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NEW study reveals why states must play the vital role in monitoring municipal spending.  

Why are state governments in the best position to stop the threat of “contagion” from one failing city to another?  

What lessons can other cities and states learn from Detroit’s crisis? 

How can we avoid the next string of municipal bankruptcies? 
 

DEFEATING FISCAL DISTRESS: 

A State Responsibility 
 

July 8, 2013: Detroit emergency manager Kevyn Orr is struggling to keep the city afloat under the weight of a $20 

billion debt load. This provides yet another jarring reminder that, while default will likely remain rare among the 

90,000 local governments in America, states must prepare for fiscal distress to occur more frequently than they have 

in the past.  

 

In a new Manhattan Institute report, Defeating Fiscal Distress: A State Responsibility, senior fellow Stephen Eide 

contends that states cannot stand idly by. New policy solutions at the state level are necessary to anticipate, prevent, 

and manage distress. Cities need better fiscal policymaking, particularly with regard to personnel spending, since 

salaries and benefits dominate cities’ budgets. 

 

There are four possible approaches to preventing and managing fiscal distress: mandate relief, oversight, 

intervention, and bankruptcy. Intervention and oversight should take the lead. State governments should coordinate 

the following into a structured approach to preventing and managing fiscal distress: 

 

1. State governments, particularly those in states with strong public-sector unions, should grant mandate relief 

to local governments in matters of personnel spending. 

2. States should strengthen existing oversight policies toward local finances. 

3. States should develop strong and general intervention policies before cases of fiscal distress arise. 

4. States should allow local governments to file for Chapter 9 municipal bankruptcy only as a last resort.  

 

Eide emphasizes in the new report that states have a responsibility to eliminate the threat of contagion – so the fiscal 

distress of one municipality does not affect other cities’ access to credit. Because only states can assume control of 

city governments, they are in the best position to enact fundamental reforms to eliminate or reduce the potential for 

fiscal recidivism.  
 

Full report available here: http://www.manhattan-institute.org/html/cr_78.htm 
 

Stephen Eide is a senior fellow at the Manhattan Institute’s Center for State and Local Leadership. He edits PublicSectorInc.org 

(@PubSectorInc), a project of the Manhattan Institute, and is also a contributor to the site. His work focuses on public 

administration, public finance, political theory, and urban policy. His writings have been published in the Worcester Telegram 

and Gazette, Orange County Register, the New York Post, Bloomberg, Interpretation: A Journal of Political Philosophy, and City 

Journal. He was previously a senior research associate at the Worcester Regional Research Bureau, and holds a bachelor’s degree 

from St. John’s College in Santa Fe, N.M., and a Ph.D. in political philosophy from Boston College. 
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The Manhattan Institute is a think tank, 501 (c)(3), whose mission is to develop and disseminate new ideas that foster greater 

economic choice and individual responsibility. 

mailto:rniemiec@manhattan-institute.org
http://www.manhattan-institute.org/html/cr_78.htm
http://www.manhattan-institute.org/html/cr_78.htm
https://twitter.com/PubSectorInc

