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Introduction 
Last month, in our latest deep dive into the city of Milwaukee’s fiscal condition (Nearing the Brink), 
we warned that city government is nearing the precipice of a financial crisis. While funds granted to 
the city by the federal American Rescue Plan Act (ARPA) plus a newly bolstered pension reserve are 
likely to put off that crisis for another two years, we cautioned that “in almost every other respect, 
the key fiscal indicators for the city point to daunting days ahead.” 

The 2023 City of Milwaukee Proposed Budget now provides a first glimpse of how the approaching 
storm will impact city services in the near term, and how a new mayor will begin to address the 
formidable challenges he inherited when he took office last April. It also provides the first test of how 
the city will deal with a huge increase in its employer pension contribution, which rises to $100 
million in the proposed budget – up from $71 million this year – as the first of a five-year “re-set” to 
the city’s pension payment takes hold. 

While the city took some important steps in previous budgets to prepare for this sea change, the 
proposed budget shows that its remaining defenses are weak. The budget reveals, for example, that 
three of Milwaukee’s major sources of reserve funds – its unassigned general fund balance, tax 
stabilization fund, and public debt amortization fund – are at their lowest levels in decades. 
Meanwhile, a decision to “limit” the budgeted pension contribution to $100 million – down from the 
$121 million originally anticipated – means that the recently built-up pension reserve fund may need 
to be tapped sooner rather than later, particularly if the stock market fails to recover from its recent 
downward spiral.  

The good news – at least for now – is that the use of $80 million of ARPA funds in the proposed 
general city purposes budget would stave off some of the worst potential outcomes for city services 
for another year (though several major departments do take hits). However, that amount is $13 
million more than the ARPA total devoted to filling 2022 budget gaps, which means the budget hole 
that will materialize when those funds are exhausted has now grown, as well. 

Meanwhile, the proposed budget confirms that the city’s revenue structure is still broken, as state 
shared revenues are flat and property tax revenues – while up 2% overall -- provide only $3.5 million 
more for departments, which must contend with the impacts of high inflation. At the same time, the 
levy allocation for the city’s levy-supported capital debt payment grows by $13.1 million to the 
highest level in recent memory, and it may grow higher still in future years as the city’s aging 
infrastructure demands increased attention.  

In this brief, we examine all of these factors – ARPA, revenue imbalances, pensions, debt, and more 
– in explaining the difficult situation city leaders (and residents) will face in 2023 and the years to 
come. We hope our analysis furthers an informed discussion of these challenges and helps both 
local and state leaders properly assess them and develop solutions over time. 

  

https://wispolicyforum.org/research/nearing-the-brink-an-independent-third-party-review-of-the-city-of-milwaukees-fiscal-condition/
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Proposed Budget Overview 
Across all funds, the mayor’s 2023 proposed budget totals $1.72 billion, a decrease of $41.5 million 
(2.4%) from the $1.76 billion budget in 2022. Despite increases for general city purposes, capital 
improvements, and city debt, a drop in the amount of budgeted federal funds from the American 
Rescue Plan Act (ARPA) reduces the size of the overall budget. This decrease is attributed to how the 
funds have been recognized in budgets as the city has received them – as noted above, the amount 
of ARPA monies budgeted for city operations increases in the proposed budget. 

Property taxes – the only major tax the city is statutorily allowed to levy – are used to support five 
major components of the city budget (see Figure 1). Other special funds that operate like business 
enterprises – such as the Sewer Maintenance Fund and Milwaukee Water Works – are included in 
the overall city budget but are supported largely by fees and do not receive property tax levy support. 
As a whole, the five categories that are supported by the property tax – which are the primary focus 
of this report – would see an increase of $114.9 million (9.9%), from $1.16 billion in 2022 to $1.28 
billion in 2023. 

Overall, differences in the manner in which the city has accounted for ARPA funds in the 2023 
budget versus the 2022 budget cloud any effort to compare departmental and functional spending 
and revenue figures over the two years. Instead, changes to full-time-equivalent positons (FTEs) are a 
better barometer of budgetary impacts. We note this simply to point out that more detailed and 
nuanced analysis is required this year to sort out the fiscal and programmatic impacts of the 2023 
proposed budget, as will be evident in the pages that follow.   
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General city purpose spending 

Most major services provided by the city – 
including police, fire, neighborhood 
services, public works, and more (see 
Figure 3) – are included in the city’s 
General City Purposes (GCP) budget, 
which is by far the largest single budget 
segment. In 2023, the mayor proposes 
$639.5 million in GCP spending (see 
Figure 2), a $28.6 million (4.7%) increase 
over the $610.9 million included in the 
2022 budget. An additional $81.1 million 
in ARPA revenue will supplement this 
total, which compares to $67.9 million of 
ARPA funds dedicated to the GCP budget 
in 2022. The combined proposed total is 
$13.2 million higher in 2023 than the 
total in the current year (for more detail 
on ARPA spending, see Key #1).  

 

Despite the city’s ongoing structural budget challenges – which we will discuss throughout this report 
– the 2023 proposed GCP budget generally includes increases for most departments, though those 
increases mostly allow them to accommodate cost-of-living salary adjustments for most city 
employees and do not allow for increases in staffing or services.1 In some cases, increases that 
                                                      
1 The budget proposes a 2% cost-of-living salary increase for all general city employees and an additional 1% for those who 
have been employed for five or more years. Those increases add about $4.2 million in expenditures to the proposed budget 
according to budget officials. Salary adjustments for public safety employees will be determined by collective bargaining. 
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appear on paper also are attributed to the substitution of property tax levy in the 2023 proposal for 
ARPA funds that were used in 2022; these do not constitute true expenditure increases.  

Another factor in the effort to balance the 2023 proposed budget was a decision to increase the 
allotment for savings attributed to vacant positions across all departments. It is a standard practice 
for governments to assume that some percentage of their funded positions will be vacant for part or 
all of the upcoming year and to budget some amount of savings from those vacancies. In light of the 
hundreds of positions in GCP departments that are currently vacant and an expectation that many 
will remain unfilled throughout 2023, the budget assumes an increase of $3 million in vacancy 
savings according to budget officials.  

The following highlights some important changes in departmental budgets: 

• The Milwaukee Police Department (MPD) budget would increase by $20.4 million (7.3%) to 
$300.9 million. This is happening despite a reduction in total sworn strength of 17 officers, 
from 1,657 in the 2022 budget to 1,640 in the 2023 proposed budget. Included in this total 
is funding for two recruit classes: one of 65 new officers, and another of 50, the second of 
which would be funded (temporarily) with an anticipated COPS grant from the federal 
government. MPD also would receive 43 new civilian public safety dispatcher positions 
(though funding is provided for only half of those positions given the time and challenges it 
will likely involve to fill all of them). These positions will be transferred to a new Department 
of Emergency Communications throughout the year.  

 
• The proposed budget would assign most of the ARPA funds used for city operations to the 

Milwaukee Fire Department (MFD) – a change from the current year when ARPA monies are 
spread across several departments. As a result, it appears the department is taking a sizable 
budget hit – from $83.2 million in the 2022 GCP budget to just $48.3 million in 2023. 
However, the allocation of $75 million in ARPA funds for MFD staff – the equivalent of 470 
sworn staff salaries and benefits – boosts that amount considerably. Nevertheless, in light of 
the need to absorb salary and benefit increases and the fact that the ARPA monies 
essentially are just replacing property tax levy, MFD’s total appropriations are still insufficient 
to avoid service cuts, and the budget proposes the decommissioning of 1.5 fire engines and 
the loss of 22.5 FTEs that would have staffed those engines. 
 

• The Department of Public Works (DPW), the second-largest GCP department by dollar 
amount, would see its budget increase by $11.0 million (8.8%) to $136.1 million in 2023. 
However, the increase largely reflects the replacement of ARPA dollars with property tax and 
fee revenue, as well as the absorption of salary and benefit increases. DPW would see a 
number of positions eliminated, including a net loss of 19.5 FTEs from operations and 17.7 
FTEs from infrastructure services. 
 

• The budget of the Milwaukee Public Library (MPL) would grow by just under $600,000 (2.3%) 
to $25.8 million. However, because a $1.15 million ARPA supplement in the 2022 budget 
would be eliminated in 2023, MPL’s budget is actually down by about $560,000. The Martin 
Luther King branch will be temporarily shut down for construction, while four additional 
libraries would see reduced staffing and hours. The savings from those reductions are 
proposed to go toward an expansion of capacity at other branches as well as more mobile 
and pop-up services, but MPL still would see a net loss of 12.94 FTEs (4.3%). 
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Overall, despite the availability of $81.1 million in ARPA funds (the $75 million mentioned above for 
MFD personnel plus another $5 million in the MFD budget for enhanced payments to private 
ambulance providers and $1.1 million for positions tied to ARPA administration), as well as the 
inflated vacancy savings, the proposed 2023 GCP expenditure budget is unable to spare major 
departments from some staffing reductions. Still, given the need to devote greater shares of limited 
city resources to non-GCP purposes and other fiscal challenges that will be discussed later in this 
report, it is worth noting that staffing reductions have been mostly limited to the departments 
mentioned above while most smaller city departments have been kept relatively intact. 

General purpose revenues 

The vast majority of revenue that funds the GCP budget comes from three main sources: 
intergovernmental aid (42.7%), primarily from the state; charges for services (23.1%); and the 
property tax levy (13.8%). In 2023, these three sources would account for 79.6% of GCP revenue – 
the first time that number has dipped below 80% since 2008. 

Intergovernmental revenue in the 2023 proposed budget would decline by $412,000 (0.2%) to 
$273.0 million, continuing a long-standing trend of slow or no growth in this critical funding source. 
In the 2000 budget, intergovernmental revenues totaled $279.1 million and accounted for 61.9% of 
all GCP revenues. The great majority of Milwaukee’s intergovernmental revenue comes from the 
state shared revenue program, and the city expects to receive the same amount in 2023 as it did in 
2022 ($219.1 million). The slight overall decline in intergovernmental revenue next year is entirely 
accounted for by an equivalent decline in state transportation aids. 

 

After former Mayor Tom Barrett proposed a $115.1 million GCP property tax levy amount for 2022, 
the Common Council ended up adopting a budget that lowered that amount to just $85.0 million, 
instead choosing to substitute an additional $30 million of ARPA revenues. Tax levy dollars freed up 
by this move allowed policymakers to shift an additional $30 million into the pension reserve. The 
2023 proposed budget would adopt a similar approach, as property taxes in the GCP budget would 
increase to $88.5 million (4.0%) but remain well below where they mostly have been over the last 
decade.  
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Instead, greater shares of the taxes paid by city property owners would go towards funding city debt 
($98.5 million) and the pension system ($118.2 million) in 2023 than general city purposes. Overall, 
2023 property taxes would increase by 2.0% ($6.1 million) to $311.2 million. For the owner of a 
median-valued home in the city, property taxes would increase by 2.7%, or $48.58. 

Charges for services, the other large piece of the GCP revenue picture, would increase by 2.2%, or 
$3.2 million, to reach $147.8 million. Major fees – including those for solid waste, snow and ice 
removal, street lighting, and sewer maintenance – all would increase by 4%. Those fees are 
projected to generate $93.0 million, or about 62.9% of total charges for services revenue in the GCP 
budget. 

Capital budget 

Total capital spending in the proposed 2023 budget is $290.9 million, a 12.9% increase over the 
$257.8 million adopted in 2022. City-funded capital improvements (i.e. those not covered by grants 
and other outside revenue sources) total $163.5 million, an increase of $26.9 million (19.7%) over 
the 2022 budget.  

Levy-supported general obligation (G.O.) borrowing in the capital budget would rise by $10.6 million 
to $95.6 million, its highest level since at least the early 2000s. As we will discuss (see Key #4), this 
sharp rise in levy-backed borrowing sparks some concern amidst other budget challenges. However, 
budget officials point to escalating infrastructure needs – including initiation of a new citywide 
information technology system for enterprise functions, a new police radio replacement project, plus 
other new large projects that all will need to be financed in 2024 and 2025 – and say the increase 
will serve to address immediate needs for the city and to smooth the escalation toward even larger 
increases in coming years.  

ARPA dollars also play a role in the capital budget. Proposed allocations totaling $4.7 million support 
housing, neighborhood code compliance, and blight elimination, while previous ARPA appropriations 
from the 2022 budget will continue to fund improvements to street lighting and other road 
improvements to alleviate reckless driving. Those dollars take the place of G.O. bonds or other city 
funding sources; if not for their existence, then the notable increase in 2023 may have been even 
larger. 

Core infrastructure – roads, highways, bridges, sewers, and street lights – would account for $76.6 
million of capital spending in 2023. The mayor’s budget address focused heavily on making 
roadways safer and implementing physical changes that would reduce reckless driving, as well as 
more infrastructure to support walking and biking in the city (such as protected bike lanes). Also 
included in core infrastructure spending is a continuation of a partnership between the city and the 
Milwaukee Metropolitan Sewerage District (MMSD) that will work to address flooding along the 
Kinnickinnic River. 

A number of city departments would benefit from a total of $9.9 million to upgrade the city’s 
information technology (IT) infrastructure, including Administration, Emergency Communications, 
MPL, MPD, and Public Works. Much of the proposed capital IT implementation is spread over two 
years. 

Finally, the budget proposes $14.6 million in spending on equipment. Almost all of this total goes 
towards Public Works ($7.8 million), MPD ($4.2 million), and MFD ($2.5 million). 
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General fund balance 

While we have focused on the GCP budget thus far, the city’s “general fund” is made up of revenues 
and expenditures that are budgeted in both that portion of the budget plus pension and contingent 
funds. The city’s general fund balance is the running total that rolls over each year; there is either an 
addition or subtraction to the general fund balance in a given year depending on factors such as 
whether actual revenue collections exceed or lag actual expenditures. 

Increases to the general fund balance over time tend to indicate a healthy fiscal environment and 
provide the city with some cushion to weather unanticipated budget difficulties. In the early years of 
the previous decade (i.e. 2011-2015), the city built up its general fund balance (see Figure 5), largely 
because of its ability to achieve tens of millions of dollars of unanticipated health care savings. 
However, over the next four years, as financial challenges mounted and health care savings 
dissipated, Milwaukee’s general fund balance fell to just $52.5 million, the lowest since 2000.  

 

A decision to issue a “revenue anticipation note” of more than $100 million in 2020 to take 
advantage of low interest rates boosted the general fund balance considerably in 2020. However, 
that note will need to be repaid over a period of years, and the city’s unassigned general fund 
balance – which constitutes funds that are not already obligated and is a better barometer of the 
true nature of this reserve – continues to be alarmingly low when compared to five or 10 years ago, 
as shown in the figure. 

The national bond rating agencies that review the city’s capacity to pay off its debt have taken note 
of this situation. Earlier this year, Fitch Ratings noted that “reserves have been drawn on to fund 
operations for the past three years, which has reduced (the city’s) financial resilience.” Meanwhile, 
S&P Global Ratings noted that the city had stabilized reserves and still had adequate flexibility in its 
budget, but its “reserve position is still significantly weaker than it had been in previous years.” The 
third agency – Moody’s Investors Service – lowered the city’s bond rating in September from A2 to 
A3, citing similar concerns. 
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Ultimately, if bond ratings are lowered over time, then the city will face higher borrowing costs. That, 
in turn, would place even greater demand on the use of property tax levy as a means of servicing 
debt for its infrastructure needs. 

Other reserves 

While the city’s general fund balance is perhaps the best gauge of its underlying fiscal health, other 
reserve funds also help it to maintain service levels in particularly difficult budget years and reduce 
negative impacts on property taxpayers. One such fund is the Tax Stabilization Fund (TSF), which 
gathers unspent (but allocated) monies and revenue surpluses each year and is specifically 
authorized by state statutes for use to stabilize annual swings in property taxes levied upon city 
residents.  

Remarkably, for the first time since at least 2000, the proposed budget does not include a 
withdrawal from the TSF. Previous withdrawals over the past two decades have ranged from a low of 
$4 million in the current budget to a high of $29.5 million in 2008. In fact, the city was able to take 
an average withdrawal of $21 million per year from 2014-2018 when the fund was regularly 
replenished with health care savings, among other fortuitous circumstances.  

The decision to forsake a TSF withdrawal in 2023 reflects the substantial shrinkage in the fund that 
has occurred since 2017. The balance of $14.7 million as of January 1, 2022, while slightly above 
the $13.8 million reported as of January 1, 2020, is lower than any other year since 2000. In fact, 
the balance represents just 23.8% of the $61.7 million cited in the 2017 budget (see Figure 6). 

 

Another important reserve is the Public Debt Amortization Fund (PDAF), which is used to help fund 
debt payments and in so doing also help cushions the blow of rising levy-funded debt service 
payments. The PDAF also now sits at its lowest level since at least 2004 (at about $42 million) after 
exceeding $60 million as recently as 2014. Consequently, the proposed budget contains only a $3 
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million transfer from that reserve, which is a $2 million reduction from 2022 and the lowest in at 
least a decade.  

Finally, there is far better news with regard to Milwaukee’s pension reserve fund, which it has 
deliberately and prudently built up over the past several years as a buffer against the anticipated 
sharp upward swing in the city’s employer pension contribution in 2023 (see Key #3). The pension 
reserve currently sits at its highest level in recent memory at $80.8 million, thanks in part to a $40 
million contribution in the 2022 budget. That said, with the city’s pension contribution expected to 
increase by at least $29 million next year, it is anticipated that the pension reserve balance will be 
drawn down rapidly once ARPA funds are exhausted heading into 2025. 
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Four Keys to understanding 
the budget 

Key #1 – ARPA delays major budget cuts for now 

The American Rescue Plan Act (ARPA), passed into law in March 2021, allocated billions of dollars to 
local and state governments across the country, including $394.2 million to Milwaukee. These 
monies represent a one-time – and once-in-a-lifetime – infusion of cash that at the time of bill 
passage was meant both to stave off the negative fiscal impacts of the COVID-19 pandemic and 
allow state and local governments to address longer-term goals. 

Generally, a cardinal rule of governmental budgeting is that one-time monies be used for one-time 
costs, as such usage avoids the creation of budget holes when the monies are exhausted. 
Milwaukee officials acknowledge the importance of this principle, but they have said the combination 
of their longstanding structural challenges – which were soon to be greatly exacerbated by increased 
pension contributions – and the extra fiscal stress created by the pandemic left them little choice but 
to use some of their ARPA funds to plug immediate budget holes and push off the need for severe 
cuts for at least another few years. 

The 2022 proposed budget laid out the former mayor’s initial plan for the city’s ARPA revenues, 
which reflected this reality: of the $394.2 million available, the budget proposed spending $139.5 
million (35.4%) in annual operating budgets over three years (2022-2024), leaving the remaining 
$254.7 million (64.6%) for one-time needs ranging from lead pipe replacement to affordable housing 
enhancements to employment and job training and more. 

Specifically, the 2022 proposed budget allocated $34.6 million in 2022 for general city purposes 
and suggested that $50 million be similarly set aside in both 2023 and 2024. However, a Common 
Council budget amendment added $30 million to the GCP total, thus freeing up an equivalent 
amount in property tax levy that was used to fortify the pension reserve. When combined with other 
budget actions, this increased the use of ARPA funds in the adopted budget to $67.9 million, 
including about $1.5 million for ARPA administration and compliance activities. 

In the 2023 proposed budget, the $67.9 million is increased to $81.1 million, including $1.1 million 
for administration. This amount is expected to be replicated in 2024. Should that plan remain in 
place, the city will end up spending $230.0 million – or 58.3% of its ARPA allocation – to try to keep 
city departments running generally as they were prior to the infusion of these monies. That is far 
above the 35.4% originally planned, and means that about $90 million less is available for needed 
one-time projects. 
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Another change for 2023 is a decision to simplify how ARPA monies are used in departmental 
budgets. In the 2022 budget, the $67.9 million of ARPA revenues dedicated to operations was 
spread across 11 different departments (see Figure 7). In the 2023 proposal, beyond the $1.1 
million needed to administer ARPA dollars, the entire remaining $80 million is concentrated in the 
Milwaukee Fire Department -- $75 million for salaries and fringe benefits and $5 million to support 
private ambulance operations. The $75 million finances 470 sworn positions within the department. 

This substantial use of ARPA dollars for operating expenditures represents a deliberate and 
transparent choice by city leaders to avoid major service cuts for at least another two years in the 
hope that a solution to the city’s structural problems is found in the meantime. However, it also 
results in a lost opportunity to use a greater share of the funds to address capital needs or other 
projects that might produce long-term gains for city residents and taxpayers, and it leaves an even 
larger hole for city leaders to fill when the funds run out at the end of 2024. 

Key #2 – Key revenue sources remain stagnant 

One of the most important contributors to Milwaukee’s fiscal challenges over the past decade and 
more has been the lack of combined growth in its top two revenue sources: state shared revenues 
and the property tax. With regard to the former, there has been essentially no growth in nominal 
terms, as shared revenue payments have totaled between $218 million and $220 million in each 
adopted budget since 2013 and are projected to remain flat in 2023.2 

The city’s property tax levy has seen some growth, with total collections increasing from $248 million 
in 2012 to $305 million in the 2022 budget (23%). However, the primary challenge here is the 
availability of those resources to support core city services. In the 2021 budget, which was 
developed in the fall of 2020 before the city’s receipt of ARPA funds, about $113 million in property 
                                                      
2 Milwaukee and other municipal governments also receive expenditure restraint payments from the state that are another 
form of state shared revenue. Those payments also have been relatively flat for years, and the budgeted amount of $10.6 
million in 2023 is the same as the 2022 amount.  
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tax levy was budgeted for general city purposes. That amount, remarkably, was $2.5 million lower in 
nominal terms that the amount budgeted 10 years earlier in 2012, in large part because the amount 
of property tax levy required to support debt and pension costs has risen (see Keys #3 and #4). 

In the 2022 budget and 2023 proposed budget, the amount of property taxes devoted to the GCP 
budget has fallen much further – to $85.0 million and $88.5 million, respectively. The impact of 
these reductions has been offset, for the most part, by the substitution of ARPA funds to support 
departmental budgets (particularly MFD), but increased levy allocations for pensions and debt have 
continued and are an important part of the story.  

The city’s total property tax levy has grown from $299.2 million in 2021 to $305.1 million in 2022 
and $311.2 million in the 2023 proposed budget – an increase of $12 million, or 5.2% over the two-
year period. While not inconsequential, however, that growth has been vastly exceeded by the 
amounts required to service capital debt and pension liabilities, which have grown by a combined 
$33 million in those two years.  

As the Forum has discussed in depth, Milwaukee will continue to face steep financial challenges 
going forward should nothing change in Madison with regard to these two major revenue sources, or 
barring other assistance from state lawmakers. State shared revenue payments will only change at 
the discretion of state legislators, who over the past two decades have not shown any willingness to 
increase those payments (although local transportation aids have grown). Similarly, since 2011, 
annual property tax increases that are used for operations have been limited by state law to the 
city’s rate of net new construction, which has generally lagged the rate of inflation since that time 
and over the last handful of years has also lagged statewide rates.  

To fill the gap and attempt to maintain service levels, city leaders have turned to other revenue 
sources (see Figure 8). The most prominent of those is charges for services, which in 2012 made up 
just 16.9% of GCP revenues, or $99.8 million. In the 2023 proposed budget, they would account for 
23.1% of those revenues, as they have risen by $48.0 million over the last decade to $147.8 million. 
As discussed earlier, major fees including those for solid waste, stormwater, snow and ice removal, 
and street lighting would all see 4% increases in the proposed budget. 

https://wispolicyforum.org/wp-content/uploads/2022/09/NearingTheBrink_Full.pdf
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Other, lesser sources of GCP revenue have also grown since 2012 to account for rising costs. 
Intergovernmental revenue from the state outside of the shared revenue program (+24.7%), other 
tax and/or payments in lieu of taxes (+23.9%), and revenue from licenses and permits (+38.8%) 
have all seen growth near the rate of inflation (growth in the Consumer Price Index from 2012 until 
the most recent data available was 28.6%). Combined with charges for services, these four revenue 
sources account for a total increase of $67.5 million since 2012, more than the overall $48.4 million 
increase in GCP revenues over that time. 

As discussed throughout this report, in the proposed 2023 budget, as well as the 2022 and yet-to-
come 2024 budgets, the other savior when it comes to operating revenues is ARPA. However, once 
those funds are exhausted, city leaders will have few options on the revenue side to fill the gap.  

While they could and likely would need to consider even sharper increases in major charges for 
services in the coming years (including vehicle registration fees), the use of service charge revenue 
is limited to the functions that issue the charge (i.e. solid waste fees only can be used to support 
solid waste services). That means they cannot be spread over the entire GCP service array. 
Meanwhile, revenues from licenses, permits, fines, and forfeitures have only limited elasticity, and 
increases in state aid or on amounts that can be generated from property taxes are entirely 
dependent on deliberations in Madison.  

Consequently, when also taking into account the impacts of inflation in subsequent years on 
salaries, fringe benefits, and general departmental operating expenses, the magnitude of the 
challenge becomes clear. Once the ARPA funds are no longer available, and barring authorization to 
adopt new sources of taxation or a huge influx of new state aid, the size of the budget gap is likely to 
leave city leaders with little choice but to turn to severe reductions in staffing and services to make 
ends meet. 

Key #3 – As pension cliff arrives, mixed news about the future 

In our past several city budget briefs and our recent Nearing the Brink report, we consistently warned 
about the ominous challenges that were almost certain to arise when it came time for the next five-
year “re-set” of employer pension contributions in 2023. That re-set has now arrived, and the 2023 
proposed budget reflects an employer pension contribution that has now risen to new heights. 

The need for a “re-set” stems from a city policy that seeks to control volatility in the employer 
contribution caused by annual changes in the pension fund’s actuarial valuations. It does so by 
establishing an actuarially-determined outlook for contributions for a five-year period, and setting the 
annual contributions during the period at equal amounts. The last re-set in 2018 established an 
annual employer contribution of about $71 million, although an overpayment in 2018 caused both 
that year’s contribution and the 2019 contribution to deviate somewhat (see Figure 9).  

As early as 2018, city leaders began warning of a sharp uptick in the employer contribution when the 
next re-set occurred. The cause was an expectation that the city’s pension board would vote to lower 
the assumed rate of annual return for pension fund investments. At the time, that rate stood at 
8.0%, which exceeded the rates used by most other public pension funds, which commonly were 
between 7% and 7.5%. In April 2019, that expectation materialized when the pension board did 
indeed reduce the assumed rate to 7.5%, thus substantially increasing the fund’s actuarial unfunded 
liability and requiring larger city contributions to maintain the solvency of the fund beginning with the 
next re-set. 
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Fortunately, city leaders commendably took steps to cushion the blow by fortifying the city’s pension 
reserve fund. As also shown in the figure, the city has contributed nearly $70 million to the pension 
reserve over the past four years (including $40 million in the 2022 budget), so that it now stands at 
$80.8 million. That amount will be available to offset a portion of the additional property tax levy that 
will be required to meet the employer contribution amount for some period of time until the reserve 
is exhausted.  

 

The city also received some good news earlier this year when strong investment performance by the 
pension fund in 2021 lowered the magnitude of the anticipated spike in employer contributions. 
Earlier projections had indicated the contribution might need to grow to as high as $150 to $160 
million, but the 2021 performance and other actuarial factors reduced that estimate to closer to 
$120 million. Because the re-set will not occur until early in 2023, however, the actual figure is 
unknown and again may surge upwards based on the plunge in the stock market so far this year.  

Because the actual 2023 employer contribution will not be known until after the budget is adopted, 
city leaders have the flexibility to establish a budgeted amount for 2023 based on their own 
judgment. The proposed budget sets that amount at $100 million – still a stark, $29 million (41%) 
increase from the $71 million contributed in each of the last three years, but below the $121 million 
that was estimated when budget requests were made this past summer.  

For the first time since 2017, the proposed budget also does not include a contribution to the 
pension reserve, which means the city’s total employer pension payment actually would decline by 
$11 million from the combined contribution and reserve payment of $111 million in 2022, thus 
freeing up that amount of property tax levy for other purposes. Budget officials acknowledge the 
budgeted amount may be short of what ultimately will be required, but they cite a pension reserve 
withdrawal as the likely solution to make up for any shortfall. That move would be consistent with 
original expectations that the reserve would need to be tapped beginning in 2023, but it also means 
there would be fewer reserve funds available when the city also must deal with the exhaustion of 
ARPA after 2024. 
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Just a few years ago, the notion that city leaders would be able to absorb a one-year increase of $29 
million in the pension contribution without severe staffing and service reductions would have been 
unthinkable. Of course, the temporary use of sizable amounts of ARPA dollars to supplement GCP 
spending is the main explanation for this feat, and that solution will disappear two years from now. 
Given the likelihood that the $100 million budgeted for next year will need to increase once the 
actual contribution amount is determined, it is evident that this reprieve from higher budgeted 
pension payments in 2023 will be short-lived.    

Key #4 – Levy-supported debt rising to new levels 

At the same time that pension payments are escalating and the size of the future hole created by the 
use of ARPA funds expands, the proposed 2023 budget confronts a need to account for a $13.1 
million (15.3%) increase in the amount of property tax levy required to service general obligation 
(G.O.) debt, bumping the total amount to $98.5 million. Not only would this be the largest year-over-
year debt levy increase in dollar amount since 2001, but it would also mark the first time the levy for 
debt has increased above $90 million since at least 2000 (and likely ever) (see Figure 10). 

The increase is attributed to a variety of factors that include rising interest rates for newly issued 
debt and smaller contributions from reserves. For example, the budget document notes that the fund 
balance in the debt service fund has “declined to the point where the fund cannot support a 
drawdown of fund balance in 2023.” Also, the Public Debt Amortization Fund (PDAF), which helps 
limit the amount of property taxes that go towards paying debt, would contribute only $3 million to 
offset levy-supported debt payments in 2023 - $2 million less than the 2022 contribution. As 
discussed earlier, the PDAF, with a balance of about $40 million, currently sits at its lowest level 
since at least 2004. 

But the rise also is related to a recent upswing in annual G.O. borrowing – which has increased from 
$77.4 million in the 2018 budget to $95.6 million proposed in 2023 – and comes at a time when 
the city’s aging infrastructure and growing information technology needs are likely to demand 
increased capital spending going forward. In fact, while city leaders have largely been successful 
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over the years in balancing the need to use borrowing to address critical infrastructure needs with a 
concurrent need to keep debt service payments somewhat stable, that balancing act is now 
becoming far more challenging. 

Since 2015, the proportion of levy being used for debt has grown – both as a result of low growth in 
net new construction, which limits annual levy increases for operating purposes, and higher debt 
service costs (see Figure 10). In the 2015 budget, debt accounted for just 22.5% of the city’s total 
property tax levy; under the proposed budget, it would account for 31.7% next year, the highest level 
since 2008. 

While there is no statutory limit on the amount of property tax levy the city can use to support its G.O. 
debt, there are practical limits that include city leaders’ political appetite for raising property taxes 
and the capacity of property owners to afford those increases. In the proposed budget, the $13.1 
million increase in the debt levy will be partially offset by a $7.0 million decline in the levy for all 
other purposes, thus keeping the total increases in the levy at a modest 2%. Of course, this is largely 
explained by the use of ARPA funds to reduce levy in the GCP budget (see Key #1), and in most years 
there will be considerable pressure to increase the operational levy up to the state-imposed cap – a 
feat that may not be palatable if the debt service levy also continues to rise. 

Another foreboding factor with regard to future efforts to control debt payments is the impact of 
rising interest rates, which are at their highest levels since before the Great Recession and will have 
an impact on municipal debt costs going forward. Future efforts to quell debt payments may have to 
contend with much higher interest rates on G.O. bonds that will make it more expensive to borrow 
even if annual borrowing is kept under control. Furthermore, any negative change in the city’s bond 
ratings could push up the cost of borrowing even further.   

In past budget briefs, we have focused on the city’s broken revenue structure and skyrocketing 
pension payments – as well as dwindling reserves – as the main causes of its precarious fiscal 
outlook. Now, with pressure to increase capital spending likely to rise in future years and the reality 
that it will cost more to borrow, the threat of escalating debt payments adds another poisonous 
ingredient to an increasingly toxic brew. 

  

https://www.newyorkfed.org/markets/reference-rates/effr
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Conclusion 
In his budget address to the Common Council last month, Mayor Cavalier Johnson cautioned his 
former colleagues that “insufficient resources have forced cuts and limited our ambitions for city 
government.” Still, he ended on a positive note by vowing to “work through the financial restrictions” 
and expressed optimism “that the future will bring the change we need.” 

These mixed themes of insufficient resources but faith in the future aptly characterize the mayor’s 
first proposed budget. As we have discussed in the preceding pages and in our recent deeper dive 
into city finances, all signs are pointing to a deteriorating and highly alarming fiscal picture. The 
proposed budget reinforces our warnings as intergovernmental revenues remain flat; property tax 
dollars for core city services rise only minimally; and the ability to tap into key reserves all but 
disappears. Meanwhile, a fourth major concern we raised in Nearing the Brink – a growing capital 
debt burden – is escalating even more rapidly than we had feared as demands on capital spending 
grow and the cost of borrowing rises. 

The availability of ARPA dollars temporarily alleviates these problems and averts major cuts in the 
2023 proposed budget. The subsequent use of remaining ARPA funds may do so again in 2024, but 
the outlook is almost unfathomable after that time – and that’s where faith comes into play. 

Instead of heaping out the sharp pain that may be required as early as 2025 in somewhat equal 
doses over the next three budgets, the proposed budget leaves the bulk of potentially devastating 
spending cuts to the future. The use of $80 million in ARPA funds fills much of next year’s structural 
gap, while a decision to “limit” the employer pension contribution to $100 million also helps. While 
the impacts of proposed cuts to police, fire, and library staffing should not be overlooked, the 
proposed budget uses these temporary tools to keep most existing service levels afloat. 

As we have discussed, this approach avoids the immediate damage that would be produced by 
meting out a portion of the potential cuts in next year’s budget, which is particularly important at a 
time of rising violent crime and worsening neighborhood and public health challenges. In the 
meantime, before the need for draconian budget cuts potentially arrives in 2025, it is at least 
possible that state leaders will agree to partner with the city on changes to Milwaukee’s outdated 
revenue structure, or perhaps share more of the state’s healthy budget surplus with Milwaukee and 
other local units of government statewide.  

Still, area residents and business should be aware of the magnitude of the problem that is emerging. 
ARPA funds totaling $75 million would now be used to support 470 sworn fire department positions 
– more than half of the department’s 909 authorized positions and 6.5% of the general city 
purposes total. The potential need to cut all of those positions or substitute others across all city 
departments – as well as perhaps cut hundreds more as the structural gap grows due to inflation 
and pension payments rise – would produce severe reductions in services that a city with 
Milwaukee’s vast needs arguably cannot afford to endure. 

As deliberations on the 2023 budget continue, city policymakers should be relieved that they have 
the federal resources in hand to delay their day of reckoning for at least another year. At the same 
time, however, they should be clear-eyed about the choices they may soon need to make. 
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