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What is a “Trifecta”?

➢ One party holds the governorship and a majority in 
both legislative chambers (state house and senate)

➢ Essentially reflects single-party dominance in state 
government 



Main research question

➢ Are municipal bondholder yield spreads affected by 
state government trifectas? 

➢ In other words, how do municipal bond investors 
view one-party state-level political dominance? 



Why do we care?

➢ Municipal bond market is very significant ($4 Trillion 
outstanding) 

➢ Trifectas are increasingly common
➢ 25 of 50 states in 2000 
➢ 40 of 50 states in 2024

➢ States exert considerable control over local governments, 
including imposing, monitoring and enforcing laws and 
regulations arguably important to bondholders; yet little is 
known about how one-party dominance affects 
bondholders



Hypothesis
Trifectas may lower risk for 

bondholders
Null hypothesis Trifectas may increase risk 

for bondholders

• Quick to respond (Alt and 
Lowry 1994)

• Centralized accountability 
(Leyden and Borrelli 1995)

• Selective enforcement of 
harmful policies (Gerber et 
al. 2004)

There is no 

relation between 

state government 

trifectas and 

municipal 

bondholder 

yields. 

• Impose unfunded mandates 
(Kelly 1994)

• Less local flexibility (Poterba 
1994)

• Utilize pre-emption 
(Bloomberg 2023)



Sample

➢ Data are from MSRB/Mergent, 2005 – 2018

➢ Primary sample consists of secondary market trades 
for a large sample of local bonds, including schools, 
special districts, counties, cities, towns, etc.

➢ Additional analysis uses primary market trades, with 
consistent results



Specifications

➢ State-and-time varying difference-in-differences design

➢ Yield – Alternatively raw or tax-adjusted yield spread for 
bond b, month t

➢ Additional analysis focuses on new trifectas using a 
stacked event study design

Yieldb,t = β0 +  β1Trifectab,t + Controls + ε



This figure plots regression estimates of difference-in-differences coefficients with 95% confidence intervals. We use the 

initiation of a trifecta (Year 0), indicated by the bold dashed line, with four years preceding and following trifecta initiation. 



Tables 3-4. Main tests – staggered DiD design
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FE Only FE Only All controls + FE All controls + FE

➢ Yield spreads for secondary market trades during trifecta state-years are 
4 – 20 basis points lower, depending on the specification 



Why are muni yields lower under trifectas?

▷ Schwert (2017) suggests that default risk is an important 
component of municipal bond prices, comprising 74-84% of 
average spreads, while liquidity risk is not as substantial

▷ We next conduct three cross-sectional tests focusing on state 
laws that increase local yield spreads through higher default risk

○ States allowing Chapter 9 municipal bankruptcy
○ States with restrictive tax limitation measures
○ States allowing direct voter initiatives
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State trifectas help offset the higher 

risk associated with “hands off” local 

bankruptcy policies. 

Table 5. State Chapter 9 municipal bankruptcy laws
State laws allowing municipal bankruptcy increase bondholder risk (and hence 
yields).



Table 6. State tax limitation laws
State laws restrict local governments’ ability to raise taxes, constraining financial flexibility, and 
increasing risk (and hence yields) to bondholders.
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State trifectas help offset higher risk 

imposed by local tax limitations.



Table 7. State direct initiative laws
State laws allowing voters to place initiatives directly on the ballot increase bondholder risk (and 
hence yields). 
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State trifectas help offset the higher 

risk from direct initiative laws.



Conclusion

➢ We explore the effects of state trifectas on local bondholder 
yields.

➢ Primary findings show secondary market yield spreads are 
significantly lower under state government trifecta regimes. 

➢ Cross-sectional tests explore three state laws (municipal 
bankruptcy, tax limitations, direct voter initiatives), finding 
results are magnified under all three measures, suggesting 
trifectas help offset the risk imposed by these state laws. 

➢ Overall, our study provides novel evidence of municipal bond 
market implications of state-level one-party dominance.



Thank you! 



Table 1. Descriptive 
Statistics
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-
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Sample Composition by Type of Bonds: 

Bond Type  Trifecta  Non-Trifecta         Diff 

General Obligation 160,180 (59.7%) 132,648(65.4%) -5.6%*** 

Revenue Bonds 46,217(17.2%) 35,177(17.3%) -0.1% 

Other- etc. 61,830 (23.1%) 35,122 (17.3%) 5.8%*** 

Total (#Bonds)         268,227 202,947  

 

Panel D: Sample Composition by Type of Issuerss: 

Bond Type  Trifecta  Non-Trifecta         Diff 

Schools 75,678(28.2%) 62,272(30.7%) -2.5%*** 

Special Districts 103,283(38.5%) 67,699(33.4%) 5.1%*** 

Counties 23,181(8.6%) 19,029(9.4%) -0.7%*** 

Municipalities (Cities, Town, Village, 

Borough)  65,903(24.6%) 53,841(26.5%) 

-1.9%*** 

Other- etc. 182 (0.07%) 106 (0.05%) 0.02%** 

Total (#Bonds)         268,227 202,947  

 

Table 1. Sample 
Composition



Stacked Event Study Design
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➢ Trifecta treatment does not necessarily “switch on and stay 
on” over time, but rather, can also “switch off” during our 
sample period (de Chaisemartin and D’Haultfoeuille 2022).

➢ Stacked event study regression design, as described in Baker 
et al. (2022) and implemented in Cengiz et al. (2019). 

➢ For each new trifecta, we identify separate “clean control” 
samples, wherein no trifecta exists throughout the same eight 
calendar years (Cengiz et al. 2019). 



Kansas 

Trifecta =1

2012 2014 201520132007 2009 2010 20112008

Pre Period Post Period

Stacked Event Study Design 
(36 Unique Events)

Control States: 
No trifecta 
between 2007-
2015
 RI, MT, KY

Border State 
Capital: KY



Tables 3-4. Main tests – stacked event study design
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Secondary market yields are 

significantly reduced under trifectas

All other controls

Control sample 



Trifecta Strength
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➢ Additional test to examine whether trifecta effect is more impactful for
➢ Longer Trifecta’s
➢ Veto Proof 
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