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The deep and extended economic recession beginning in 2008 has been a very difficult event for state and local governments.  State governments have been especially hard hit as the recession pounded their major sources of revenues.  In contrast, local government’s tax revenues have held up fairly well because of their reliance on property tax revenues.   Some of the fiscal pressures of state and local governments have been temporarily relieved by federal stimulus fund aid to assist with Medicaid and education funding.  Despite Federal stimulus assistance, local governments have been making dramatic spending cuts in the aftermath of the 2008 recession (Fisher 2010).   In addition, state and local governments are cutting capital expenditures in an effort to control costs.  If general operation funds become scarcer, additional needed infrastructure projects may become more difficult to implement. Downgrading the federal government’s credit rating could also raise local governments borrowing costs.

In addition to affecting revenue for current year operations, the recession and fiscal stress is threatening the capacity for state and local government to issue debt to finance capital improvements and necessary infrastructure investments.  Declines in property values in severely affected regions could affect tax capacity for servicing debt or compete with using property tax revenues for covering operating expenses.  Cities have faced these fiscal crises in prior recessions as well.  Other cities in rural agricultural regions have faced longer term continuous decline and fiscal stress as they depopulate.  How have these cities responded to fiscal pressures? Have they continued to invest in capital improvement projects, and are there lessons for urban centers in their experiences?  This paper summarizes a report analyzing how Iowa communities have responded to the threat of increased fiscal stress on their ability to use property-tax backed debt obligations at this stage of 2008 economic recession and recovery using data from the 2007 to 2010 Annual Financial Reports (Otto and Hudak, 2011).

The level and recent trends of property tax-backed debt held by local governments in Iowa are presented in Figure 1.  Among units of local government, cities are by far the largest holder of general obligation debt followed by school districts and special districts.  The annual rate of increase in GO debt by cities is about 11.7% between 2007 and 2010, slightly less than the 15.7% growth in property valuation in Iowa cities.

Using data collected from Annual Financial Reports filed by Iowa cities, the financial and debt information indicates a distinctive relationship to city size.  Even after adjusting to a per capita basis, the level of general obligation and TIF debt increases as the size of city increases (Figure 2).  Smaller cities in Iowa tend to have no commercial or industrial sectors and rely only on residential property tax base.   Many of 392 Iowa cities under 500 population have limited city functions and do not incur GO debt resulting in a small average per capita debt level in this category.  The average per capita GO plus TIF debt levels range from about $600 for cities in the 500 to 2500 population range to roughly $1200 for cities in the 30,000 to 100,000 population range.  
Other fiscal indicators also follow a pattern of increasing with city size. Per capita spending on governmental operations (Figure 3) increases from $600 for cities smaller than 500 to $1600 per capita for cities in the 10,000 to 30,000 population range.   The fiscal capacity of cities as measured by tax base also increases by about 4 percent annually during this time period (Figure 4).  
This profile of debt levels by Iowa cities during this recessionary period indicates that while debt obligations have increased, the bonding capacity which is limited to 5% of taxable values, is still growing during this time frame.  Iowa cities still have unused debt capacity as indicated by the difference between bonding capacity and GO and TIF debt (Figure 5). On average, cities in each size category have actually increased the amount of bonding capacity available to them by the end of the period.  On average for all sizes of cities, growth in tax base has kept pace with increases in debt obligations.  A plot of per capita debt obligations against taxable values within cities (Figure 6) indicates a pattern of cities with larger tax bases having higher per capita debt levels with the highest values occurring in the high end of the range.
A multivariate regression analysis was also used to assess the effect of demographic and spatial characteristics on levels of percapita GO and TIF debt taken on by Iowa cities with population greater than 500.  This analysis suggests that larger cities with higher percentage of population over age 65 and higher rates of homeownership and higher home values tend to have higher levels of percapita debt. Also, cities that grew faster during the 2000-2010 period and were located closer to employment centers (as measured by mean commuting time by residents) incurred higher levels of GO and TIF debt.
Conclusions and Implications
Our analysis suggests that in aggregate, non-metropolitan cities in Iowa during 2010 have been using GO and TIF debt obligations to finance capital improvements at an accelerated rate during this stage of the economic recession. Growing cities within closer commuting distance of employment centers and with higher home values and tax bases are more likely to be adding debt.  Per capita debt levels ranged from about $140 for cities with population under 500 to about $1480 for cities over 30,000. On average, property values for rural Iowa cities have actually risen during this period so that the debt capacity of these cities has also increased at a higher rate than new debt obligations.  As a result, on average Iowa cities are staying within the GO debt limits mandated by the state and do not appear to be adding to fiscal stress.  
Because federal stimulus dollars infused additional resources into state and local governments in 2009 and 2010, our results may be preliminary to additional budget cuts and fiscal stress that will be working through the system.  Future research is needed to monitor the situation.  In addition, the spatial aspects of local government stress where needs to be explored further.  More remote and sparsely populated regions may be experiencing more severe economic and fiscal stress than implied by state averages.
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Fig. 6 Debt/Pop. vs. Taxable Values, 2010 
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2007	less than 500	500-2500	2500-10000	10000-30000	30000+	111.40397323154312	525.05905032463056	962.92010778344275	1198.7339461541656	1395.7431566445237	2008	less than 500	500-2500	2500-10000	10000-30000	30000+	121.51693012097324	547.56158210736044	1109.2267041462853	1505.6201400580699	1479.0008401855162	2009	less than 500	500-2500	2500-10000	10000-30000	30000+	106.27825439676387	599.25960986077837	1137.072081689281	1303.8921387672608	1465.3380608959699	2010	less than 500	500-2500	2500-10000	10000-30000	30000+	146.47623471097521	595.8286663776363	1105.2971445230382	1335.4145068069954	1472.6626744597477	Fig. 3 Total Government Expenditure 
2007	less than 500	500-2500	2500-10000	10000-30000	30000+	510.92720398195456	878.90920024548484	1111.6416185372275	1667.7244699160049	1238.5955359045058	2008	less than 500	500-2500	2500-10000	10000-30000	30000+	523.28835495106171	883.67868529704322	1293.5116474560216	1398.9819910964472	1351.9396642006552	2009	less than 500	500-2500	2500-10000	10000-30000	30000+	579.24137075347778	917.13918052301131	1269.3132626316774	1686.6453379155853	1579.3794115370047	2010	less than 500	500-2500	2500-10000	10000-30000	30000+	603.9439428843333	902.24736638788306	1313.2300478497455	1500.0238611456803	1671.6064488539046	Fig. 4 General Obligation Debt Limit
2007	less than 500	500-2500	2500-10000	10000-30000	30000+	1630.9684272588102	1913.3319395624781	2176.3803721527865	2561.8966446997101	2829.6183773868297	2008	less than 500	500-2500	2500-10000	10000-30000	30000+	1471.3418320386238	1965.5146547885347	2268.4769761972202	2593.9628733590694	2910.3466433687477	2009	less than 500	500-2500	2500-10000	10000-30000	30000+	1657.088195031984	2188.4947969968598	2479.0726109146972	2853.5564864065946	3179.8050895270649	2010	less than 500	500-2500	2500-10000	10000-30000	30000+	1957.3008177979523	2222.0261871210446	2455.5440382153643	2822.0687375433176	3218.1810592238357	Fig. 5 Remaining Debt
2007	less than 500	500-2500	2500-10000	10000-30000	30000+	1519.5644540272672	1388.2728892378475	1213.4602643693438	1363.1626985455448	1433.8752207423056	2008	less than 500	500-2500	2500-10000	10000-30000	30000+	1349.8249019176508	1417.9530726811743	1159.2502720509347	1088.342733300999	1431.3458031832324	2009	less than 500	500-2500	2500-10000	10000-30000	30000+	1550.8099406352198	1589.2351871360811	1342.0005292254168	1549.6643476393328	1714.467028631095	2010	less than 500	500-2500	2500-10000	10000-30000	30000+	1810.8245830869771	1626.1975207434089	1350.2468936923253	1486.6542307363218	1745.5183847640885	image1.png
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