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San Diego

Declining revenue led
to spending cuts in San Diego

By 2011, San Diego’s revenue had failed to return to the peak it reached before the Great Recession,

and the city faced continuing financial challenges. Despite property tax growth, revenue fell 9 percent
from the 2007 high point to the 2010 low, primarily because of losses in sales tax and nontax revenue.
(See Figure 1.) Operating spending rose during that period, but the city ultimately cut expenditures in
2010 and 2011. Although San Diego has taken steps to address its long-term obligations, voter-approved
pension reforms are being challenged in court.!

FIGURE 1

San Diego Governmental Revenue, Percent Change From
Pre-downturn Peak, 2007-11

0% Note: Shaded area indicates the
period of the Great Recession as
2%, 4’\ defined by the National Bureau of

Economic Research. Amounts are
in 2011 dollars.

-4%
Source: Pew calculations from
6% \ San Diego’s Comprehensive
Annual Financial Reports for fiscal
\ / 2007-11.
-8% )
V © 2013 The Pew Charitable Trusts

2007 2008 2009 2010 2011
$1.85 Billion $1.81 Billion $1.83 Billion $1.68 Billion $1.73 Billion

-10%

Declines in sales tax collections and
intergovernmental aid drove revenue losses

Total revenue fell by $176 million between the 2007 peak and the 2010 trough after adjusting for inflation.
Declining sales tax receipts were the main cause, falling an inflation-adjusted $86 million. Nontax revenue
decreased $76 million, largely because of lower revenue from private sources and the use of money and
property.” Intergovernmental aid also fell $39 million, even with an infusion of federal stimulus funds from
the American Recovery and Reinvestment Act. Despite a housing crisis in California, property tax revenue
in San Diego grew $41 million from 2007 to 2010, but this was not enough to offset steep losses in other
revenue streams.



Spending grew as revenue declined,
and cuts were implemented in 2011

Even as revenue contracted, operating spending increased 9 percent, caused primarily by a $116 million
bump in general government expenditures.’ At the same time, spending on parks, recreation, and cultural
facilities grew $39 million, and outlays on public safety, San Diego’ largest budget category, rose $7 million.

After the city’s revenue hit bottom, officials cut spending in 2011 by eliminating more than 1,700 positions,
including more than 300 in public safety,* negotiating a 6 percent employee compensation cut, and
introducing some city services to competitive bidding.” (See Figure 2.)

FIGURE 2

San Diego Full-Time Equivalent Employees, 2007-11
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In addition to the spending cuts, San Diego also used a series of midyear and one-time legislative
adjustments.® For example, in 2011, contributions to general fund reserves were deferred, freeing
up revenue.

Managing the future: Reforms in long-term liabilities
aimed to address fiscal concerns

Demand for services, investment decisions, and revenue performance driven by economic activity and
demographic changes will shape San Diego’s fiscal future.” Long-term obligations that can be analyzed using
the data available are pensions and retiree health care and other benefits.

Although the city made its annual recommended pension contributions, ballooning liabilities passed
$6.5 billion in 2010, leaving the city far short of full funding. Changes put in place in 2009 were followed
by a more expansive 2012 referendum that drew national attention.® Although legal challenges are pending
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as of press time, all new employees except police will be enrolled in defined-contribution plans, which
operate like private-sector 401(k) plans rather than traditional defined-benefit plans that guarantee pension
checks for the full period of retirement.” Pension calculations for current employees were changed to use a
salary level frozen in place until 2018, rather than actual final salaries."

Retiree health care obligations also continued to grow, exceeding the billion-dollar mark with just

6 percent of liabilities funded in 2010. In early 2012, the city and unions agreed on benefits changes that
are expected to save $714 million over 25 years. Officials called the deal the largest cost-savings measure
ever implemented by the city.'!

See Pew’s 30-city interactive at pewstates.org/City-Fiscal-Conditions-Interactive for complete data.
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