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Introduction

· In a span of tens of years, Detroit went from one of America’s most prosperous city to one of its distraught cities. 
· The city collapsed to became one of America’s most distressed cities, characterized by leadership lapses, racial tensions, as well as financial missteps (Ewen, 2015).
Background

· Detroit was established in 170 by Antoine de la Mothe Cadillac when he created a port and a settlement for people. 
· Detroit was for the most part a commercial centre for the neighboring agricultural territories till the seventies when manufacturing started to take over
· Detroit had a trained labor force because of its location in railway manufacturing, and it was well positioned to receive raw materials and supply finished vehicles
· Majority of large vehicle manufacturers had their headquarters in Detroit city. 
· The city was also one of the most unionized in America

· Due to growth in the manufacturing industry, Detroit expanded and developed until it became the fourth largest city in America (Ewen, 2015). 
First cause of decline: Administrative Corruption 

· The first cause of Detroit’s decline is the administrative corruption which led to mismanagement of funds and eventual bankruptcy.
· If the City of Detroit had kept a better watch on their finances, and funding and made proactive decisions when they saw the issues they were facing, the city would be a different situation.
· The elected leaders mandated with managing Detroit finances refused or failed to make strong political and economical decisions that might have prevented the downfall of the city.
· The politicians reduced the state-shared revenue of the city by forty eight percent between 1998 and 2012 (Bukowczyk, 1984).
· The leaders disreputably aborted several national government aid programs and paid huge amounts of money to incentivize projects.
· “Detroit got into a trap of doing a lot of borrowing for cash flow purposes and then trying to figure out how to push costs as much as possible.”
· The possible solution for this cause would be to implement good economic and money policies that would check the city spending as well as borrowing money (Guerrieri, Hartley & Hurst, 2012).
Second Cause of Decline: Loss of Automotive Industry

· The second cause of the downfall of the City of Detroit was due to its loss of automobile industry
· Competition caused the local auto industry to relocate to other areas that then lead to loss of jobs forcing the city inhabitants to either relocate or go on unemployment
· The exit of these companies killed the automotive industry which was the backbone of Detroit’s economy (Donald et al., 2014)
· The decline of the auto industry led to a massive job loss and the skilled workers started to move out of the city
· The decline of the auto industry led to the shrinking of the tax base and the city struggled to sustain its infrastructure
· The solution for the decline of the auto industry is to move to technology and innovation to create more jobs to meet the demand rate (Ryan & Campo, 2013)
Third Cause of Decline: Mortgage Effects

· The third cause that led to the decline of Detroit city is the mortgage effect, which resulted in unoccupied or abandoned properties
· Detroit charges the highest tax on properties than any large city in the US. The rates stand at 3.8%, which is more than the country’s average which is 1.5% (Mian & Sufi, 2009).
· Thousands of homes, majority of which are unoccupied, end up in mortgage foreclosure action annually (Ryan, 2008).
· The solution for this problem is gentrification and investing in huge projects of building homes and making them available to the residents of the city
· Detroit should invest in huge projects of building houses that can be mortgaged to the residents at fair prices (Hollander & Németh, 2011)
Conclusion 

· The city collapsed to became one of America’s most distressed cities, characterized by leadership lapses, racial tensions, as well as financial missteps
· The administration of Detroit city could have done a lot to save it from ruin
· The possible solution for this cause would be to implement good economic and money policies that would check the city spending as well as borrowing money
· The second cause of the downfall of the City of Detroit was due to its loss of automobile industry
· The solution for the decline of the auto industry is to move to technology and innovation to create more jobs to meet the demand rate
· The third cause that led to the decline of Detroit city is the mortgage effect, which resulted in unoccupied or abandoned properties
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Introduction 

In a span of tens of years, Detroit went from one of America’s most prosperous city to one of its distraught cities. Detroit was the fourth largest city in the US, and also the richest. However, a series of events saw the city decline to a state of bankruptcy. The city collapsed to became one of America’s most distressed cities, characterized by leadership lapses, racial tensions, as well as financial missteps (Ewen, 2015). This research paper discusses what led to the collapse of Detroit city, its effects, and possible solutions. 

Background
Detroit was established in 170 by Antoine de la Mothe Cadillac when he created a port and a settlement for people. The name Detroit means “strait” in French. The control of Detroit was taken over by the British in 1971. In 1802, it was integrated as a village and became the headquarters of Michigan territory. However, in 1805, it was completely destroyed by fire and this gave the people a chance to re-plan the city. Detroit attained the status of a city 1914 and also became the capital of Michigan up tom1846 when the capital was transferred to Lansing. Detroit was for the most part a commercial centre for the neighboring agricultural territories till the seventies when manufacturing started to take over. The city was prepared to take advantage of the emergence vehicle manufacturing at the early twentieth century. Several creative businessmen developed vehicles that were appealing to the ordinary Americans, and as a result car manufacturing became a large industry. Detroit had a trained labor force because of its location in railway manufacturing, and it was well positioned to receive raw materials and supply finished vehicles. During this period, most of America’s vehicle manufacturing was concentrated in Detroit. Also, majority of large vehicle manufacturers had their headquarters in Detroit city. The city was also one of the most unionized in America and its citizens were mostly Democrats. Due to growth in the manufacturing industry, Detroit expanded and developed until it became the fourth largest city in America (Ewen, 2015). 
Administrative Corruption
The City of Detroit bankruptcy problem relates to our class because it gives an excellent example of how government entities can lose their grip on their finances and how quickly it can happen. The first cause of Detroit’s decline is the administrative corruption which led to mismanagement of funds and eventual bankruptcy. Proper management of funds is very important for the sustainability of ant government entity. If the City of Detroit had kept a better watch on their finances, and funding and made proactive decisions when they saw the issues they were facing, the city would be a different situation (Bukowczyk, 1984).  This example shows the importance of proper government planning and fund management.  City governments are given funds to help their citizens and improve the community; it is a great responsibly to take on and should not be taken lightly. The funding issues and the bad management of the funds that they were receiving caused the town to operate in the red and dig itself deeper every year.  The deficiencies then caused the City to depend on money borrowed from the government which put them more in debt; due to the above-stated reasons they were not going to be able to get their head above water for a long, long time.   Throughout the time period before the City of Detroit filed for bankruptcy it made bad financial decision after bad financial decision.  They allowed their liabilities to out weight their assets, and let down their community by not keeping up the funding for the most basic of services for their citizens.  
The elected leaders mandated with managing Detroit finances refused or failed to make strong political and economical decisions that might have prevented the downfall of the city. Instead, they created new taxes and engaged in a billion-borrowing spree. Also, they awarded the employees and retirees huge bonuses which depleted the city’s finances. The leaders also failed to reduce the healthcare benefits, even with pressure from arbitrators and unions. The huge healthcare benefits saddled the city with confounding costs that threaten the safety of citizens. The mayors of the city are to blame for driving the city to bankruptcy. The state of Michigan is also to blame for Detroit’s woes. The politicians reduced the state-shared revenue of the city by forty eight percent between 1998 and 2012. This amounted to $172 million that was withheld from the city. Together with the crippling costs and the reduced state-shared revenue, the city declined rapidly. The many years of the city’s mismanagement added to its financial woes. The leaders disreputably aborted several national government aid programs and paid huge amounts of money to incentivize projects. These bureaucrats killed even the simplest contracts and deals. Detroit needed urgent actions to save it but most of its functions often appeared rudderless. The leaders had ample chances to save the city from bankruptcy but they never acted. For instance, the mayor could have reduced the workforce in the late 1960s as the property values and the population of the city dropped. Mayor Dennis Archer could not have increased the number of workers in the 1990s as the city’s population was still reducing. According to some analysts, “Detroit got into a trap of doing a lot of borrowing for cash flow purposes and then trying to figure out how to push costs as much as possible.” In the long run, the city ended up with a debt of up to $20 billion and unfunded healthcare and pension liabilities. Eventually, the city filed for bankruptcy (Farley et al., 1993).           
The administration of Detroit city could have done a lot to save it from ruin. It can be agreed that the decline of the city resulted from two main causes. First are the incompetent and unaccountable leaders, as well as voracious labor interest demands. These two forces killed both the automobile manufacturing industry and brought the city to the ground. This became evident through increased costs and reduction in quality of both the cars and the governance of the city. The possible solution for this cause would be to implement good economic and money policies that would check the city spending as well as borrowing money. Huge debts from borrowing are what crippled the city. The debts ran t up to $20 billion. The leaders borrowed money they could not afford to pay. The policies would also check the city spending. For instance, the city paid employees and retirees huge bonuses, which depleted the city’s funds and led to bankruptcy. The money could have been saved and used for other city projects. The laws will also address the issue of the skyrocketing employee benefits, which also placed big stress on the city’s budget. The benefits such as the healthcare and pensions ate much of the city’s finances. Other recurring expenses also contributed to this problem. In order for the new policies to be effective, downsizing of the workforce will also be necessary. Detroit should reduce the number of employees to a sustainable figure. One of the things that the previous administration would have done is to reduce the number of the workers as the population declined and as the value of property also went down. The city should also make use of efficiencies like new technology that would enable high productivity across the economy. Most importantly, Detroit should revise the taxing policies. This move would encourage investors and improve the economy in general (Guerrieri, Hartley & Hurst, 2012).     
Decline of Automotive Industry

The second cause of the downfall of the City of Detroit was due to its loss of automobile industry.  The city made the mistake of over depending on one industry. Detroit used to be a thriving city that was the base for many automotive manufacturers.  Competition caused the local auto industry to relocate to other areas that then lead to loss of jobs forcing the city inhabitants to either relocate or go on unemployment.  Both options spelled trouble for Detroit because the city lost the income from property taxes, and ended up spending too much on services for its remaining citizens.  The loss of the income from the property taxes caused internal funding issues.  The town not only was suffering due to vacant property not producing tax revenue, but the land values also went down.  The taxes that were collected were significantly less than what it would have been years before.  Even though the City of Detroit had a reduction in tax income, the government did not work to reduce its spending accordingly (Ryan & Campo, 2013).  
Initially, the automobile companies in Detroit brought in thousands and thousands of employees across America work in the industry. The competition, shifts in market share, as well as the transformations in production technology highly reduced the demands for labor in the early 1900s. Employee benefits such as health care and pensions shot up even as the need for employees declined. By the mid 20th century, the vehicle manufacturing companies had begun to move to new, large factories in other cities. The exit of these companies killed the automotive industry which was the backbone of Detroit’s economy. The decline of the auto industry led to a massive job loss and the skilled workers started to move out of the city. The city’s population also declined drastically. Approximately two hundred thousand people migrated out of the city to go and work in the new factories outside Detroit. As they moved out, the African-Americans were prevented from moving to the white-only areas. Therefore, they were confined within the city with unemployment and most turned to crime. Till now, unemployment and poverty is still rampant in Detroit. The population of the city reduced by more than half, and the tax base reduced drastically; therefore could not support the infrastructure of the city. People abandoned thousands of their properties, and the services of the city reduced leading to suffering and crime. While political corruption, racial tensions, and mortgage effect are mostly cited as the major reasons for the decline of Detroit, the changes in the auto industry is to blame because it contributed to the increase of these factors. The changes in the auto industry are what led to the eventual decline of the city. 
The decline of the auto industry led to the shrinking of the tax base and the city struggled to sustain its infrastructure. The total liabilities the city had before and after are based on cut down on the costs by moving the low cost and sourcing cheaper labor, loss of automobile industry, decline in decline in population, loss in revenue in city.  Reduction in land prices due to sharp deduction in tax revenue such as property tax.  The city of Detroit relied liabilities borrowing to increase financial resources.  The increase in long-term obligations widened the gap between resources and expenditures that added to the deficit.  The following revenues were not sufficient to meet the government’s expenses and not enough to make repayments on debts.  The constant risk in long-term liabilities threatened Detroit’s city government. The 2012 Comprehensive Annual Financial Report (CAFR) show government-wide total liabilities prior to bankruptcy were $3,990,979,000 at the year-end.  In 2014 reported $3,344,798,276 in total liabilities (Binelli, 2013).  The reduction was due to the elimination and restructuring of obligations that result in the bankruptcy. 
The over dependency on single industry is what led to the decline of Detroit from the fourth largest city and the richest city in the world to bankruptcy. The solution for the decline of the auto industry is to move to technology and innovation to create more jobs to meet the demand rate. Apart from technology, the city should diversify to other industries t stop depending only on automotive manufacturing. The shift to new technology and creativity would allow Detroit take advantage of the efficiencies that comes with it. More job opportunities would arise and the economy would improve. The devastating consequences of the decline of the auto industry are the unemployment and poverty (Hannigan et al., 2015). The main challenge facing the inhabitants of Detroit city is unemployment, poverty, and crime. Many people have turned to crime due to rampant unemployment. This also has affected the living conditions of the people as well as their quality of life. Apart from embracing technology and innovation, Detroit should identify opportunities in other industries that will create jobs and grow the economy. For instance, manufacturing other goods apart from vehicles might be a good option. Detroit is well positioned to receive all kinds of raw materials and to distribute finished products to all parts of the US. Its railway system as well as other infrastructure can support any kind of economic activity. Most importantly, Detroit administration should amend most of their policies to create a good environment for investment. This move would attract a lot of investors from outside Detroit. In this way, more jobs would be created and the economy would eventually improve (Donald et al., 2014).
Mortgage Effect

The third cause that led to the decline of Detroit city is the mortgage effect, which resulted in unoccupied or abandoned properties. Following the financial crisis, hundreds of thousands of properties were abandoned. Most people also lost their properties to mortgage foreclosures and tax foreclosures. Tens of thousands of these foreclosed properties have been abandoned or left unoccupied. Majority of them and have deteriorated or have been destroyed (Voith, 1992). For instance, mortgage foreclosures claimed over sixty-five thousand homes, while a bigger problem is by tax foreclosures which have claimed over seventy-five thousand homes. A large percentage of the 674, 000 inhabitants of the city now live in rented houses. These individuals were once working and owned homes. In several ways, the city policies have fueled this crisis. For one, Detroit charges the highest tax on properties than any large city in the US. The rates stand at 3.8%, which is more than the country’s average which is 1.5% (Mian & Sufi, 2009). Homeowners can be charged up to 18% interest including penalty fees. When these taxes go unpaid, they turn them over to the county for collection. The homeowners are given only two and half years to clear the bills before the property is confiscated and sold in a public auction. Majority of the citizens now live in rental houses in the suburbs of the city.   
Thousands of homes, majority of which are unoccupied, end up in mortgage foreclosure action annually. Most homeowners may have faced foreclosures more than once, and they always have to struggle to stay in their homes. Most of them also believe that they can afford to clear their debts on time if their tax bills were fair. The taxes are illegal and abnormally high. The city knows that the taxes are high but continue demanding them and taking people’s properties. In addition, the government is doing nothing to address the injustice. Before the recession, the prices of homes in Detroit were cheaper compared to other US cities. The declines in property value have resulted in relative decline in property assessment used in determining property taxes. However, the city’s assessors are under-resourced and understaffed only keep assessing homes at a level of imaginary market. A recent survey shows that at least 55% of homes in the city were assessed beyond the legal limit, which resulted in uncalled for financial strain on both new and longtime homeowners. By the year 2011, Detroit had lost over two hundred thousand jobs and thousands of citizens were facing poverty and were struggling to make ends meet. Also, the majorities of them are now living below poverty line, and cannot afford the maintenance of their homes. For the first time in Detroit’s history, the number of renters has exceeded that of home owners. “As of 2015, the latest Census estimates available, about 53% of Detroiters were renters, not owners.” Some time back, Detroit was famous as a city where working-class individuals could easily own their homes. The African-Americans had some of the highest homeownership levels in the US. However, after the decline of the housing market about a hundred thousand homeowners face foreclosures. Presently, it is estimated that 130 thousand homes are rented rather than being owner-occupied in Detroit. These statistics highlights the importance of government programs to assist renters and homeowners maintain their homes and create wealth (Ryan, 2008).    
The solution for this problem is gentrification and investing in huge projects of building homes and making them available to the residents of the city. Another remedy is the creation of better landlords. Detroit should invest in huge projects of building houses that can be mortgaged to the residents at fair prices. The city’s administration should put in place programs to make them more responsible. An example of these programs is offering them trainings on how to be “a proactive property manager,” including compliance to code. The administration should also strive to mortgage loans easily available to those wishing to purchase homes. Poor credit scores as well as low appraisals are some of the reasons why the city has low mortgage rates. This problem also requires a coordinated comprehensive approach that covers a lot of aspects that includes reducing the fees for permits. The Detroit city’s problem is “poor-quality expensive housing that people can’t afford to maintain or live in.” It is a huge problem that requires urgent action (Hollander & Németh, 2011). 
Conclusion
Detroit city was one of the prosperous cities in America. The city collapsed to became one of America’s most distressed cities, characterized by leadership lapses, racial tensions, as well as financial missteps. The city collapsed to became one of America’s most distressed cities, characterized by leadership lapses, racial tensions, as well as financial missteps. The administration of Detroit city could have done a lot to save it from ruin. The possible solution for this cause would be to implement good economic and money policies that would check the city spending as well as borrowing money. The second cause of the downfall of the City of Detroit was due to its loss of automobile industry.  The city made the mistake of over depending on one industry. The solution for the decline of the auto industry is to move to technology and innovation to create more jobs to meet the demand rate. The third cause that led to the decline of Detroit city is the mortgage effect, which resulted in unoccupied or abandoned properties. The solution for this problem would be gentrification and investing in huge projects of building homes and making them available to the residents of the city.
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