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Rust Belt Cities and Their Burden of Legacy Costs

he future of America’s Rust Belt—urban areas in the Northeast and Midwest hit

hard by industrial decline—is now under discussion, for two reasons. First, in the

2016 presidential election, Donald Trump won many of these states by raising hopes
that decades of manufacturing-job losses could somehow be reversed. Second, the revival
of cities such as Boston, Pittsburgh, and New York has generated interest in whether other
distressed cities may replicate their successes.

This report will inform debate about a Rust Belt revival by surveying conditions in major poor Rust Belt cities.
Many decisions made at the national level regarding taxes and trade policy may have some bearing on these
cities’ prospects; but in practice, local officials have been, and will remain, chiefly responsible for trying to revi-
talize the Rust Belt.

The main obstacle to revitalization that this report highlights is the burden of legacy costs: government debt and
retirement-benefit liabilities. Most Rust Belt cities have seen their poverty rates and legacy cost benefits increase
over the past half-century.

The data are sobering:

@ Of the 96 Rust Belt cities surveyed in this report—all of which have a population of at least 60,000 and a
poverty rate above their respective state’s average—72, or exactly three-quarters—have less population than
their 1900—2010 maximum. Of those that have lost population, half saw their populations reach their highest
point in the 1950s or 1960s.

@ All cities surveyed have seen their poverty rates increase since 1970. All but three have seen their poverty
rates increase at a greater rate than that of their state.

@ Between 1972 and 2015, the most recent year for which data are available, 71 of the 96 Rust Belt cities sur-
veyed saw their per-capita debt burdens increase in real terms.

@ In 46 of the 66 cities surveyed for which data are available, or 70%, retirement-benefit liabilities—pensions
and retiree health care—were a larger burden than bonded debt in 2015.

Rust Belt cities’ legacy cost burden will continue to weigh on them just as much as will their legacy of
industrial decline. Costs associated with both bonded debt and retirement-benefit liabilities will reduce
scarce funds available for existing services and future improvements. It is doubtful that Rust Belt cities
can grow their way out of their struggle with legacy costs. High debt and retirement-benefit liabili-
ties, as well as shrinking tax bases, spring from and perpetuate a lack of private investment. For these
reasons, state governments will have a vital support role to play in ensuring the ability of Rust Belt cities
to continue providing basic municipal services.






RUST BELT CITIES AND THEIR
BURDEN OF LEGACY COSTS

Population and Poverty Analysis

his report focuses on poor major cities in 11 Rust Belt states:

Connecticut, Illinois, Indiana, Massachusetts, Michigan, New Jersey,

New York, Ohio, Pennsylvania, Rhode Island, and Wisconsin. “Major”
is here defined as having a population of at least 60,000 residents, and
“poor” is defined as having a higher poverty rate than the state average.

By these definitions, there are 96 major poor Rust Belt cities in America. (“City” here denotes a
central city, not a metropolitan area; there are, in total, 135 localities in these 11 states with a pop-
ulation greater than 60,000.) This cohort includes cities famous for their struggles with severe
fiscal, social, and economic decline, such as Detroit, as well as a handful of reputed “comeback
cities,” such as New York, Pittsburgh, and Boston.

In 1950, these 11 states contained 45% of America’s population. That figure now stands at 31%.
They elected 196 members to the U.S. House of Representatives in 1950; but they elect only 138
today, a 30% decline. Though all 11 states did grow in population from 1950 to today, they did so
much more slowly than the rest of America. From 1950 to 2016, the 11 Rust Belt states’ population
collectively grew 46%; all other states’ population grew 169%.!

More striking than these states’ slow growth relative to the rest of the U.S. has been the absolute
decline of many of their urban centers. According to U.S. Bureau of Labor Statistics data, the
number of manufacturing jobs in America peaked in June 1979 at 19.7 million, but the decline in
the Rust Belt began many years before that.? Seventy-two of the 96 cities surveyed have less pop-
ulation today than they did between 1900 and 2010; 36 of these 72 had a maximum population
in 1950 or 1960, according to the decennial census.? (For 24 cities, their peak population is the
present.)

Figure 1 shows the largest historical population figure from the decennial census and 2016 Popu-
lation Estimates Program, alongside the current population, and the population change from the
peak to now, for a sample of cities. Population decline has affected large and midsize cities alike.
For the entire cohort of cities studied, the median 2016 population of cities that are currently at
a historical peak is 98,352; the size of cities that have less population now than they once had is
94,659.

It is also important to look at recent trends in population, in addition to declines since the World
War II era. Figure 2 examines a sample drawn from the 72 Rust Belt cities whose population is
now below their peak. Of the total cohort, only 27 cities experienced population growth between
1990 and 2016: while some cities’ population losses have stabilized and even reversed in recent
decades, most major poor Rust Belt cities that have less population than their industrial-era peak
have continued to lose population in recent decades.

“Shrinking cities” create numerous policy challenges for municipal government, such as blight
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FIGURE 1.

Peak Population Years and Change in
Population Between Peak and Present,
Select Major Poor Rust Belt Cities

Peak  Pop. Loss,
Pop. Year, Peak to
1900-2016 Present

2016
T BV

Peak Pop.,
1900-2016

Detroit 672,795 | 1,849,568

Youngstown 64,312 170,002 1930 62.2%
Cleveland 385,809 914,808 1950 57.8%
Gary 76,424 178,320 1960 57.1%
Buffalo 256,902 580,132 1950 55.7%
Pittsburgh 303,625 676,806 1950 55.1%
Flint 97,386 196,940 1960 50.6%
Erie 98,593 138,440 1960 28.8%
Chicago 2,704,958 | 3,620,962 1950 25.3%
Philadelphia 1,567,872 | 2,071,605 1950 24.3%
Cicero 82,992 85,616 2000 3.1%
Lowell 110,558 112,759 1920 2.0%
Waterbury 108,272 110,366 2010 1.9%
Yonkers 200,807 204,297 1970 1.7%
Haverhill 62,873 62,873 2016 N/A
Quincy 93,688 93,688 2016 N/A
Elizabeth 128,640 128,640 2016 N/A
\[UAGdEn | 8,537,673 | 8,537,673 2016 N/A
Allentown 120,443 120,443 2016 N/A
Janesville 64,159 64,159 2016 N/A

Source: Author’s calculations based on data from the U.S. Census Bureau. See endnote 4.
For the full data sets for all 96 cities, click on the Excel file link available at this report’s
landing page.

and poverty. Economic decline moves formerly mid-
dle-class families into the lower class; it prompts afflu-
ent families to move away because of a perceived lack
of opportunity; and it tends to draw in more poor resi-
dents because of a low cost of living.

Figure 3 presents a sample of current and historical
poverty rates for Rust Belt cities. All have seen their
poverty rates increase since 1970; 67 also had a higher
poverty rate than their state average in 1970. All but
three (Haverhill and Lowell in Massachusetts; and New
York City) saw their poverty rates increase faster than
their state as a whole. More often than not, it seems,
cities that are poor stay poor.

Often, if not always, deep population losses correspond
with extremely high current poverty rates. Figure 4
presents two lists of cities selected from the 96 sur-
veyed: the 10 poorest and the 10 with the sharpest pop-
ulation losses. These lists share six out of 10 members.

FIGURE 2.

Change in Population for Select Rust Belt
Cities Whose Population Is Below Its Peak,
1990-2016

1990
Population

2016
Population

# Change, % Change,
1990-2016 1990-2016

Detroit 1,027,974 672,795 |-355,179

Gary 116,646 76,424 | -40,222 | -34.5%
Youngstown 95,732 64,312 | -31,420 | -32.8%
Flint 140,761 97,386 | -43,375 | -30.8%
Cleveland 505,616 385,809 |-119,807 | -23.7%
Buffalo 328,123 256,902 | -71,221 -21.7%
Cincinnati 364,040 298,800 | -65,240 | -17.9%
Pittsburgh 369,879 303,625 | -66,254 | -17.9%
Camden 87,492 74,420 | -13,072 | -14.9%
Hartford 139,739 123,243 | -16,496 | -11.8%
Erie 108,718 98,593 | -10,125 -9.3%
Milwaukee 628,088 595,047 | -33,041 -5.3%
Chicago 2,783,726 | 2,704,958 | -78,768 -2.8%
Philadelphia 1,585,577 | 1,567,872 | -17,705 -1.1%
Newark 275,221 281,764 6,543 2.4%
Yonkers 188,082 200,807 12,725 6.8%
Lowell 103,439 110,558 7,119 6.9%
Worcester 169,759 184,508 14,749 8.7%
Providence 160,728 179,219 18,491 11.5%
Cicero 67,436 82,992 15,556 23.1%

Source: Author’s calculations based on U.S. Census Bureau data. See endnote 4.
For the full data sets for all 96 cities, click on the Excel file link available at this report’s
landing page.

Fiscal Analysis

City-level data can mask important changes and dispar-
ities at the neighborhood level. In the 1970s, the popu-
lation of one South Bronx neighborhood fell by almost
two-thirds (slightly more than Detroit’s decline from
1950 to 2016), while the city’s population as a whole
fell by only 10%.5 Cleveland lost more than 100,000
residents between 1990 and 2010, but its downtown
population nearly doubled during the same span.® Still,
measures of citywide economic health are important
to monitor because they show the ability of the whole
city’s tax base to fund the cost of city government and
to pay debt and liabilities.

The “official” poverty rate documented by the census—
and used in the calculations above—has been criticized
as an imperfect measure of economic distress. The
poverty rate considers cash income but ignores the
value of noncash benefits, such as Medicaid, as well as



changes over time to, and geographical disparities in,
the cost of living. Nevertheless, as the Heritage Foun-
dation’s Robert Rector and Jennifer Marshall explain,
the census poverty rate remains “a good measure of the
number of Americans who are self-sufficient.” By the
same token, a city’s poverty rate is critical in assessing
a city’s self-sufficiency and ability to support the cost
of local government. Many states take the local poverty
rate into account when deciding how much of a com-
munity’s educational expenses should be paid by state
taxpayers.

FIGURE 3.

Change in Poverty Rates, 1970-2015, Rust
Belt States and Select Cities

1970 2011-15  Percentage %
Poverty Rate Poverty Rate  Point Change
(%) (%) Change
CONNECTICUT 7.2 10.5 33 45.8
Waterbury 9.5 25.1 15.6 | 163.2
ILLINOIS 10.2 14.3 4.1 40.2
Chicago 14.3 22.3 8.0 55.9
Cicero 6.2 21.4 15.2 | 242.7
INDIANA 9.7 15.4 5.7 58.8
Gary 13.8 371 23.3 | 168.6
MASSACHUSETTS 8.6 11.6 3.0 34.9
Haverhill 9.2 12.2 3.0 33.0
Lowell 11.3 14.0 2.7 24.2
Quincy 6.8 18.6 11.8 | 1724
MICHIGAN 9.4 16.7 7.3 777
Dearborn 5.5 28.9 23.4 | 4232
Detroit 14.6 40.3 25.7 | 176.2
Flint 12.2 41.2 29.0 | 238.7
NEW JERSEY 8.1 10.8 2.7 33.3
Elizabeth 11.4 19.0 7.6 66.5
NEW YORK 1141 15.7 4.6 414
Buffalo 14.8 314 16.6 | 1121
New York City 14.6 20.6 6.0 41.3
Yonkers 7.2 16.7 9.5 | 132.6
(0] 1[0] 10.0 15.8 5.8 58.0
Cleveland 17.1 36.2 19.1 | 11241
Youngstown 13.8 38.3 245 | 1774
PENNSYLVANIA 10.6 13.5 2.9 27.4
Allentown 9.3 26.5 17.2 | 185.3
Bethlehem 8.7 17.5 88 | 101.2
Philadelphia 15.1 26.4 11.3 75.4
Pittsburgh 15.0 22.9 7.9 52.6
WISCONSIN 9.8 13.0 3.2 32.7
Janesville 5.6 15.2 9.6 | 170.6

Source: Author’s calculations based on U.S. Census Bureau data. See endnote 4. For the full
data sets for all 96 cities, click on the Excel file link available at this report’s landing page.

High poverty creates revenue problems for Rust Belt
city budgets. An additional source of budget pressure,
on the spending side, is their substantial legacy costs
associated with debt and retirement-benefit burdens.
In total, in 71 of the 96 Rust Belt cities surveyed, the
inflation-adjusted per-capita debt burden increased
from 1972 to 2015. Figure 5 presents census data on
outstanding debt totals for a sample of cities.®

It is unclear how much of this debt should have been
issued. Whether they are growing or not, old cities do
have many capital needs for which they sometimes
need to take on long-term spending commitments.
But the census figures in Figure 5 also include “private
purposes,” a category that includes debt issued to fund
economic-development efforts, such as sports stadi-
ums and convention centers.® Nationwide, according
to the most recent census data, $210 billion of the total
$1.8 trillion in outstanding local government long-
term debt is for “private purposes.” But in the case of
four Rust Belt cities—Kalamazoo, Albany, Aurora (II-
linois), and Syracuse—debt for private purposes con-
stitutes more than half of the total outstanding public
long-term debt.

What is clearly of concern is the growth of debt burdens
as poverty rises and population declines. Per-capita
debt calculations understate the problem’s severity: in
all cities surveyed in this report, residents were more
likely to be poor in 2015 than in 1972 (Figure 3). Since
the early 1970s, Cleveland has lost almost half its res-
idents and seen its poverty rate more than double; yet

FIGURE 4.

Ten Poorest Major Rust Belt Cities vs.
Ten Major Poor Rust Belt Cities with the
Deepest Population Losses

Highest Poverty Rates Deepest Pop. Losses

2011-15
Poverty Rate

Pop. Loss,
Peak to Present

City City
(]
Youngstown
Cleveland
Gary
Buffalo
Pittsburgh
Flint
Dayton
Scranton
Cincinnati

Flint
Detroit
Camden

Reading
Youngstown
Gary
Cleveland
Dayton
Syracuse
Kalamazoo

Source: Author’s calculations based on U.S. Census Bureau data
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FIGURE 5.

Change in Per-Capita Long-Term Debt
Burdens, Select Major Poor Rust Belt Cities,
1972-2015

1972 Per- 2015 Per-
Capita Long- Capita Long-
Term Debt = Term Debt
Outstanding Outstanding

(Real 2015%) (2015 9)

Connecticut

lllinois

Capita Debt
Burden

Waterbury

320.4%
172.2%

Chicago
Cicero

Indiana

$1,151 $272 | -$879 | -764%
| S1151 | $272 | 8879 | -764%

Massachusetts

Gary

Haverhill
Lowell
Quincy

Detroit
Flint

355.3%
8.5%

New Jersey

$1032 |  $1262 | $230 | 223%
| 81032 | $1.262 | $230 | 223% |

-33.4%
151.5%
43.9%

Elizabeth

Buffalo
New York City
Yonkers

$13,489

133.7%
-76.2%

Cleveland
Youngstown

Erie
Philadelphia
Pittsburgh

Janesville
Milwaukee

Source: Author’s calculations based on U.S. Census Bureau data. See endnote 4. For the full
datasets for all 96 cities, click on the Excel file link available at this report’s landing page.

its total long-term debt load grew, in real terms, by over
$300 million (from $1.6 billion to close to $2 billion).

Of further concern are retirement-benefit liabilities:
long-term spending commitments that city govern-
ments assume when they promise their employees
defined-benefit pension and retiree health-care plans.
Data for Rust Belt cities’ retirement-benefit liabilities
are not as comprehensive as for their bonded debt
burdens. But 46 of the 66 cities for which full data
were available, or 70%, owed more for retirement

benefits than for government debt in 2015. Figure 6
presents a sample from this data set.*

The numbers in Figure 6 rely on cities’ reported lia-
bilities, which are estimated using assumptions that
many financial economists consider excessively op-
timistic. All pension systems “discount” their long-
term liabilities in order to express them in meaning-
ful, present-value terms. State and local government
pension systems rely on their assumed rate of return
on investments (7% or higher) to discount their liabil-
ities, whereas systems in the private sector as well as
other nations use interest rates for corporate or gov-
ernment bonds (6% or lower). The lower the discount
rate, the more underfunded a system appears and the
more onerous future obligations appear. Thus, public
pension systems’ use of high discount rates makes
their unfunded liabilities—the debt-like obligations
composed of the gap between assets on hand and the
value of benefits promised—smaller than they other-
wise would be. It is therefore all the more striking that
retirement-benefit liabilities computed with the con-
ventional discount rate exceed bonded debt totals in
most cities surveyed in this report.'

Responsibly managing a defined-benefit retirement
system requires a willingness to fund the system ade-
quately as well as the ability to do so. Many plan spon-
sors, such as the New Jersey, Illinois, and Connecticut
state governments, have developed deep pension un-
derfunding problems because they failed to contribute
enough into their systems during the “good times.”
They possessed the ability to pay for their pension com-
mitments but not the willingness to do so. A weak tax
base, however, is just as harmful to a public pension
system as weak management. Even if a city is willing to
pay its pension liabilities, it may be financially incapa-
ble of doing so.

Hartford, Connecticut, for example, has made 100%
of its actuarially recommended pension contributions
for many years. Nonetheless, Hartford’s poor econom-
ic track record over recent decades (about one-third of
its population lives in poverty)* should raise concern
about how much its tax base is likely to grow in future
decades, which, in turn, should raise concerns about
whether Hartford should be making multigeneration-
al spending commitments. Hartford’s ability to issue
debt is limited by state law and by its below-invest-
ment-grade, or “junk,” credit rating.'® Yet Hartford
continues to accrue pension and retiree health-care
liabilities at the same rate as healthy, AAA-rated cities.



FIGURE 6.
Retirement Benefit Liabilities vs. Debt Burdens, Select Rust Belt Cities, 2015

Retirement
Unfunded Unfunded Long-Term Benefit Share of All

Pension Liability Retiree Health-Care Debt Obligations

(2015) Liability (2015) (2015) Long-Term Spending

Connecticut

Waterbury $180,258,000 $987,693,000 $472,309,000 $1,640,260,000

lllinois

Chicago $33,846,168,000 $802,571,000 $20,324,194,000 $54,972,933,000 63.0%

Indiana
Indianapolis
Massachusetts

Boston $1,311,055,000 $2,053,132,000 $1,569,878,000
Haverhill $141,269,878 $270,890,482 $88,689,000 $500,849,360 82.3%
Lowell $203,753,583 $496,236,125 $223,455,000 $923,444,708 75.8%
Quincy $328,393,427 $655,435,122 $177,112,000 $1,160,940,549 84.7%
Mic
Detroit $2,866,353,052 $2,415,363
Flint 285,358,365 $240,596,130
New York
Buffalo $15,847,118 $1,428,412,000 $436,721,000 $1,880,980,118 76.8%
New York City $51,998,987,000 $85,484,552,000 $114,878,857,000 $252,362,396,000 54.5%
Yonkers $31,363,099 $751,600,000 $491,651,000 $1,274,614,099 61.4%
Ohio

$4,934,065,000 68.2%

$7,449,832,000
$131,845,000

$10,318,600,415 27.8%
$657,799,495 80.0%

Akron $192,179,073 $182,820,000 $640,667,000 $1,015,666,073 36.9%
Cincinnati $1,312,452,000 -$116,057,000 $918,231,000 $2,114,626,000 56.6%
Pennsylvania
Allentown $68,502,450 $79,819,800 $92,924,000 $241,246,250 61.5%
Erie $109,834,188 $14,469,580 $168,386,000 $292,689,768 42.5%
Philadelphia $5,904,205,204 $1,732,100,000 $5,124,495,000 $12,760,800,204 59.8%
Pittsburgh $851,295,404 $564,111,000 $530,652,000 $1,946,058,404 72.7%
Rhode Island

Providence

Wisconsin
$34,300,425

Janesville -$6,922,131 $108,272,000 $135,650,294 20.2%

Source: Author’s calculations based on U.S. Census Bureau data. See endnote 4. For the full data sets for all 66 cities, click on the Excel file link available at this report’s landing page.

EdS and Meds In 1950, more than one-third of all jobs were in manu-

facturing in 67 of the 93 cities for which data were avail-

able.2° Figure 7 shows how vital manufacturing used
It is difficult to predict the future of the Rust Belt to be in a sample of Rust Belt cities’ economies. At least
economy. After the “Black Monday” of Sept. 19, 1977,”7 in terms of their job markets, Rust Belt cities’ econo-
when thousands of steelworkers in Ohio’s Mahoning mies are more diversified than they were during their
Valley were laid off virtually overnight, few would have industrial era. In 9o of 96 cities, the largest census-des-
predicted that nearly 40 years later, the Youngstown ignated job category is now “educational services, and
Business Incubator would gain recognition as one of the health care and social assistance” (see Figure 8 for a
leading business incubators in the world.*® Pittsburgh set of sample cities). In only eight cities (New Haven,
is now home to Ace Hotel and corporate branches of Champaign, Bloomington, Cambridge, Ann Arbor, East
Facebook, Apple, and Google. Thirty years ago, most Orange, Rochester, and Syracuse) does this category—
discussion of economic policy in Pittsburgh focused on sometimes referred to as “eds and meds”—comprise
the terminal decline of the steel industry.* one-third or more of the total civilian jobs.
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FIGURE 7.

Manufacturing as Share of Total Jobs in
Select Rust Belt Cities, 1950, 1980, and 2015

Percent Percent
Employed In Employed In
Manufacturing, Manufacturing,
1950 1980

Connecticut

55.0% 40.6% 14.6%

Illinois

2011-15 Percent
Employed in
Manufacturing

Waterbury

Chicago
Cicero

Indiana

54.2% 42.9% 15.0%

Massachusetts

Gary

Boston
Lowell
Quincy
Haverhill

Detroit
Flint

New Jersey

38.6% 11.0%

New York

Elizabeth

Yonkers
New York City

Youngstown
(HETIEN

Pennsylvania
Pittsburgh
Erie
Philadelphia
Allentown

Wisconsin

Green Bay

Source: Author’s calculations based on U.S. Census Bureau data. See endnote 4. For the full
data sets for all 96 cities, click on the Excel file link available at this report’s landing page.

It was fortuitous that higher education and health care
began to grow as manufacturing declined during the
later decades of the 20th century. In addition to provid-
ing many jobs, medical centers and colleges boost local
economies through philanthropy, through investing in
city downtowns, and in many other ways. But Rust Belt
cities’ reliance on “eds and meds” raises serious ques-
tions about whether they can be expected to grow their
way out of their legacy-cost challenges.

One major downside of relying on eds and meds,
which are generally nonprofit institutions, has been
the growing share of many cities’ tax bases that is
exempt from property taxes. Thirty percent of the tax

base of Erie, Pennsylvania, is tax-exempt; half or more
of the tax bases of Hartford (Connecticut), Harrisburg
(Pennsylvania), and Camden (New Jersey) are tax-ex-
empt.* This is the result of stagnation in local for-prof-
it industries and expansions by governments and large
nonprofit colleges and hospitals. Sometimes, nonprof-
its or governments directly reduce local property tax
revenues by purchasing formerly taxable properties.
Property taxes are a significant source of local revenues
throughout the Rust Belt (Figure 9). Thus, the more of
a city’s property tax base is tax-exempt, the less fiscal
flexibility it has.

Additionally, some have questioned how much growth
local economies can expect from higher education
and health care when these two industries are facing
sustained pressure from the public and government
to keep consumer costs down.?3 In the aggregate, this
pressure may not significantly reduce the total number
of health-care and higher-education jobs in America.
(The Bureau of Labor Statistics predicts that health-
care jobs will grow more than any other field in coming
years.)* But it could prompt changes harmful to certain
Rust Belt cities.

For example, many expensive but nonselective private
colleges are located in Rust Belt cities (Figure 10).
This is a higher-education model that could face
considerable strain in future years. Nationwide, the
average net price (tuition and fees after financial aid)
at a nonprofit, four-year private college is $25,400,
compared with $13,200 for in-state tuition at a four-
year public institution.? Private, regional schools
located in areas with declining populations will face
intensified competition among themselves and with
cheaper state schools. According to a 2016 report by the
Western Interstate Commission for Higher Education,
the Midwest’s and Northeast’s shares of America’s
high school graduates will likely decline over the next
15 years, from a combined share of 40.7% in 2013 to
approximately 35% in 2030.2¢ Having to compete for
a reduced number of incoming freshmen will increase
pressure on college endowments. The closure of even
a small college could cost a local economy more than a
thousand well-paying jobs.

The larger lesson that the rise of eds and meds should
hold for policymakers is that, at the city level, econom-
ic-development policy often has little effect on eco-
nomic development. The expansion of health care and
education throughout heavy manufacturing’s decline
was not the result of urban-policy decisions.

During the “urban renewal” era immediately following
World War II, though Rust Belt city officials debated
urban policy extensively, they focused mainly on



strengthening downtown retail and commercial cor-
ridors (such as by building urban freeways and subsi-
dized parking garages), addressing “slum” conditions,
and stabilizing manufacturing (such as by encouraging
the development of industrial parks). The parts of the
urban economy where Rust Belt city officials concen-

FIGURE 8.

trated their efforts during the 1950s and 1960s have
weakened, and the areas that they overlooked have
strengthened in the late 20th and early 21st centuries.

Lowell, Massachusetts, whose population peaked in
1920, before the textile industry moved south (Figure

Select Rust Belt Cities’ Labor Markets by Industry, 2011-15
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Insurance, and Real Estate and

Percent Employed in Finance and
Rental and Leasing

Percent Employed in
and Warehousing, and Utilities

Construction
Percent Employed in

Manufacturing
Percent Employed in

Retail

Chicago 4.0% 8.9% 9.2% 6.1%

Connecticut

Waterbury

lllinois
8.2%

Entertainment, and Recreation, and
Accommodation and Food Services

Percent Employed in Educational
Services, and Health Care and

Scientific, and Management, and
Social Assistance

Administrative and Waste

Percent Employed in Professional,
Management Services

Percent Employed in Public

Percent Employed in Other
Administration

Services, Except Public

Percent Employed in Arts,
Administration

15.5% 22.8% 11.2% 5.2% 4.2% 4.9%

Cicero 8.3% 20.4% 10.6% 6.3%

Indiana
Gary
Massachusetts

Lowell 5.0% 16.4%

4.6%

10.5% 4.0% 4.0%

11.1% 11.7% 15.2% 4.4% 21% 5.1%

11.9% 25.9% 10.2% 4.0% 4.0% 4.2%

Quincy 4.5% 5.6%

Detroit 3.6% 13.6%

10.1% 4.4% 12.0%
Michigan
10.3% 5.8% 4.8%

13.1% 24.1% 13.4% 4.2% 4.0% 4.6%

11.4% 24.8% 11.9% 5.3% 4.5% 3.8%

Flint 41% 15.0%

12.2% 4.1% 3.2%
New Jersey

7.6% 27.3% 12.0% 6.2% 4.0% 4.2%

Elizabeth

Buffalo 3.3% 8.9%

New York
10.5% 4.5% 6.9%

11.0% 30.9% 12.1% 41% 4.0% 3.9%

Syracuse 3.9% 6.4% 11.7% 4.4% 4.6%

9.4% 35.3% 11.7% 4.9% 3.3% 4.5%

New York City 4.9% 3.7%

Youngstown 4.3% 14.1%

9.9% 5.9% 9.7%
Ohio
12.3% 4.8% 3.0%

13.0% 26.4% 10.9% 5.5% 3.7% 6.2%

8.6% 26.6% 13.7% 5.8% 3.6% 3.2%

Cleveland 4.0% 12.9%

Pittsburgh 3.8% 5.5%

10.7% 5.0% 5.5%
Pennsylvania
10.1% 3.6% 7.5%

10.1% 26.2% 11.7% 4.5% 4.9% 4.4%

11.8% 33.0% 11.5% 4.4% 4.3% 4.4%

Erie 3.9% 14.9% 12.1% 3.0% 5.7%

6.8% 28.2% 13.3% 5.2% 3.3% 3.6%

6.7%

Philadelphia 4.0%

Providence 4.0% 12.0%

10.7% 5.3% 6.1%
Rhode Island
10.9% 2.8% 4.6%

11.6% 30.3% 10.1% 4.8% 6.3% 4.2%

10.1% 32.1% 12.1% 4.9% 21% 4.3%

Pawtucket 5.0% 14.3%

Janesville 5.1% 21.2%

13.5% 3.5% 5.5%
Wisconsin
13.5% 4.6% 3.9%

9.4% 25.0% 10.7% 4.9% 3.6% 4.5%

6.8% 22.2% 8.8% 4.6% 2.8% 6.5%

Source: Author’s calculations based on U.S. Census Bureau data. See endnote 4. For the full data sets for all 96 cities, click on the Excel file link available at this report’s landing page.
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FIGURE 9.

Property Taxes as a Share of Local
Government General and General Own-
Source Revenues in Rust Belt States, 2015

58.7% 84.8%
40.3% 60.3%
23.9% 38.7%
50.6% 76.7%
27.3% 51.8%
57.5% 79.7%
29.4% 43.1%
27.5% 43.4%
31.4% 50.8%
56.2% 80.2%
35.0% 63.4%

*The census defines general revenue as ‘all revenue except that classified as liquor store,
utility, or insurance trust revenue.” ‘Own-source’ revenues are raised from individuals or
corporations within a city’s borders.

Source: Author’s calculations based on U.S. Census Bureau data

1), is said to have been “too poor in the 1950s and 1960s
to undertake urban-renewal programs.”” This enabled
the city, in more recent years, to take old mill buildings
along the Merrimack River and rehab them as housing.
Cities that moved aggressively, in the 1970s and 1980s,
to build urban malls to counteract the movement
of retail to the suburbs met with mixed results.?® At
present, though, cities without much downtown retail
may lack for vitality but are also less exposed to the
threat of the “retail apocalypse,” through which more
commerce is expected to move online and away from
malls and other brick-and-mortar stores.2

Rust Belt cities have long been trying to respond to
social and economic decline. Some officials continue
to pursue a revival of manufacturing.3° Academics and,
to a lesser extent, policymakers have tried to develop
“shrinking city” agendas that start by recognizing
that postindustrial cities are not likely to return soon
to postwar economic health.3* But political necessity
forces most city officials to focus more on revitalization
than on how to manage decline. Furthermore, aside
from some obvious areas, such as blight removal, it can
be just as difficult to measure whether “shrinking city”
policies are working as it is to gauge whether local eco-
nomic-development policy is working.3?

It’s fair to say that most city officials believe that the
federal government can and should take more responsi-
bility for urban revitalization. During Democratic pres-
idential administrations, the focus tends to be on more
federal funds for infrastructure and social programs.
The Trump administration’s protectionist rhetoric has
raised hopes that industrial and/or trade policy might
restore prosperity in the Rust Belt. Even in cases where
their population decline may have leveled off, many
Rust Belt cities are likely to remain in a vicious cycle—
where low levels of growth as well as high debt and
retirement liabilities push up tax burdens, causing in-
adequate government investment, which, in turn, dis-
courages outside private investment, thereby further
dampening growth and keeping tax bases weak.

It is difficult to reduce taxes when debt and retire-
ment-benefit liabilities are high. Any policy designed
to revive the Rust Belt must come to terms with the
deep fiscal challenges faced by these city governments.
Despite steadily weakening tax bases, Rust Belt local
officials have continued to increase debt and retire-
ment-benefit burdens. The result is tremendous strain
on city budgets.

Eighteen Pennsylvania municipalities are in the state
“Act 47” program, designed to alleviate “severe finan-
cial difficulties” at the local government level.33 The
Pennsylvania state auditor classifies 13 local pension
systems that are less than 50% funded, including Phil-
adelphia’s and Scranton’s, as “severely distressed” in
the state’s 2016 Municipal Pension Reporting Program
Report.3+ Scranton’s Firemen’s Pension Plan is only
20% funded.3s In Michigan, nine localities (five cities
and towns and four school districts) are classified by
the state treasurer as in a state of “financial emer-
gency” under the state’s Local Financial Stability and
Choice Act.3¢

In the most recent updates of his “Fiscal Stress Mon-
itoring System,” New York State comptroller Thomas
DiNapoli found 59 school districts and 27 municipal-
ities (counties, cities, and towns) to be in a state of
“fiscal stress.”?” Buffalo has been under a state-imposed
control board, the Buffalo Fiscal Stability Authority,
since 2003.3% Ohio’s state auditor classifies two school
districts and 21 local governments (cities, villages, and
townships) as being in a condition of “fiscal emergen-
cy.”3 During the summer of 2017, Indiana appointed
emergency managers to oversee both the Gary and
Muncie public school systems.4°

The Connecticut Department of Economic and Com-
munity Development includes 25 cities in its official
tally of “distressed municipalities.”# Connecticut state
government was forced to place Waterbury and Bridge-



FIGURE 10.

Rust Belt-Based Expensive, Nonselective Private Colleges

College City Employees Pgéﬂ?:tli‘(t)n Acceggﬁgt_:%Rate, Ave;%g1951\|2e(tnlglce, Endowment
Milwaukee 1,443 2,464 82% $17,289 | $15,077,732
Milwaukee 1,235 2,017 80% $18,861 $25,317,427

Worcester 1,492 2,607 78% $29,387 | $100,767,112
Buffalo 2,265 3,734 78% $20,767 | $104,580,533

Erie 2,136 4,343 78% $22,003 | $56,142,327

Erie 2,554 2,784 75% $21,648 | $31,007,765

Cincinnati 3,042 6,509 69% $27,757 | $153,477,802
Springfield, MA 915 3,377 69% $20,362 | $14,592,231
Springfield, MA 3,368 3,144 66% $28,368 | $65,321,741
Allentown 522 1,669 66% $19,231 $25,979,759
Syracuse 1,760 3,549 65% $23,361 | $144,832,607
Milwaukee 689 1,404 56% $16,576 | $14,734,692

Source: Form 990s and National Center for Education Statistics

port under formal state control in recent decades;
Bridgeport tried unsuccessfully to file for bankruptcy
in 1991.4 For over a year, the possibility of munici-
pal bankruptcy has been debated for Hartford, which
recently retained an outside financial restructuring
firm.43 New Jersey installed an emergency manager in
Atlantic City in fall 2016.44

Lawrence, Massachusetts, has been under a state-im-
posed “fiscal overseer” since 2010.% Springfield,
Massachusetts, whose finances were directed by a
state-imposed Finance Control Board from July 2004
to June 2009, has a pension system that is only 25.7%
funded.# The struggles of Chicago, which Moody’s In-
vestor Services rates below investment-grade (Ba1), or
“junk,”#® have been well chronicled; East St. Louis was
under state oversight from 1990 to 2013.4° In Rhode
Island, Providence’s pension system is funded at 25.3%,
and Central Falls was in bankruptcy from August 2011
to September 2012.5°

Municipal fiscal distress in the Rust Belt is pervasive
and structural. Rust Belt cities’ fiscal challenges are
exacerbated by recessions; but they persist during
economic expansions, too. Whatever else “urban re-
vitalization” may mean, it must mean solvency. A city
that cannot balance its budget and fund its debt and
liabilities cannot provide police and fire protection
or maintain its infrastructure. The ability of cities to
deliver such services is increasingly in question during
the current era of diminished municipal self-sufficien-
cy due to increased legacy burdens and weakened tax
bases.

This report has tried to show that, as bad as other times

have been for cities, such as the 1970s, the threat to in-
solvency is greater now. Many state governments are
active, and have been for decades, in dealing with fiscal
distress in various ways. But further adjustments to the
traditional relationship between state and local gov-
ernments may be necessary. State governments are the
only entities in a position to ensure that cities remain
solvent and that basic services are delivered.

A small number of cities have recently pursued bank-
ruptcy in order to restore solvency: Vallejo, San Ber-
nardino, and Stockton in California; Central Falls in
Rhode Island; and Detroit. Bankruptcy provides a city
with the authority to reduce its legal debt and retire-
ment-benefit obligations and the protocol through
which to do so. Though there have been dozens of fis-
cally distressed localities since the 1970s, fewer than
10 major cities have gone bankrupt during that same
span.

Municipal bankruptcy is likely to remain a rare event
because federal law makes it difficult for cities to
qualify, far more than for private corporations. Even
for cities that have gone bankrupt, the process has
yielded mixed results. Stockton and Vallejo saw their
pension costs increase in the years following their exit
from bankruptcy.5* Cities whose bankruptcies were di-
rected by state appointees, such as Central Falls and
Detroit, came to a somewhat more favorable result.5

Local officials often call for more state aid to forestall
insolvency. But unless accompanied by a strong over-
sight program, such as a control board or even a receiv-
er, state aid risks squandering state taxpayers’ funds.
Fiscally distressed cities will always have their advo-
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cates. But their claim on limited state revenues, against
advocates for safety-net or other programs, is rarely
obvious. Pairing serious oversight, which local officials
typically object to, with state aid is one way to curb the
risk of moral hazard for local officials who want a solu-
tion to fiscal distress that involves no sacrifice.

Alternatives to bankruptcy and state aid include state
government offers of technical advice or quasi-consul-
tancy programs, promoting more fiscal transparency
for city finances, and facilitating collaboration between
“stakeholders.”s3 But the most serious cases of struc-
tural fiscal distress do not emerge by surprise, and
local stakeholders, such as city council members and
government union officials, may not be amenable to
proportionately serious policy solutions.

In issuing his ruling about Detroit’s eligibility for
bankruptcy, Judge Steven W. Rhodes found that the
state-appointed emergency manager had failed to ne-
gotiate in good faith with creditors before filing the
bankruptcy petition.5+ Yet Detroit is generally consid-
ered to have been one of the more successful municipal
bankruptcies. It could be argued that inordinate def-

erence to stakeholders—government unions—is what
prevented Stockton and Vallejo from seeking pension
cuts in bankruptcy.

In short, state oversight is going to be required regard-
less of whether the approach is bankruptcy, increased
financial assistance, or a further alternative. No two
cities’ fiscal crises are identical. For instance, ad-
dressing deeply underfunded retirement-benefit pro-
grams will require different approaches, depending on
whether a city participates in a state-run system (the
case with Rust Belt cities in Ohio, New Jersey, and New
York) or operates its own independent system (the case
with Rust Belt cities in Massachusetts, Pennsylvania,
and Michigan).

The current landscape of fiscal distress is not so diverse
as to frustrate at least a general policy approach, if not
a specific and universal one. All roads lead to extensive
and increasingly assertive forms of state involvement
in Rust Belt cities.



The author thanks the Manhattan Institute’s Connor Harris for assistance with fact-checking and data compilation and analysis.

1 Source for figures in this paragraph: author’s calculations based on data from the U.S. Census Bureau and Office of the Historian, U.S. House of
Representatives.
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4 The source for all data in this report on population, poverty, and employment is, ultimately, from the U.S. Census Bureau. Historical data were derived
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Author’s calculations based on U.S. Census Bureau data.

Author’s calculations based on data from the U.S. Census Bureau and U.S. Bureau of Labor Statistics.
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Thirty cities from the original 96 cities surveyed in this report were not analyzed for this section because they did not report pension and/or retiree
health-care liabilities in their 2015 financial statements or because those statements were unavailable. Historical data on cities’ retirement-benefit
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Abstract

Rust Belt cities have long been trying to respond to social and economic
decline. Some officials continue to pursue a revival of manufacturing.
Academics and, to a lesser extent, policymakers have tried to develop
“shrinking city” agendas that start by recognizing that postindustrial cities
are not likely to return soon to postwar economic health. But political
necessity forces most city officials to focus more on revitalization than on
how to manage decline.

Any policy designed to revive the Rust Belt must come to terms with the deep
fiscal challenges faced by these city governments. Despite steadily weakening
tax bases, Rust Belt local officials have continued to increase debt and
retirement-benefit burdens. The result is tremendous strain on city budgets.

Municipal fiscal distress in the Rust Belt is pervasive and structural. Rust
Belt cities’ fiscal challenges are exacerbated by recessions; but they persist
during economic expansions, too. Whatever else “urban revitalization” may
mean, it must mean solvency. A city that cannot balance its budget and fund
its debt and liabilities cannot provide police and fire protection or maintain
its infrastructure. The ability of cities to deliver such services is increasingly
in question during the current era of diminished municipal self-sufficiency
due to increased legacy burdens and weakened tax bases.

As bad as other times, such as the 1970s, have been for Rust Belt cities, the
threat to insolvency is greater now. Many Rust Belt state governments are
active, and have been for decades, in dealing with fiscal distress in various
ways. But further adjustments to the traditional relationship between state
and local governments may be necessary. State governments are the only
entities in a position to ensure that cities remain solvent and that basic
services are delivered.
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