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Kansas City, MO

Revenue bottomed out after the recession,
and there has been only a slight rebound

In 2011, Kansas Citys revenue remained far below its prior peak, and the city faced ongoing financial
challenges two years after the end of the Great Recession. Kansas City had steep revenue losses, led by sales
and income taxes and nontax revenue such as investment income and interest. Intergovernmental aid helped
partially offset the declines, but overall revenue still fell 9 percent between the 2008 peak and the bottom

in 2010. (See Figure 1.) In addition, Kansas City grappled with unfunded pensions and costly debt-service
payments stemming from a less-than-successful downtown redevelopment effort.!
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Declining revenue hit in many areas,
with intergovernmental aid serving as a partial backstop

Kansas City hit its revenue low point in 2010. Nontax revenue—including, among other items, investment
income and interest—fell $57 million from the peak in 2008, making it the largest single category of the
city’s revenue losses. Sales and income taxes together declined an additional $56 million during the same
period. Although intergovernmental aid—which included American Recovery and Reinvestment Act
funds—grew, it was not enough to offset losses elsewhere.” As a result, the city drew down reserves in order
to maintain relatively flat operating spending between 2008 and 2010.’



Revenue rebounded somewhat in 2011 on the strength of growth in charges for services, but steep declines
in intergovernmental aid and property tax receipts—two categories that had helped temper earlier revenue
losses—created new financial woes.* (See Figure 2.) To address these shortfalls, Kansas City voters approved
in 2011 the continuation for another five years of a 1 percent earnings tax on residents and nonresidents
who work in the city.” This tax generates about $200 million annually and represents approximately
one-fifth of the city’s total revenue. Voters reconsider the referendum every five years, which adds
uncertainty to the city’s long-term fiscal outlook.

FIGURE 2

Key Drivers of Change in Kansas City’s Revenue, 2010-11
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Managing the future: The recession cut into
planning for long-term obligations

Demand for services, investment decisions, and revenue performance driven by economic activity
and demographic changes will shape Kansas City’ fiscal future. Long-term factors of financial health,
which can be analyzed using the data available, are pensions and retiree health care obligations and
debt from investments.

One unexpected drag on city finances has been the middling results from plans to revitalize downtown
Kansas City.” The Power and Light District development is now 85 percent occupied, but sales and property
tax revenues have thus far fallen short of projections, contributing to fiscal challenges.® The city continues to
put aside revenue in its budget to supplement its annual bond payments.

In 2010, Kansas City’s pensions were 78 percent funded, down from 91 percent two years earlier.” In 2011,
a city-convened task force recommended that workers contribute an additional 1 percent of their wages into
pension plans. The review also called on the city to make downward adjustments in cost-of-living increases
and benefit levels, but no action had been taken as of July 2013."°

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