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Local governments

g0 to the barbershop

By RONALD A. WIRTZ
Editor

obody likes a crisis.
But oftentimes crises
have a way of focusing
the mind and clarify-
ing some underlying,
fundamental values.

State and local government budgets
have come under considerable financial
pressure in recent years—even before
the recession in some states. Jeff Spartz,
executive director of the Association of
Minnesota Counties (AMC), said a tight
budget has some silver lining to it be-
cause “it encourages you to see the most
important things that you do. It’s a good
thing to do occasionally. But we’re do-
ing it chronically now.”

For local governments in particular,
tight budgets have put many public ser-
vices in the barber’s chair, with some
getting a trim, others a buzz cut. Local
governments are employing many strat-
egies to make the numbers work and
still provide service, including staffing

Tught budgets mean many local services are gettmg
a haircut, and some move than others
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The recession has induced tighter budgets for many local gov-
ernments. While payrolls have often been cut, governments have
also employed a variety of strategies—cooperative agreements,
compensation freezes, deferred maintenance and productivity
improvements—to make budget ends meet. While most budget
areas have been affected in some fashion, cutbacks on streets and
other infrastructure could have consequences down the road.

cuts, contracting for services and “doing
more with less” by seeking greater effi-
ciency and productivity.

Not all local governments in the
Ninth District are in the same fiscal
boat because state economies have
performed very differently over the
past decade. Minnesota and Wiscon-
sin governments have traveled the
longest and hardest road; Montana
and South Dakota have faced some
rough sledding, but most of it has

been recent. North Dakota’s strong
economy, and resulting tax revenue,
continues to defy trends virtually ev-
erywhere else. Most of the discussion
that follows will focus on Minnesota
and Wisconsin because those states
gather considerably more data on lo-
cal government spending than Mon-
tana or the Dakotas, and both have
endured more fiscal stress over the
past decade, which offers a larger
window for analysis.

How tight the belt?

Local government budgets are de-
termined by a variety of factors, like
population growth, local real estate
investment and property value ap-
preciation. But many are also at the
financial mercy of their state govern-
ments, which pass along considerable
revenue aid (or not, as recent trends
show), place mandates on many lo-
cally provided services and often limit
the ability of those same local govern-
ments to raise local revenue (see cov-
er article and sidebar).

In Wisconsin, local governments have
labored under property tax levy limits for
10 years, and a property tax freeze for
the past two years, said Richard Stadel-
man, executive director of the Wisconsin
Towns Association. In three of the past 10
years, state shared revenue has also been
cut. “It’s dramatic,” Stadelman said about
local government finances. “Over time,
it’s gotten tighter and tighter.”
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What has resulted is often a stark sep-
aration of (inflation-adjusted) spending
growth between states and their local
governments. In Minnesota, local gov-
ernment revenue has shifted lower af-
ter each of the last two recessions, while
state revenue has maintained consistent-
ly stronger growth (see Chart 1).

Tight budgets have forced local gov-
ernments to find different ways to keep
the books balanced, from straightfor-
ward cutting to reorganizing depart-
ments and increasing taxes and fees to
contracting for services and holding the
line on employee compensation.

In Minneapolis, the city’s expendi-
tures last year were about 20 percent
lower than in 2009. Job cuts filled in
much of the gap; the city eliminated 11
percent of its workforce (445 jobs) over
this period. In anticipation of lower
property taxes and federal and state aid
this year, Mayor R. T. Rybak proposed
further spending cuts of 3.4 percent. In
announcing his budget, Rybak said, “Re-
form is not just an option, it’s a neces-
sity. We simply don’t have the luxury of
doing things the same old way.”

Harold Blattie, executive director of
the Montana Association of Counties
(MACo), said his member counties were
facing milder budget challenges than
peers in other states, but revenues none-
theless were “not keeping up with opera-
tional costs in virtually every county in
our state.” Most counties have reacted
by freezing current employee salaries
or granting very small cost-ofliving in-
creases, he said, and keeping vacant po-
sitions unfilled longer.

Jeff Spartz, from AMC, noted that
Minnesota counties have embraced
so-called lean concepts—common in
manufacturing—*“that allow you to iden-
tify things that don’t add value,” like
multiple workers and redundant tasks
involved in a permit approval. “Most
counties are looking to find ways of do-
ing things more cost effectively.”

In mid-2011, the League of Minnesota
Cities started a database of budget-balanc-
ing anecdotes from local communities,
and it now lists more than 500 actions
either taken or considered by cities of all
sizes. “It contains a good range from the
simple, low-hanging fruit to the more
complex,” according to Rachel Walker,
LMC manager of policy analysis, via email.
The most common strategies identified—
among a couple of dozen—involve con-
tracting for services and doing more work
cooperatively with other local govern-
ments, either formally or informally. Such
strategies attempt to preserve service deliv-
ery while cutting back on employee wage
and benefit costs, as well as equipment and
other operational expenses.

That cooperative strategy appears
to have gained some traction since the
recession. A May 2012 report from the
Minnesota Legislative Auditor found
that cooperative agreements increased
among almost 80 percent of responding
counties and 40 percent of cities from
2005 to 2010; less than 1 percent said
they had decreased. A Michigan survey
last spring of local government officials
found that 37 percent of respondents
in the Upper Peninsula expected more
intergovernmental agreements, and 10
percent expected increased privatiza-
tion and contracting for services.

One common cooperative agreement
deals with public safety, as many small
communities resort to the once unthink-
able—putting police and/or fire coverage
in the hands of another entity. Since 2009,
the city of Mound, Minn., had seen its tax
capacity drop by 39 percent, causing its
budget to fall as well. Cutbacks followed
across virtually all departments, and full-
time employees were cut from 50 in 2009
to 41 last year. Several job cuts came in the
police department, whose 2012 budget still
accounted for more than one-third of all
city expenditures, according to city officials.

Faced with further budget troubles,
in September, Mound disbanded its po-
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lice department and contracted with the
nearby city of Orono for police cover-
age. The city reported that the contract
will save taxpayers about 10 percent in
annual costs, or about $200,000, much
of it coming from the elimination of the
police chief’s position, which was offi-
cially vacant and being manned on an
interim basis. None of Mound’s 10 full-
time officers lost their jobs.

The move is not uncommon. In a
police survey last year by the LMC, one-
third of respondents (nearly 150) re-
ported that police service provisions in
their community had changed over the
past 10 years, but the actions taken var-
ied. The most common change (16 per-
cent) was a reduction in staff, including
paid officers, while other cities entered
new contracts with the home county for
law enforcement services and created
new cooperative agreements with near-
by cities. A total of 81 cities (18 percent
of respondents) said they were currently
considering such options.

Canosia Township in St. Louis Coun-
ty, Minn., might be completing the life
cycle. More than a decade ago, it had
its own police force. Tight budgets con-
vinced it to contract with the county
sheriff’s department. The township has
not budgeted for future years, and “we
are spending down the current balance.
When this fund is exhausted, [the town
is] not sure if we will do any sheriff con-
tracting,” said Scott Campbell, the town
board chairperson.

No money for
brass tacks

When budgets get tight, priorities are of-
ten defined by the size of the cut because
local governments appear to prefer an
approach that spreads the pain widely.
The city of Waverly, a community
of 1,300 located about an hour west of
Minneapolis, has lost almost all of its
state and federal aid over the past sev-

eral years, forcing budget reductions
of 13 percent from three years ago, ac-
cording to Mayor Connie Holmes. The
city lowered its property tax levy for
2013 by 3 percent in an effort to hold
down property taxes. But a change
in state requirements for calculating
property tax capacity (and how taxes
are allocated among property types)
forced taxes on businesses to rise by
20 percent, and Waverly has lost busi-
nesses as a result.

Internally, the consequences for
city services have been widespread.
“All departments have had to cut ...
and our staff is doing more with less,”
Holmes said. All work on parks was
eliminated, and spending for gener-
al administration and staff overtime
has been cut. “Street repair and im-
provements are not possible. ... Snow
removal [is] not as often, and other
repairs on infrastructure [have been]
delayed,” she said.

Other Minnesota cities appear to be
taking a similar tack, according to an an-
nual report on fiscal conditions by the
LMC. To fill budget gaps from 2007 to
2011, cities depended less on raising tax-
es and more on decreasing spending—
though cities were hardly going all in with
either strategy (see Chart 2).

In terms of the services most affect-
ed, local spending reflects a “cut them
all” approach. For Minnesota cities and
counties, spending decreased virtually
across the board from 2009 to 2012,
according to data from the state audi-
tor’s office (see Chart 3). The only area
of increase came in health care spend-
ing, the large majority of which occurs
at the county level and includes various
health care services and clinics, as well
as restaurant inspections, the collection
of vital statistics data and communicable
disease control.

Local government sources were reti-
cent about all service cutbacks. But infra-
structure seemed to be a central concern

Continued on page 8
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Chart 3
The real belt tightening
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for many. “When times are tough, [infra-
structure needs] tend to be the first” on
the cutting list, because these cutbacks
are not immediately noticed, said Dan
Thompson, executive director of the Wis-
consin League of Municipalities. “You
fire a crossing guard at the school, and
parents notice immediately. Cut back on
road resurfacing, and the average citizen
doesn’t notice. But 10 years from now,
you’ll have a serious problem.”

Roads and other infrastructure didn’t
necessarily see the biggest spending
cuts. But they are unique among many
public services because they come with
spending tails in the form of constant
maintenance, and failure to keep up can
create backlogs that get proportionately
more expensive over time, like the leak-
ing roof you let go for too long, causing
eventual damage to your home.

Yet general road spending has been flat
or declining in many places. In Wiscon-
sin, inflation-adjusted road and highway
spending (including current expenditures
and capital outlays) by local governments
fell by 3 percent from 2000 to 2010 (the
most recent figures), with townships and
municipalities sustaining the worst cuts
(see Chart 4), according to figures from
the state Department of Revenue.

“Highways aren’t as good as they used
to be. We see [towns] back off improve-
ments, and as a result you have rougher
roads and more potholes,” said Richard
Stadelman, head of the Wisconsin Towns
Association. “The problem is compound-
ed by increased traffic from heavy farm
and other machinery, including more
trucks carrying multiple loads of frac
sand destined for oilfields,” prematurely
aging inadequately maintained roads. At
the same time, federal and state gas taxes
are not generating the same amount of
revenue to be shared among highway
agencies—the result of more fuel efficient
vehicles and less driving due to higher gas
prices. “There are greater needs, but less
funding,” Stadelman said.

Tight budgets have forced

local governments to find
different ways to keep the books
balanced, from straightforward
cutting to reorganizing
departments and increasing
taxes and fees to contracting
for services and holding the

line on employee compensation.

Minnesota offers a more recent pic-
ture of road spending, and it’s similar
to Wisconsin’s. From fiscal years 2009
to 2012, total real road and highway
spending in Minnesota fell by about 3
percent, with townships faring some-
what better and counties a bit worse
than their easterly neighbor (see Chart
5). There is parallel evidence of slowly
deteriorating roads. A Minnesota state
transportation plan revealed that the
percentage of roads with poor ride
quality more than doubled from 2002
to 2011 for principal arterials (2 per-
cent to 4.8 percent) and rose 350 per-
cent on nonprincipal arterials (2.4
percent to 8.6 percent); the state’s free-
ways ranked 44th out of 50 states (50th
being the worst).

Road budgets also don’t go as far as
they used to because costs have been high
and continue to rise. “Everything a road
department does—from paving roads to
crushing gravel—is driven by [high] pe-
troleum prices,” said Blattie, from MACo.

Roads also represent only part of a
state’s investment in infrastructure; oth-
er types of capital investment include
drinking water and treatment systems,
schools and other facilities. Since the
mid-2000s, total capital outlays have
been flat to negative at Minnesota’s
many levels of government. In Minne-
sota, real capital spending by the state
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government and counties has seen a
sharp drop in recent years; school dis-
trict spending has been flat for close to a
decade, and cities saw a small and steady
increase through 2011, but a sharp de-
crease last year (see Chart 6).

Public opinion?
Yes and no

Governments walk a tightrope between
balanced budgets, greater efficiency and
quality public services.

“It’s a challenge to innovate and in-
vest in this current climate,” said Linnea
Mirsch, deputy county administrator
with St. Louis County in northern Min-
nesota. “Doing more with less has now
become doing less with less.” The coun-
ty has cut staff and services or, in some
cases, not added staff despite increased
service demands, all of which lead to lon-
ger wait times for existing services. For
example, health and human services has
seen a significant increase in demand
“due to the effects of the economy on
the people we serve,” yet the county has
not added staffing, said Mirsch.

The recession and slow recovery have
forced cities to adapt to a new normal.
Some are likely much better at it than
others. “The art of budgeting is to ask for
what you want and take what you need,”
said Alec Hansen, executive director of the
Montana League of Cities and Towns. He
described municipalities there as “stable,”
which included modestly rising wages,
while those of state workers have been
frozen. “Generally, I think [Montana] cit-
ies are in pretty good shape. We could use
more money, but we’re getting by.”

Some of that stability likely rests on
a hardscrabble notion of being satis-
fied with what you have. “In small towns
across the prairie, service levels might
be lower, but they're adequate,” said
Hansen. “We get by with less. ... [Tight
budgets] are a condition of survival. It
doesn’t mean you can’t do it.”

Montana cities have had a lot of prac-
tice, according to Hansen, going back to
a 1986 law that froze property tax rates.
“If you live under a property tax freeze
for 26 years, you learn pretty quick
what’s needed.” When budgets get tight,
Hansen said the first to go are things
like spending for parks and recreation
that don’t represent a “middle-of-the-
night crisis with sirens.”

Whether tight budgets are seriously
eroding the quantity and quality of
public services is ultimately a question
for taxpayers, whose current attitude
appears to run the gamut, according
to district sources. Many said constit-
uents have been patient and under-
standing because they know money
is tight. Others said they’ve seen the
ugly side of constituents who want ser-
vices and believe local governments
could offer them if only they weren’t
so wasteful.

In either case, tight budgets might be
encouraging a better understanding of
what local government is and does, and
what services taxpayers are willing to pay
for. Spartz, from the Minnesota coun-
ties group, said most people “don’t deal
with the county except when writing this
big check twice a year” for property tax-
es, while counties’ core services are for
courts and social service programs like
welfare and medical assistance. “Most of
those are services people don’t want to
get entangled with.”

Blattie, from MACo, said that prop-
erty taxes often disconnect the service
from its cost for many taxpayers. “They
think that 100 percent of their prop-
erty taxes go for roads, another 100
percent goes to schools and another
100 percent goes for [other local ser-
vices],” said Blattie. “[People] fail to
value public services until something
happens that you make a personal
connection with. You don’t need the
fire department until you need the
fire department.”

Chart 6 Capital outlays lagging in Minnesota
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