States spending spills over into other states. 
Katherine Baicker, July 2001, Provost of the University of Chicago and Emmett Dedmon Professor, Harris School of Public Policy "The spillover effects of state spending" National Bureau of Economic Research,  🔔
State spending is significantly influenced by the spending of neighboring states. States raise their spending by something between 37 and 88 cents for every dollar increase in their neighbors’ spending. Specification checks suggest that identifying CHR system can only be inverted to solve for E if the coefficient of spatial correlation lies strictly between - 1 and 1. 15 Neighbors’ spending based on different weights is of course correlated. The geographic measures are the most correlated, with a correlation coefficient of .90, while geography and percent black and income are the least correlated, with correlation coefficients between .46 and .59. 18 spillover effects through variation in neighbors’ covariates is inappropriate. Using more plausibly exogenous variation in Medicaid expenditures, I obtain more consistent estimates of the spillover effects of state spending across different weighting matrices. In particular, percent black- and income-based weighting matrices produce different results from geographic- and mobility-based measures when identification comes from variation in neighbors’ covariates, but not when variation in Medicaid spending is used. The degree of interstate mobility is the strongest predictor of spending spillovers.
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