“Pittsburgh, PA: A Cautionary Tale of Revival”

JUNE 2018

THE STEEL CITY
An unlikely poster child for the American steel industry, President Donald Trump campaigned on a promise to defend the American manufacturing base
and rebuild those communi es most aﬀected by the forces of globaliza on. For many living in former “steel ci es,” memories of the American steel
industry depression and the job losses that ensued, are s ll fresh. The primary cause: a ten‐year economic downturn, sparked by the OPEC oil
embargo and the Iranian revolu on, which caused consumer markets to contract and demand for steel to weaken signiﬁcantly. Between 1976 and 1986,
an es mated 300,000 American steelworker jobs were lost and small towns like Youngstown and Gary, Indiana, were le devastated by plant closures.

Once considered to be an economic powerhouse and a leading producer of steel and manufactured goods,
Pi sburgh, Pennsylvania suﬀered a similar fate to Youngstown and Gary, but on a grander scale.
Shedding an es mated 46,000 of its 90,000 steelworker jobs in just four years, the city struggled both ﬁnancially and economically for years to come as
unemployment rates soared, from 5.8% in 1979 to 9.6% in 19831. By the early 2000s, popula on decline, and rising unemployment forced city leaders to
ﬁnd ways to re‐tool the local economy. They transformed the city from a manufacturing center into an economy driven by services, technology, robo cs,
healthcare, ﬁnance, educa on and high‐tech industries, along with riverfront development and regional tourism.
Pi sburgh’s turnaround is a testament to a municipality’s ability to reform and signiﬁcantly improve ﬁnancial condi ons as compared to their corporate
counterparts. Municipali es have a natural monopoly on the residents they serve. As long as residents exist, a municipality can tax in perpetuity and
employ austerity measures to improve its economic outlook. While Pi sburgh’s story is one of signiﬁcant ﬁnancial improvement, APA warns that this is a
cau onary tale for investors: even a er 14 years of state oversight and economic improvement, signiﬁcant hurdles remain. In our opinion, if Pi sburgh is
to be a model for all former steel city revivals, it has several major obstacles to overcome.

THE REVIVAL
A er twenty years of economic challenges and ﬁnancial pressures, the city’s general fund saw a signiﬁcant decrease of $27 million in 2003, leaving only
$35 million in the fund; a meager 11% of expenses. The fund declined further in 2004 by $20.6 million, resul ng in a $14.5 million general fund balance,
only 4% of expenses2. Increasing debt levels and $86 million in annual debt service, an es mated 25% of the city’s budget, forced the city to be designated
as a “distressed municipality” under State Act 47. In December 2003, Pi sburgh was placed under state control with a state‐appointed coordinator and a
ﬁve‐member oversight board; where it would remain for the next 14 years.
During that me, the state provided technical
assistance and taxing authority to aid in the delivery
of services, created a more business‐friendly
environment to bring businesses back, and kept access
to ﬁnancial markets open for borrowing. Pi sburgh
leaders implemented various ﬁnancial changes,
established various debt issuance policies, and set goals
for its General Fund, in an a empt to improve the city’s
ﬁnancials. Despite setbacks along the way, the city was
ul mately successful in establishing general fund
surpluses from 2012 through 2016, with a 2016 ending
balance of $114 million, or 27% of expenses3. For
comparison, Merri Research’s median for A‐rated ci es
is lower, at approximately 20% of expenses. As a result,
a er 14 years of state oversight, Pi sburgh was released
from state control in February of this year.
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Pi sburgh is now home to seven Fortune 500 companies including Kra (dual headquarters with Chicago)
and PNC Financial. Health care has become a prominent driver of its economy, with the University of Pi sburgh
Medical Center, its largest employer, providing over 48,000 jobs.
CHALLENGES REMAIN
While economic growth and improved ﬁnancial opera ons have been good for Pi sburgh, some diﬃcul es will likely con nue to challenge city leaders.
The city’s wealth levels trail state averages and poverty rates remain elevated. In 2016, per capita income for city residents was 97% of state levels and
98% of na onal levels with median family incomes at 85% of state and 87% of na onal medians. The 2016 poverty rate of 22.3% was high as compared
to the state rate of 13.3% and 15.1% for the na on4.
Pi sburgh’s pension system has been underfunded for decades. Over the past ten years, its funding ra o has averaged only 42% per year, which APA
considers well below average when compared to other ci es of comparable size and ra ng. The city’s total net pension liability increased from $523
million in 2006 to a staggering $851 million in 2016. This, in addi on to comparably high debt levels from a per capita debt standpoint, has not gone
unno ced by the ra ng agencies. In May of 2005, S&P rated the City of Pi sburgh BBB‐, upgraded it to BBB in 2008, A in 2013, and most recently to
A+ in August 2014. Similarly, Moody’s placed a Baa1 ra ng on the city in July of 2008, upgraded the ra ng to A1 in April 2010, and aﬃrmed once more
in March of 20135. In their June 2013 review, S&P stated, “Pi sburgh will con nue to face pressures stemming from their high ﬁxed costs and sizable
long‐term liabili es,” a view with which APA agrees.
In our view, Pi sburgh has made tremendous progress in improving their economy and ﬁnancial opera ons, but we con nue to be cau ously op mis c
with expecta ons for a full recovery. APA believes the city must address its legacy liabili es in the form of underfunded pensions and high‐debt levels
before it can be considered fully recovered. Similar to other former steel ci es, legacy costs con nue to be an issue and are likely to be for some me.
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For more information on this topic or for more about Asset Preservation Advisors customized portfolio management, please
contact us: ContactUs@AssetPreservationAdvisors.com, (404) 261-1333
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actual characteristics with respect to any particular client account will vary based on a number of factors including but not limited
to: (i) the size of the account; (ii) investment restrictions applicable to the account, if any; and (iii) market exigencies at the time of
investment. Asset Preservation Advisors, Inc. reserves the right to modify its current investment strategies and techniques based on
changing market dynamics or client needs. This is not a recommendation to buy or sell a particular security. There is no assurance
that any securities discussed herein will remain in an account's portfolio at the time you receive this report or that securities sold
have not been repurchased. The securities discussed may not represent an account's entire portfolio and in the aggregate may
represent only a small percentage of an account's portfolio holdings. It should not be assumed that any of the securities
transactions, holdings or sectors discussed were or will prove to be profitable, or that the investment recommendations or
decisions we make in the future will be profitable or will equal the investment performance of the securities discussed
herein. Information was obtained from third party sources which we believe to be reliable but are not guaranteed as to their
accuracy or completeness.

APA is an investment adviser registered with the U.S. Securities and Exchange Commission. Registration does not imply a certain
level of skill of training. More information about the advisor including its investment strategies and objectives can be obtained by
visiting www.assetpreservationadvisors.com. A copy of APA's disclosure statement (Part 2 of Form ADV) is available without
charge upon request. Our Form ADV contains information regarding our Firm’s business practices and the backgrounds of our key
personnel. Please contact APA at 404-261-1333 if you would like to receive this Information. APA-18-282
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