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FISCAL STRESS & MUNICIPAL BANKRUPTCY

 Extreme fiscal stress has many sources, but few 
solutions

 Hard budget constraints & limited federal/state 
aid limit choices for distressed local governments

 Chapter 9 bankruptcy is one avenue for relief

 Must have state authorization

 Must be insolvent

 Must want to adjust its debts

 Must be unable to negotiate with creditors
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WHAT HAPPENS TO MUNICIPALITIES THAT FILE?

 Chapter 9 filings are historically rare

 Municipal default rates are low (1.3 defaults/year pre-2007, 
4.5 per year 2008-13), general purpose government (e.g. 
cities) default is extremely rare

 General purpose bankruptcy even rarer: ~7 cases since 
2008

 Might be less rare post Great Recession & in COVID-19 era

 Chapter 9 allows municipalities space to reorganize

 Cramdown generates leverage that can benefit 
municipalities via renegotiation of CBAs and reduction of 
obligations
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SERVICE SOLVENCY & RESIDENT QUALITY OF LIFE

 Bankruptcy is focused on solvency of a local 
government

 Mechanisms of bankruptcy clearly affect financial 
solvency, but unclear how they alter service 
delivery & residents

 Service solvency means providing adequate levels of 
service to residents

 Similar to performance, extremely difficult to measure

 Focus of courts has been on crime (Stockton & Detroit)
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GENERATING A CONTROL GROUP VIA MATCHING

 Generate comparison group using propensity score 
matching on financial and demographic variables

 Financial data comes from United States Common 
Sense’s GovRank

 ~8,000 local governments from 2009-2014

 Government-wide balance sheet data on financial health 
(i.e. Statement of Net Position & Activities)

 Demographic data from American Community Survey

 Match on bankruptcy predictors: net asset ratio, 
operating ratio, population, and population density
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BANKRUPT & MATCHED MUNICIPALITIES

Central Falls, RI (2011) Detroit, MI (2013) Jefferson County, AL (2011)
Cranston Flushing Calhoun County
East Providence Harper Woods Houston County
Pawtucket Highland Park Madison County
Providence Melvindale Mobile County
Warwick Pontiac Montgomery County
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Mammoth Lakes, CA* (2012) San Bernardino, CA (2012) Stockton, CA (2012)
Bell Bakersfield El Monte
Duarte Baldwin Park Norwalk
Placentia Pomona Sacramento
South El Monte Long Beach San Fernando
Seaside Pico Rivera Santa Ana

*Mammoth Lakes did not complete its plan of adjustment but used 
the threat of court repudiation of a legal judgement to renegotiate 
the terms of the settlement.



WHAT HAPPENS: INPUTS, OUTPUTS, OUTCOMES

 Inputs (via Statement of Revenues, Expenditures & 
Fund Balances)

 Line-item expenditures (e.g. police, fire, library)

 Revenues by source (e.g. sales tax, property tax, user 
charges)

 Outputs & Outcomes: focus on policing via UCR

 Outputs: crime clearance rates

 Outcomes: crime rates

 Control for socioeconomic characteristics in models 
via ACS, BLS, and Census data
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UNADJUSTED TRENDS
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EMPIRICAL MODEL

 Use staggered differences-in-differences model to identify effect 
of bankruptcy

𝑌𝑚,𝑡 = 𝛽𝐵𝑎𝑛𝑘𝑟𝑢𝑝𝑡𝑐𝑦𝐹𝑖𝑙𝑖𝑛𝑔𝑚,𝑡

+𝜔𝑃𝑜𝑠𝑡𝐷𝑖𝑠𝑡𝑟𝑒𝑠𝑠𝑚,𝑡 + 𝜅𝑿𝑚,𝑡

+𝛼𝑚 + 𝜏𝑦 + 𝜖𝑚,𝑡

 Event study shows effects over time

𝑌𝑚,𝑡 = σ−4−
−2 𝛿𝑘𝐵𝑎𝑛𝑘𝑟𝑢𝑝𝑡𝑐𝑦𝐹𝑖𝑙𝑖𝑛𝑔𝑚,𝑡

𝑘

+𝜙𝐵𝑎𝑛𝑘𝑟𝑢𝑝𝑡𝑐𝑦𝐹𝑖𝑙𝑖𝑛𝑔𝑚,𝑡
0

+σ1
7+ 𝜌𝑘𝐵𝑎𝑛𝑘𝑟𝑢𝑝𝑡𝑐𝑦𝐹𝑖𝑙𝑖𝑛𝑔𝑚,𝑡

𝑘 + 𝜅𝑿𝑚,𝑡

+ 𝜔𝑡 + 𝛼𝑚 + 𝜏𝑦 + 𝜖𝑚,𝑡
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AUSTERITY OR PRACTICALITY?

 Ways to characterize responses to fiscal stress

 Austerity urbanism: attempt to shrink size of 
government via deep cuts

 Practical municipalism: balance cuts with search 
for new revenues, prioritize maintaining service 
provision

 Which one better describes what governments do in 
Chapter 9 via Plans of Adjustment? How do these 
choices affect service solvency?

12



MATCHING & CONTROL VARIABLES
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LOGIT: PREDICTORS OF BANKRUPTCY
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 5 matches per 
bankruptcy (n = 36)

 In-state only

 Matching yields 
group much more 
similar to bankrupt 
governments than 
population



DIF-IN-DIF RESULTS, EXPENDITURES
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DIF-IN-DIF RESULTS, REVENUES
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DIF-IN-DIF RESULTS, CRIME RATES
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DIF-IN-DIF RESULTS, CRIME CLEARANCE
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EVENT STUDY RESULTS, PART 1
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EVENT STUDY RESULTS, PART 2
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