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Financial distress of local governments

• According to the Census Bureau, local governments are defined as 
– General purpose: cities and counties
– Special-purpose: school districts, water authorities and other narrowly-defined 

municipalities

• Consequences of bankruptcy protection 
– High cost of professionals
– High property tax bill and low pension benefits for citizens
– Lost population and reputation damage
– Impaired access to the capital markets  



Conceptual Framework



Research Question 1 (1/2)
• examining relevant determinants of the fiscal status of 

municipalities 

• Fiscal status as
Magnitude of Fiscal Stability 
Net position of Governmental Activities (GA) 

• Fiscal Distress as 
technical insolvency (YES or No)
Negative net position of Governmental Activities (GA) by 

(Fischer & Prachyl, 2020)



Research Question 1 (2/2)

• Main Findings
 Unrestricted net asset of governmental activities and the

revenue-to-expense ratio of business-type activities are
significantly associated with a municipality’s fiscal status



Research Question 2
•  investigating the impact of state legislation of Chapter 9 on the fiscal status of 

municipalities



Research Question 3

• predicting municipalities with fiscal distress in an imbalanced dataset 



Model Performance (1/2)

Roughly Balanced Bagging emerges as the optimal classifier for predicting financial 
distress in this imbalanced dataset, followed by Logistic Regression 



Model Performance (2/2)



Main Findings & Contributions
• Contribution
 Examining various indicators to understand the level of financial 

status of municipalities
 Providing useful insights to practitioners who are interested in

municipal fiscal distress
 offering an effective way to predict fiscal distress in imbalanced 

datasets
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