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The Pathology
of Municipal
Financial Crisis

The City of Stocktan, California’s journey from fiscal distress through bankruptcy
reveals how institutional failure develops over time, why different stages of crisis
demand different forms of leadership, and what it takes for a city to fully recover,

unicipal bankruptcy is often
described as a financial event. In
legal terms, thatis true. In practical
terms, however, bankruptcy
isusually the final expression
of amuch deeper institutional
condition. A city does not wake up
one morning and become insolvent.
It moves there over time, through
accumulated obligations, deferred
decisions, optimistic assumptions,
economic shocks, political avoidance, and the gradual
weakening of its ability to align promises with capacity.
The City of Stockton, California’s Chapter 9 bank-
ruptcy offers an important case study in that pathology.
The city filed for bankruptcy protection on June 28,
2012, and exited bankruptcy in February 2015. But the
real storyislarger than the filing date or the court-ap-
proved plan of adjustment. The city’s experience shows
how financial distress becomes organizational distress,
how organizational distress becomes sexrvice-delivery
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distress, and how recovery requires much more than legal
exit from bankruptcy court.

I'write from the perspective of a former city manager from
the City of Stockton who served from 2020 to 2025, after the
city had already exited bankruptcy. I did notlead the city
into Chapter 9, nor did I manage its court-supervised exit.

My tenure came later, during the post-bankruptcy period,
when the city had to determine whether it could move from
survival to modernization, from caution to performance,
and from fiscal recovery to institutional confidence.

That vantage point shapes this analysis. The City of
Stockton's’s bankruptcy journey can be understood through
four city managers, each of whom occupied a different stage
of the crisis and recovery arc: Kevin O'Rourke, Bob Deis,
Kurt Wilson, and myself. O’'Rourke represented transitional
stabilization before the formal bankruptcy process. Deis
represented crisis diagnosis and legal reckoning. Wilson
represented bankruptcy exit and recovery discipline.

My tenure represented post-bankruptcy modernization
and the challenge of turning fiscal stability into organiza-
tional performance.
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The central question is not simply: Why did the City
of Stockton go bankrupt? The better question is: How did
the city’sinstitutional condition deteriorate to the point
where bankruptcy became the most viable tool for restoring
solvency and service capacity, and what kind of leadership
wasrequired at each stage?

The City of Stockton’s crisis was not merely a bal-
ance-sheet problem. It was a governing-capacity problem.
The city faced the cumulative effect of revenue loss,
long-term liabilities, debt commitments, labor and retiree
costs, service expectations, and the political difficulty of
confronting structuralimbalance early enough. Eventually,
obligations that had once been managed separately began
competing directly against one another: public safety,
payroll, retiree health benefits, pension commitments, debt
service, infrastructure, employee compensation, and basic
municipal operations.

When a city reaches that point, normal budget tools are
nolonger sufficient. A hiring freeze may buy time. One-time
savings may close a fiscal year. Modest reductions may
create the appearance of progress. But structuralinsolvency
requires a deeper reset. Itrequires the city to confront the
mismatch between what it has promised, what it can afford,
and what residents need from their government.

Kevin O'Rourke served as the City of Stockton’s interim
city manager beginning in October 2009, before the formal
Chapter 9 filing but during a period when the city’s fiscal
distress was already becoming severe. His role is best under-
stood as transitional stabilization. He was not the architect
of the bankruptcy strategy, nor was he the long-term recovery
manager. He occupied the interim space between the retire-
ment of Gordon Palmer and the appointment of Bob Deis.

Inlocalgovernment, interim city managers are often
asked to preserve continuity during periods of political or
administrative transition. In a financially distressed city,

thatrole becomes even more important. The interim manager
must keep basic operations moving, maintain organizational
stability, and prevent further drift while the governing body
determines its next step. 0'Rourke was a veteran California
local government executive, and his contribution was to hold
the organization together during a period when the city had
notyetfully named or acted upon the crisis.

Butinterim stabilization could not solve the city’s struc-
tural problem. The city needed a permanent executive who
was willing to diagnose the condition directly and lead a
more forceful response. That role fell to Bob Deis.

Deis became city managerin 2010 and served untilhe
retired in November 2013. He is the central figure in the City
of Stockton’s entry into bankruptcy. By the time he arrived,
the city was already deep in fiscal distress. The importance
of histenureliesin the fact that he treated the city’s problem
as structural insolvency, not as aroutine budget gap.

Thatdistinction matters. Aroutine budget gap can
be managed through expenditure controls, fee adjust-
ments, labor concessions, or temporary balancing actions.
Structuralinsolvency requires a reset of obligations, expec-
tations, and institutional behavior. Under Deis, the City of
Stockton entered California’s neutral-evaluation process
and then filed for Chapter 9 bankruptcy protection. The
city's filing was widely described at the time as the largest
municipal bankruptcyin U.S. history.

Deis’s approach was direct, disruptive, and painful. It
required the city to acknowledge that it could not simulta-
neously honor all past commitments, fund current services,
and remain solvent. Thatis the central momentin any
municipal financial crisis: the point when leadership stops
managing appearances and begins managing reality.

The successes of the Deis period included formal recogni-
tion of the city’'s insolvency, initiation of the legal restructur-
ing process, development of a bankruptcy strategy, creation

The Gity of Stockton’s Four-Stage Leadership Arc

DIFFERENT CHALLENGES. DIFFERENT ROLES. ONE RECOVERY.

Bob Deis
CONFRONTED

1 Kevin O’Rourke 2
STABILIZED

3 Kurt Wilson
IMPLEMENTED

MODERNIZED

Kept the city running and
maintained stability during
early signs of fiscal distress.

Diagnhosed the structural
problem and led the city into
Chapter 9 bankruptcy.

Managed the bankruptcy
process and guided the
city through to its exit.

Built on the recovery with long-
term reforms, stronger performance,
and renewed confidence.
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The City of Stockton’s waterfront reflects its longstanding connection to the San Joaquin Delta, which has shaped its development and regional identity.

Structural insolvency requires a deeper reset. It requires the city
fo confront the mismatch between what it has promised, what it
can afford, and what residents need from their government.

of a factual record around cash, budget, and service-deliv-
eryinsolvency, and a shift from incremental budget cutting
to comprehensive restructuring. But Deis did not complete
therecovery. Hisrole was to begin the hard correction. He
was the crisis surgeon, not the rehabilitation manager.

Thatrehabilitation role fell to Kurt Wilson. Wilson
joined the City of Stockton as deputy city managerin 2012,
shortly after the Chapter 9 filing. He became interim city
manager after Deisretired and was appointed permanent
city manager in January 2014. His appointment was a
continuity decision. He understood the bankruptcy case,
the organization, and the difficult path ahead.

Wilson's leadership challenge was different from
Deis’s. Deis had to confront insolvency and enter bank-
ruptcy. Wilson had to bring the city out of bankruptcy and
malke the recovery plan operational. Crisis entry rewards
blunt diagnosis, decisiveness, and willingness to disrupt.
Bankruptcy exits reward patience, discipline, implemen-
tation, credibility, and the ability to restore confidence.

Under Wilson, the city secured approval of its plan of
adjustment and exited bankruptcy in February 2015. The
plan created a framework for paying creditors, restoring

fiscal stability, and moving the city beyond the formal
stigma of Chapter 9. Wilson’s role was central to the tran-
sition from legal crisis to operational recovery. He helped
institutionalize the plan, rebuild the city’s financial
footing, and reinforce the importance of long-term fiscal
planning.

His tenure later ended in political conflict, and that
ending complicates the full story but doesn’t erase his
bankruptcy-era contribution. Wilson should be under-
stood as successful in the recovery and bankruptcy-exit
phase, even if his later relationship with the governing
body became difficult. In the pathology of crisis, he
represented the rehabilitation stage: The emergency had
been legally addressed, but the city still needed discipline,
implementation, and anew financial operating model.

Ientered the City of Stockton’s story after those stages
had occurred. I was appointed city manager in January
2020 and inherited a city that had exited bankruptcy but
still carried the institutional memory of insolvency. That
isadistinct phase of recovery. A city can be legally solvent
and financially improved while still culturally constrained
by the trauma of bankruptcy.
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The broader lesson s that a city does nof recover from
financial crisis simply by exifing bankruptcy court.
|t recovers when it rebuilds the habits of good government.

Post-bankruptcy cities face a paradox. They must
preserve fiscal discipline, but they must also avoid becoming
sorisk-averse that they fail toinvestin modernization,
economic development, infrastructure, technology, housing,
and service improvement. A city that has survived bank-
ruptcy can become disciplined but cautious, stable but slow,
solvent but underperforming.

My leadership challenge was to move the City of Stockton
beyond survival. My professional background in municipal
finance, performance management, data systems, and
large-city operations fit the city’s need to move from
post-bankruptcy caution toward performmance and growth.
Butthe timing was difficult. My tenure began just before the
COVID-19 pandemic, which created a new operating crisis
layered on top of the city’s post-bankruptcy recovery.

The modernization agenda I pursued included data-driven
performance management, organizational modernization,
housing and homelessness response, development process
improvement, public safety strategies, fiscal stability, and
efforts toreposition the City of Stockton as a city capable of
growth rather than merely recovery. From my perspective,
the post-bankruptcy city manager’s central question was:
Once a cityis nolonger insolvent, what must it become?

That question is not merely rhetorical. Bankruptcy
recovery can create a powerful commitment to fiscal
discipline, but discipline should not become an excuse for
stagnation. Once stabilityis restored, a city mustimprove
how it performs. It must measure outcomes, modernize
processes, strengthen customer service, rebuild internal
capacity, investin technology, and align resources with
community priorities.

My tenure ended in early 2025 after a change in council
composition. That ending reflects a common reality in coun-
cil-manager government: Modernization may be administra-
tively necessary but politically fragile. A city manager can
maintain financial stability but still lose political support if
the elected body changes direction, if relationships deteri-
orate, or if the style and pace of change no longer align with
council expectations.

Several broader lessons emerge from the City of Stockton’s
journey. First, municipal bankruptcy is rarely caused by
one decision. The city’s crisis reflected accumulated insti-
tutional misalignment. Revenue loss, debt structures,
labor costs, retiree obligations, economic decline, service
demands, and deferred political choices converged over time.

Second, insolvency must be understood as both fiscal
and operational. A city that cannot provide adequate
public safety, permitting, code enforcement, infra-
structure maintenance, or basic municipal servicesis
experiencing a form of insolvency even if the immediate
problem is expressedin financial terms.

Third, different stages of crisis require different
executive profiles. 0'Rourke stabilized. Deis confronted.
Wilson implemented. Imodernized. Each role should be
evaluated against the stage of crisis in which it occurred.

Fourth, bankruptcy may resolve legal claims, but it
does not automatically rebuild institutional capacity.
After exiting bankruptcy, a city still must rebuild trust,
strengthen reserves, restore service capacity, improve
forecasting, discipline labor and debt decisions, and avoid
recreating the same conditions that produced insolvency.

Finally, political governance remains central. No city
manager canrecover a city alone. Bankruptcy entry, exit,
and modernization require elected officials willing to
supportdifficult decisions, absorb public pressure, and
maintain alignment around long-term goals.

The City of Stockton’s bankruptcy was a profound
institutional failure, butit also became a case study
in staged recovery. The city’s journey shows that
municipal financial crisis has a pathology: Imbalance
isnormalized, structural stress deepens, service failure
emerges, legal restructuring becomes unavoidable, and
recoveryrequires disciplined governance over time.

The broaderlessonisthata city does notrecover from
financial crisis simply by exiting bankruptcy court. It
recovers when itrebuilds the habits of good government:
honest forecasting, sustainable commitments, credible
reserves, service-delivery accountability, long-range
financial planning, and the courage to align promises
with capacity.

The City of Stockton’s story is therefore not only about
bankruptcy;itis about how a city loses fiscal alignment,
how leadership confronts thatloss, and how recovery
requires not one heroic intervention but a sequence of
managerial assignments carried out over time.

Harry E. Black is the former city manager for the City of Stockton,
California; the current city manager for the City of Vallejo,
California; and an elected fellow of the National Academy of
Public Administration.
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