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1. Introduction
A defining feature of American federalism is that local governments are creatures of their
respective states. The 10th Amendment of the U.S. Constitution permits states to impose their will
on local governments through a wide variety of policy actions (Riverstone-Newell, 2017). The
strongest of these actions, state takeover, replaces the normal structures of local governance with
a state-appointed official. The goal of this intervention is to return distressed municipalities to
fiscal sustainability. Although numerous states have completed a takeover, empirical evidence
about the success of this intervention is limited. The current dialogue about state takeovers largely
focuses on the detrimental effects of takeovers on democracy (Nickels, Clark, & Wood, 2019).
Answering this question of whether takeovers actually improve the fiscal standing of distressed
local governments enables a more nuanced discussion of the tradeoff between the democratic
principles of local control and efficient financial management.
Proponents of state takeover argue that state-appointed emergency financial managers
(EFMs) can pursue tough, unpopular decisions such as cutting expenditures, raising revenues, and
renegotiating public union contracts that local elected officials and city managers cannot – or will
not – achieve on their own. That is, an EFM can accelerate fiscal recovery through unilateral
decision-making that could not be accomplished through a deliberative democratic process (Clark
& Gorina, 2017; Wang & Crosby, 2019). From this standpoint, the political downsides of
takeovers are offset by the benefit of a rapid financial recovery. However, this perspective relies
on numerous untested assumptions. First, it presumes that fiscal distress is primarily a function of
local government financial management that can be remedied by changing the manager. Second,
that state-appointed technocrats will act in the best interest of their local government. Finally, that
the decisions made by an EFM will be sufficiently different from those of elected officials that
they will meaningfully alter the financial standing of a municipality. The validity of each
assumption points to the same question: can local governments taken over by their state
government achieve the same – or better – financial outcomes through decisions made by their
own duly-elected officials, rather than state-appointed EFMs?
The goal of this paper is to investigate this question by examining the financial health of
governments subjected to takeover in the aftermath of the 2007-09 economic downtown. During
that time, many troubled local governments experienced severe fiscal distress reflecting
deterioration in their capacity to service outstanding debt and support public services (Skidmore
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& Scorsone, 2011). Local governments default rates increased (Yang & Abbas, 2020), and nine
general purpose governments successfully petitioned federal courts for Chapter 9 bankruptcy
protection, including Detroit, Michigan. Some states responded to local fiscal crises by using their
intervention authority to appoint EFMs or institute recovery plans with the goal of returning their
localities to a path of fiscal sustainability (Chapman, 2008). To date, the efficacy of these actions
is very much an open question. Some appointed EFMs successfully circumvented Chapter 9
bankruptcy, while others eventually guided their municipalities through the bankruptcy process.
In one extreme case, criminal negligence and EFM decision-making resulted in the water
contamination crisis in Flint, Michigan that harmed thousands of city residents (Nickels, 2019).
However, these cursory observations do not answer what would have happened in absence of these
state takeovers.
Our study addresses this problem by evaluating the financial outcomes of cities that
received an EFM relative to a counterfactual where no takeover occurred. We accomplish this by
matching eight municipalities in Michigan and Pennsylvania that experienced a state takeover
between 2009 to 2014 to municipalities exhibiting comparable fiscal and economic distress in
states that lack local intervention authority. We apply a staggered difference-in-differences model
to evaluate changes in several indicators of local financial health during and after takeover. First,
we find that state-appointed EFMs acted to restore budgetary balance, which was accomplished
primarily through reductions in general fund expenditures. Given that most local public services
are funded through the general fund, this result adds nuance to previous work showing that EFMs
focus on balancing the budgets of troubled municipalities (Zabler, 2020; Clark & Gorina, 2017).
Second, our analysis shows that long-run solvency materially declined following state
intervention. Together, our results suggest municipalities that received an EFM were not
significant better offer than counterfactual municipalities years after local control was restored.
This paper contributes to our understanding of several topics relevant to local governments.
First, we contribute to the literature on administration and politics by identifying an instance where
political decision-making appears to outperform technocratic decision-making by balancing
outcomes across different time horizons. Our analysis suggests state interventions result in stopgap
solutions that impair community-embedded decision-making and local electoral accountability
while failing to address the long-run challenges faced by distressed municipalities. This result
likely reflects several aspects of state intervention laws, specifically the temporary nature of EFM
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appointments, their mandate and powers, and their accountability to the governor, rather than local
voters.
Second, we improve understanding of local financial health. 1 Our analysis identifies
financial and economic indicators that most directly predict state intervention into local
governments, adding to the literature on measurement of financial health and fiscal stress (Stone,
Singla, Comeaux, Krischner, 2015; Gorina, Maher, & Joffe, 2018a, 2018b). We also add to the
broader conversation about state oversight of local finances, which includes a growing empirical
literature on local responses to state monitoring and reporting of local fiscal stress (Spreen &
Cheek, 2016; Gerrish & Spreen, 2017; Thompson, 2017; Nakhmurina, 2020). Our results raise
new questions whether existing state policies toward mitigating fiscal distress at the expense of
local control should be reconsidered.
This paper is organized as follows. Section 2 discusses the relevant literature and section 3
provides an institutional background on state intervention authority. Section 4 describes the data
and methods. We present our empirical results in section 5 and conclude with the implications of
our findings in section 6.

2. The Potential Effects of Takeovers on Local Government Finance
The specific rules and practices that authorize state intervention in troubled localities are
determined by the states themselves and vary across the 20 states that have enacted them (Pew
Charitable Trusts, 2013; Scorsone, 2014). Many interventions fall short of a complete delegation
of local financial decision-making. For that reason, it is important to clearly demarcate which state
interventions constitute a takeover event. Nickels (2016) defines a takeover as:
A state directed policy of declaring a municipality to be in a state of fiscal
emergency and intervening by (1) placing the municipality under state receivership,
(2) handing over control of most or all local government decision-making to a stateappointed manager, effectively relieving local elected officials of their governing
authority, and (3) implementing a combination of tools to stabilize the local
government’s fiscal condition. (p. 195-196)
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The term “financial health” is synonymous with fiscal health or financial condition in this literature.

3

Given this definition of a state takeover, there are several mechanisms by which a takeover
could achieve its goal of improving a local government’s financial status. The first possibility is
that by shifting the locus of control away from locally-elected officials, local financial
management will improve. There are a few pathways by which this could occur. First, if the origin
of financial problems is poor or corrupt decision-making by local officials then their removal
should improve the situation. The extreme mismanagement of Orange County, California’s
investment pool and subsequent 1994 bankruptcy under the elected Treasurer-Tax Collector is one
such example (Kearns, 1995). Voters elected a new Treasurer-Tax Collector that oversaw a
financial recovery. A similar analysis can be applied to Jefferson County, Alabama’s 2011
bankruptcy (Howell-Moroney and Hall, 2011). The major limitation to this pathway of recovery
is the notion that local government fiscal distress is typically the result of mismanagement. The
extant literature emphasizes that broader socioeconomic forces drive local government fiscal stress
(Hendrick, 2004).
A second potential pathway is premised on the notion that local fiscal distress arises from
poor management as a result of misalignment of incentives. Kimhi (2008) argues that political
systems or situations with a larger number of social groups participating in the political process
are more prone to fiscal stress because each group treats local government resources as a common
pool. Thus, local elected officials may not have the political incentive to make the choices required
to restore fiscal balance. State takeover solves this problem by removing the need for electoral
incentive to align with requisite action. An unelected bureaucrat can maneuver outside of the
constraints of the political system and implement necessary changes. The limitation of this
mechanism is that it presumes electoral incentives are harmful to the management of fiscal stress.
It is equally plausible that local democratically elected actors are better at managing the differing
stakeholders, resident priorities, and time horizons associated with local governance. From this
perspective, removing these actors from the process may be detrimental to local governments. For
example, Niskanen (1971) suggests that budget-maximizing bureaucrats expand government
budgets for self-interested reasons rather than aiming to match constituent preferences, resulting
in a bloated and underperforming public sector.
The third mechanism by which a takeover could improve a local government’s financial
health stems from one of the oldest ideas in public administration: the tension between expertise
and democracy. Should decisions about the functioning of society be made by informed experts,
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or should they be made based on an agglomeration of public opinion (Dewey, 1954)? State
takeovers are premised on the idea that expert-decision making is the key to improvement because
it installs technocratic decision makers in place of elected ones. Prior work examining how
outcomes are altered by democratic or technocratic decision-making suggests the underlying
causal pathways are difficult to disentangle. For example, a large body of research compares forms
of municipal government, which can typically be divided between a strong mayor and a councilmanager system. The former places the mayor as the executive of the local government, who is
both an elected official and responsible for overseeing the administrative aspects of government.
The latter elevates an unelected bureaucrat – a city manager – whose responsibility is to manage
the administrative aspects of the government but ultimately reports to an elected city council.
The conventional wisdom is that the performance of government is improved in a councilmanager system relative to a strong-mayor system (Carr, 2015). However, the empirical results
linking spending and form of government are mixed, with some showing that council-manager
systems spend less (Lineberry & Fowler, 1967; Chapman & Gorina, 2012), others finding more
spending (Campbell & Turnbull, 2003; Craw, 2008), and still others generating null results (Deno
& Mehay, 1987). Carr (2015) synthesizes these findings, arguing that form of government is likely
a mediating variable in the causal pathway describing government decisions, meaning the mixed
results are likely driven by differences in institutional or sociopolitical factors.
The tension between expertise and democracy is highlighted in several interviews of
Michigan EFMs and local officials by Wang and Crosby (2019) that show significant contrasts in
their managerial style and policy goals:
Managers viewed their roles as professionals with the skillset to balance the budget,
and did not shy away from implementing strategies that required technical
expertise. Local officials … were more concerned about longer-term impacts that
go beyond municipal finances, such as sustainability of service delivery and
employee morale. (p. 574)
While we cannot easily differentiate between these mechanisms, all three raise the question as to
whether EFM appointments facilitate financial recoveries in distressed municipalities.
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3. State Takeovers in the Aftermath of the Great Recession
We reviewed state records and newspapers from the 20 intervention states since the start
of the Great Recession in 2007, as well as academic articles, with the goal of identifying state
takeovers that meet the Nickels (2016) definition. We found no evidence of state interventions of
any kind in the most of these 20 states during our period of study. Among the states where we
found initial evidence of a takeover, we scrutinized the available information to ensure each case
fit the Nickels definition. In Ohio, for example, local governments deemed to be in a fiscal
emergency may be taken over by a state-appointed board that has a broad range of authority.
However, most the 22 local governments that appear on the state auditor’s list of distressed
municipalities requested intervention from the state, and often intervention consisted simply of
filing a recovery plan with the state auditor.
We remove all Ohio cases from consideration in our analysis because they do not meet the
Nickels definition of a takeover event. We also omitted the few interventions where the state later
allowed the local government to file for Chapter 9 bankruptcy, such as Detroit, Michigan. A
bankruptcy is a fundamentally different enterprise that enables local governments to legally
discharge debt and exit from other contracts like collective bargaining agreements. Based on these
criteria, we identified eight state takeovers after the Great Recession that meet the Nickels
definition, seven in Michigan and one in Pennsylvania. We report these cases in Table 1 and
provide a brief institutional background on intervention procedures in both states below.
3.1. Michigan
Michigan Public Acts 72 of 1990 and 436 of 2012 permit the governor to appoint EFMs to
distressed municipalities should one or more emergency triggers be met. Specific trigger
conditions include “fund balance deficits, internal control problems, violations of statutes, inability
to meet payroll, failure to file an audit report, interfund borrowing, failure to follow budget and
appropriation laws, bond covenant violations, bond rating downgrades, and others” (Scorsore,
2014, p. 15). Michigan EFMs must develop a state-approved recovery plan and implement it
during their appointment. They are permitted to seek out emergency loans, sell assets, hire or
dismiss employees, restructure existing debt or labor contracts, or initiate Chapter 9 bankruptcy.
They are not, however, authorized to increase taxes or fees without voter approval. Clark and
Gorina (2017) study takeovers in three Michigan municipalities (Ecorse, Hamtramck, and
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Highland Park), finding that emergency financial managers consistently made use of all powers
made available to them under Michigan law.
Termination of an emergency manager’s authority is contingent on the original trigger
condition is eliminated, or if the manager certifies the emergency has ended. In all, 13 general
purpose governments and four school districts have been under emergency management at least
once since 2000. In terms of expertise, Michigan statue requires an EFM to possess a minimum of
five years of experience in “business, financial, or local or state budgetary matters.” We examined
several EFM biographies to evaluate their technocratic expertise. All Michigan EFMs reviewed
possessed significant financial management experience in the public and/or private sector and were
college graduates. Most held a graduate degree in a relevant field, such as a Juris Doctor on Master
of Public Administration. There are not currently any active emergency financial managers in
Michigan; the last appointee stepped down from Highland Park Schools in 2018.
3.2. Pennsylvania
Pennsylvania Act 6 (adopted 1991) and Act 47 (adopted 1987, amended 2014), similarly
provides the state authority to appoint a receiver should a local government meet one or more
trigger conditions based on a local financial condition report submitted to the state annually.
Trigger conditions include “ongoing deficits, failure to make payroll or bond payments, large
accumulated deficits, missed minimum pension payments, and a few other technical issues”
(Scorsone, 2014, p. 16). Pennsylvania is also unusual in that a reduction in municipal services from
the prior fiscal year may serve as a potential trigger condition.
Once a trigger condition is met, the state designates the municipality as distressed and the
state may appoint a coordinator that works with local officials to develop a state-approved recovery
plan. If implementation of the plan fails or conditions worsen, the state may declare an emergency
and appoint a receiver. The receiver has full fiscal decision-making control of the municipality but
must prepare and implement a state-approved recovery plan. 2 Unlike Michigan, Pennsylvania
receivers have the power to raise existing taxes or levy new ones. Exit from state receivership is
contingent on approval from the Secretary of the Department of Community and Economic
Development. Pennsylvania Act 47 requires appointed receivers to possesses “a minimum of five
Pennsylvania local governments placed under state receivership have the authority to reject the receiver’s recovery
plan but must receive state approval for a self-prepared recovery plan in its place.
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years' experience and demonstrable expertise in business, financial or local or state budgetary
matters.”
A total of 31 Pennsylvania municipalities have met one or more of the Act 47 triggers since
1987, including Pittsburgh; 16 remain under a fiscal stress designation in 2020. However,
Harrisburg (2011) and Chester (2020) are the only two municipalities to enter state receivership
under Act 47. We summarize both states’ intervention triggers and EFM authority in greater detail
in Appendix Table A1.

4. Data and Methods
4.1. Building the Analytical Sample
There are two major challenges to assessing the financial impact of state takeover. The first
of these is identifying variables that accurately reflect the likelihood of a state takeover and
acquiring those data for a sufficiently large panel of local governments to enable a rigorous
evaluation. Until recently, there was no widely available, complete repository of financial data for
U.S. local governments outside of the U.S. Census Bureau’s quinquennial Census of Governments.
We use a novel proprietary dataset, GovRank, to identify distressed governments that could
plausibly serve as a counterfactual to the eight state takeover events we study. GovRank is a panel
of audited financial statements for more than 8,000 local governments spanning 2009 to 2014
(Kaldani et al., 2016). A significant advantage of audited financial statements over the Census of
Governments data is that it contains government-wide financial data inclusive of all financial
resources and obligations of each government in the accrual basis of accounting (Ross, Yan, &
Johnson, 2015). However, the central limitation of the GovRank dataset is that its creators fully
discontinued its maintenance after updating it through fiscal year 2014. Expanding the GovRank
dataset past that year requires manual collection and entry of audited financial reports data, which
is no small task for thousands of municipal governments.
The second challenge is identifying an appropriate counterfactual to the distressed cities
that experienced a state takeover. Using the full population of U.S. local governments is not
appropriate, as most municipal governments are financially healthy and not at any risk of a
takeover. In states that authorize state takeovers, intervention laws do not offer a clearly defined
numerical threshold that qualifies local governments for takeover. As such, regression
discontinuity methods are not viable for this study.
8

Given these limitations, we turn to a difference-in-differences strategy to identify the causal
effect of state takeover on financial outcomes. Prior to executing the model, we first conduct
nearest neighbor matching using the GovRank dataset to streamline collection of additional
financial data for potential control governments in the fiscal years prior and after those already
contained in GovRank. Incorporating financial data over this period also allows for assessment of
the impact of EFMs on local financial health over a longer timeframe and coincides with the
restoration of local decision-making authority in seven out of eight takeover cases we examine.
We omit several municipalities from the donor pool used for matching to limit possible
contamination of the treatment on counterfactual local governments. Specifically, we exclude all
local governments in Michigan and Pennsylvania outside of the eight takeover cases. We also
exclude municipalities from 18 other states with legal authority to intervene in their local
governments as identified by the Pew Charitable Trusts (2013). Several of these states previously
used their authority to directly intervene in troubled local governments, in some cases just prior to
the Great Recession. 3 As a result, our donor pool is comprised entirely of municipalities in states
that are at no risk of a state takeover. This strategy limits the possibility that a state government
was engaged in other interventions that fall short of takeover in control group municipalities. Local
governments in strong intervention states may also proactively alter their behavior to avoid state
intervention if a takeover event previously occurred in the state. Using local governments in the
20 intervention states as the counterfactual to those that experienced a takeover event may yield
biased estimates of the effect of takeover on subsequent financial condition. The most significant
drawback of this decision is that our donor pool is composed of local governments outside
Michigan and Pennsylvania, meaning that control local governments in many cases operate under
different state regulatory frameworks. This concern is mitigated in part using local government
fixed effects which absorb and effectively control for all time invariant state rules and other
potential unobserved factors in a regression model. After these omissions, the remaining donor
pool is comprised of 3,695 municipalities.
We apply nearest neighbor matching by modeling state takeover as a function of several
financial and economic variables. We use several financial health measures separately validated
by Stone et al. (2015) and Gorina et al. (2018a, 2018b) computed from the GovRank dataset as
A few examples of recent intervention in these states include Camden, NJ, Nassau County, NY, Princeville, NC,
Central Falls, RI.
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predictors of takeover. We also include municipal population and annual population growth, as
well as the county-level unemployment rate, median income, personal income per capita, and the
poverty rate. 4 We executed multiple iterations of Leuven and Sianesi’s (2003) psmatch2 package
for Stata using combinations of these predictors to generate five nearest neighbor matches per each
takeover case in the year of the state takeover. We then compared the resulting economic and
financial outcomes to determine which matching strategy yielded a balanced control group. This
analysis culminated in the selection of the county unemployment rate, the unrestricted net asset
ratio, and the net asset ratio as the three ideal variables for identifying and matching treated units
with similarly distressed municipalities. We report the five nearest neighbors obtained for each
takeover municipality in Table 1 and the summary statistics for the full GovRank donor pool and
sample of treated and control municipalities in Table 2.
With a more manageable set of takeover and matched control units in hand, we obtained
additional audited financial reports for each treated and matched municipality from municipal
websites, Bloomberg, the Center for Municipal Finance, and the Electronic Municipal Market
Access (EMMA) database and assembled a financial dataset spanning 2005 to 2019.
4.2. Outcome Measures
The purpose of using nearest neighbor matching is that it allows us to focus our data
collection efforts in order to expand the number of pre- and post-intervention periods while also
evaluating a much broader set of financial outcomes than the GovRank data permit. We do this for
treated and matched observations by extracting government-wide and general fund information
from each municipality’s audited financial statements. This process allows us to construct several
financial ratios that summarize a government’s ability to meet its short and long-term obligations,
as well as the adequacy of the government’s general fund based on fiscal reserves.
Our chosen outcome measures carry several benefits from a measurement perspective.
First, because these data are government-wide, accrual-accounting information, they are
insensitive to individual accounting choices a government might make, enhancing the validity of
making comparisons across governments. Second, the construct of financial health is generally

The U.S. Census Bureau, Bureau of Economic Analysis, and Bureau of Labor Statistics typically report economic
statistics at the county rather than municipal level. We rely primarily on county-level data as they are the most
granular data available.
4
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thought of as multidimensional, meaning it encompasses a government’s ability to meet
obligations over a range of time. Critically, these different solvency dimensions are noncontingent,
meaning a government’s ability to meet its short-run obligations is not directly related to meeting
its long-run obligations. In other words, a government can be solvent on a day-to-day basis but
insolvent over a 5- or 10-year time horizon (Jimenez, 2017). By collecting additional data from
audited financial statements, we can construct variables that assess these different solvency
dimensions, allowing us to differentiate the effects of state takeover on the short-, medium-, and
long-run financial health of a government. Table 3 provides a list of the financial health variables
we evaluate in our analysis as well as detail on their construction and interpretation.
4.3. Identification Strategy and Regression Model
We evaluate the impact of state takeover on financial health indicators using a differencein-differences (DD) research design. According to Angrist and Pischke (2008) and St. Clair and
Cook (2015), a valid DD model must meet two assumptions. First, take-up of the treatment must
be plausibly exogenous from the outcome under evaluation. This assumption is not directly
verifiable and also challenging to meet in the context of this study given that state takeover is based
on the trigger of certain conditions that are likely correlated with the financial solvency measures
under evaluation. One feature that works toward the benefit of our research design is the
requirement that state interventions in Michigan and Pennsylvania are initiated by the state
government; local governments in these states cannot directly self-select into a takeover. Our
previous matching efforts were undertaken to create a counterfactual with comparable levels of
economic and fiscal distress as takeover units, and thus a comparable likelihood of state takeover
if that intervention authority existed in their respective states. While we recognize the limitations
of this approach, we also believe it is critical to relax this assumption to some degree to answer an
important research question: do state takeovers meet their stated policy objective of improving
local financial health?
The other key assumption of a difference-in-differences model is that the pre-intervention
trends between treated and control unit are parallel to one another. Figure 1 displays the trends in
each outcome variable in the years before and after a state intervention. To account for the
staggered timing of intervention, we rescale the x-axis to the number of years before or after a
takeover event, which corresponds to t = 0. For control municipalities, we also set t = 0 to the
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intervention year of their matched treated case. This approach effectively presumes Huntington
Park, California would have experienced a state takeover in 2011, the same year that its match,
Harrisburg, Pennsylvania, was taken over. To account for winnowing sample size in the preperiod, we bin all results in the t - 3 and beyond periods together. 5 Figure 1 raises some concern
whether differences in trends during the pre-intervention period bias the DD estimation results
described above.
To remedy this issue, we employ the multiple synthetic control method (SCM) to generate
sets of weights that allow our control group to match the takeover municipalities as closely as
possible during the pre-intervention period (Ross, 2018). To generate a valid synthetic
counterfactual, the algorithm requires a donor pool meet three criteria: (1) donors must not have
enacted a policy change like the one under study, (2) the policy change applied to treated units
cannot affect the donor pool, and (3) donors must approximate the counterfactual to treatment
(McClelland & Gault, 2017). We are confident we meet each of these criteria based on the sample
restrictions applied to donor pool described in section 4.1 above. 6
We use Abadie, Diamond, and Hainmueller’s (2014) synth package for Stata to generate a
set of synthetic counterfactual municipalities that closely mimic the pre-intervention trends of each
treated unit along each outcome variable. The multiple SCM method produces a weight for each
municipality in the analytical sample which we aggregate and apply in the estimation of the DD
regression model specified in equation (1). We present the SCM-weighted trends in each outcome
variable in Figure 2. This figure shows that intervention and synthetic control group are now much
more similar to each other during the pre-intervention period. However, the trends presented in
both figures do not capture year- or municipality-specific effects, covariates, or the dispersion of
the underlying sampling distribution. An event study described in Appendix B provides additional
evidence that the parallel trend assumption is met using SCM. 7 We also report the summary
statistics for the treatment and synthetic control groups in Table 4.
We also winsorize each financial health indicator at the 99th and 1st percentiles for these figures to reduce the
influence of outliers.
6
We were unable to apply synthetic control methods to the full GovRank sample as we lack pre-intervention fiscal
data for all municipalities needed to generate a synthetic counterfactual. The GovRank sample begins in 2009,
coincident with the first three state takeovers in the post-Great Recession period. We also attempted a multiple
synthetic control strategy using Census of Governments data but found the resulting match quality inferior to that
obtained using nearest neighbor matching. As such, we apply SCM within the restricted sample as a check of
internal validity of the baseline DD results.
7
We also estimate placebo and falsification tests using the traditional DD method to rule out other threats to internal
validity. These results are presented in Appendix Table A8.
5
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Due to variation in the timing of takeover (Goodman-Bacon, 2018), the staggered DD
model used in this analysis is given by the following equation:
(1) 𝑌𝑌𝑚𝑚,𝑡𝑡 = 𝛽𝛽𝛽𝛽𝛽𝛽𝛽𝛽𝛽𝛽𝛽𝛽𝛽𝛽𝛽𝛽𝑟𝑟𝑚𝑚,𝑡𝑡 + 𝜅𝜅𝑋𝑋𝑚𝑚,𝑡𝑡 + 𝛼𝛼𝑚𝑚 + 𝜏𝜏𝑦𝑦 + 𝜖𝜖𝑚𝑚,𝑡𝑡
The model relates government financial health in municipality m at time t to the state appointment
of an EFM, reflecting a state takeover. 𝑌𝑌𝑚𝑚,𝑡𝑡 is one of several measures of financial health described

in Table 3. 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑟𝑟𝑚𝑚,𝑡𝑡 is a binary variable taking the value of 1 after a municipality experienced

state takeover at time t and 0 in prior periods, and 𝛽𝛽 is thus the coefficient of interest as it describes
the effect of state intervention on subsequent financial outcomes. The vector X contains two control

variables that reflect each municipality’s underlying economic health: the municipal population
and the county unemployment rate. Finally, the model includes municipal (𝛼𝛼𝑚𝑚 ) and year (𝜏𝜏𝑦𝑦 ) fixed

effects, and the error term, 𝜖𝜖𝑚𝑚,𝑡𝑡 . We estimate the model with heteroskedasticity-robust standard
errors clustered by municipality.

5. Results
5.1. Baseline Results: The Impact of Takeover on Financial Health
We begin with a discussion of the estimation results reported in Table 5 obtained from the
DD model in equation (1) above. We examine indicators that speak to different dimension of
solvency with the goal of determining whether state appointed EFMs achieved improvements in
local financial health relative to the synthetic counterfactual. The estimated impact of EFM
appointment on short- and medium-term indicators are uniformly statistically indistinguishable
from zero. The negative sign on the operating ratio coefficient suggests that municipalities that
received an EFM appointment had reduced capacity to meet impending obligations such as payroll
or obligated debt payments. On the other hand, we observe a small improvement in operating ratio
which reflects budgetary balance. We also observe a decline in the unrestricted net asset ratio,
which reflects the value of liquid assets (i.e. the value of non-capital and non-restricted assets net
of any underlying debt) standardized by total expenditures. Overall, these results suggest EFMs
had little discernable impact on the short or medium-term solvency of municipalities under their
care relative to the synthetic counterfactual.
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The analysis of long-term solvency indicators tells a different story. These three ratios
reflect a government’s ability to meet its obligations over the maturity of its debts or the life of
long-lived assets, which is generally understood to mean five years or longer. We observe a
negative effect of takeover and meaningful effect size on two of the three variables. First, we
observe a 0.23 standard deviation in increase in the long-term liability ratio, which measures
outstanding bonds, leases, and other long-term liabilities against the government’s total assets. We
also obtain a 0.41 standard deviation decrease (-5.4 percent) in net position, which reflects the
balance of total assets to total liabilities.8 Finally, we observe statistically insignificant decrease in
the unrestricted net asset ratio, which reflects proportion of net assets to total assets. Taken
together, the results in Table 5 indicate that municipalities that received an EFM experienced a
deterioration in long-term solvency relative to the synthetic counterfactual without corresponding
improvements in short-and medium-term indicators.
5.2. Exploring Mechanisms
Financial ratios are useful for assessing financial health because they show changes in the
balance of resources and obligations, but they also obscure the mechanisms driving those changes.
Although statistically insignificant, the point estimate on the operating ratio model suggests that
state interventions result in improvements in the budgetary balance of distressed municipalities.
This is beneficial to financial health, but also raises the question of how the improvement were
achieved. An increase in the operating ratio implies expenditures fell or revenues increased, or
some combination of both outcomes. Further, it useful to know whether expenditure cuts were
achieved through reductions in general governmental operations, or were carried out on businesstype activities, such as a city-owned utility provider. We further probe the results in Appendix A
by evaluating the individual components of each ratio with the goal of learning more about why
financial health improved or deteriorated following appointment of an EFM.
Appendix Table A2 contains the estimation result for the current ratio shown previously in
Table 5 as well as the change in its two components: current assets and current liabilities. Although

We transform all financial quantity variables using the logarithmic or inverse hyperbolic sine functions to reduce
skew and ease interpretation of regression estimates. Certain financial variables, such as net position, unrestricted net
assets, and the general fund balance assume zero or negative values which are undefined in a standard log
transformation. The inverse hyperbolic sin (IHS) function approximates the log function allows for the retention of
zero and negative-valued observations.
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we find no statistically significant change in the current ratio, this analysis shows EFM
municipalities experienced a 34 percent reduction in current liabilities. Appendix Table A3
similarly shows no significant change in the operating ratio, but we find a 14.6 percent reduction
in total revenues and 19.6 percent reduction in total expenditures. These results suggest that EFMs
reduce both expenditures and revenues netting a small, but positive, change in budgetary balance
and a reduction in the scope of governmental operations. Appendix Table A4 presents a similar
breakdown of the unrestricted net asset ratio, a separate measure of medium-term solvency. The
estimated change in this ratio is statistically insignificant despite a statistically significant
reduction in expenditures. The most plausible explanation for this result is that EFMs reduce both
liquid assets and expenditures to enhance medium-term solvency, but the change in the former is
not statistically distinguishable from zero.
Appendix Tables A5-A7 report the estimation results for the three long-term solvency
indicators. Notably, we observe a statistically significant 17.9 percent decline in total assets in
EFM municipalities that contributes heavily to the deterioration in long-term solvency indicators.
This result is consistent with case studies by Clark and Gorina (2017) and Wang and Crosby (2019)
that find sales of municipal assets was an oft-used revenue enhancement strategy by Michigan
EFMs. Deterioration in long-term solvency indicators was also driven by large, but statistically
insignificant changes in total (+15.8 percent) and (+24.4 percent) long-term liabilities relative to
the counterfactual.
5.3. The General Fund
The analysis above evaluates the impact of EFMs on government-wide financial indicators
that combine general government operations (i.e. local public services such as police or fire
protection) with business-type activities that are intended to finance themselves (i.e. utilities).
Credit markets pay close attention to local governments’ general fund balance, which reflects fiscal
reserves held in the general fund (Moody’s Investor Service, 2019). We now examine several
general fund indicators to consider the impact of EFM appointment on the financing of local
government services.
Table 6 reports the estimation results for the general fund operating ratio, general fund
balance ratio, and their component parts. The model for general fund operating ratio indicates
EFMs achieve improved budgetary balance within the general fund. Examining the ratio’s
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component parts, we observe a statistically significant 11.3 percent decline in general fund
expenditures and little change in general fund revenues. These results suggest that EFMs achieve
improvements to general fund balance primarily by reducing expenditures. Considered with the
prior results showing a significant reduction in government-wide total assets and total revenues, it
appears EFM-directed sales or leases of capital assets resulting in reduced business-type activity
revenue from user charges. This an explanation is compelling given that EFMs are not authorized
to alter local tax rates or fees in Michigan.
Despite the monetization of public assets there does not appear to be any tangible evidence
of improvements the health of the general fund. This is evident when examining the general fund
balance ratio, which captures the fund’s unspent balance at the end of the fiscal year relative to
total general fund expenditures. The Government Finance Officers Association (2020)
recommends that governments maintain at least 2 months of general fund expenditures in reserve.
Distressed governments experiencing windfalls from the sale of assets would thus have an
incentive to restore these reserves. Nevertheless, we see no evidence of improvements in general
fund balance in EFM municipalities compared to the counterfactual.
5.4. The Return of Local Control
Another potential confounding factor in our analysis is that the EFM intervention is
temporary in nature. The EFM appointments we examine in this study last about 3.4 fiscal years,
on average. Among the 8 municipalities that we study, 7 were returned to local control during our
sample period. It is thus possible that the negative outcomes we observe are driven not by the
intervention, but instead by the return of local control. We evaluate this claim by estimating a DD
model where the start of the treatment period is marked by the restoration of local control. We find
no evidence that the return of local control resulted in significant changes in solvency. Specifically,
Table 7 shows no statistically significant change in any of the six government-wide financial health
indicators.

6. Discussion and Conclusion
American local governments are defined by two features: hard budget constraints and state
control. These maxims suggest that state intervention is a natural response to municipal fiscal
distress. The most common forms of such intervention are premised on the largely unverified
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assumptions that fiscal distress is born of mismanagement and that skilled technocrats are the
remedy. State takeovers take these assumptions to their logical conclusion by removing local
control and appointing emergency financial managers to with the goal of guiding the government
back to the path of fiscal sustainability. Our research investigates whether state-appointed EFMs
are effective at accomplishing this task.
We find EFMs favor expenditure reductions, particularly within the general fund. We also
find strong evidence of declining long-term solvency relative to the counterfactual. Municipalities
that received an EFM experienced declines in public assets. Finally, we show that the return of
local control had no discernable negative effect on solvency. Taken together, our counterfactual
analysis suggests that EFMs are not an effective way to manage local fiscal crises. Specifically,
the mechanisms by which EFMs could generate improvements seem to be based on incorrect or
overly-broad assumptions.
First, the notion that technocratic decision-making by EFMs outperforms local decisionmakers is not supported by our analysis. While EFMs oversaw expenditure reductions, those
reductions did not result in meaningful long-run improvements to financial health. Counterfactual
governments were able to weather fiscal stress without a large decrease in total assets observed in
EFM-controlled governments. This suggests that local elected officials are capable of managing
local fiscal emergencies, and appear better-suited to address trade-offs between the short and long
run than temporarily-appointed technocrats. Second, intervention systems designed to repair
financial health primarily by improving financial management may be misguided. Many recent
papers suggest local fiscal distress most often results from structural challenges arising from
changes in economic headwinds. The results presented in this paper showing EFMs are largely
ineffective conform with this prior work. More generally, our results add to a growing literature
that casts doubt on many current state monitoring and intervention practices which have
proliferated across U.S. state governments in the years following the Great Recession. And while
state-appointed EFMs may be an appropriate response to negligent management or outright fraud
– we do not test that hypothesis in this paper – our results strongly imply that most fiscal distress
is not caused by these issues. Given these faulty assumptions and the harms to democratic
accountability that come from takeovers (Nickels, 2016), the case in favor of EFMs becomes
difficult to see.
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One possible explanation for the continued use of EFMs is that the underlying motivations
of EFM appointments by state governments are different than what is defined in statutes. It is
plausible that state takeovers are not intended to protect local residents from the poor choices of
their duly-elected officials, but instead to protect residents state-wide from negative fiscal
externalities caused by a single government. From this perspective, the goal of an EFM is not
improvement of the locality, but preventing any sort of financial contagion that could harm other
state or local governments (Yang, 2019). While our analysis does not directly address this
possibility, we demonstrate that EFMs appear to make detrimental choices for the long-term
viability of communities in their care. In other words, even if EFMs are successful at preventing a
contagion, they appear to be ineffective in their statutory task of facilitating fiscal recovery.
This also raises another fundamental question: if EFMs and other forms of stateintervention are ineffective at “righting the ship” from a long-term perspective, how can states
empower distressed municipalities to address fiscal emergencies? Recent evidence on the effects
of municipal bankruptcy may be instructive. Abott and Singla (2021) show that local governments
that successfully filed for Chapter 9 protection experienced notable improvements in financial
health indicators. While they also find evidence of expenditure reductions, those declines do not
appear to impair service delivery. Those authors argue that municipal bankruptcy is effective
because it loosens the distressed municipality’s hard budget constraint via the court process. State
intervention systems could operate similarly by directing funds to distressed local governments,
providing a means to reduce or remove existing debts, or allowing local governments to borrow to
support operations.
There are several noteworthy limitations to this work. Though we devote considerable
effort towards addressing potential threats to external and internal validity, the complex nature of
this research question makes ruling out all potential confounding variables impossible. Of import
are the specific challenges faced by each municipality that received an EFM, the underlying
motivations of the state officials to install an EFM, the skills and priorities of the appointee, and
the subsequent decisions they make. Another significant shortcoming is that the analytical sample
is composed of only 8 treated and 40 counterfactual municipalities. Though this is a large sample
compared to prior work, the small number of treated observations reduces the external validity of
the results.
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Figures
Figure 1. Government-Wide Financial Health Indicators: Treated and Matched Subsample

Notes: The red line corresponds to the average value of the eight municipalities that experienced a state takeover; the blue line is the
average of the control group identified using nearest neighbor matching. Distance to treatment = 0 corresponds to the year of state
intervention in takeover municipalities and the predicted year of intervention of matched control units.
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Figure 2. Government-Wide Financial Health Indicators: Treated and Synthetic Control Subsample

Notes: The red line corresponds to the average value of the eight municipalities that experienced a state takeover; the blue line is the
average of the matched counterfactual based on the weighting scheme identified by the synthetic control method. Distance to treatment
= 0 corresponds to the year of state intervention in takeover municipalities and the predicted year of intervention in the synthetic
counterfactual.
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Tables
Table 1. List of Takeover and Matched Control Municipalities
Treated
Municipalities
Three Oaks, MI
Pontiac, MI
Ecorse, MI
Benton Harbor, MI
Flint, MI
Harrisburg, PA
Allen Park, MI
Lincoln Park, MI

Takeover
Start Year
2009
2009
2009
2010
2011
2011
2012
2014

Takeover
End Year
2009
2013
2013
2014
2015
2014
2014
2019

(1)
New Cumberland, WV
McCall, ID
Huntington Park, CA
Apple Valley, CA
St. Joseph, MO
Huntington Park, CA
Los Banos, CA
Greenville, AL

Matched Control Municipalities
(2)
(3)
(4)
Eton, GA
Woodville, MS
Marinette, WI
Ashburn, GA
Modesto, CA
Nogales, AZ
Sheridan, CO
Saint Mary’s, AK
Union, SC
Madera, CA
Evansville, WI
Rialto, CA
Somerset, WI
Winchester, VA
Manteca, CA
Rock Hill, MO
Albertville, AL
Glendale, WI
Sylvania, GA
Tuskegee, AL
Sanger, CA
Fresno, CA
Tulare, CA
Beaumont, CA

Notes: A description of the nearest neighbor matching method used to identify control municipalities is outlined in Section 4.
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(5)
El Segundo, CA
Merced, CA
Clearlake, CA
Ridgecrest, CA
Greenfield, CA
Sylacauga, AL
Taylor, AZ
Clarksdale, MS

Table 2. Summary Statistics for the GovRank Donor Pool, Treated Municipalities, and Matched Control Municipalities
Variable

Full Donor
Pool

Matched
Control

Treated

Difference

Total Revenue Per Capita

$3,299

$2,157

$1,946

-$211

Total Expenditures Per Capita

$3,340

$2,110

$2,062

-$48

Operating Ratio

1.21

0.92

1.00

0.08

Unrestricted Net Assets Ratio

1.15

-0.53

-0.48

0.05

Net Assets Ratio

66.6

-0.05

-0.22

-0.17

Long-Term Liability Ratio

34.6

0.75

0.72

-0.03

Total Municipal Population

22,850

42,764

37,157

-5,607

Annual Percent Change in Municipal Population

0.66%

0.33%

-0.82%

-1.16%**

7.9%

12.6%

11.8%

-0.8%

15.5%

21.0%

19.1%

-1.9%

County Median Income

$50,082

$42,946

$44,337

$1,391

County Per Capita Personal Income

$39,335

$32,871

$37,022

$4,152

County Unemployment Rate
County Poverty Rate

Notes: Summary statistics for the full donor pool are the average of 2009-14; data for the matched control and treated groups reflect
the year intervention occurred or was predicted to occur. Statistical significance of a t-test of the difference of means is indicated by
*** (p<0.01), ** (p<0.05), * (p<0.1).
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Table 3a. Government-Wide Financial Health Indicators
Variable

Calculation

Explanation

Interpretation

Source

Current
Ratio

Current Assets / Current
Liabilities

The balance of liabilities due within one year
divided the assets that are likely to be liquid within
one year. A measure of short-term solvency.

Indicator ↑,
Financial
Health ↑

Statement of Net
Position

Operating
Ratio

Total Revenues / Total
Expenditures

The balance of revenues coming in during a given
year against total spending. A measure of medium
term or budgetary solvency.

Indicator ↑,
Financial
Health ↑

Statement of
Activities

Unrestricted
Net Asset
Ratio

Unrestricted Net Assets /
Total Expenditures

The share of uncommitted net assets relative to the
size of expenditures. A measure of long-term
solvency.

Indicator ↑,
Financial
Health ↑

Statement of Net
Position

Long-Term
Liability
Ratio

Total Liabilities / Total
Assets

The balance between long term liabilities (i.e. bonds, Indicator ↓,
pensions, other debt) and the total assets of the
Financial
government. A measure of long-term solvency.
Health ↑

Statement of Net
Position

Net Asset
Ratio

(Unrestricted Net Assets +
Restricted Net Assets) /
Total Assets

The share of assets that are not associated with longlived assets (i.e. likely feasibly liquid in the future).
A measure of long-term solvency.

Indicator ↑,
Financial
Health ↑

Statement of Net
Position

Net Position

Total Assets - Total
Liabilities

The balance of all assets against all liabilities. A
measure of long-term solvency.

Indicator ↑,
Financial
Health ↑

Statement of Net
Position
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Table 3b. General Fund Financial Health Indicators
Variable

Calculation

Explanation

Interpretation

Source

General
Fund
Operating
Ratio

General Fund Revenues /
General Fund
Expenditures

The balance of revenues coming in during a given
year against spending. A measure of budgetary
balance.

Indicator ↑,
Financial
Health ↑

Statement of
Revenues,
Expenditures, and
Fund Balances

General
Fund
Balance
Ratio

General Fund Balance /
General Fund
Expenditures

The share of annual general fund spending that
could be met using unallocated funds in the general
fund. A measure of fiscal reserves.

Indicator ↑,
Financial
Health ↑

Statement of
Revenues,
Expenditures, and
Fund Balances

The unallocated funds remaining in the general
fund. A measure of fiscal reserves.

Indicator ↑,
Financial
Health ↑

Statement of
Revenues,
Expenditures, and
Fund Balances

General
Fund
Balance

General Fund Balance
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Table 4. Summary Statistics for Treated and Control Municipalities
Indicator
Current Ratio
Operating Ratio
Unrestricted Net Asset Ratio
Long-Term Liability Ratio
Net Asset Ratio
Net Position ($M)
Gen. Fund Operating Ratio
Gen. Fund Balance Coverage
Gen. Fund Balance ($M)
County Unemployment Rate
Population
N

Donor Pool
Mean
SD
9.66
9.06
1.11
0.33
-0.46
1.65
0.57
0.83
-0.11
0.76
202.44
376.31
1.01
0.12
0.46
0.30
11.06
13.53
9.56
3.90
52,438.47
93,137.17
341
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Treated
Mean
SD
9.54
19.91
1.08
0.52
-0.52
1.36
0.62
0.47
-0.21
0.47
34.38
115.03
1.04
0.16
0.24
0.56
0.95
16.59
8.52
3.48
36,990.70
30,814.33
88

Table 5: Multiple Synthetic Control DD Model Estimation Results: Government-Wide
Financial Health Indicators
Current Operating
Ratio
Ratio
DD Estimate
Takeover

Unrest.
N.A. Ratio

L.T.
Liability
Ratio

Net Asset
Ratio

IHS(Net
Position)

-1.623
(2.68)

0.066
(0.07)

-0.359
(0.28)

0.178*
(0.09)

-0.168
(0.10)

-5.401*
(3.22)

0.226
(0.41)

0.002
(0.02)

0.205***
(0.05)

-0.172***
(0.03)

0.165***
(0.03)

3.773***
(0.85)

Log(City Pop)

-64.29
(39.61)

1.409
(1.26)

1.584
(1.44)

-0.547
(0.55)

0.001
(0.63)

63.44***
(21.32)

Constant

642.4
(391.7)

-12.93
(12.45)

-17.92
-14.45

7.407
(5.47)

-1.505
(6.30)

-654.7***
(212.20)

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

429
0.677

429
0.060

429
0.727

429
0.783

429
0.751

429
0.550

Controls
Unemp. Rate

Municipal FEs
Year FEs
N
adj. R2

Notes: Standard errors clustered at the municipal level reported in parenthesis. Statistical
significance is indicated by *** (p<0.01), ** (p<0.05), * (p<0.1).
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Table 6: Multiple Synthetic Control DD Model Estimation Results: General Fund
Financial Health Indicators and Components
GF
Operating
Ratio

Log(GF
Rev.)

Log(GF
Expend.)

GF Balance
Ratio

IHS(GF
Balance)

0.117**
(0.05)

-0.041
(0.04)

-0.113**
(0.06)

-0.070
(0.13)

-5.494
(4.87)

0.015
(0.01)

-0.008
(0.01)

-0.011
(0.01)

0.0676*
(0.04)

1.817**
(0.90)

Log(City Pop)

0.228
(0.35)

1.870***
(0.34)

1.508***
(0.41)

-3.558***
(1.04)

-120.0***
(37.23)

Constant

0.195
(1.81)

-1.91
(3.33)

1.75
(4.13)

35.02***
(10.32)

1189.1***
(370.30)

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

374
0.276

374
0.995

374
0.990

374
0.648

374
0.451

DD Estimate
Takeover

Controls
Unemp. Rate

Municipal FEs
Year FEs
N
adj. R2

Notes: Standard errors clustered at the municipal level reported in parenthesis. Statistical
significance is indicated by *** (p<0.01), ** (p<0.05), * (p<0.1).
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Table 7: Multiple Synthetic Control DD Model Estimation Results: Financial Health Indicators after Restoration of Local
Control

Current Operating
Ratio
Ratio
DD Estimate
Local Control

Unrest.
N.A. Ratio

L.T.
Liability
Ratio

Net Asset
Ratio

IHS (Net
Position)

0.915
(3.779)

0.188
(0.137)

0.277
(0.262)

-0.01
(0.079)

0.107
(0.091)

-4.803
(3.276)

0.305
(0.479)

-0.008
(0.019)

0.226***
(0.048)

-0.174***
(0.026)

0.144***
(0.025)

4.524***
(0.824)

Log(City Pop)

-28.67
(31.84)

1.744
(1.215)

2.536
(2.654)

-1.482**
(0.596)

-1.567**
(0.753)

34.56*
(18.86)

Constant

288.4
(313.9)

-16.18
(12.05)

-27.36
(26.54)

16.65***
(5.947)

-16.90**
(7.498)

9.084
(4.991)

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

429
0.670

429
0.085

429
0.706

429
0.747

429
0.651

429
0.501

Controls
Unemp. Rate

Municipal FEs
Year FEs
N
adj. R2

Notes: Standard errors clustered at the municipal level reported in parenthesis. Statistical significance is indicated by *** (p<0.01), **
(p<0.05), * (p<0.1).
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Appendix A. Supplemental Materials
Table A1: Summary of Financial Emergency Trigger Conditions and EFM Authority
Michigan

Pennsylvania

Financial Emergency
Trigger Conditions

1) Missed bond or payroll payments
2) Failure to make required pension or benefit contributions or
withhold required taxes
3) Accounts payable exceeds 10 percent of total annual
expenditures
4) General fund deficits exceed 5 percent of budgeted revenues
4) Interfund loans between governmental funds
5) Existence of a structural operating deficit
6) Inappropriate use of governmental funds

1) Missed bond or payroll payments
2) Failure to make required pension or benefit contributions or
withhold required taxes
3) A deficit of 1 percent or more in the three previous fiscal years,
or deficits of 5 percent or more in the previous two fiscal years
4) The municipality sought and failed to negotiate with its
creditors, or filed a Chapter 9 bankruptcy plan
5) A reduction in municipal services from the prior year because
the property tax levy limit was reached

Required Financial
Recovery Plan

A recovery plan must be developed by local officials or the EFM
and approved by the Michigan State Treasurer

A recovery plan must be developed by local officials or the EFM
and approved by the Secretary of the Department of Community
and Economic Development or a state court

Permitted
Personnel Changes

May break or execute new employee or union contracts
unilaterally. May hire or terminate employees.

May execute new employee or union contracts unilaterally but
cannot alter existing employee contracts. May hire or terminate
employees.

Permitted
Expenditure Changes

May adjust existing municipal contracts, privatize services, and
restructure or consolidate departments.

May adjust contracts, services, or restructure in fulfillment of the
approved financial recovery plan.

Permitted Revenue
Changes

Cannot levy new taxes but may receive voter approval to alter
existing tax instruments. May sell municipal assets and incur new
debts

May alter existing tax instruments without approval but needs
court approval to exceed statutory maximum rates or to levy new
taxes. May sell municipal assets and incur new debts based on the
approved financial recovery plan

Financial Emergency
Exit Conditions

Exit is contingent on elimination of the original trigger or
condition, or termination by the governor.

Exit is contingent on approval from the Secretary of the
Department of Community and Economic Development

Notes: Adapted from Scorsone (2014), Michigan Public Act 436 of 2012, and the Pennsylvania Municipalities Financial Recovery Act
of 1987 (Act 47).
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Table A2. Multiple Synthetic Control DD Model Estimation Results: Current Ratio and
Components
Current Ratio

Log(Current
Assets)

Log(Current
Liabilities)

-1.623
(2.68)

-0.110
(0.12)

-0.342*
(0.21)

0.226
(0.41)

0.054**
(0.02)

-0.016
(0.05)

Log(City Pop)

-64.29
(39.61)

-1.740**
(0.75)

3.204**
(1.53)

Constant

642.4
(391.70)

33.45***
(7.43)

-16.6
(15.31)

Yes
Yes

Yes
Yes

Yes
Yes

429
0.977

429
0.948

429
0.921

DD Estimate
Takeover

Controls
Unemp. Rate

Municipal FEs
Year FEs
N
adj. R2

Notes: Standard errors clustered at the municipal level reported in parenthesis. Statistical
significance is indicated by *** (p<0.01), ** (p<0.05), * (p<0.1).

34

Table A3. Multiple Synthetic Control DD Model Estimation Results: Operating Ratio and
Components
Operating
Ratio

Log(Total
Revenue)

Log(Total
Expend.)

0.066
(0.07)

-0.146*
(0.08)

-0.196**
(0.08)

0.002
(0.02)

0.017
(0.02)

0.015
(0.01)

Log(City Pop)

1.409
(1.26)

1.039
(0.98)

1.310*
(0.75)

Constant

-12.93
(12.45)

6.637
(9.71)

3.826
(7.43)

Yes
Yes

Yes
Yes

Yes
Yes

429
0.060

429
0.980

429
0.977

DD Estimate
Takeover

Controls
Unemp. Rate

Municipal FEs
Year FEs
N
adj. R2

Notes: Standard errors clustered at the municipal level reported in parenthesis. Statistical
significance is indicated by *** (p<0.01), ** (p<0.05), * (p<0.1).
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Table A4. Multiple Synthetic Control DD Model Estimation Results: Unrestricted Net
Asset Ratio and Components
Unrest. N.A.
Ratio

IHS(Unrest.
N.A.)

Log(Total
Expend.)

-0.359
(0.28)

-1.513
(4.34)

-0.196**
(0.08)

0.205***
(0.05)

3.504***
(0.91)

0.015
(0.01)

Log(City Pop)

1.584
(1.44)

-6.495
(40.05)

1.310*
(0.75)

Constant

-17.92
-14.45

35.13
(397.40)

3.826
(7.43)

Yes
Yes

Yes
Yes

Yes
Yes

429
0.727

429
0.486

429
0.977

DD Estimate
Takeover

Controls
Unemp. Rate

Municipal FEs
Year FEs
N
adj. R2

Notes: Standard errors clustered at the municipal level reported in parenthesis. Statistical
significance is indicated by *** (p<0.01), ** (p<0.05), * (p<0.1).
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Table A5. Multiple Synthetic Control DD Model Estimation Results: Long Term Liability
Ratio and Components
L.T. Liability
Ratio

Log(L.T.
Liabilities)

Log(Total
Assets)

0.178*
(0.09)

0.244
(0.17)

-0.179**
(0.08)

-0.172***
(0.03)

-0.127***
(0.04)

0.039**
(0.02)

Log(City Pop)

-0.547
(0.55)

-1.06
(1.40)

1.801
(1.15)

Constant

7.407
(5.47)

28.52**
(13.91)

-0.781
(11.45)

Yes
Yes

Yes
Yes

Yes
Yes

429
0.783

429
0.930

429
0.976

DD Estimate
Takeover

Controls
Unemp. Rate

Municipal FEs
Year FEs
N
adj. R2

Notes: Standard errors clustered at the municipal level reported in parenthesis. Statistical
significance is indicated by *** (p<0.01), ** (p<0.05), * (p<0.1).
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Table A6. Multiple Synthetic Control DD Model Estimation Results: Net Asset Ratio and
Components
Net Asset Ratio

Log(Rest.
N.A.)

IHS(Unrest.
N.A.)

Log(Tot. Assets)

-0.168
(0.10)

0.38
(1.81)

-1.513
(4.34)

-0.179**
(0.08)

0.165***
(0.03)

0.220
(0.17)

3.504***
(0.91)

0.039**
(0.02)

Log(City Pop)

0.001
(0.63)

-0.630
(4.59)

-6.495
(40.05)

1.801
(1.15)

Constant

-1.505
(6.30)

17.88
(45.74)

35.13
(397.40)

-0.781
(11.45)

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

429
0.751

429
0.415

429
0.977

429
0.227

DD Estimate
Takeover

Controls
Unemp. Rate

Municipal FEs
Year FEs
N
adj. R2

Notes: Standard errors clustered at the municipal level reported in parenthesis. Statistical
significance is indicated by *** (p<0.01), ** (p<0.05), * (p<0.1).
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Table A7. Multiple Synthetic Control DD Model Estimation Results: Net Position and
Components
IHS(Net
Position)

Log(Total
Assets)

Log(Total
Liabilities)

-5.401*
(3.22)

-0.179**
(0.08)

0.158
(0.11)

3.773***
(0.85)

0.039**
(0.02)

0.111***
(0.03)

Log(City Pop)

63.44***
(21.32)

1.801
(1.15)

-1.132
(0.97)

Constant

-654.7***
(212.20)

-0.781
(11.45)

29.33***
(9.63)

Yes
Yes

Yes
Yes

Yes
Yes

429
0.550

429
0.976

429
0.952

DD Estimate
Takeover

Controls
Unemp. Rate

Municipal FEs
Year FEs
N
adj. R2

Notes: Standard errors clustered at the municipal level reported in parenthesis. Statistical
significance is indicated by *** (p<0.01), ** (p<0.05), * (p<0.1).
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Table A8: Multiple Synthetic Control DD Model Estimation Results: Falsification and Placebo Tests
Personal
Income Per
Capita

Current
Ratio

Operating
Ratio

Unrest.
N.A. Ratio

LT
Liability
Ratio

Net Asset
Ratio

IHS (Net
Position)

0.663
(0.861)

0.581
(2.048)

-0.049
(0.088)

-0.048
(0.257)

0.147
(0.010)

-0.093
(0.089)

-3.561
(2.332)

0.379
(0.181)

0.941
(0.87)

0.0149
(0.02)

0.219***
(0.07)

-0.112***
(0.03)

0.127***
(0.03)

3.102***
(0.70)

Log(City Pop)

-12.21
(25.88)

-19.84
(40.53)

1.642*
(0.89)

2.732**
(1.22)

-0.865
(0.63)

0.431
(0.72)

40.23***
(13.15)

Constant

134.3
(264.7)

199.7
(400.70)

-15.18*
(8.81)

-29.37**
(12.23)

10.22
(6.29)

-5.495
(7.19)

-418.5***
(132.50)

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes
Yes

88
0.192

352
0.576

352
0.07

352
0.804

352
0.777

352
0.762

352
0.717

DD Estimate
Takeover
Controls
Unemp. Rate

Municipal FEs
Year FEs
N
adj. R2

Notes: Standard errors clustered at the municipal level reported in parenthesis. Statistical significance is indicated by *** (p<0.01), **
(p<0.05), * (p<0.1).
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Appendix B. Event Study Analysis
We conduct an event study analysis to test whether differences in the pre-intervention
period between treated and control municipalities are plausible drivers of any treatment effects we
obtain for the post-intervention period. The event study specification is given by the following
equation:
+

7
𝑗𝑗
0
𝑘𝑘
𝑌𝑌𝑚𝑚,𝑡𝑡 = ∑−2
−5+− 𝛿𝛿𝑗𝑗 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑟𝑟 𝑚𝑚,𝑡𝑡 + 𝜑𝜑𝜑𝜑𝜑𝜑𝜑𝜑𝜑𝜑𝜑𝜑𝑣𝑣𝑣𝑣𝑟𝑟 𝑚𝑚,𝑡𝑡 + ∑1 𝜌𝜌𝑘𝑘 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑟𝑟 𝑚𝑚,𝑡𝑡 + 𝜅𝜅𝑋𝑋𝑚𝑚,𝑡𝑡 + 𝜔𝜔𝑡𝑡 +

𝛼𝛼𝑚𝑚 + 𝜏𝜏𝑦𝑦 + 𝜖𝜖𝑚𝑚,𝑡𝑡

The general syntax of this model follows from the discussion of equation (1) in section 4.3.
The notable difference is that we add period-specific dummies based on distance to intervention,
binning the end points at 5 years prior to intervention and 7 years post intervention following the
method of Nicholas and Maclean (2019). Correspondingly, 𝜌𝜌𝑘𝑘 estimates the effect of state takeover

k ∈ (1, 7+) years after the intervention while 𝛿𝛿𝑗𝑗 estimates the difference in pre-treatment trends in
the j ∈ (-5–, -2) years prior to takeover. This strategy effectively nets differences in pre-intervention

trends out of the event study’s resulting post-intervention treatment effect estimates. The year prior
to takeover serves as our reference group. The parameter 𝜑𝜑 corresponds to the estimated difference
between those municipalities that experienced a state takeover and the matched counterfactual in

the year of the intervention. The event study specification is estimated using wild bootstrap
clustered standard errors (Roodman, MacKinnon, Nielsen, & Webb, 2018) to account for a reduced
number of clusters (municipalities) in the pre-treatment period.

We plot the estimation results of this event study model in Figure B1 on the following
page. As the figure shows, differences in the pre-intervention period are uniformly statistically
insignificant and close to zero. In addition, F-tests of joint significance for all pre-treatment
dummies were statistically insignificant in each of the models. Based on these results, we are
satisfied that the multiple synthetic control strategy is internally-valid and use the result weights
in our difference-in-differences analyses presented in Tables 5 and 6.
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Figure B1. Multiple Synthetic Control Event Study Estimation Results: Government-Wide Financial Health Indicators

Notes: Each red point in the figures above corresponds to point estimates obtained from an event study regression model. The blue lines
are 95 percent confidence intervals estimated using wild bootstrap clustered standard errors. Time = 0 corresponds to the year of state
intervention in takeover municipalities and the predicted year of intervention in the matched counterfactual.
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