calculate surpluses and deficits. Governments often find onetime revenues for their budgets. By taking out nonrecurring income and expenditure, the core fiscal health of each community can be determined, although government that are good at finding onetime revenues are penalized in these measures.
These are legitimate concerns, so an additional tabulation was conducted with municipalities’ “other financing sources” and “other expenditures” included over the five-year period. Including other sources of revenues and expenditures, the new analysis shows 71 percent of municipalities experienced two or more annual deficits from 2002 to 2006 (See Table5). Furthermore, 92.9 percent of our cities, townships, and boroughs experienced at least one deficit during the period, with only 7.9 percent experiencing no deficits. Compared with the data from 2001 to 2005, the 2002 to 2006 data showed no substantial difference. However, when compared with the previous analysis about the core revenues and expenditures, this new measure showed that in a larger picture, the municipalities fared worse. In the previous analysis, the number of municipalities experienced two or more annual deficits was only about 50.6 percent of total municipalities, and also, about 26.4 percent of municipalities avoided the annual deficit during 2002 to 2006. 

We also decided to look at structural deficits including the other revenue and expenditure categories. By this new measure, the municipalities fared slightly better, with 44.3 percent experiencing structural deficits (See Table 6), compared with 53 percent in the first analysis. Likewise, 20.9 percent of cities, townships, and boroughs experienced severe structural deficits (more than 3 percent greater growth in expenditures over revenues), compared with 34.6 in the first analysis. While slightly better, the more inclusive findings still indicate widespread fiscal distress among local governments in the 10-county area, with one fifth of municipalities experiencing sever structural deficits. Furthermore, compared with the data from 2001 to 2005, it remained almost constantly in this measure, with 40.8 percent experiencing structural deficits from 2001 to 2005.

Table 5. Number of Annual Deficits, Including Revenues and Expenditures from All Sources (2002-2006)
	Total deficits
	Number of municipalities
	Percent
	Cumulative Percent

	5
	10
	1.9
	1.9

	4
	54
	10.4
	12.3

	3
	138
	26.6
	38.9

	2
	166
	32.0
	70.9

	1
	114
	22.0
	92.9

	0
	36
	7.1
	100.0

	Total
	518
	100.0
	


Table 6. Municipalities Experiencing Structural Deficits from All Sources (2002-2006)
	Structural deficit
	Frequency
	Valid Percent

	None
	283
	55.7

	Structural deficit
	225
	44.3

	Total
	508
	100.0


Summary
     The purpose of presenting this updated information is to improve the quality of dialogue on an important topic. The findings presented here do not constitute a thorough review of municipal fiscal health in the region, but they review a handful of the most important measures analysts should use. The findings obtained from the general fiscal health data from 2002 to 2006 are quite consisted with their counterpart of 2001 to 2005 data. However, from 2002 to 2006, municipalities in this region tended to have more structural deficits, primarily due to the enlargement of the expenditures at a faster speed than revenues. Consequently, more local governments are facing fiscal crises.

       These results lead to a number of important questions that state and local officials must answer. What tools can elected officials and managers use to stem the tide of red ink? How can currently healthy local governments avoid financial distress and maintain their competitiveness within the region and nationally? What actions should both state and local officials take to respond to the tendency of increasing expenditure? The direction municipalities take regarding their fiscal health has important consequences for the region in the coming year.
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