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Abstract: This study examines officials reactions to the fiscal constraints facing
Wisconsin municipalities in 2004. Using survey response data coupled secondary
demographic and financial data, our findings reflect a substantial amount of continuity
when compared to earlier published works. Wisconsin municipa officials support a
series of revenue and expenditure strategies depending on the level of stress facing the
community. Surprisingly, we find no statistical relationship between officials' percep-
tions of fiscal stress and empirical measures of fiscal stress. Our study also demon-
strates that the existence of professional administration influences the types of
response strategies pursued by municipalities.
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The amount of research on the fiscal health of governments that has been gen-
erated over the past couple of decades is truly impressive! Most of this
research, however, has focused on the development and justification of vari-
ous measures of fiscal health.J What we know much less about is how gov-
ernments respond to fiscal stress. During the late 19705/early 1980s when
local governments were experiencing severe fiscal constraints several studies
surfaced which sought to understand not only the amount and types of fiscal
stress facing communities, but response strategies.!®! Today, municipalities
are once again facing significant levels of fiscal stress,“ yet we know very lit-
tle about the factors that influence government responses to such conditions.
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This exploratory study builds on these earlier works, in particular
Pammer,'® Leving® and Schick,!”! and attempts to model levels of support by
local officialsin Wisconsin for 20 retrenchment strategies. This study contrib-
utes to the field by:

1. providing a cross-sectional analysis, where much of the earlier work relied
on case studies;

2. focusing on small-mid sized communities which reveal findings different
from metropolitan cities and;

3. incorporates aricher body of literature that didn’t yet exist in the 1980s.

The environment in which local governments operate has undergone sig-
nificant changes during the past thirty years. First, services expected from
local governments have grown at arapid rate. Citizens expect not only higher
quality education, but also police and fire protection, transportation services,
health care services, parks and recreational services and protection of the envi-
ronment to name a few. While many of these new expectations are from local
citizens, several services are now provided in response to mandates imposed
from federal and state governments.

Second, the structure of the economic base upon which local govern-
ments depends for revenues have undergone basic change. In rural Wisconsin,
for example, agriculture is playing a significantly smaller role, while many
forms of tourism and other non-extractive economic activities are assuming a
dominant role. The ability of local governmentsto develop sufficient revenues
to continue to support traditional services and establish new programs has
been altered. The limited ability to raise sufficient revenues to maintain an
aging physical infrastructure while providing new servicesis but one example
of the complications facing local officias.

Third, stresses caused by national and regional economic downturns, a
steady decline in state and federa support, and antipathy toward the expan-
sion of traditional revenue sources like the local property tax have all nega-
tively affected local cash flows!'®! Finally, the changing relationship between
federal, state and local governments has created significant uncertainty at the
local level.!¥ The current era of devolution has seen a transfer of responsibil-
ity for key programs passed from the federal to state and local levels. At a
time when local governments are being asked to do more, the resources from
higher levels of government are dwindling.

These fundamental changes, coupled with ahost of others, have created a
difficult situation for many local governments. Both rural and urban govern-
ment officials, faced with increased local resistance to higher taxes, increasing
expenditure needs, weakening financial support from higher levels of govern-
ment, and the growing pressure to “do more with less,” have expressed con-
cern over the long-term sustainability of their fiscal health. The fiscal health
and well-being of local governments is important. Above dl, it is an indication
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of the ability of local governments to provide adequate and uninterrupted ser-
vicesto local residents and businesses. While fiscal health may not be the ulti-
mate measure of success for local governments, a fiscally unhealthy local
government will not be able to provide the level and quality of public services
that are required for a high quality of life and an effectively functioning
government.

Unfortunately, we do not fully understand how local officials respond to
periods of fiscal stress. While anecdotal stories abound there have been few
systematic studies aimed at documenting the preferences of local officials for
specific strategies. Using data from a web-administered survey conducted in
the spring of 2004, coupled with 2000 Census data and detailed audited
annual municipal finance data, we outline levels of fiscal stresswith a detailed
accounting of response strategies. We also offer a simple statistical model in
which we explore patterns in response strategies.

Beyond these short introductory comments, the study is composed of
five parts. We begin by reviewing the surprisingly limited literature docu-
menting strategy responses to stress. Next we provide a short overview of
Wisconsin municipalitiesin order to set the stage for the survey and subse-
guent analysis. We then outline the survey design and process. The fourth
step is descriptions of current levels of fiscal stress and how those levels
have changed over time along with a review of the results of the survey on
strategic preferences of local officials to stress. A simple model designed
to examine patterns in strategy support is then reported. The study closes
with a summary of our major findings and outlines a potential research
agenda.

LITERATURE REVIEW: RESPONDING TO FISCAL STRESS

The literature describing government responses to fiscal stress, or retrench-
ment has essentially fallen into three camps. One approach follows
Wildavsky™@ and Lindblom's™ “muddiing through” or incrementalism
approach meaning that given the various actors involved in the policy-making
process, decisions will be made on an incremental basis. Critics contend that
such an approach may be useful in times of growth or even modest decline, but
that when public financial pictures reach crisis mode, such an explanation of
response is inadequate.[*?) An alternative approach described in the fiscal stress
literature is that of alogical, or rationa progression of steps prescribed for com-
munities based on the severity of its fiscal crisis!*¥ Alternatively, Downs and
Rocke,[* describe retrenchment strategiesin Pittsburg and San Diego that most
closely resemble arandom-effects, or garbage-can approach to fiscal stress.[*®)
Of the three approaches to decision-making during times of fiscal
stress, the rational approach is the most frequently referenced. According
to Schick, responses to fiscal stress can be described in the context of four
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types, or stages, of scarcity; relaxed, chronic, acute and total. A community
facing relaxed scarcity isin the enviable position of having “. . . sufficient
resources to continue existing programs and to undertake substantial new
budget commitments”.[*¥l Under circumstances of chronic scarcity, gov-
ernments have sufficient revenues to cover the costs of existing programs,
but not additional programs or services. Schick asserts that decision-
making in communities facing chronic scarcity most closely resembles the
“muddling through” approach. During circumstances of more severe,
acute scarcity, resources are insufficient to cover the incremental growth
in current expenditures. Resulting actions include budget cutting, higher
fees and the pursuit of additional intergovernmental aid. The most severe
situation government can find itself is total scarcity; available resources
are insufficient to meet ongoing program expenses. Such a scenario can
lead to inappropriate actions taken by government officials in an effort to
mask the dire situation from constituents and the media

Wolman and Davis [*" description of local government responses is sim-
ilar to Schick. Wolman describes a “rational” approach to fiscal stress where
the first response would consist of drawing down reserves, borrowing to cover
deficits in operation expenses, and inter-fund transfers. The next stage would
consist of increasing intergovernmental transfers, followed by increasing
own-source revenues and lastly, cutting expenditures. This is generally con-
sistent with Levine's managerial factorsin response to fiscal stresswhich con-
sist of revenue generation, productivity improvement and cutbacks and
terminations.[*® While differences appear between initial and secondary strat-
egies (revenues or productivity improvements), there is consensus that cut-
backs and terminations are last-ditch efforts.

To date, our ability to understand the extent to which any or all of these
approaches are being utilized by governmentsislimited by studiesthat rely on
case studies.*® Pammer(?” has conducted one of the few cross-sectional anal-
yses of cities. Relying extensively on a survey conducted in 1983, Pammer
studied the degree to which 120 cities utilized a variety of retrenchment strate-
giesin response to fiscal stress. In general, the author finds little evidence of a
“rational” response approach and, therefore, concludes that these municipali-
ties follow retrenchment strategies more akin to the garbage-can approach
described by Downs and Rocke.[?Y

Like Pammer,?? we have attempted to model response strategies consid-
ered by a cross-section of municipalities. Our study differsfrom Pammer most
significantly in the selection of municipalities used in the cross-sectional anal-
ysis. Whereas Pammer examined large metropolitan cities, our study is based
primarily on small to mid-sized municipalities. Our expectation is by empha-
sizing smaller communities, the role of professiona staff will be more pro-
nounced. This is consistent with recent work by Hendrick!>® who argues that
professional government structures should reflect behavior different from
non-professional government forms.[24
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City and Village Government Finance in Wisconsin

In Wisconsin, city and village governments are primarily responsible for pro-
viding urban services such as public safety, roads and transportation, sanita-
tion, and human enrichment as well as managing development and land use
for the municipality. The distribution of expenditures acts as a proxy to dem-
onstrate the relative level of services provided by Wisconsin cities (Figure 1).

The largest single category of expenditures is protective services (police
and fire) accounting for 27 percent, or $322 per person in 1998. Transportation
services, in particular road maintenance, account for about 17 percent of all
expenditures, about $198 per person (Figure 1). Cultural services, such as parks
and recreation, conservation and devel opment efforts, and libraries represent just
over 15 percent of total expenditures at $179 per person. Payment for debt, which
is used to smooth the cost of providing public services over time, accounts for a
substantial 14 percent of total expenditures, or about $165 per person.

The level and mix of public goods and services that local governments
can provide in response to demand is constrained in part by the revenues
available, or fiscal capacity, to meet those demands. At the municipal level in
Wisconsin, general state non-targeted aids and property taxes are the primary
sources of revenue. Together they accounted for nearly 60 percent of total rev-
enuein 1998.

In Wisconsin, aids take two forms, general targeted aids, such as road
maintenance aids, and general non-targeted aid in the form of state shared rev-
enues. The latter aid follows the model of the old Federal Revenue Sharing
program of the 1970s and 1980s. In essence a direct transfer from the state to
local government is made with “no strings attached.”

Administration i'
I
el

Protective Services
Roads & Transportation

Solid Waste & Sanitation

Health and Human Services

Parks, Culture, Conservation and Development 'l

Debt Service | ]
Other I‘

0% 5% 10% 15% 20% 25% 30%

Source: Wisconsin Department of Revenue

Figure 1. Wisconsin City and Village Expenditure Shares.

Source: Wisconsin Department of Revenue.
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Wisconsin's state revenue program is one of the most generous aid pro-
grams in the United States and accounts for 24 percent of all revenues for
Wisconsin cities and villages, about $220 per person (Figure 4). While the
Wisconsin state shared revenue program is distributed based on individual
municipal population, spending, and property values, it has the potential to be
strategically manipulated. Because the amount of aid to be distributed is fixed,
the aid received by an individual community also depends on population,
spending, and property values of other municipalities. Thus nearly all munici-
pal governments treat this significant source of revenue as something beyond
their control. This leaves the property tax as the primary tool left under the
control of municipa government for generating revenue.

User fees have recently emerged as an important tool for generating
revenue. User fees are a politically popular way of maintaining non-essential
public services through requiring the users of those services to pay for them.
For Wisconsin cities and villages, user fees and charges account for about 12
percent of all revenues, or $106 per person. While for many services, user fees
and charges are attractive, Wisconsin law limits the level of revenue genera-
tion to the recoupment of capital costs under specific criteria. In other words,
fees and charges cannot be set by what the market will bear and act as a poten-
tial excess revenue generator. In addition, the revenue generating potential for
fees and charges often limits this option to only the largest of municipalities.

Another significant source for paying the cost of public goods and ser-
vices provided by municipal government is debt. Debt is primarily used to
smooth the payment for large capital expenditures over time and to alow
future users of the capital item to pay for services that flow from the item.
Unfortunately, there is often a mismatch between when municipal govern-
ments incur the cost of growth and devel opment and when revenues generated
from the growth are realized. Debt can help fill that gap.

SURVEY DESIGN

In June 2004, we began to design a survey that would serve two principle
functions; it would provide measures of current municipal fiscal stress that
could be compared to an earlier study by Deller, Hinds, and Hinman!?! and it
would enable us to evaluate response strategies to fiscal stress. The fina
instrument consisted of four core and several background questions.*® Whereas
the first three questions measured perceived current and future fiscal stress,
the fourth focused on 20 different possible responses to fiscal stress. Question
four read, “In recent years many of Wisconsin's communities have been fac-
ing varying levels of fiscal stress. Please help us understand the means by
which your community has responded to these challenges.” Each of the
responses to this question were coded using a 5-point Likert scale where 1 =
strongly disagree, 2 = disagree, 3 = neutral, 4 = agree and 5 = strongly agree.
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In an effort to expedite the process, we administered the survey on-line. A
list of municipal email addresses was purchased from the League of Wisconsin
Municipalities, a lobbying organization for cities and villages that annually
prepares an extensive directory of municipal officials. In addition, a postcard
was sent to each of the city and village clerks directing them to the survey web
link. Follow-ups were conducted both via email and postcard approximately
two weeks after the initial effort.

As with any survey, concerns arise over sample bias. Using 2000 US
Census data, comparisons were made between all cities and villages in Wis-
consin (N = 583) and our sample (n = 119). Our sample was dlightly biased
toward larger cities and villages (average population for population was 6,312
versus sample population of 7,648)?”) and substantially biased toward com-
munities with professional administrations (34.2 percent of all cities and vil-
lages have an administrator/manager versus 53 percent of the sample). On
other indicators such as per capita income, median age and household size,
there were no substantive differences between our sample and the population.

MEASURING FISCAL STRESSIN WISCONSIN COMMUNITIES

Unfortunately, the combined impacts of the recent economic recession, declin-
ing support from the state and significant uncertainty over future spending
restrictions embodied in the proposed Taxpayers Bill of Rights (TABOR) have
created a situation of significant fiscal stress for Wisconsin cities and villages?
Inasurvey of cities and villages conducted in 1997, less than one in five munic-
ipalities expressed concern about the adequacy of their fiscal position.[*]

Today the fiscal health of Wisconsin municipalities has fundamentally
changed for the worse (Figure 3 and Table 1). In general, 53.5 percent of the
respondents believe that their revenues are “inadequate” and 23.9 percent are
facing reductions in services in response to their current fiscal position. Only
4.5 percent of the respondents reported that their revenues are adequate and
they are able to reduce local taxes. This standsin stark contrast to 20.8 percent
of respondents to the 1997 survey who claimed that their fiscal health was suf-
ficiently strong that they were able to reduce taxes. Almost one in five munic-
ipalities (23.9%) report that their fiscal health is sufficiently stressed that they
are faced with the reduction of services.

If we ask municipa officials to consider their future (five years) fisca
health, the picture becomes bleaker (Table 1 and Figure 2). A clear mgjority
(58.6%) believe that their revenues will be inadequate and 35.7 percent report
that they will be forced to reduce services. Only 3.8 percent believe that they
will be in aposition to reduce taxes. Compare these results to the same question
asked only seven years earlier a clear mgjority of respondents in 1997 believed
that they had adequate revenues over the next five years and 17 percent thought
that they would be able to reduce taxes. The combined effects of the recent
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Figure 3. Current and Historical Financial Condition.

economic recession and uncertainty over state funding policies has created a
more dire fiscal outlook for most Wisconsin municipalities. A significant part of
this pessmistic outlook in 2004 is due to the uncertainty surrounding state
shared revenues and the serious attention being paid to the proposed Taxpayers
Bill of Rights (TABOR). Until the state resolves some of its long-term fiscal
issues, municipalitiesin Wisconsin will continue to face significant uncertainty.

Current Fiscal Conditions
The survey asked eight questions to more specifically gauge the fiscal health

of Wisconsin municipalities. The results suggest several areas of concern
(Table 2), for instance:
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Tablel. Overal levels of Wisconsin city and village fiscal conditions

Current Conditionin
Condition Five Years
Adequate revenues and able to reduce taxes. 4.5% 3.8%
Adequate revenues but not able to expand services 41.9 37.6
Inadequate revenues but not reducing services 29.7 229
Inadequate revenues and reducing services 239 35.7

less than half (45 percent) agree that their fiscal situation is acceptable;
only 37 percent of the municipalities have afully financed capital improve-
ments plan;

41 percent of the communities are near their debt limit;

less than half (48 percent) are satisfied with their current credit rating; and
45 percent are faced with unfunded pension responsihilities.

Perhaps of greater concern is that 40.8 percent are at or near their
debt limit. Because most capital improvement projects are funded through
debt, a number of Wisconsin cities and villages may not be in the position
to finance major capital projects. Another concern facing Wisconsin
municipalities is future pension obligations for municipal employees.
Almost half (45.1%) reported that they unsatisfied with their position on
pension funding. As we age as a society the number of public employees
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Table 2. Specific measures of Wisconsin city and village fiscal conditions

Strongly Strongly
Agree  Agree Neutra Disagree Disagree
Our current fiscal situation is 84% 36.1% 21.3% 23.9% 8.4%
acceptable
We are able to maintain three 32 49.0 7.7 9.7 30.3

months of operating expenditures
with current cash reserves

Our current capital improvement 17.1 204 191 335 9.9
planisfully financed

Our current credit rating is 0.0 47.7 14.8 5.8 31.6
acceptable

We are near our debt level capacity  25.5 15.3 10.8 40.1 8.3

We have been able to roll over 39 49.7 14.8 14.8 16.8

cash reserves from the
previous budget cycle

We are faced with unfunded 245 20.6 12.3 29.7 12.9
pension responsibilities
We are able to maintain our current 7.7 30.3 245 29.0 8.4

employee benefits package

retiring will increase significantly placing many municipalities under
additional stress.
The few “bright” spotsin this series of survey questionsinclude:

o 52 percent are able to maintain three months of operating reserves with cur-
rent cash reserves; conversely 40 percent are unable to do so; and

o 54 percent have been able to roll over cash reserves from the previous bud-
geting cycle, whereas only 32 percent have been unable to do so.

Based on these survey results, many Wisconsin cities and villages may
not be in crisis mode, but current trends are unsustainable. As the state grows
and demand for municipal services expands, many will be in a difficult posi-
tion to satisfy those demands. The combination of concerns over debt limits,
credit rating, unfunded pension obligations and instability of state aids paints
apicture of potential crisis on the near-term horizon.

Current Strategies Being Adopted

There are numerous short- and long-term strategies that municipalities can
pursue when faced with fiscal stress. For this study we focused on three broad
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categories: service delivery or management, revenue alternatives and changes
in expenditure policies. We asked respondents to indicate the degree to which
they agree or disagree with the listed strategies as they describe their commu-
nity’s recent efforts to cope with fisca stress. We do not attempt to address the
political viability of the alternative strategies, but rather seek to gain insights
into the current thinking of local officials. We will discuss each in turn.

Service Delivery

Wisconsin city and village municipal leaders were asked to evaluate atotal of
six service delivery improvement strategies (Table 3). The most frequently
agreed with strategiesinclude:

e improving productivity through better management (61.1 percent);
e pursuing regional cooperative agreements (48.3 percent); and
e contracting out services (44.9 percent).

A clear mgjority thought that improved productivity through better manage-
ment was a viable strategy. Interestingly, 17.2 percent of the respondents
“strongly disagreed” with improved productivity through better management
asaviable strategy to reduce fiscal stress. While it may at first come across as
peculiar that there would be such a strong didlike for such a common sense
approach, the responses may reflect a certain frustration with the “ cutting the
fat” rhetoric many politicians have been touting over the years.*!
The strategies least supported by municipal officials were:

o the reduction of hours for public facilities (32.7 percent agreed or strongly
agreed);

o department consolidation (36.5 percent); and

o service elimination (38.4 percent)

Through informal discussions with some of the survey respondents, it became
clear that local officials are under strong pressure to maintain current service
levels. Discussions to significantly reduce service levels are perceived by the
public as “scare tactics’ and loca officials are not sufficiently diligent in
reducing waste and inefficiencies.

Revenue Strategies

When asked about the revenue side of the equation, there seems to be strong
agreement that municipalities should adopt increase user fees and charges and
pursue additional grants from state and local government. Here 61.7 and 65.3
percent, respectively, supported these two ways to enhance revenues during
times of fisca stress. Slightly more than half (50.6%) of Wisconsin city and
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village officials responding to the survey believe that raising property taxesisa
viable option. Drawing down cash reserves had a mixed reaction where 39.5
percent supported the approach, and one in ten strongly supporting the idea,
was counter-balanced with 43.9 percent not agreeing with this particular strat-
egy. The two options with the strongest options include adopting or increasing
user fees and charges with 19.7 percent strongly disagreeing and the pursuit of
grants from higher levels of government with 19.5 percent strongly disagreeing.

Expenditure Strategies
The most frequently agreed with expenditure strategies include:

o targeted budget cuts (56.1 percent agreed or strongly agreed);
o delayed capital expenditures (55.4 percent);

o refinancing outstanding debt (50.3 percent); and

o delaying routine maintenance (42.9 percent).

The least agreed with expenditure strategies include:

across the board budget cuts (34.6 percent agree or strongly agree);
laying off workers (34.8 percent);

discouraging population growth (35.1 percent); and

increasing short-term debt (35.2 percent).

Strategiesto reduce expenditures exhibit the greatest degree of divergencein
the opinions of these local officials. Consider for example the option to refinance
outstanding debt to secure better interest and payment schedules. A dight mgjor-
ity, 50.3 percent, supports this option, but 24.8 percent strongly disagreed. It may
be the case that many municipdities have aready taken advantage of historically
low interest rates and it iswidely expected that interest rates will increase.

Indeed, the record low rates may explain the popularity of increasing short-
term debt. Although only 35.2 percent of respondents support this idea, 17.6 per-
cent strongly favor this option. Delayed capitd expenditures as a solution aso
proves to be controversia. While 42.9 percent generally support delayed capital
expenditures, 15.9 strongly disagree. The competing strategies of across the board
budget cuts compared to targeted cuts also gppesar to be controversia. Whileaclear
majority (56.1%) prefer targeted cuts and only 34.6 percent prefer across the board
cuts, nearly onein five (17.4%) strongly disagree with the targeted cut approach.

METHODOLOGY

The purpose of this study is to update earlier research on response strategies
pursued by public officials when faced with fiscal stress. Our approach is
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most similar to Pammer®Y in that a cross-section of municipalities are studied
using a combination of survey and secondary-source data. In addition, these
two studies rely on factor analysis for the creation of their dependent variables
and ordinary least-squares regression for the modeling of response strategies.
The studies differ most substantively in terms of time frame (1983 versus
2004) and selection of municipalities for cross-sectional analysis. Pammer{3l
focused on large urban cities whereas our sample consists largely of small and
medium sized Wisconsin municipalities.

Consistent with the fiscal stress literature we hypothesize that decision-
making strategies are a function of socio-economic factors, fiscal conditions
and management structure.?>%3 For this analysis, data were derived from
three sources; the 2004 survey of Wisconsin incorporated municipalities,
annually audited municipal financial reports and the 2000 U.S. Census. The
specific variables are described below.

Dependent Variables— Responsesto Fiscal Stress

Asdescribed in the literature, responsesto fiscal stress should be thought of as
series of steps taken, meaning that each of the responses we measure cannot
be treated in isolation. For instance, Levine, Rubin, and Wolohojian>¥
describe the steps taken by the New York city during the 1960s and 1970s,
during the city’ sinitial stage of stress, actions taken included covering deficits
through short-term debt, covering operating expenditures through long-term
debt, select cuts in staff, and delaying maintenance. As New York City's fis-
cal woes worsened, the administration froze wages, imposed user fees, consol-
idated and eliminated departments.

Similarly, using factor analysis, Pammer!® narrowed 32 retrenchment
strategies down to five patterns of actions consisting of deferring and borrow-
ing, increasing revenues, reducing spending, productivity improvements and
contracting out. Finally, Greiner and Hatry’ 9% examination of cities’ responses
to Proposition 2-1/2 in Massachusetts demonstrated three basic strategies: reve-
nue expansion, productivity/alternative service delivery, and service cuts.

Given the description presented above, a principle components analysis
with Varimax Rotation was run on our 20 retrenchment strategies. The analy-
sis revedled five retrenchment strategy dimensions, each with an eigenvalue
greater than one that, collectively, account for 56 percent of the variation
within the choices. More importantly, each factor has an intuitive appea con-
sistent with previous research described above. The five dimensions follow:

e Productivity Improvements/Alternative Service Delivery: administration
supports strategies that emphasize improving productivity through better
management, pursuing regional cooperation agreements, consolidating ser-
vices and pursuing grants from the federal and state government;
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e Increase Revenues: raising property taxes; adopting and/or increasing
existing user fees and charges, creating and/or expanding enterprise
funds;

o Avoidance/Defer and Borrow: increase short-term debt to meet operating
expenditures, drawing down cash reserves to meet daily operations;

e Service Cuts: administration supports strategies that emphasize reducing
hoursfor public facilities, eliminating services, laying off workersand a hir-
ing freeze;

¢ Reducing Spending: administration supports strategies that emphasize tar-
geted budget cuts, across the board budget cuts, delaying capital expendi-
tures and delaying routine maintenance expenditures.

Independent Variables
Socio-economic factors

A community’s ability to respond to stress has consistently been found to be
affected by the community’s capacity.*”! For this study, several measures of
current of socio-economic characteristics and change between 1990 and 2000
have been included. These variables are:

Housing stock measured as the percentage of homes built before 1939
(Source: 2000 U.S. Census);

o Percent change in population 1990 and 2000 (Source: 2000 U.S. Census);

e The percent change in total property value between 1990 and 2001
(Source: 2003 Audited Financial Report, Wisconsin Department of
Revenue);

Per capita total revenues in 2001 (Source: 2003 Audited Financia Report,
Wisconsin Department of Revenue);

Percent change in total revenues between 1990 and 2000 (Source: Audited
Financial Report, Wisconsin Department of Revenue various years);
Percent change in intergovernmental aid 1990-2001 (Source: Audited
Financial Report, Wisconsin Department of Revenue various years);

Per Capita Income (Source: 2000 U.S. Census).

As described by Pammer,[¥8 .| cities with certain environmental char-
acteristics are more likely to experience financial trouble, which might dictate
the extent to which they use a number of retrenchment strategies.” While not
elaborated by Pammer, we hypothesize that the more severe a community’s
environment, the more likely they will be forced to respond to fiscal stress by
reducing services and cutting spending and less likely they will be able to
focus on actions such as productivity improvement, service delivery changes
Or revenue increases.
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Fiscal Stress

Similar to the general socio-economic characteristics that have affected a
community’ s ability to respond to fiscal constraints, so too hasthe level of fis-
cal stress facing a community. Measuring fiscal stress has been the focus of
numerous reports and studies.!*¥ This study includes four distinct measures of
fiscal stress frequently identified in the literature, they are:

e The community’s 2001 tax rate (Source: 2003 Audited Financia Report,
Wisconsin Department of Revenue);

o Fiscal stress 1 measured as 2001 total revenues divided by total expendi-
tures (Source: 2004 Audited Financial Report, Wisconsin Department of
Revenue);

o Fiscal stress 2 measured as the percent change in total revenues divided by
total expenditures between 1990 and 2001 (Source: Audited Financial
Report, Wisconsin Department of Revenue various years);

e Fiscal stress 3 measured as the sum of survey responses (See Table 4).[4
Each response is coded using a 5-point scale where 1 = strongly disagree,
2 = disagree, 3 = neutral, 4 = agree and 5 = strongly agree.

Management Structure

Another variable hypothesized to impact fiscal behavior is management struc-
ture. Studies have suggested that professional public administrators have the
capacity to function more efficiently.[* In this context, it would appear that
communities with a professional management staff would be better equipped
to negotiate regional cooperation agreements, or pursue grants from the state
or federal government. As such, we hypothesize that management structureis
associated with retrenchment decision-making.

The most common typology is the comparison of council-manager forms
to mayor-council. Such a dichotomy is rarer in Wisconsin as only 20 of the
585 incorporated municipalities have a council-manger form. More frequent
are mayor-council forms with a full-time administrator and/or finance direc-
tor. Even with this more generous measure of municipal government profes-
sionalism, only 200 (34 percent) of the cities and villages qualified. The
variable is coded as a dummy, where one represents municipalities with a
city-manager form of government or mayor-council form with a full-time
administrator and/or finance director.[*3

FINDINGS

Of the five regression models, four are statistically significant. Interestingly,
the model emphasizing revenue increasesis not statistically significant; and is
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consistent with the findings of Pammer.[*¥l For those statistically significant
models, the percent of variance explained ranges from 12 percent (productiv-
ity improvement) to 23 percent (spending reductions); results generally stron-
ger than Pammer.[*4

Interestingly, our models are best able to predict support for some of the
most severe responses to fiscal stress; service and spending cuts. Agree-
ment on the elimination of services and service cutsin responseto fiscal stress
are associated with both perceived fiscal stress and ratios of revenues to
expenditures. The direction of the relationships between fiscal stress and
retrenchment strategies are consistent with responses that emphasize service
cuts; as stress increases, measured both objectively and subjectively, adminis-
tration emphasizes service cuts. Thisis consistent with Levine’ s prescribed
responses to fiscal stress. Communities are less willing to endorse service
elimination unless they are facing significant levels of fiscal stress.

The model predicting emphasis on spending cutsis a bit less clear. While
the relationship between perceived fiscal stress and emphasis on spending cuts
is theoretically consistent, the relationship between change in the ratio of
expenditures to revenues isin the opposite direction.

One of the more intriguing results focuses on productivity improvement
which emphasizes better management, service consolidation, regional cooper-
ation and the pursuit of state/federal grants as means to cope with fiscal stress.
The dependent variable is positively associated with a community having an
administrator and/or finance director and population change, while being neg-
atively associated with per capita income, change in property values and the
percent of homes built before 1939. Each of these socio-economic variablesis
in the direction opposite from that which we hypothesized.

In addition, this is the only model where no measures of fiscal stress are
associated. One explanation may be that these strategies are only pursued
when communities are not faced with substantial fiscal constraints. In addi-
tion, these types of response strategies are possible only when a community
has the professional staff to pursue such complicated matters. These associa-
tions lend support for the normative argument that having a professional
administrator can help a community avoid or at least steer it through difficult
fiscal situations. The mixed associations between socio-economic characteris-
tics and this mix of response strategies needs further analysis.

In general, looking at the right side of the equations, the most consistent
variable associated with our response modelsis the respondents’ evaluation of
the level of fiscal stress facing their community. What is particularly interest-
ing here is that the self-evaluation is uncorrelated with frequently cited mea-
sures of fiscal stress, including the ratio of revenues to expenditures and,
again, the self-evaluation variable is, by far, the better predictor. Thisis con-
sistent with Schick’d*” observation that “. . . because it is perceived rather
than real scarcity that determine the budget condition, it is difficult to design
precise empirical measures of the different types of scarcity.” Our interpretation
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of this statement in this context is that scarcity, or the level of fiscal stressfac-
ing acommunity, isto alarge degree one of perception more than some objec-
tive measure contrived by either academics or third-party evaluators (e.g.,
bond-rating agencies).[*®!

The results suggest that socio-economic characteristics have a marginal
effect on response strategies. The percent of homes built before 1939 is nega
tively associated with the degree to which local officials agree with productiv-
ity improvements as a principle response to fiscal stress. On the other hand,
the percent change in population is negatively associated with support for
spending reductions and positively associated with productivity improve-
ments. Contrary to our expectations, per capita income is negatively associ-
ated with agreement on productivity improvements as a means of coping wit
fiscal stress.

CONCLUSIONS

Theintention of this exploratory study was to draw attention to an area of fis-
cal administration that has received little attention, retrenchment strategies,
despite the meteoric rise in attention given to measuring and identifying gov-
ernment fiscal stress. While we agree that the identification of fiscal stressis
certainly important, the understanding of strategies adopted by communities
facing fiscal stressis equally important.

The existing literature is limited and in need of further development. The
handful of studies that examine retrenchment strategies focused on a particu-
lar era (the late 1970s and early 1980s). We are now more than 20 years
removed and currently faced with similar fiscal constraints. Our findings are
relatively consistent with these earlier works, yet we still cannot say with cer-
tainly whether or not anything was learned during the past 20-plus years.

Similarly, aprincipal am of earlier works was to determine whether gov-
ernment responses to fiscal stress fit one of three decision-making models:
incrementalism, rational/logical, or garbage-can. This analysis cannot and
does not put to rest the debate over which strategy best describes the decision-
making process during times of fiscal stress. In fact, to a certain degree, the
models lend support to each of the three approaches. There is sufficient evi-
dence to suggest that communities respond to fiscal stressin a rational man-
ner, particularly when the crisis is severe enough that a municipality is
considering reducing hours of operation for public facilities, the elimination
of services, and employee layoffs. Alternatively, the fact that while four of the
five models are statistically significant, the percent of variance explained is
relatively low provides support for Downs and Rocke's,[*% random-effects, or
garbage-can approach to fiscal stress.

Finally, this study demonstrates the importance of including a combina
tion of different sized communities in a cross-sectiona analysis. Every study
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of fiscal stress to date consists of either case studies or a cross-section of met-
ropolitan cities. While important in their own right, ignored in these studies
arethe majority of communities that are small to medium sized. Thisomission
masks important findings such as the importance of professional staff during
fisca difficulties. For instance, our study demonstrates that municipalities
with either an administrator and/or finance director were more supportive of
responding to fiscal stress by improving productivity through better manage-
ment, service consolidation, regional cooperation and pursuit of federal/state
grants.
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