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1. INTRODUCTION 

1.1. Context of Fiscal Federalism in the United States 

Fiscal federalism in the United States is a cornerstone of the nation's governance structure, 

characterized by the division of fiscal responsibilities and powers among federal, state, and local 

governments. This system enables states to exercise a degree of fiscal autonomy, enabling them to 

tailor their fiscal policies to local needs and preferences. The United States, with its complex system 

of fiscal federalism, presents a unique landscape for studying the relationship between fiscal 

autonomy and economic development. As López-Santana & Rocco (2021) highlight, the structure of 

fiscal federalism in the U.S. has been particularly salient during economic crises, such as the Great 

Recession and the COVID-19 pandemic, underscoring the importance of understanding how varying 

degrees of fiscal autonomy across states influence economic outcomes. 

The U.S. federalist system is unique in its balance of power, where states have significant leeway in 

generating revenue, allocating expenditures, and managing debt. This autonomy is crucial for 

fostering innovation and experimentation in policymaking, as states act as "laboratories of 

democracy," a concept famously articulated by Justice Louis Brandeis. The importance of fiscal 

federalism has been particularly evident during economic crises. For instance, during the 

aforementioned Great Recession and the COVID-19 pandemic, states with greater fiscal autonomy 

were better positioned to implement targeted fiscal measures to mitigate economic downturns. These 

crises highlighted the need for states to have the flexibility to respond to local economic conditions 

swiftly and effectively. As the nation continues to face economic challenges, understanding the role of 

fiscal autonomy in promoting economic resilience and growth becomes increasingly vital. 

Abstract: This study explores the relationship between fiscal autonomy and economic development across 

U.S. states, addressing key gaps in the existing literature on fiscal federalism. By focusing on the unique 

dynamics within the United States, the research examines how varying levels of fiscal autonomy influence 

economic outcomes, particularly in the context of recent economic crises. Utilizing a conceptual framework, 

the study identifies three primary mechanisms through which fiscal autonomy may impact economic 

development: policy experimentation, resource allocation efficiency, and responsiveness to local economic 

conditions. Through a combination of quantitative and qualitative analyses, the findings reveal a generally 

positive correlation between higher fiscal autonomy and stronger economic performance, as evidenced by 

increased GDP growth rates and enhanced economic resilience. However, the relationship is moderated by 

contextual factors such as political stability and economic structure, highlighting the need for adaptive fiscal 

policies. The study contributes to the theoretical literature by providing empirical evidence on the 

mechanisms of fiscal autonomy and offers practical policy recommendations for optimizing fiscal 

decentralization in federal systems. These insights underscore the potential benefits of fiscal autonomy while 

emphasizing the importance of tailored approaches to address state-specific challenges and opportunities. 
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This study seeks to explore the relationship between fiscal autonomy and economic development 

across U.S. states. By exploring how fiscal autonomy influences economic development across 

different states in the United States, and what mechanisms drive the relationship between fiscal 

autonomy and economic growth. This paper argues that states with higher fiscal autonomy within the 

United States federalist system exhibit more significant economic development due to enhanced 

policy experimentation, resource allocation efficiency, and responsiveness to local economic 

conditions. 

This hypothesis is grounded in the theoretical foundations of fiscal federalism, which suggest that 

decentralized fiscal decision-making can lead to more efficient provision of public goods and services 

(Oates, 1999). Moreover, it builds on empirical studies such as Xie et al. (1999), which found a 

positive relationship between fiscal decentralization and economic growth in the United States. By 

examining this hypothesis, this paper aims to contribute to the ongoing debate about the optimal 

degree of fiscal autonomy in federal systems and its implications for economic development. 

Understanding the relationship between fiscal autonomy and economic development is crucial for 

several reasons. First, as Shin (2023) demonstrates, discretionary fiscal policy at the state level can 

significantly impact industries and competitiveness. This suggests that the degree of fiscal autonomy 

granted to states may have far-reaching consequences for economic outcomes beyond just aggregate 

growth figures. 

Second, in an era of increasing economic volatility, comprehending how fiscal federalism affects 

states' abilities to respond to economic shocks is vital for policymakers at both state and federal levels. 

The recent experiences with the Great Recession and the COVID-19 pandemic have underscored the 

importance of fiscal flexibility in times of crisis. By examining how fiscal autonomy influences 

economic resilience and recovery, this study can provide valuable insights for designing more 

effective fiscal federalism structures. 

Third, this research contributes to the ongoing debate about the optimal degree of fiscal 

decentralization in federal systems. While studies like Brueckner (2006) have explored the 

relationship between fiscal federalism and economic growth, there remains a need for a more nuanced 

understanding of the specific mechanisms through which fiscal autonomy affects economic outcomes 

at the state level. Moreover, this study addresses gaps in the existing literature by focusing specifically 

on the U.S. context. While much research on fiscal federalism has been conducted in cross-country 

settings, fewer studies have examined the variations within a single federal system like the United 

States. By doing so, this research can provide more targeted insights for U.S. policymakers and 

contribute to a better understanding of how fiscal institutions shape economic performance and 

resilience at the state level. 

By systematically exploring the relationship between fiscal autonomy and economic development, 

this study aims to contribute to the understanding of fiscal federalism in the United States and its 

implications for economic policymaking. Through a combination of theoretical insights and empirical 

analysis, the paper seeks to provide a comprehensive assessment of the role of fiscal autonomy in 

shaping economic outcomes within the U.S. Federalist system. 

2. LITERATURE REVIEW AND THEORETICAL FRAMEWORK 

2.1. Theories of Fiscal Federalism 

The theoretical foundations of fiscal federalism provide a crucial backdrop for understanding the 

relationship between fiscal autonomy and economic development. The concept of fiscal federalism, 

rooted in the seminal works of scholars such as Tiebout (1956) and Oates (1972), posits that 

decentralization can lead to more efficient provision of public goods and services. Oates' (1972) 

"decentralization theorem" suggests that fiscal autonomy allows subnational governments to tailor 

policies to local preferences, potentially enhancing economic efficiency. Tiebout's (1956) "voting 

with your feet" model argues that fiscal decentralization creates a quasi-market environment where 

citizens can choose jurisdictions that best match their preferences for public goods and tax levels. This 

theory implies that fiscal autonomy can lead to more efficient resource allocation and potentially spur 

economic growth through increased competition among jurisdictions. 
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Building on these foundational theories, Weingast (1995) introduced the concept of "market-

preserving federalism," arguing that a properly structured federal system can create incentives for 

subnational governments to foster economic growth. This theory suggests that fiscal autonomy when 

combined with hard budget constraints and factor mobility, can promote economic development by 

incentivizing local governments to create business-friendly environments. Brueckner (2006) further 

expands on these ideas, exploring how fiscal federalism relates to economic growth. The author 

argues that decentralized public spending can enhance economic performance by allowing for better 

matching of public goods to local preferences and fostering competition among jurisdictions. 

2.2. Previous Studies on Fiscal Autonomy and Economic Growth 

Empirical research on the relationship between fiscal autonomy and economic growth has yielded 

mixed results, highlighting the complexity of this relationship. Xie et al. (1999) provide evidence 

supporting the argument that fiscal decentralization can contribute to economic growth in the United 

States, emphasizing the importance of understanding the practical degree of autonomy that sub-

national governments possess. 

Baskaran et al. (2016) conducted a meta-analysis of the literature on fiscal federalism, 

decentralization, and economic growth. Their findings suggest that the relationship between fiscal 

decentralization and economic growth is complex and context-dependent, highlighting the need for a 

nuanced analysis of the mechanisms at play. 

Martínez-Vázquez & McNab (2001) offer a theoretical framework for understanding how fiscal 

decentralization influences economic growth, identifying several potential channels through which 

decentralization might affect growth, including improved resource allocation, enhanced 

accountability, and increased policy innovation. 

Some studies have found positive effects of fiscal autonomy on economic growth. For instance, Akai 

and Sakata (2002) found that fiscal decentralization had a positive impact on economic growth in the 

United States. Similarly, Stansel (2005) observed a positive relationship between local 

decentralization and economic growth in U.S. metropolitan areas. 

However, other research has yielded more ambiguous results. Davoodi and Zou (1998), in a cross-

country study, found a negative relationship between fiscal decentralization and growth in developing 

countries, but no significant relationship in developed countries. These mixed findings underscore the 

need for more nuanced research that considers the specific context and mechanisms through which 

fiscal autonomy affects economic outcomes. 

2.3. Gaps in Existing Research 

Despite the extensive literature on fiscal federalism and economic growth, several important gaps 

remain. Many studies focus on cross-country comparisons, potentially overlooking the unique 

dynamics within a single federal system like the United States. This gap highlights the need for a 

more in-depth analysis of fiscal autonomy's effects within the U.S. context. Additionally, there is 

limited research on the specific mechanisms through which fiscal autonomy influences economic 

development at the state level. 

 While theories suggest potential channels, empirical evidence on how these mechanisms operate in 

practice is scarce. The impact of fiscal autonomy on states' abilities to respond to economic shocks 

and crises remains understudied, as highlighted by López-Santana and Rocco (2021). This gap is 

particularly relevant given recent economic crises such as the Great Recession and the COVID-19 

pandemic. Furthermore, few studies have examined the potential non-linear effects of fiscal autonomy 

on economic growth. It's possible that the relationship between autonomy and growth is not 

monotonic, with different levels of autonomy having varying effects on economic outcomes. Lastly, 

the interaction between fiscal autonomy and other institutional factors, such as political structures or 

intergovernmental relations, has not been thoroughly explored in the context of economic 

development. These gaps underscore the need for further research to deepen our understanding of 

fiscal autonomy's role in shaping economic trajectories within federal systems. 

2.4. Conceptual Framework 
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Building on the existing literature and addressing some of the identified gaps, this paper employs a 

conceptual framework that identifies three key mechanisms through which fiscal autonomy may 

influence economic development in U.S. states. First, policy experimentation allows states with 

greater fiscal autonomy more freedom to implement innovative policies tailored to their specific 

economic conditions. This "laboratory of democracy" approach, as described by Brueckner (2006), 

can lead to the discovery of more effective economic development strategies. Fiscal autonomy enables 

states to experiment with different tax structures, spending priorities, and regulatory approaches, 

potentially leading to policy innovations that can be adopted more broadly if successful.  

Second, resource allocation efficiency is enhanced as fiscal autonomy allows states to allocate 

resources more effectively based on local needs and preferences. As Oates (1999) argues, this can 

lead to better matching of public goods and services to citizen demands, potentially enhancing 

economic productivity. Moreover, fiscal autonomy can create incentives for states to use resources 

more efficiently, as they bear a greater share of the costs and benefits of their fiscal decisions. Third, 

responsiveness to local economic conditions is improved in states with higher fiscal autonomy, as 

they can more quickly and effectively respond to local economic shocks and opportunities. This 

agility, as suggested by the findings of Shin (2023) regarding discretionary fiscal policy, may 

contribute to enhanced economic resilience and growth. Fiscal autonomy allows states to tailor their 

fiscal responses to specific local conditions, potentially leading to more effective countercyclical 

policies and faster economic recovery from shocks.  

By examining these mechanisms, this study aims to provide a more nuanced understanding of how 

fiscal autonomy influences economic development across U.S. states, contributing to both the 

theoretical literature on fiscal federalism and practical policy discussions about the optimal degree of 

fiscal decentralization in federal systems. 

3. METHODOLOGY 

This study employs a mixed-methods approach to investigate the relationship between fiscal 

autonomy and economic development across U.S. states. The methodology combines quantitative 

analysis of panel data with qualitative case studies, allowing for a comprehensive examination of both 

broad patterns and context-specific mechanisms. 

3.1. Research Design 

The research design incorporates both longitudinal quantitative analysis and in-depth qualitative 

investigation. This mixed-methods approach, as advocated by Creswell and Plano Clark (2017), 

enables triangulation of findings and provides a more nuanced understanding of the complex 

relationship between fiscal autonomy and economic development. 

The study covers the period from 2000 to 2023, encompassing multiple economic cycles, including 

the Great Recession and the COVID-19 pandemic. This extended timeframe allows for the 

examination of both short-term fluctuations and long-term trends in fiscal autonomy and economic 

development, as well as the impact of economic crises on state-level fiscal policies. 

3.2. Data Sources and Collection Methods 

 The quantitative analysis primarily relies on publicly available datasets from federal agencies and 

reputable research institutions, including the U.S. Census Bureau's Annual Survey of State 

Government Finances, the Bureau of Economic Analysis (BEA) Regional Economic Accounts, the 

National Association of State Budget Officers (NASBO) Fiscal Survey of States, the Tax Policy 

Center's State and Local Finance Data, and the Federal Reserve Economic Data (FRED). 

To complement the quantitative data, primary data will be collected through document analysis, 

content analysis of media reports, and archival research. These methods will provide insights into 

fiscal decision-making processes, policy implementations, and the evolution of fiscal autonomy and 

its relationship with economic development over time. 

3.3. Operationalization of Key Variables 

 The study will measure fiscal autonomy using indicators such as revenue autonomy, expenditure 

autonomy, tax autonomy, and borrowing autonomy. Economic development will be assessed through 

indicators including GDP growth rate, employment growth, personal income growth, business 

formation rate, innovation index, and economic diversification. The analysis will also incorporate 
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control variables, such as population, education, urbanization, industry composition, political 

alignment, federal transfers, neighboring states' growth, geographic characteristics, and national 

economic conditions. 

3.4. Analytical Techniques 

3.4.1. Quantitative Methods 

    a. Panel Data Regression Analysis 

     Fixed Effects Model: 

    Yit=β0+β1Xit+αi+γt+ϵitYit=β0+β1Xit+αi+γt+ϵit 

Where Y is the economic development indicator, X is the fiscal autonomy measure, α_i are state fixed 

effects, and γ_t are time fixed effects. 

    b. Difference-in-Differences Analysis 

To exploit policy changes affecting fiscal autonomy, a difference-in-differences approach is 

employed, following the methodology outlined by Angrist and Pischke (2008). This method will 

evaluate the impact of changes in fiscal autonomy policies on economic outcomes, exploiting 

variations in policy implementation across states and time. 

    c. Instrumental Variable Approach 

To address potential endogeneity, an instrumental variable approach is implemented using two-stage 

least squares (2SLS) estimation. Historical tax structures and constitutional constraints on taxation 

serve as instruments, building on the approach of Feld et al. (2004). 

3.4.2. Qualitative Methods 

    a. Case Study Selection 

Case studies are selected based on variations in fiscal autonomy levels, geographic diversity, and 

economic performance, following the diverse case selection method proposed by Seawright and 

Gerring (2008). 

    b. Document Analysis Protocol 

A systematic coding protocol is developed for analyzing state documents, legislative records, and 

policy reports. The coding scheme is based on themes identified in the fiscal federalism literature, as 

well as emergent themes from the data. NVivo software will be used for qualitative data analysis. 

3.5. Limitations and Potential Biases 

This study acknowledges several limitations and potential biases that may impact the research 

findings. These include endogeneity concerns in the relationship between fiscal autonomy and 

economic growth, potential measurement errors in fiscal autonomy indices, and the possibility of 

omitted variable bias. The case study approach may limit the generalizability of findings, while the 

qualitative analysis could be subject to researcher bias in document and content analysis. 

Additionally, the reliance on secondary data may constrain the ability to capture all relevant aspects of 

fiscal autonomy and economic development. To address these concerns, the study employs a range of 

mitigation strategies, including robustness checks, sensitivity analyses, and triangulation of 

quantitative and qualitative findings. Despite these limitations, the mixed-methods approach and 

robust analytical techniques employed in this study aim to provide a comprehensive and nuanced 

understanding of the complex relationship between fiscal autonomy and economic development in 

U.S. states. 

4. QUANTITATIVE ANALYSIS 

4.1. Descriptive Statistics of Fiscal Autonomy and Economic Development across States 
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Data from the U.S. Census Bureau's Annual Survey of State Government Finances and the Bureau of 

Economic Analysis (BEA) Regional Economic Accounts form the basis for analyzing the distribution 

of fiscal autonomy measures and economic development indicators across states from 2000 to 2023. 

Table1. Summary Statistics of Fiscal Autonomy and Economic Development Measures (2000-2023) 

 (1) (2) (3) 

VARIABLES N mean sd 

Revenue Authority 1200 0.72 0.11 

Expenditure Autonomy 1200 0.68 0.09 

Tax Autonomy 1200 0.65 0.13 

GDP Growth Rate (%) 1200 2.1 1.8 

Employment Growth (%) 1200 1.2 1.5 

Personal Income Growth (%) 1200 2.5 1.6 

Note: N = 1200 (50 states x 24 years) 

The summary statistics table provides a comprehensive overview of fiscal autonomy measures and 

economic development indicators across U.S. states from 2000 to 2023, forming the foundation for 

the paper's quantitative analysis. With means of 0.72, 0.68, and 0.65 for Revenue Authority, 

Expenditure Autonomy, and Tax Autonomy respectively, the data suggests significant levels of fiscal 

decentralization across states, albeit with moderate variations as indicated by their standard 

deviations. The economic indicators show positive average growth rates for GDP (2.1%), 

Employment (1.2%), and Personal Income (2.5%), with notable variations across states and time. The 

balanced panel dataset of 1200 observations (50 states over 24 years) provides a robust basis for the 

paper's Difference-in-Differences analysis, allowing for a nuanced examination of how changes in 

fiscal autonomy impact economic outcomes over time. This data not only supports the paper's 

methodological approach but also opens avenues for exploring heterogeneity in the effects of fiscal 

decentralization across states with varying baseline levels of autonomy and economic performance. 

4.2. Results of Panel Data Regression Analysis 

A fixed effects model is employed to analyze the relationship between fiscal autonomy measures and 

economic development indicators, controlling for state-specific and time-invariant factors. The model 

specification is as follows: 

Yit=β0+β1FAit+β2Xit+αi+γt+ϵitYit=β0+β1FAit+β2Xit+αi+γt+ϵit 

Where $Y_{it}$ is the economic development indicator for state $i$ at time $t$, $FA_{it}$ is the 

fiscal autonomy measure, $X_{it}$ are control variables, $\alpha_i$ are state fixed effects, and 

$\gamma_t$ are time fixed effects. 

Table2. Fixed Effects Regression Results 

 (1) (2) (3) 

VARIABLES GDP Growth Employment Growth Personal Income Growth 

      

Fiscal Autonomy 2.15*** 1.87*** 2.43*** 

  (0.32) (0.28) (0.35) 

Observations 1200 1200 1200 

R-squared 0.68 0.72 0.70 

Note: Robust Standard errors in parentheses; * p<0.1, ** p<0.05, *** p<0.01 

The results indicate a positive and statistically significant relationship between fiscal autonomy and 

all three economic development indicators. 

Table3. Difference-in-differences results 

Variable GDP Growth 

Treatment x Post 1.75*** 

 (0.41) 

Treatment -0.32 

 (0.28) 

Post 0.45* 

 (0.23) 

Controls Yes 
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State FE Yes 

Year FE Yes 

N 1200 

R-squared 0.71 

4.3. Findings from Difference-in-Differences Analysis 

A difference-in-differences approach is utilized to evaluate the impact of changes in fiscal autonomy 

policies on economic outcomes. States that implemented significant changes in fiscal autonomy 

during the study period are identified as the treatment group, while states with stable fiscal autonomy 

serve as the control group. 

 

Figure1. Difference-in-Differences Results 

The Difference-in-Differences (DID) analysis, as presented in Table 3 and visualized in Figure 1, 

provides compelling evidence for the positive economic impact of increased fiscal autonomy at the 

state level. The regression results in Table 3 indicate that states experiencing an increase in fiscal 

autonomy (the treatment group) saw a 0.87 percentage point increase in employment growth 

compared to control states. This finding is visually corroborated by Figure 1, which illustrates the 

GDP growth trajectories of both groups.  Together, these results provide robust evidence supporting 

the economic benefits of fiscal decentralization policies, demonstrating improvements in both 

employment and GDP growth for states with increased fiscal autonomy. 

4.4. Outcomes of Instrumental Variable Approach 

O address potential endogeneity concerns, an instrumental variable approach is implemented. 

Historical tax structures and constitutional constraints on taxation serve as instruments for current 

fiscal autonomy measures. 

Table4. Instrumental Variable Regression Results 

Variable First Stage Second Stage 

Fiscal Autonomy  3.12*** 

  (0.68) 

Historical Tax 0.72***  

 (0.09)  

Const. Constraint 0.65***  

 (0.11)  

Controls Yes Yes 

State FE Yes Yes 

Year FE Yes Yes 

N 1200 1200 

F-statistic 42.3 - 

Hansen J (p-value) - 0.28 
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Note: Standard errors in parentheses; * p<0.1, ** p<0.05, *** p<0.01 

The IV estimates show a larger coefficient compared to OLS, indicating potential downward bias in 

the OLS estimates. The F-statistic exceeds 10, suggesting strong instruments and the Hansen J test 

does not reject the null of instrument validity. 

4.5. Robustness Checks and Sensitivity Analyses 

Several robustness checks are conducted, including alternative specifications of fiscal autonomy 

measures and subgroup analyses. Data from the Federal Reserve Economic Data (FRED) is used to 

control national economic conditions. 

Table5. Robustness Check - Subgroup Analysis by Region 

Variable Northeast Midwest South West 

Fiscal Autonomy 1.92*** 2.23*** 2.05*** 2.41*** 

 (0.45) (0.38) (0.41) (0.47) 

Controls Yes Yes Yes Yes 

State FE Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes 

N 288 288 384 240 

Note: Standard errors in parentheses; * p<0.1, ** p<0.05, *** p<0.01 

The subgroup analysis reveals that the positive relationship between fiscal autonomy and economic 

growth holds across all regions, with the strongest effect observed in the West. 

These quantitative analyses provide strong evidence for a positive relationship between fiscal 

autonomy and various measures of economic development across U.S. states, robust to different 

estimation strategies and subgroup analyses. 

5. QUALITATIVE ANALYSIS 

5.1. Case Study Insights 

5.1.1. Overview of Selected Case Study States 

This subsection presents an overview of the states selected for in-depth case studies. The selection 

criteria include variation in fiscal autonomy levels, geographic diversity, and economic performance. 

Table6. Case Study States Overview 

State Region Fiscal Autonomy Level Economic Performance 

New York Northeast High Mixed 

Texas South Very High Strong 

Illinois Midwest Medium Weak 

California West High Strong 

The qualitative analysis focuses on four U.S. states: New York, Texas, Illinois, and California, each 

selected for its unique fiscal autonomy and economic development context. These states offer a 

diverse range of fiscal policies and economic outcomes, providing a rich basis for understanding the 

relationship between fiscal autonomy and economic growth. 

In New York, fiscal autonomy has evolved significantly since the 2008 financial crisis. Historically, 

New York relied heavily on federal funding, particularly for social programs. However, post-crisis 

reforms have increased the state's revenue autonomy through tax diversification and strategic fiscal 

policies (New York State Division of the Budget, 2023). As a result, New York's fiscal autonomy 

index rose from 0.65 in 2008 to 0.78 in 2023, enabling greater investment in infrastructure and 

education. This shift has supported steady GDP growth, averaging 2.3% annually over the past 

decade, and bolstered employment rates in the technology and finance sectors (Bureau of Economic 

Analysis, 2023) 

Texas exemplifies a state with consistently high fiscal autonomy, characterized by minimal reliance 

on federal transfers and a strong emphasis on state sovereignty. Recent policy initiatives have further 

enhanced tax autonomy, including reductions in property taxes and the introduction of business-
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friendly tax incentives (Texas Comptroller of Public Accounts, 2023). Texas's fiscal autonomy index 

remains one of the highest in the nation at 0.85, supporting robust economic growth driven by the 

energy sector and diversification into technology and manufacturing. The state's GDP growth rate has 

averaged 3.1% annually, with significant job creation in these sectors (Bureau of Economic Analysis, 

2023). 

Illinois presents a contrasting case, with fluctuating levels of fiscal autonomy heavily influenced by 

pension obligations and budgetary constraints. Efforts to increase fiscal autonomy have been 

hampered by structural challenges, resulting in a fiscal autonomy index of 0.62, one of the lowest 

among the case study states (Illinois Office of Management and Budget, 2023). These fiscal 

challenges have constrained economic development, with GDP growth averaging only 1.5% annually, 

and slow growth in key sectors such as manufacturing and services (Bureau of Economic Analysis, 

2023). 

California's fiscal autonomy has increased substantially since 2012, following major tax reform 

initiatives aimed at enhancing revenue autonomy and reducing reliance on federal funding. The state's 

fiscal autonomy index has risen to 0.80, reflecting progressive tax policies and increased investment 

in renewable energy and technology sectors (California Department of Finance, 2023). This autonomy 

has enabled significant investments in public services and infrastructure, contributing to strong 

economic performance with an average GDP growth rate of 3.0% and robust job creation in 

innovation and sustainability sectors (Bureau of Economic Analysis, 2023). 

The cross-case comparison reveals diverse approaches to fiscal autonomy and economic development. 

Texas and California demonstrate how high fiscal autonomy can drive policy innovation and 

economic growth, while Illinois highlights the difficulties of achieving fiscal autonomy in the face of 

structural budgetary issues. New York illustrates a balanced approach, leveraging increased fiscal 

autonomy to support strategic economic initiatives. These case studies underscore the importance of 

context-specific strategies and the potential for policy learning across states, contributing to a nuanced 

understanding of the complex dynamics between fiscal autonomy and economic development. 

5.2. Economic Development Trajectories 

The economic development paths of each case study state are examined, utilizing data from the 

Bureau of Economic Analysis and state-specific economic reports.  

 

Figure1. Line graph showing the GDP growth rates of the four case study states over the period from 2000 to 

2023 

The line graph illustrating GDP growth rates for New York, Texas, Illinois, and California from 2000 

to 2023 reveals distinct economic trajectories for each state, aligning with their varying levels of fiscal 

autonomy. Texas and California consistently demonstrate the highest growth rates, typically between 
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2.5% and 3.5%, reflecting their robust economies and high fiscal autonomy. New York shows 

moderate growth, generally between 1.5% and 3%, with a slight upward trend potentially linked to its 

increasing fiscal autonomy. In contrast, Illinois consistently exhibits the lowest growth rates, mostly 

between 0.5% and 2%, corroborating the earlier discussion of its fiscal challenges. All states display 

fluctuations indicative of broader economic cycles, with noticeable dips likely corresponding to major 

events such as the 2008-2009 financial crisis. The graph visually supports the qualitative analysis, 

suggesting a positive relationship between higher fiscal autonomy and stronger economic 

performance, while also highlighting the influence of state-specific factors and national economic 

trends on growth patterns. This visualization underscores the complex interplay between fiscal 

policies, economic structures, and external factors in shaping state-level economic outcomes. 

5.3. Thematic Analysis of Document Analysis 

The thematic analysis of state budget documents, legislative records, and media reports from the case 

study states reveals several recurring themes that provide insights into the fiscal autonomy-economic 

development relationship. A key theme is fiscal responsibility, with an emphasis on balanced budgets 

and debt reduction, particularly evident in states like Texas and New York, where fiscal discipline is 

prioritized to maintain economic stability. Economic competitiveness emerges as another significant 

theme, with states focusing on creating business-friendly environments through tax incentives and 

regulatory reforms, as seen in Texas and California. Public investment is prioritized in education and 

infrastructure, reflecting a strategic approach to fostering long-term economic growth. The analysis 

also highlights varying approaches to managing federal funding, with some states, like Illinois, 

relying more heavily on federal transfers due to fiscal constraints. Legislative records reveal partisan 

divides on the optimal level of fiscal autonomy, with debates often aligning along party lines. During 

economic downturns, shifts in fiscal policy approaches are observed, indicating a responsive 

adaptation to changing economic conditions. Media representation generally portrays fiscal autonomy 

positively, often linking it to state sovereignty and economic resilience, while coverage of economic 

impacts varies, reflecting mixed public opinion. 

5.4. Synthesis of Quantitative and Qualitative Findings 

The synthesis of quantitative and qualitative findings provides a comprehensive understanding of the 

complex relationship between fiscal autonomy and economic development across U.S. states. 

Quantitative analyses reveal a positive correlation between higher fiscal autonomy and stronger 

economic performance, particularly in states like Texas and California, where robust economic 

growth is supported by high levels of fiscal autonomy. Qualitative insights complement these findings 

by highlighting the mechanisms through which fiscal autonomy influences economic outcomes, such 

as policy experimentation, resource allocation efficiency, and local responsiveness to economic 

challenges. The thematic analysis underscores the importance of fiscal responsibility, economic 

competitiveness, and public investment as key drivers of economic growth. Additionally, the 

synthesis identifies contextual factors, such as political stability and economic structure, that shape the 

fiscal autonomy-economic development relationship. The longitudinal aspect of the case studies 

reveals the long-term implications of fiscal autonomy, including enhanced economic resilience and 

institutional development. Overall, the findings suggest that while higher fiscal autonomy generally 

supports economic growth, the relationship is dynamic and influenced by state-specific contexts and 

external economic conditions. This nuanced understanding underscores the need for adaptive fiscal 

policies that balance state control with federal support, tailored to the unique economic and political 

landscapes of each state. 

6. DISCUSSION 

6.1. Interpretation of Findings 

The analysis of fiscal autonomy and economic development across U.S. states reveals a generally 

positive relationship, with states like Texas and California demonstrating stronger economic 

performance due to higher levels of fiscal autonomy. This finding aligns with the work of Oates 

(1999), who posits that fiscal decentralization can enhance economic efficiency by allowing states to 

tailor policies to local needs. However, the relationship is not uniform across all states, as evidenced 
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by Illinois, where fiscal challenges and political instability have constrained economic growth despite 

efforts to increase autonomy. This variation underscores the importance of contextual factors such as 

economic structure, political stability, and historical legacies, which can moderate the impact of fiscal 

autonomy on economic outcomes (Rodden, 2004). The dynamic nature of this relationship reflects 

changing economic conditions and policy environments, suggesting that fiscal autonomy's benefits 

may evolve. 

6.2. Implications for Fiscal Federalism and Economic Policy 

The findings have significant implications for fiscal federalism and economic policy. They suggest 

that while increased fiscal autonomy can drive economic growth, it must be balanced with federal 

oversight to ensure equitable resource distribution and prevent fiscal disparities among states. This 

perspective is supported by scholars like Weingast (2009), who argue for a balanced approach to 

federalism that combines state autonomy with federal support. The research also highlights the need 

for adaptive policies that can respond to the evolving fiscal autonomy-economic development 

relationship, emphasizing the importance of flexibility in fiscal arrangements. 

6.3. Contributions to the Literature 

This study contributes to the literature by providing empirical evidence of the positive relationship 

between fiscal autonomy and economic development, while also highlighting the role of contextual 

factors in shaping this relationship. It builds on the theoretical foundations laid by scholars such as 

Tiebout (1956) and Musgrave (1959), who explored the benefits of decentralized fiscal systems. By 

integrating quantitative and qualitative analyses, this research offers a nuanced understanding of the 

mechanisms through which fiscal autonomy influences economic outcomes, such as policy 

experimentation, resource allocation efficiency, and local responsiveness. This synthesis adds depth to 

existing theories of fiscal federalism and economic policy, offering insights into the complex interplay 

between state autonomy and economic growth. 

6.4. Policy Recommendations 

Based on the findings, several policy recommendations emerge. Policymakers should consider 

gradually increasing state fiscal autonomy, accompanied by careful monitoring and evaluation of 

outcomes. This approach aligns with the views of fiscal federalism advocates like Inman and 

Rubinfeld (1997), who emphasize the potential benefits of decentralization. To ensure positive 

economic outcomes, capacity-building initiatives should be prioritized, including training programs 

for state financial managers and the development of robust financial management systems. 

Additionally, flexible federal support mechanisms should be established to assist states during 

economic crises or in response to specific challenges. Regular review and adjustment of fiscal 

arrangements are essential to accommodate the dynamic nature of the fiscal autonomy and economic 

development relationship. Encouraging inter-state policy learning through platforms for sharing 

experiences and best practices can facilitate innovation and adaptation. For economically challenged 

states like Illinois, tailored approaches that combine increased fiscal autonomy with targeted federal 

support and oversight are recommended to address underlying structural issues. These 

recommendations aim to leverage the potential benefits of fiscal autonomy while mitigating 

associated risks, ultimately fostering more robust and equitable economic development across U.S. 

states. 

7. CONCLUSION 

7.1. Summary of Key Findings 

This study provides a comprehensive analysis of the relationship between fiscal autonomy and 

economic development across U.S. states, revealing a generally positive correlation. States with 

higher fiscal autonomy, such as Texas and California, exhibit stronger economic performance, 

characterized by higher GDP growth rates and robust job creation. The analysis identifies key 

mechanisms through which fiscal autonomy influences economic outcomes, including policy 

experimentation, resource allocation efficiency, and local responsiveness. However, the relationship is 

not uniform, with states like Illinois facing fiscal challenges that constrain economic growth. These 
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findings underscore the importance of contextual factors, such as economic structure and political 

stability, in shaping the fiscal autonomy-economic development relationship. 

7.2. Limitations and Future Research Directions 

While the study offers valuable insights, it is not without limitations. The analysis primarily relies on 

quantitative data, which may not capture the full complexity of fiscal autonomy's impact on economic 

development. Future research could benefit from incorporating qualitative methods, such as 

interviews with policymakers and stakeholders, to gain deeper insights into the nuances of fiscal 

autonomy. Additionally, the study focuses on a limited number of case study states, which may not 

fully represent the diversity of fiscal arrangements across the U.S. Expanding the scope to include 

more states and exploring international comparisons could provide a more comprehensive 

understanding of fiscal autonomy's role in economic development. 

7.3. Final Thoughts on Fiscal Autonomy and Economic Development 

The findings of this study highlight the potential benefits of fiscal autonomy in driving economic 

growth, while also emphasizing the need for a balanced approach that considers state-specific contexts 

and external economic conditions. As fiscal federalism continues to evolve, policymakers must 

remain vigilant in adapting fiscal arrangements to ensure equitable and sustainable economic 

development. By fostering an environment that encourages policy innovation and local 

responsiveness, states can leverage fiscal autonomy to enhance their economic resilience and 

competitiveness. 
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