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Abstract

We examine the importance of Roosevelt’s “relief, recovery, and reform” motives to the
distribution of New Deal funds across over 3000 US counties, program by program. The ma-
jor relief programs most closely followed Roosevelt’s three Rs. Other programs were tilted
more in favor of areas with higher incomes. For all programs spending for political advantage
in upcoming elections was a significant factor. Roosevelt’s successful reelections were based on
developing specific programs for a broad range of constituents, delivering on his stated goals,
but also spending more at the margin for political purposes.
© 2003 Elsevier Science (USA). All rights reserved.

In the consistent development of our previous efforts toward the saving and safeguarding of
our national life, I have continued to recognize three related steps. .. Relief was and contin-
ues to be our first consideration. It calls for large expenditures and will continue in modified
form to do so for a long time to come. .. The second step was recovery, and it is sufficient for
me to ask each and every one of you to compare the situation in agriculture and in industry
today with what it was fifteen months ago. At the same time we have recognized the neces-
sity of reform and reconstruction. . .

President Franklin D. Roosevelt (1934)
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1. Introduction

During the New Deal the federal government distributed unprecedented amounts
of grants and loans to state and local governments, leading to the federal govern-
ment’s share of GNP to rise from about 4 to 9% during the 1930s (Wallis and Oates,
1998, p. 157). Economic historians and public choice scholars have long acknowl-
edged the wide variation in the federal government’s per capita spending and lending
across the United States and have devoted significant research to understanding the
determinants of this relatively uneven distribution.! Over the past three decades a
number of scholars have used econometric analysis to test whether New Deal admin-
istrators followed Roosevelt’s high-minded public goals of “relief, recovery, and re-
form” or whether they used federal spending and patronage to achieve their political
goals of maintaining support for Roosevelt and building a lasting Democratic polit-
ical coalition.

To date, research on New Deal spending provides only partial support for the no-
tion that the New Deal was designed to promote relief, recovery, and reform. Re-
gression coefficients on the relief and recovery variables—drop in income from
1929 to 1933, unemployment, and the number of relief cases—have the expected sign
two-thirds of the time, but in half of those cases the null hypothesis of no effect can-
not be rejected. Most tests find very little evidence of any reform aspect of the New
Deal. We revisit the determinants of New Deal expenditures in this paper by exam-
ining the distribution of funds in a comprehensive and disaggregated fashion, focus-
ing program-by-program across over 3000 US counties.”

To better understand what motivated New Deal administrators, it is important to
focus on the individual programs because each was designed to address specific and
varied problems. Politicians typically do not publicize their largesse by discussing
government spending in general terms; instead, they boast of the programs that ad-
dress specific problems and benefit specific constituencies. For example, when Pres-
ident Roosevelt was asked what his administration was doing for the unemployed, he
pointed to the Federal Emergency Relief Administration (FERA), Civil Works Ad-
ministration (CWA), and the Works Progress Administration (WPA), agencies that
put the unemployed back to work and provided relief for the destitute. Roosevelt re-
sponded to the depression in farming with the Agricultural Adjustment Administra-
tion (AAA), the Farm Credit Administration (FCA), and the Farm Security
Administration (FSA), and each had its own subsets of programs. Given this pro-
grammatic emphasis, it would be inappropriate to expect the major relief programs,

! See Arrington (1970) and the studies summarized in Table 2.

2 As in the prior literature, we focus on the distribution of funds without examining the tax collection
side of the analysis. Federal tax rates were uniform nationwide, so variations in federal tax revenue from
the counties would have been driven by the number of families with incomes large enough to pay income
taxes (less than 7% nationwide), the extent of corporate activity, and differences in the consumption of
goods subject to excise taxes. We are also not trying to capture the indirect effects of payments that might
arise from changes in markets in response to the grants and loans.
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for instance, to have been responsive to agricultural needs.® Focusing our attention
on individual programs allows more precision in understanding how the New Deal
dealt with distinctly different policy problems in relief, agriculture, public works, and
public loan programs. Table 1 shows the amount of spending or lending in each of
the New Deal programs we consider in this paper.

Refocusing the analysis of New Deal spending from the state level to the county
level is equally important. First, the New Deal programs involved multiple layers of
political administration. The ultimate success of each program was determined as
much by what happened within states as it was by what happened across states. Sec-
ond, there is ample documentation in the New Deal qualitative literature that state
politicians sometimes viewed the New Deal much differently from the federal govern-
ment. Some actively sought New Deal funds in various programs, while governors in
Oklahoma, Virginia, North Carolina, and others seemed to disdain the New Deal.*
Only Wallis (1984, 1987, 1998), Couch and Shughart (1998), Fleck (1999b,c, 2001a),
and Stromberg (2001) have tried to control for the impact of state and local govern-
ment decision-making on federal spending explicitly.” We are able to control for the
attitudes of state governments explicitly in our county-level analysis by including
state dummy variables that account for state attitudes that were common to all coun-
ties within each state.

A third reason the county-level data can be superior to the state data lies in the
adage “all politics is local.” Whether the monetary benefits of the New Deal reached
their local communities would have ultimately determined voters’ assessments of the
economic and political effectiveness of the New Deal. Had the Roosevelt administra-
tion simply sought to use the New Deal for re-election purposes, voters would have
had to witness the spending locally, not simply at the federal or state levels.® County-
level data, therefore, afford more precise testing of the determinants of New Deal
spending.

3 Another issue to consider is that not all federal dollars were alike. A dollar from the WPA was likely
to have a bigger economic effect than an AAA dollar. The AAA dollar was essentially a payment to a
farmer to take land out of production, thus the net benefit of the AAA dollar to the farmer was less than a
dollar. Similarly, in this analysis we take a look at specific loan programs for the first time. Since the
majority of loans that were made were to be repaid, it is clear that loan dollars had quite a different
meaning than grant dollars.

4 For an appreciation of the variety of strategies followed by state and local governments in response
to the New Deal, see Patterson (1967), and the case studies on North Carolina by Abrams (1992), on
Arizona by Collins (1999), on the South by Biles (1994), and the series of studies of Massachusetts, Ohio,
Virginia, Pennsylvania, Louisiana, Oklahoma, Wyoming, Montana, Colorado, New Mexico, Oregon, and
Missouri edited by Braeman et al. (1975).

5> Wallis (1984) used a simultaneous equations model that explicitly examined matching; Wallis (1987,
1998) used lagged grants to try to capture the pressures from state governments; and Fleck (1999b,c) used
state dummies in his county-level analysis to control for state government activities. Couch and Shughart
(1998) looked at the sponsor’s role in the WPA, but in another analysis they had panel data but did not use
state effects or lagged grants to control for state interests in the New Deal.

6 For analyses of the factors influencing work relief, unemployment, and private employment at the
individual level for WPA workers in 1940, see Margo (1991), Finegan and Margo (1994), and Sundstrom
(1995).
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Table 1

Total federal grants, loans, and value of mortgages insured, March 1933-June 1939, by program

281

Non-repayable grants

Grant dollars

% of Grants

Agricultural Adjustment Administration (AAA) $1,981,801,905 12.1
Farm Security Administration (FSA) grants 93,408,281 0.6
US Housing Authority (USHA) 127,206,671 0.8
Public Buildings Administration (PBA) federal buildings 174,228,825 1.1
Public Roads Administration (PRA) 1,556,290,368 9.5
Public Works Administration (PWA) federal projects 798,501,411 49
Public Works Administration (PWA) non-federal projects 1,367,347,520 8.4
Civil Works Administration (CWA) 757,172,702 4.6
Federal Emergency Relief Administration (FERA) 2,654,860,349 16.3
Social Security Administration Public Assistance (SSAPA) 596,010,054 3.6
Works Progress Administration (WPA) 6,222,385,662 38.1
Total grants 16,329,213,748 100.0
Loans Loan dollars % of Loans
Farm Credit Administration (FCA) loans $1,257,491,136 12.0
Farm Security Administration (FSA) loans 427,932,675 4.1
Rural Electrification Administration (REA) loans 226,247,292 2.2
Home Owners Loan Corporation (HOLC) 3,077,258,287 29.5
US Housing Authority (USHA) loans 449,854,991 43
Disaster Loan Corporation (DLC) 10,504,466 0.1
Reconstruction Finance Corporation (RFC) 4,425,940,596 42.4
Public Work Administration (PWA) non-federal 567,616,807 54
program loans
Total loans 10,442,846,250 100.0

Insurance

Federal Housing Administration (FHA) insurance:
value of loans insured

$2,707,560,412

Note. The RFC loans began in February 1932.
Source. US Office of Government Reports (1940).

2. Measures of the three Rs in prior research

Historians hold a variety of opinions of the nature of the New Deal. Schlesinger
(1958), Degler (1959), and Freidel (1971) argue that the New Deal moved as far as
possible toward social reforms given the climate of the Great Depression. In the
1960s a revisionist view developed as Leuchtenburg (1963), Zinn (1966), Conkin
(1967), and Bernstein (1990) argued that the New Deal was basically conservative.’
There was certainly plenty of controversy during the 1930s: New Deal critics charged
the Roosevelt administration with using the distribution of funds to enhance its own
political power. These charges received substantial press in late 1938 as newspaper
columnists ridiculed WPA administrator Harry Hopkins for allegedly declaring to

7 See Graham (1973) and Sitkoff (1985) for debates about the New Deal.
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friends that “we shall tax and tax and spend and spend and elect and elect” (McJim-
sey, 1987, p. 124). Yet the general impressions of the detailed, non-econometric stud-
ies of Key (1937), Brown (1940), Howard (1943), E.A. Williams (1968), J.K.
Williams (1968) and Patterson (1967) were that political opportunism was not a pri-
mary motivating factor in the distribution of New Deal funds.

Economic historians began examining the distribution of funds with a statistical
approach when Arrington (1970) noted the substantial disparities in New Deal fund-
ing across states. Reading (1973), attempting to empirically test the importance of
the relief, recovery, and reform motives, treated relief and recovery as a combined
category and his proxies for reform might better be described as measuring income
redistribution. His econometric results suggested that aggregate New Deal grant
funds were distributed to promote relief and recovery, but not reform (see Table
2). Wright (1974) developed a political-economic model of the Electoral College
and then tested the importance of presidential politics in an econometric horse race
by adding a series of factors to measure how the New Deal funds might have been
used to enhance Roosevelt’s re-election prospects. He found that politics dominated
New Deal spending decisions and the three Rs had a statistically negligible role.

Table 2 shows how relief, recovery, and reform (or income redistribution) measures
perform in the large number of econometric studies of the distribution of New Deal
funds. The many blank cells in the table suggest that scholars have used a variety of
specifications. Had the New Deal been reform-minded and redistributive, we would ex-
pect negative relationships between New Deal spending and income per capita, man-
ufacturing wages, median education, and farm values. We would expect positive
relationships between New Deal spending and the percentage of tenants among farm-
ers and percent black. Had the New Deal focused on relief and recovery, we would ex-
pect a negative relationship between New Deal spending and the growth in income
from 1929 to 1933 and positive relationships between unemployment rates and relief
cases per capita.

Most of the studies summarized in the top part of the table have focused on a 48-
state cross-section of aggregate New Deal spending on non-repayable grants from
1933 to 1939, although Wallis (1984, 1987, 1998) and Couch and Shughart (1998)
have used a panel of annual data. The bottom section of the table shows the results
of a series of studies on specific programs, most using state-level data. Only Fleck
(1999b, 2001a) and Stromberg (2001) have used a national county-level dataset, al-
though missing data for some of the control variables in each of those studies cause
the loss of at least 400 (probably rural) counties. Fleck (1999c) also looked at the dis-
tribution of FERA spending in southern counties and Couch and Williams (1999)
and Couch et al. (1998) have looked at the distribution of New Deal funds and ag-
ricultural funds across counties within Alabama.

Of all the potential tests for reform listed in the table, only three are unequiv-
ocally consistent with the hypothesis that the New Deal had a reform component.
Fleck (2001b) found that aggregate New Deal spending might have been nega-
tively related to income per capita and Fleck (1999b, 2001a) found that relatively
more relief jobs in 1937 and 1940 were distributed in lower wage areas. Of 21
tests of the hypothesis that the New Deal was designed to offset the severe in-



Table 2

Summary of prior research analyzing the impact of relief, recovery, and reform motives on aggregate new deal spending

Research Dependent variable Cross-section  Consistent with relief and recovery? Consistent with reform? Controls for politics
(CS) or panel K K
Income Employment® Lagged Relief  Income % Y% Farm  Median Mfg. Pres. Cong. State
drop emp. cases per Tenant Black  value  educ. wage and
capita local
Aggregate new deal spending across states
Reading (1973)  Grants per capita, CS yes yes no maybe no no no no
33-39
Reading (1973) Grants, loans, CS yes maybe no maybe no no no no
and insurance per
capita, 33-39
Wright (1974) Grants per capita, CS maybe  no maybe yes no no
33-39
Wallis (1984) Annual grants per  Panel maybe  no yes yes no yes
capita, 37-40
Wallis (1987) Annual grants per  Panel maybe  yes no yes no yes
capita, 33-39
Anderson and  Grants, loans, and  CS maybe  maybe® no yes yes no
Tollison (1991) insurance per
capita, 33-39
Couch and Annual grants Panel yes maybe no no yes yes no
Shughart and loans per
(1998) capita, 33-39
Couch and Annual loans per Panel yes no no no yes yes no
Shughart capita, 33-39
(1998)
Couch and Annual grants Panel yes yes no no yes yes no
Shughart (1998) per capita, 33-39
Wallis (1998) Grants per capita, CS maybe  yes maybe no yes yes no
33-39
Wallis (1998) Annual grants Panel yes maybe maybe no yes yes yes
per capita, 33-39
Fleck (1999a) Grants per capita, CS no no yes yes no
33-39
Fleck (2001b) Grants per capita, CS yes yes yes no no
33-39
Wallis (2001) Grants per capita, CS maybe maybe yes no no

33-39
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Table 2 (continued)

Research Dependent variable Cross-section  Consistent with relief and recovery? Consistent with reform? Controls for politics
(CS) or panel - K X
Income Employment® Lagged Relief  Income % Farm Median Mfg. Pres. Cong. State
drop emp. cases per Black  value educ. wage and
capita local
Aggregate new deal spending across Alabama counties
Couch and Spending per capita, CS maybe  yes no no no yes yes
Williams 33-39
(1999)
New deal spending or hiring on specific programs
Wallis (1984) Annual Relief State Panel maybe  yes yes no yes
Grants
Couch and CWA Grants State CS yes? maybe maybe no no yes no
Shughart per capita, 33-34
(1998)
Couch and FERA Expenditures State Panel yes no maybe no yes yes no
Shughart per capita, 33-39
(1998)
Fleck (1999¢) FERA spending Southern mfg. yes maybe no maybe yes no yes
per capita, 33-35 counties, CS
Fleck (2001a) FERA spending, Mfg. counties yes yes yes no no yes no yes
33-35 Cs
Stromberg FERA spending Counties CS maybe®  yes yes® maybe yes no maybe yes no yes
(2001) per capita, 33-35
Couch and WPA expenditures ~ State CS maybe no no yes yes
Shughart per capita
(1998)
Wright (1974) Work Relief Jobs State CS yes yes yes no no
per capita in 36
Fleck (1999b) Relief Jobs, 37 Mfg. Counties, yesd no maybe yes yes no yes
Cs
Fleck (1999b) Relief Jobs, 40 Mfg. Counties, yes? no maybe yes yes no yes
CS
Fleck (2001a) Relief Jobs, 37 Mfg. Counties, yes no yes maybe no yes no yes
CS
Fleck (2001a) Relief Jobs, 40 Mfg. yes no yes maybe no yes no yes

Counties, CS

8¢
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Mason (2002) Reconstruction State CS no yes' yes yes no
Finance Corporation
Bank Loans

Wallis (1984) Annual Highway State Panel maybe  yes yes no yes
grants, 37-40
Anderson and  Highway spending  State CS maybe  maybe® no yes yes no
Tollison (1991) per capita, 33-39 or no
Couch and Agricultural State Panel maybe no no yes yes no
Shughart Spending per
(1998) farm, 33-39
Couch et al. Agricultural Alabama no no no yes yes yes
(1998) Spending per counties, CS
farmer, 33-39

Notes. In the various cells “yes” means that the estimated coefficient had a sign consistent with relief, recovery, or reform and was statistically significant at the 10% level in a
two-tailed test. “Maybe” indicates that the coefficient had the correct sign, but was not statistically significant at the 10% level. Finally, “no” suggests that the coefficient had the
wrong sign to be consistent with relief, recovery, or reform. Many of the papers contained multiple specifications. We chose the specifications that included all of the variables that
were discussed as potentially important by the authors to avoid problems with omitted variable bias. A blank cell indicates that the variable was not included in the study.

The relief and recovery variables include measures of unemployment (or employment), the number of relief cases, and the fall in per capita income from 1929 to 1932 or 1933. There
has been some confusion on the change in per capita income variables. Some scholars referred to an income drop and thus would take a negative growth rate and make it a positive
number, such that a positive coefficient would be consistent with the recovery motive. Others used the change in income, such that a negative coefficient would imply the recovery motive.
In some cases people used the terms interchangeably and we tried to use the reported mean of the variable to tell the difference. Where the mean was not reported, we based our decision on
the discussion of the variable in the text.

The reform variables include the level of income per capita, percent of tenant farms, percent black, average value on farms, median education, and the manufacturing wage.

The estimation procedures used have been ordinary least squares except in the following cases: Wallis (1984, 1987) used two-stage and three-stage least squares; Fleck (1999b)
used two-stage least squares; and Couch and Shughart used OLS estimates but included year dummies for their estimations of all New Deal spending, New Deal grants, New Deal
loans, agricultural spending, and FERA spending.

“In the cross-sectional analyses, scholars have typical used a measure of unemployment from either 1930, 1937, or 1940. In the panels, scholars have tended to use an index of
employment for the states developed by Wallis (1989).

® Anderson and Tollison estimate several similar specifications. For New Deal spending the coefficients for the unemployment rate variables were positive in all cases, but sta-
tistically significant in only half of the specifications. For highway spending the coefficients of the unemployment rates were positive in all cases, but statistically significant in only one.

“The income drop variable here was the change in the number of business establishments.

9 Fleck (1999b) estimated separate coefficients for 1930 male and female unemployment per capita and male and female layoffs per capita when he looked at the distribution of
1937 and 1940 relief jobs. The “yes” for the 1937 jobs in the table refers to positive and statistically significant coefficients for both male unemployment and male layoffs. The “yes?” in
1940 reflects positive coefficients for both male unemployment and male layoffs, although only the male unemployment coefficient was statistically significant. For both 1937 and 1940
relief jobs, the female 1930 unemployment coefficient is negative, while the female 1930 layoff coefficient is positive but not statistically significant.

¢ Stromberg (2001) used bank deposits as a proxy for income change and the income drop, so we included those results under the income columns. The results in the median
education column refer to percent illiterate and the results in the manufacturing wage column refer to the retail wage.

fMason (2002) had a variable for failed banks, which we treat in this table as the equivalent to relief cases.
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come drop from 1929 to 1933, 19 found coefficients consistent with this idea, but
in only half of those cases was the hypothesis of no effect rejected. Of 31 tests of
the hypothesis that the New Deal was used to offset unemployment problems, 24
have the appropriate sign, but only 18 reject the hypothesis of no effect and in
two cases the coefficient of the lagged effect is the wrong sign. Our sense of these
results, taken as a whole, is that the record of the New Deal with respect to relief
and recovery is mixed and that it had very little to do with reform. Table 2 shows
how the econometric literature on the determinants of New Deal spending has
evolved, as most papers have contributed by adding new variables to the analysis.
Yet a closer look at the table shows that nearly all of the papers suffer from the
omission of at least one key variable category. Wright (1974) added presidential
politics to Reading’s (1973) analysis. Once Anderson and Tollison (1991) men-
tioned the importance of Congress, nearly all scholars writing later have included
some measure of congressional activity. Only Wallis (1984, 1987, 1998), Couch
and Shughart (1998, but only for the WPA), Fleck (1999b,c, 2001a), and
Stromberg (2001) have sought to control for the important role that state govern-
ments played in determining the distribution of New Deal funds. Our primary
goals in this paper are to extend the econometric New Deal literature in two di-
rections: to move the level of analysis from the state level to the county level and
to examine the major New Deal programs individually.

3. An intuitive model of New Deal spending

Consider a simplified portrayal of the problem faced by the federal administra-
tors of a generic New Deal program, like a relief program. Congress, in consulta-
tion with the president, established a budget to provide grants to state and local
governments to help them provide relief. The law contained very loose guidelines
about how the monies were to be distributed. Roosevelt maintained in speeches
that the administration’s goal was to provide relief where it was needed. Spending
money where people were most needy enhanced the president’s re-election chances
because constituents reward political responsiveness. On the other hand, political
power can be fleeting; at the margin, the administrator confronted pressure to shift
spending to swing states or to reward voters who defected from the Republicans in
1932. The administrator also faced pressures from congressmen who wanted their
own constituents to benefit from federal largesse. Congressional influence had to be
considered because Congress provided the funding for the program, wrote the
funding formulas, and had broad oversight power over the New Deal administra-
tor’s activities. Special attention had to be paid to the demands of the members of
key committees that directly determined the fate of the program. Further compli-
cating our hypothetical administrator’s job, many New Deal programs involved
significant interaction with state and local politicians who faced their own set of
political objectives and constraints. State and local governments were directly in-
volved in the New Deal allocation process as they sometimes had to provide
matching funds for grants. Moreover, they proposed projects for federal funding
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and ultimately selected those individuals who would receive the relief locally. Thus,
an aggressive state and local government would have been able to extract more
New Deal funding, all else equal.

The scenario above focuses on the administration of a single program. Develop-
ing a theoretical model that incorporates all of these various pressures across multi-
ple programs with contradictory goals is daunting.® We simplify the problem by
considering the president, as head of the executive branch, as the maximizing agent,
making choices over the entire range of programs, subject to constraints imposed by
Congress, state and local governments, voters, and interest groups. The president’s
multivariate maximization problem was, in fact, a series of choices over each individ-
ual program. The exogenous variables in the president’s decision-making included all
of the factors over which he and the executive branch had no direct control, includ-
ing the state of the economy, the pressures exerted by various interest groups, the
limits imposed by congressional rules and oversight, and the attitudes of state gov-
ernments. Since the president and his staff paid attention to all of the factors in ad-
ministering the different programs, all of the exogenous factors should be included in
the analysis of each of the individual programs. At the margin, each program was a
substitute for another since a dollar more for unemployment relief, for example,
meant a dollar less for agriculture. As a result, every exogenous variable belongs
in the reduced form specification of each program.’

4. The estimation equations

Previous scholars have typically estimated reduced-form equations with per capita
New Deal spending (aggregated across programs) regressed on variables designed to
capture the relief, recovery, and reform motives, presidential reclection strategies,
congressional clout, and other variables that describe the economic structure of the
geographic areas. Following this literature we start with the following basic equation:

n 48
ND;; = oy + POP,-j </30 + Z BiXijn + Z ﬁ_/bj + 3:‘]) ) (1)
k=1 =

where ND;; is total New Deal spending in county i from 1933 through 1939 (to keep
the notation simpler, we suppress an index for programs). Pop,; is the population in
1930 in county i, state j, X;; represents k different exogenous explanatory variables
X, indexed by county i and state j, and b; represent state dummy variables. The term
¢, is a stochastic error with mean zero and variance 7.

Wallis (1998) suggested that the federal government structured total New Deal
spending such that each geographic area received a base amount of spending, plus

8 For innovative approaches to theoretical modeling of the political process in this context, see the
work of Wright (1974), Fleck (1999a,b, 2001a) and Rhode et al. (2001).

° Estimating separate structural equations for each program, but directly taking into account the fact
that all programs were substitutes, would involve finding instrumental variables for each individual
program. That would be a most difficult task.
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a base amount of spending per person, plus additional spending per person based on
economic, political, reform, recovery, or relief motives.'® He argued that political de-
cision-makers would have found it politically unpalatable to spend nothing in a state
or county, so he structured his model so that each geographic unit was assumed to
have received some base amount (o in Eq. (1) above). Our equation assumes that the
remainder of New Deal spending was distributed on a per capita basis. Each county
is assumed to have received a base amount, f3,, per person, in addition to per capita
amounts, f3,, based on the exogenous characteristics of the county. We also allow for
differences in spending per person across each state.

The equation we estimate is determined by dividing Eq. (1) by population, creat-
ing a per capita New Deal spending equation similar to the ones previously estimated
in the literature:

l n 48
PCND;; = s~ + Bo+ Y B+ Y by + i (2)
Op;; =1 =1

where PCNDj; is per capita New Deal spending in county 7, state j. The oy coefficient
shows the baseline total spending on the program in all counties in the United States.
The f3, coeflicient is the baseline spending associated with each person across all
counties. Finally, the 8; coefficients represent the amounts of per capita spending
unique to state j, relative to Connecticut (the excluded state). Since the specification
is in per capita terms, heteroskedasticity should not be an issue.

Table 3 lists the explanatory variables and their summary statistics. The variables
follow those used in the existing literature, with some additional variables designed
to capture issues that have not been fully addressed. The variables are sorted accord-
ing to the hypotheses being tested and we provide a sketch of how to interpret the
signs of the coefficients.

One of the central features of many of the New Deal spending and loan programs
was that state and local governments had a significant impact on the extent of federal
New Deal spending locally. Some programs, such as the WPA, the non-federal por-
tions of the PWA, FERA, and the Social Security Administration, had distinct
matching features, although it is not clear how tightly federal administrators adhered
to these requirements.!' Even if matching was not an explicit feature of a program,
many of the spending programs were determined by the types of projects proposed
and the applications filed by state and local governments. Thus, their willingness to
expend the time and resources necessary to make the application, as well as to make

19 For a discussion of the political nature of this variable, see Fleck (2001b) and Wallis (2001).

' The Social Security Administration’s public assistance programs required explicit matching from the
states. The FERA was originally designed such that half of the initial monies were to be distributed with a
strong matching grant component and the other half was to be distributed on a discretionary basis.
However, after spending $200 million on a matching basis by November 1933, FERA administrator Harry
Hopkins convinced Congress to allow the FERA to distribute the monies on a discretionary basis, which is
how the vast majority of FERA funds were spent. See US Senate (1935, pp. xi—xiv), E.A. Williams (1968,
pp. 181-90, 203-17), and Couch and Shughart (1998). The WPA also asked state and local governments to
contribute funding to its projects, although there was never an explicit matching formula and the federal
share of the funding of projects varied substantially across states (Howard, 1943, pp. 146-50).
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Table 3

289

Summary statistics and interpretations of independent variables included in the regression analysis of each

New Deal Program

Variables Sign and meaning of coefficients Mean SD

Structural economic

Inverse of population, 1930 Positive suggests program provided 8.90 14.0

base level of spending

Area in square miles Positive suggests rewarding large areas 0.10 0.27
per capita, 1930 with less population density

Percent of land in farms, 1929 Positive suggests focused on farm areas 64.5 27.3

Percent urban, 1930 Positive suggests focused on urban areas  21.0 24.8

Reform motive

Tax returns filed per capita, 1929 Negative suggests redistribution 1.41 1.32

Retail sales per capita, 1929 Negative suggests redistribution 5412  269.8

Percent black, 1930 Positive suggests redistribution 11.1 18.4

Percent illiterate, 1930 Positive suggests redistribution 5.41 5.83

Relief and recovery motives

Difference in log retail sales Negative suggests promoted relief -0.47 0.24
per capita, 1933-1929 and recovery

Unemployed as percent of Positive suggests promoted relief 2.79 2.20
gainfully employed, 1930 and recovery

Percent of farm acres with crop Positive suggests promoted relief 3.19 4.07
failures, 1929 and recovery

Average farm size, 1929 Positive suggests larger farms 82.3 88.6

benefited disproportionately

Political influence

Mean Democratic presidential Positive suggests rewarded long-term 49.4 18.5
vote percentage, 1896-1928 Democratic voters

Percent voting for Roosevelt in 1932 Positive suggests rewarded voters who 18.8 10.3
minus above mean from 1896-1928  swung to Roosevelt in 1932

Standard deviation of presidential Positive suggests focused on long-term 11.7 4.90
voting percentage for Democrats, volatility of swing voters
1896-1932

Votes cast in 1932 presidential Positive suggests rewarded voter 31.6 15.0
election/1930 population activism

Average months of consecutive Positive suggests House members with 51.9 64.6

tenure in the House during
period of program
House committee assignments
during period of program
Vector of state dummies

more seniority brought more dollars

Positive suggests congressional clout
increased funds

Controls for unmeasured differences across states common to
the counties within each state, including Senate representation

Note. There are 3060 observations.
Sources. See Appendix A.

sure that the application was of high quality, was an important determinant of
whether or not the federal government expended funds. There is ample documenta-
tion that different states had vastly different attitudes toward the New Deal (Abrams,
1992; Braeman et al., 1975; Collins, 1999; Patterson, 1967). To capture the different
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states’ attitudes toward the New Deal, which were common to all counties within the
state, we include a series of state dummy variables. These state dummy variables also
control for other factors, particularly the nature of Senate representation. Wallis
(1987, 1998) points out that omission of such controls for the difference in state at-
titudes can lead to omitted variables problems that can cause the coefficients to be
biased.

The variables measuring the support for Democratic presidential candidates and
voter turnout in presidential elections help to control for differences in attitudes to-
ward the New Deal at the county level. Roosevelt supporters might have been more
willing to press for New Deal involvement locally. Finally, general political savvy
and political activity can be measured by the percentage of adults casting presidential
votes in 1932. This variable captures voting by both parties, so it might better be
treated as a measure of political activism and interest in the political process gener-
ally. This in turn could lead to greater pressure for New Deal funds.

There is one final econometric point worth noting. We have sought to avoid prob-
lems of simultaneity bias by using economic variables from 1929 and 1930, before
the New Deal was established. The one variable where there could be a small prob-
lem with endogeneity is our measure of the growth rate in real per capita retail sales
between 1929 and 1933. The 1933 value might be affected to some degree by some of
the New Deal spending that occurred in the second half of 1933. However, since the
vast majority of the spending for nearly every program came after 1933, we do not
see this as a serious problem.'?

5. Regression results

Based on the coefficients from the regression equations, we have calculated elastic-
ities for each New Deal program with respect to each variable.'® The elasticities rep-
resent the percentage change in per capita funds associated with a 1% increase in the
respective variable’s sample mean, holding all others constant. Elasticities where the
coefficient in the original regression was found to be statistically significantly different
from zero in a two-tailed 7 test at the 10% level are denoted. The elasticities for the
relief, recovery, and reform variables are reported in Table 4, for the presidential
variables in Table 5, and for the structural economic variables in Table 6.

5.1. Relief and recovery

Economists analyzing the distribution of New Deal funds originally sought to test
whether the Roosevelt administration’s actions followed the relief, recovery, and re-

12 Because we are estimating separate equations for multiple programs, we might have needed to pay
attention to potential cross-equation error correlations by using a seemingly unrelated regression (SUR)
analysis. However, since all of the equations we estimate have the same set of independent variables, the
SUR estimator is the same as the OLS estimator.

13 The regression coefficients and 7 statistics are available in Fishback et al. (2002, Appendix Tables
1-5).
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Table 4

Elasticities of relief, recovery, and reform variables

Programs Relief and recovery Redistribution and reform
Change in % % Farm Tax Retail % Black, % Avg.
log retail Unemp. failures, returns sales per 1930 Illiterate farm
sales per 1930 1929 per capita 1930 size
capita capita 1929
1929-1933 1929

Relief

FERA grants —-0.238* 0.105*  0.020* -0.009 -0.135* -0.014 -0.042* 0.098*

CWA grants —-0.068* 0.047¢  —-0.007 0.004 -0.034 0.021*  -0.011 0.062°

WPA grants —-0.021 0.252*  0.011 -0.079* -0.205* -0.055* -0.042* —0.023

SSA public assistance —0.029 0.078  0.009 -0.167* -0.146* 0.060* -0.067*  0.010
grants

Public works
Federal PWA grants  0.990* 0.693¢ -0.124 -0.641* 0.856 0.444*  -0.237 -0.376

Nonfederal PWA 0.110 -0.122  -0.011  —0.064 0.831* -0.075 0.096 -0.164*
grants

Nonfederal PWA —-0.380 -0.137 -0.132 -0.471 1.686° —-0.503*  0.545* —0.248
loans

PRA grants 0.121*  -0.025 -0.057* -0.026 0.251*  0.058*  0.032 -0.175*

PBA grants 0.329* -0.143* 0.030 0.018 1.056* -0.110* 0.050 —0.046

Farm programs

AAA grants -0.117* -0.131*  -0.039* 0.055 0.194*  0.017 -0.025 1.204*

FCA loans -0.147*  -0.108* -0.026*  0.036 0.090 -0.014 -0.109*  0.659*

FSA grants —-0.3922 -0.078 0.059* -0.239* -0.816* -0.004 -0.071 0.354*

FSA loans -0.223*  -0.149*  0.031* -0.293* -0.179* 0.039* -0.117*  0.309*

REA loans 0.203? -0.007 -0.027 -0.015 0.044 -0.007 -0.025 -0.058

RFC, housing loans, and insurance

RFC loans 0.009 -0.039 0.015 0.172* 0.749* -0.034 0.097 0.056

HOLC loans —-0.059 0.046* -0.015 0.556*  0.238* -0.021 -0.027 0.024

FHA loans insured 0.189*  -0.030 -0.019 0.546*  0.280* 0.026 -0.073 -0.191*
USHA loan contracts 0.354 0.099 0.095 0.864* 1.040°  0.010 -0.466* —0.089
PWA/USHA grants 0.342 -0.040 0.085 1.589*  2.221*  0.557* -0.645* -0.437

Aggregates

Total grants 0.001 0.058* —-0.021* -0.060* 0.120*  0.020 -0.027 0.303*
Relief grants —-0.083* 0.179* 0.012 -0.060* -0.165* -0.027* -0.041* 0.019
Public works grants 0.286* 0.088 —0.059* -0.147* 0.494*  0.101* -0.005 —0.208*
Total loans —-0.094* -0.067* -0.014 0.079* 0.338*  —-0.042* -0.009 0.287*

Notes. The sample size is 3060 counties. The elasticities are based on the sample means and coefficients
from regressions with all of the variables listed in Table 3 included as independent variables. Each
elasticity shows the percentage change in expenditures in each program associated with a 1% increase in
the variable in each column, holding all other variables constant. The coefficients and ¢ statistics are
reported in Fishback et al. (2002, Appendix Tables 1-5). The US Housing Authority grants and Disaster
Loan Corporation were small programs that were focused on a relatively small number of places, so we
did not include them. The USHA had several relatively large elasticities that were driven by a very small
mean value.

Sources. See Appendix A.

# Coefficient upon which the elasticity is based is statistically significant at the 10% level, or better, in a
two-tailed test.
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Table 5
Elasticities for presidential political variables and tenure in the house
Programs Mean Demo.  Roosevelt SD Demo.  Presidential Average
% for Pres. swing % for Pres.  votes 1932 tenure
1896-1928 1896-1932  divided by in House,
population 1933
1930
Relief
FERA grants 0.012 0.209* —0.104* 0.071 0.011
CWA grants —-0.026 0.064* -0.074* 0.375* —-0.002
WPA grants 0.005 0.165* -0.234* —-0.050 -0.007
SSA public assistance 0.036 0.016 —-0.062 0.719* 0.011
grants

Public works

Federal PWA grants 0.708 0.997 2.526* 8.417* 0.019

Nonfederal PWA grants 0.220 —-0.292* 0.276 0.430 —-0.060

Nonfederal PWA loans 1.280 —-0.302 0.146 0.792 -0.187

PRA grants 0.094 0.188* -0.170* 0.654* 0.003

PBA grants 0.772* —-0.001 —-0.102 0.105 —-0.022

Farm programs

AAA grants 0.262* 0.269* —-0.085 0.096 0.047*
FCA loans —-0.009 0.046 0.227* 0.191* 0.017

FSA grants 0.007 0.361* 0.283* —0.449* —-0.001

FSA loans 0.100 0.013 0.090 0.139 —-0.041*
REA loans 0.922° 0.453* -0.149 0.908* 0.035

RFC, housing loans, and insurance

RFC loans -0.108 -0.107 0.206 0.216 0.004
HOLC loans —-0.180* —-0.045 -0.071 -0.327* -0.011

FHA loans insured -0.209 -0.103 0.143 0.299 —-0.056*
USHA loan contracts 0.074 0.128 0.483 —1.408* 0.009
PWA/USHA grants -0.063 0.737 0.477 -0.738 0.071

Aggregates

Total grants 0.140° 0.226* 0.016 0.580* 0.009
Relief grants 0.007 0.154* -0.170* 0.088 0.000
Public works grants 0.248 0.242* 0.420* 2.045* -0.007
Total loans 0.090 —-0.001 0.139* 0.183* —-0.008

Notes. The sample size is 3060 counties. The elasticities are based on the sample means and coefficients
from regressions with all of the variables listed in Table 3 included as independent variables. Each
elasticity shows the percentage change in expenditures in each program associated with a 1% increase in
the variable in each column, holding all other variables constant. The coefficients and ¢ statistics are
reported in Fishback et al. (2002, Appendix Tables 1-5).

Sources. See Appendix A.

# Coeflicient upon which the elasticity is based is statistically significant at the 10% level, or better, in a
two-tailed test.
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Table 6

Elasticities for structural economic variables

Programs Inverse Square miles % Urban % Land in

population per capita 1930 farms, 1929

Relief

FERA grants 0.0232 0.008 0.095% —-0.564%
CWA grants 0.0582 —-0.005 0.072% —-0.4492
WPA grants -0.018 -0.020* 0.109% —0.5942
SSA public assistance 0.022* 0.002 0.019 —0.1942

grants

Public works

Federal PWA grants -0.971* 0.822* 0.071 -0.272
Nonfederal PWA grants —-0.005 -0.010 0.073 -0.010
Nonfederal PWA loans -0.071 0.044 0.076 -0.501
PRA grants 0.3352 0.252* —-0.030 —-0.067
PBA grants -0.1172 0.023 —-0.006 —-0.598*
Farm programs

AAA grants 0.056* —-0.050* —-0.193% -0.1132
FCA loans 0.0542 0.0272 —-0.189% 0.1722
FSA grants 0.021 0.000 0.095% —-0.328
FSA loans 0.006 0.003 —-0.051% -0.073
REA loans -0.026 -0.027 -0.274* 0.4312
RFC, housing loans, and insurance

RFC loans 0.034 —-0.049* 0.203# —0.4242
HOLC loans -0.006 —-0.030? 0.368% —-0.168%
FHA loans insured 0.049* -0.072* 0.241* —-0.164
USHA loan contracts 0.082 0.034 1.323* -1.737*
PWA/USHA grants 0.165 0.082 0.793% -0.926
Aggregates

Total grants 0.024* 0.067* —-0.004 -0.278*
Relief grants 0.003 -0.010 0.094# —-0.538*
Public works grants 0.016 0.302* 0.009 —-0.106
Total loans 0.0242 —-0.004 0.020 —-0.083

Notes. The sample size is 3060 counties. The elasticities are based on the sample means and coefficients
from regressions with all of the variables listed in Table 3 included as independent variables. Each
elasticity shows the percentage change in expenditures in each program associated with a 1% increase in
the variable in each column, holding all other variables constant. The coefficients and 7 statistics are
reported in Fishback et al. (2002, Appendix Tables 1-5).

Sources. See Appendix A.

# Coefficient upon which the elasticity is based is statistically significant at the 10% level, or better, in a

two-tailed test.
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form mantra.'® In this section we focus on the relief and recovery hypothesis. Had
the New Deal sought to promote relief and recovery of the depressed economy,
we would expect more spending where unemployment in 1930 was higher and where
the percentage of farm acreage with crop failures in 1929 was greater. We expect a
negative relationship between the change in economic activity from 1929 to 1933
(as measured here by retail sales per capita) and New Deal spending.

The centerpieces of the Roosevelt administration’s efforts to promote relief and
recovery were the Federal Emergency Relief Administration (FERA) from 1933
through 1935, the Civil Works Administration (CWA) in the winter of 1933-34,
the Works Progress Administration (WPA) from 1935 through 1939, and the public
assistance programs developed under the Social Security Act of 1935 (SSAPA)."®
These programs distributed 62.7% of the non-repayable New Deal grants (see Table
1). The regression results indicate that each of the relief programs responded to eco-
nomic hardships. Each program shows a positive and statistically significant rela-
tionship between the allocation of funds and the unemployment rate in 1930. The
elasticities are 0.252 for the WPA, 0.105 for the FERA, 0.078 for the SSAPA
programs, and 0.047 for the CWA. Similarly, for each program there is a negative
relationship with the difference in log retail sales per capita from 1929 to 1933.
The FERA elasticity is largest in magnitude at —0.238, followed by —0.068 for the
CWA, while the negative effects are much smaller in size and not statistically signif-
icant for the WPA and SSAPA programs. Our findings generally reconfirm those of
other studies summarized in Table 2 that suggest that the relief and recovery motives
were important determinants of the allocation of New Deal spending.

An alternative avenue for the federal government to provide work for the unem-
ployed and to stimulate a depressed economy were the public works programs, in-
cluding the Public Works Administration (PWA) established in 1933, the Public
Roads Administration (PRA) which built on prior federal highway programs, and
the Public Buildings Administration (PBA). The PWA was originally established
as part of the program to provide relief for the unemployed, but its chief administra-
tor Harold Ickes focused on large-scale public works projects designed to have a last-
ing impact on the economy. This emphasis led to relatively long delays in the start of

14 Wright (1974), Wallis (2001), and Fleck (2001b) have followed the procedure of comparing the R-
squareds from regressions with just the political variables to regressions with just the economics and
structural variables to see which sets of variables explain more of the variation in the sample. We have
performed similar comparisons in which we compared the adjusted R-squareds from regressions with only
the presidential and congressional variables listed in Table 3 (percent voting democrat for president 1896—
1928 through the Congressional committee assignments) to regressions with only the structural and
reform, relief, and recovery variables (inverse population through average farm size). The adjusted R-
squared from the structural and three-R specifications are larger than those from the political
specifications in all but the SSA public assistance regression. We did not include the state dummy
variables in either regression because they control simultaneously for both political and non-political
factors. In the county studies, F tests reject the hypothesis that all of the state effects are simultaneously
zero in nearly all cases. See Fishback et al. (2002, Appendix Table 6).

15 The WPA lasted through 1942, but our dataset only records spending through June 1939 for any
program. The Social Security programs include Aid to Dependent Children, Aid to the Blind, and Old-
Age Assistance.
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construction and, thus, in the hiring of the unemployed. In contrast, Harry Hopkins,
the administrator of the FERA, CWA, and WPA, focused his attention on putting
the unemployed back to work as quickly as possible. In the famous “Battle for
Relief,” Hopkins won the lion’s share of the funding for his projects and the PWA’s
focus shifted away from unemployment relief toward the building of lasting infra-
structure (Schlesinger, 1958, pp. 283-96). It is not clear that Ickes sought to promote
recovery in the regions where the economy declined most. He saw the PWA as stim-
ulating the overall economy and not specific regional economies. In congressional
hearings Ickes was asked whether the PWA focused on variations in unemployment
when distributing projects to various areas. Ickes replied: “In a general way, we have
that in the back of our heads. But if the purpose of this program is to give employ-
ment, to relieve unemployment, and to stimulate heavy industries, it does not matter
a great deal whether you are building in California or New York™ (quoted in E.A.
Williams, 1968, p. 116, no. 22).'¢

Total PWA activity combined two programs. Federal PWA programs were spon-
sored by federal agencies with strong central control over those programs. Non-fed-
eral PWA grants and loans were made to state and local governments. The impetus
for these programs came from state and local governments.

Despite the professed limited attention paid to the unemployed, the PWA federal
program appears to have been highly responsive to the unemployment rate in 1930.
The unemployment elasticity for the federal PWA was the highest of any program
studied at 0.693. The effect for PWA spending as a whole, however, was muted
because the non-federal PWA grants were negatively related to the unemployment
ratio in 1930 with an elasticity of —0.122. The regression results are also consistent
with Ickes’s relative indifference to recovery efforts in the hardest hit areas. The elas-
ticity for the federal PWA program with respect to changes in log retail sales of 0.99
suggests that the federal program spent more funds in the areas that experienced the
least damaging declines from 1929 to 1933. In sum, the PWA agency was a study in
contrasts with respect to promoting relief and recovery.

The agencies least interested in relief and recovery were the PRA and PBA. The
PRA was statutorily locked into a formula based on population and land size and
Fleck (2001b) found that on a per capita basis state-level PRA spending was very
highly correlated with land area (0.994). Our county-level analysis suggests that the
PRA and the PBA largely ignored recovery and relief and may have even exacerbated
cross-county economic differences. Both programs had a negative and statistically sig-
nificant relationship with the unemployment ratio and a positive relationship with the

16 Harold Ickes administered the PWA, with advice from a Special Board. Generally, the projects were
vetted by each of three sections of the central office and then sent on to the Special Board. Roosevelt had
the final say and E.A. Williams (1968, pp. 106 and 114-16) claimed that Roosevelt did not just “rubber
stamp” Ickes’s decisions. In discussing how the PWA funds were distributed, Williams argued that the
Special Board did not focus on the variables that the National Planning Board deemed important to
consider, such as population, unemployment, relief spending, tax contributions, or land area, but that the
Special Board did take note occasionally of its comparative generosity to some states and restricted or
postponed allotments accordingly.
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growth in retail sales. In other words, the better an economy fared during the Depres-
sion, the more money it received for federal roads and buildings.

Farm programs were designed to promote higher incomes for farmers. We have
data on the Agricultural Adjustment Administration’s (AAA) payments to farmers
to take acreage out of production, the Farm Credit Administration’s (FCA) loans
to farmers through the Land Bank Commissioner for crop loans and for debt relief,
the Farm Security Administration’s (FSA) mixture of loans and grants to financially
troubled farmers, and the Rural Electrification Administration’s (REA) loans to bring
electricity to farms. Many of the farm programs display a negative and statistically sig-
nificant relationship to the unemployment rate, although measured unemployment
may have been more of an urban phenomenon during the period. All farm programs
except the REA distributed funds to areas where the downturns were steepest as mea-
sured by the growth rate of retail sales from 1929 to 1933. The strongest negative elas-
ticities of —0.392 and —0.223 were found for the FSA’s grant and loan programs,
respectively. This is not surprising; the FSA was specifically charged with aiding farm-
ers in financial distress. The basic FSA programs were started under the relief-oriented
FERA and the focus on relief apparently continued after the FSA was established.
The FSA programs also distributed more funds where there was a higher rate of farm
failures in 1929, although the elasticities are relatively low. The AAA payments and
the FCA payments were also negatively related to the downturn from 1929 to 1933,
but had small negative correlations with the rate of farm failures in 1929.

The final group of programs provided loans or insured mortgage loans. The larg-
est of these was the Reconstruction Finance Corporation (RFC), which started un-
der the Hoover administration, and loaned money to banks, industry, local
governments, and provided funding for a variety of New Deal programs. The Home
Owners’ Loan Corporation (HOLC) provided direct lending to homeowners who
were already at risk of defaulting on their own mortgages. The HOLC loaned money
at more favorable terms for these at-risk borrowers. Finally, the Federal Housing
Administration (FHA) insured private lenders against the default risk associated
with making home improvement and mortgage loans.

The only loan and insurance program that appears related to relief and recovery is
the HOLC, which had an elasticity of —0.059 for the growth rate of retail sales. The
coefficients in the RFC analysis might well be biased in a positive direction with re-
spect to the retail sales variable because increased RFC lending in 1932 might have
softened the downturn in many areas. In general, the loan programs were ones where
the borrowers sought funding from the federal government and the rules of the lend-
ing program required that the agencies pay attention to the ability of their borrowers
to repay the loans. Roosevelt and other administrators viewed repayment pragmat-
ically. They worried about a series of loan defaults in the early stages of the New
Deal that would have led to a public outcry, thus inhibiting their future ability to
continue the programs or add new programs. The results from the analysis suggest
that the emphasis on likely repayment of the loans largely offset any desire to loan
more in counties with higher unemployment or where the economic downturn
was deeper. The HOLC was focused on providing assistance to troubled mortgag-
ees, but even it was careful to lend in cases where the chances of repayment were
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relatively higher. Had there been no focus on repayment, the elasticity with respect
to the growth rate in retail sales would have been even more negative.

5.2. Reform and redistribution

The New Deal push for reform had a variety of meanings, including the introduc-
tion of federal social insurance, changes in the organization of labor markets, and
many legislative mandates that were national in scope and likely unrelated to the geo-
graphic distribution of New Deal funds. Following previous scholars we have in-
cluded several variables in the analysis to assess the extent to which the New Deal
was redistributive. If reform and redistribution were important factors in the alloca-
tion of New Deal funds, we would expect a negative relationship between New Deal
spending and measures of a county’s income level, which we proxy using retail sales
per capita in 1929. County-level personal income data do not exist, but retail sales per
capita is a reasonable alternative because the state-level correlation between the two
variables (income and retail sales) was 0.86 in 1929. We expect a positive relationship
between New Deal spending and the black percentage of the population and the per-
cent illiterate in 1930, as both groups tend to be in the lower tier of the income distri-
bution, holding constant the mean level of income. Had the farm programs been
redistributive, we expect a negative relationship between average farm size and spend-
ing on the farm programs. Finally, we include a measure of the upper tail of the in-
come distribution—the ratio of tax returns in 1929 to population in 1930—within
each county. Income tax rates were common to the entire US and less than 7% of
households earned enough income to pay income taxes.'” If the New Deal were redis-
tributive, the tax return ratio should be inversely related to New Deal spending.

The studies that focus on aggregate New Deal spending have found almost no ev-
idence that the New Deal was redistributive. This result may be a phenomenon of the
aggregation across programs or across counties within states. By contrast, our anal-
ysis of the individual relief programs shows strong signs of a redistributive bent.
Three of the four major relief programs have a negative and statistically significant
relationship with per capita retail sales, with elasticities ranging from —0.135 for the
FERA to —0.205 for the WPA. The CWA has a small negative e¢lasticity that is sta-
tistically insignificant. All four also display negative relationships with the tax return
ratio, although the elasticities are statistically significant for only the WPA and the
Social Security programs. If we expand the discussion of relief to include the Farm
Security Administration’s relief programs, we find the anticipated strong negative
elasticities for both retail sales in 1929 and tax returns. After combining the results
of the relief and recovery variables with the reform variables, it appears that the pro-
grams specifically designed to provide relief actually promoted Roosevelt’s three-R
objectives. Again, it is difficult to say whether these objectives were fully realized,
but the effects we find in the county-level data are much stronger than those seen
in analyses using aggregated state data.

7 The tax information has been used by a number of scholars (Schmitz and Fishback, 1983; Smiley,
2000) as proxies for the share of income in the highest tail of the income distribution.
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This positive record of income redistribution under the relief programs only par-
tially extended to the black population. Despite federal officials’ statements that the
programs were non-discriminatory, many of the programmatic decisions were made
by state and local officials and there are claims that many of the decisions were discrim-
inatory (Lieberman, 1998; Sterner et al., 1943). The CWA and the public assistance
programs were positively and statistically significantly related to the percent black var-
iable, but the elasticities were 0.021 and 0.060, respectively. Meanwhile, the WPA
showed a negative and statistically significant relationship with a small elasticity of
—0.055. Finally, none of the relief programs spent more in areas with higher illiteracy.

In the aggregate New Deal statistics, the redistributive aspects of the relief
programs are overshadowed by other New Deal programs. For example, the AAA
payments to restrict production and Farm Credit Administration loans favored large
farmers and high-income areas.'® Both sets of programs had positive and statistically
significant relationships with the tax return and per capita retail sales variables, with
elasticities in the range of .036 to .194. The strongest relationships, however, are with
the average farm size variable with high elasticities of 1.20 and 0.659 for the AAA
and the FCA, respectively.'” These findings are consistent with research that has
found that the farm programs favored larger farmers often at the expense of non-
landowning tenants and wage workers.?

Similarly, the New Deal loan programs favored high-income counties. If repay-
ment were a concern, then the Roosevelt administration would have tended to lend
money where income or the likelihood of economic progress was relatively greater.
As a result, we see strong positive relationships between each of the loan programs
and the retail sales variable. The elasticities range from a low of 0.238 for the HOLC
mortgage lending to a high of 1.69 in the non-federal PWA loans. The FHA insurance
program also displayed a positive and statistically significant elasticity of 0.28. Not
only did these loan programs distribute more resources to counties with relatively
higher average incomes, but also to those counties where there was a larger group
in the upper portion of the income distribution. The FHA and nearly all of the loan
programs had strong positive relationships with the tax return ratio, with elasticities
ranging from 0.172 for the RFC to 0.864 for the US Housing Authority. Public hous-
ing grants under the PWA (later taken over by the USHA) had very strong positive
relationships with the high income measures.

18 Unlike most New Deal agencies, the AAA was administered by an existing department—the
Department of Agriculture—which established state and local committees or associations of producers to help
administertheact. The AAA Rentaland Benefit payments were distributed to farmerswho agreed to participate
inaprogram of controlled production. Farmers voluntarily signed production agreementsin which they would
curtail the acreage they planted. The benefit payments were financed from special processing taxes on the
commodity beingcurtailed. The goal of the program wastoincrease theincomes of farmers both through benefit
paymentsand by raising market prices to pre-World War I levels (1920s levels for tobacco). There was a general
belief that most of the burden of the processing taxes would be passed on to consumers of farm products. For
detailed discussions of the AAA administration, see Nourse et al. (1937, pp. 39-40, 92-114, 120-46, 287-323).

! The measure of farm size is problematic in southern plantation areas where there were large
numbers of sharecroppers who were treated by the census as farm operators, when in fact they were more
like farm laborers. See Alston and Kauffman (1997).

20 See Saloutos (1974, 1982), Alston (1981), Whatley (1983), and Biles (1994).
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The PWA and other public works programs had a mixed record with regard to
income redistribution. Both the federal and non-federal grants programs for the
PWA have positive relationships with 1929 retail sales, suggesting that they were
not redistributive with respect to average income. On the other hand, they have neg-
ative relationships with the tax returns ratio, which suggests that they were distrib-
uting away from the highest end of the income distribution. There is also evidence
that the federal PWA program tried to help areas with larger black populations, pos-
sibly to counteract the lack of non-federal PWA activity in black areas. The elasticity
for percent black was 0.44 for the federal PWA grant program and —0.503 for the
non-federal PWA lending program.

Disaggregating spending by program uncovers the relief, recovery, and reform ef-
forts of the New Deal hidden from many previous scholars because of the aggregate
nature of their spending data. Relief programs were aimed at lower income areas
with higher unemployment and a relatively larger economic downturn in the early
1930s. The farm programs promoted recovery, but were centered on high-income
counties with larger farms. Meanwhile, the loan programs, concerned about the like-
lihood of repayment, distributed more funds to high-income counties and those not
hit as hard by the Depression.

5.3. Political and structural economic variables

Although we have focused on the high-minded goals of the New Deal, there are sev-
eral key findings concerning the structural economic variables that deserve attention.!

21 A key theme of Anderson and Tollison’s (1991) work was that it was important to include
Congressional pressures. We include them in several ways. For the House of Representatives we include
measures of the tenure of congressmen representing the district in which the county was located. House
members with longer tenures had more seniority on committees at this time. Weingast and Marshall’s (1988)
discussion of the organization of Congress suggests that committee members wield significant power over the
passage of bills and over the administration of administrative programs. Members of committees have more
clout than the typical representative in determining how monies will be distributed, either through writing the
rules for distributing funds in advance of the bill or through pressures to spend the money after the program s
in place. To capture this effect, we include representation on a series of key committees in the House of
Representatives at the opening of the 73rd Congress in 1933. The same issues obviously exist for the Senate.
The impact of the Senate influences is among several factors that are captured by the state dummy variables.

The impact of House tenure was relatively small on the distribution process. The elasticity was higher than
0.05 for only the US Housing Authority loans. The coefficients of the congressional committee variables sug-
gest that for most programs there was one and sometimes more committees that appeared to increase spend-
ing in the area in a statistically significant way. Membership on the Agriculture Committee was associated
with an extra $20 per capita in AAA spending, $6.5 in FCA loans, and $1.23 in REA loans. Appropriations
Committee membership was associated with an extra $6.86 in non-federal PWA loans. The Irrigation and
Control Committee raised FSA grants by $0.86. The Labor Committee appeared to influence the most pro-
grams, raising FERA, CWA, and AAA grants and USHA loans. The Public Lands Committee raised FERA
spending, PRA spending and AAA spending. The Roads Committee increased WPA, RFC, and HOLC
funds. Finally, Ways and Means primarily influenced the public buildings and public housing grants.

‘We have experimented with using the Poole and Rosenthal (1997) measures of ideological location in po-
litical space, but the elasticities were all low and the coefficients were typically statistically insignificant. We
also experimented with a dummy variable accounting for southern Democratic congressmen, but the variable
had little impact.
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The coefficients of the economic variables are largely consistent with the findings of
other economists and the historical literature on New Deal spending. The relief pro-
grams focused on non-farm areas, while the farm programs unsurprisingly targeted
agricultural areas. Fleck (2001b) notes that a state’s land mass was an important de-
terminant of its New Deal distribution. When we look program by program, the elas-
ticities show that the large effects Fleck found are primarily associated with two
programs: the Public Roads Administration grants, which by statute were to be dis-
tributed via a formula based on population and land mass, and the PWA grants for
projects proposed by federal agencies.

Scholars have suggested a variety of ways to test whether New Deal expenditures
were used for naked political purposes. Wright (1974) developed a “political produc-
tivity index” at the state level that took into account the long-term support for Dem-
ocratic presidential candidates between 1896 and 1932, as well as the volatility of
that support. Anderson and Tollison (1991) and Couch and Shughart (1998) used
Roosevelt’s share of the 1932 vote, which is a reasonable specification on the grounds
that Roosevelt was likely to reward his supporters and that Roosevelt was seeking
more than just a 51% victory so that he could establish a mandate. Fleck (2001a) de-
veloped a model of swing voting in several layers of government and found swing
voters to be important determinants of the distribution of relief jobs. Rhode et al.
(2001), in their study of military spending during World War II, argue that the focus
should be on the swing vote in a median voter model, so they use the gap between the
Democratic and Republican votes.

We take a neutral stance on whether the appropriate standard is the median-voter
model or the “mandate model,” so include a variety of political variables spanning
both views. If Roosevelt sought to reward long-time Democratic supporters, we ex-
pect more spending in areas where the mean Democratic presidential vote share from
1896 through 1928 was relatively higher.?> Had Roosevelt sought to influence swing
voters, we expect more per capita spending in counties where the standard deviation
of the Democratic vote share from 1896 to 1932 was higher. Roosevelt might have
targeted spending in counties based on the difference between his vote share in
1932 and the long-term Democratic vote share from 1896 to 1928. This measure
would have targeted areas where voters actually did switch to support Roosevelt
in the 1932 election, a group likely to switch again.?® Fleck (1999¢c) shows that a
key determinant of FERA spending was voter turnout, which we measure as the
number of presidential votes cast in 1932 divided by the population in 1930. This
variable measures the extent to which the populace was politically active, which,

22 This is similar to a key component of Wright’s presidential political productivity index. Other key
components included the number of electoral votes in each state and the standard deviation of the
democratic voting.

23 Wright's political productivity index for analysis at the state level was weighted by the votes in the
Electoral College. We have experimented with using an electoral votes measure for each county that
multiplied the state’s electoral votes by the county’s share of the population. Given the way electoral votes
were determined, this essentially becomes a measure of population share nationwide. Inclusion of the
variable leads to results that yield largely the same inferences as reported here.
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in turn, would suggest their greater likelihood of successfully lobbying for New Deal
support.

From the expansive set of New Deal regressions, two general statements describe
the impact of presidential politics. First, in nearly every program at least one polit-
ical variable affected the distribution of funds in the expected direction. Second, no
single presidential political variable exerts a strong influence in every program or, for
that matter, in a majority of programs. There is certainly potential for multicollin-
earity in these measures, but closer examination shows that each variable is measur-
ing a different aspect of presidential politics. Since we are sensitive to the potential
for omitted variables bias, we chose to include them all, such that the regressions
provide a simultaneous test of all the potential effects.

The programs most responsive to long-term Democratic support (as measured by
mean voting from 1896 to 1928) were the AAA, the REA, and most of the public
works programs. In the case of the public works programs, the PWA programs,
and the PBA all have elasticities ranging from 0.22 to 1.28, but only the PBA coef-
ficient is statistically significant.

Long-term Democratic supporters were less likely to determine elections than
swing voters, however. The swing voters most likely to stay with Roosevelt in
1936 were the ones who swung to Roosevelt in the 1932 election (as measured by
the vote for Roosevelt in 1932 minus the mean Democratic vote, 1896-1928). The
programs that were most responsive to the Roosevelt swing were the FERA, the
WPA, the PRA, the FSA grants, and the REA. The PRA’s 0.188 elasticity with re-
spect to the Roosevelt swing vote, as well as the 0.654 elasticity with respect to voter
turnout, suggest that there was room within the road-allocation formula to accom-
modate presidential reelection goals.

Holding constant the Roosevelt swing vote, the standard deviation of votes from
1896 to 1932 measures deeper-secated volatility among a county’s voters. The
programs most responsive to this measure include the PWA federal and non-federal
programs, the FCA loan programs, the FSA grant programs, and the US Housing
Administration programs. All have elasticities higher than 0.14 and the PWA federal
program elasticity is extremely large at 2.53.

The political measure that seems to have an impact on the most programs is the
measure of voter turnout. The variable not only reflects interest in presidential pol-
itics, but also interest in the political process more generally. Such localized political
interest and savvy might have been associated with greater pressure by the state and
local governments on the federal government to obtain more funding. Given the way
nearly all of the programs were structured—state and local governments applied for
grants and loans—we would expect state and local governments to have played an
important role in the overall allocation of New Deal funds. The programs with elas-
ticities above 0.10 included the CWA, SSA public assistance programs, the public
works programs at both the federal and non-federal levels, the PRA, the FCA loans,
the RFC, the FSA loans, the REA loans, and the FHA. Most of the coefficients on
which the elasticities are based are also statistically significant.

The public works programs deserve slightly more discussion on this political di-
mension. The PWA developed a reputation for focusing on the long-term value of
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projects, avoiding scandal, and making decisions without regard to politics. In Sen-
ate hearings before the Committee on Appropriations concerning the 1935 alloca-
tions for the PWA, Senators Townsend and Chairman Glass, an avowed
opponent of federal subsidies, each declared that they thought Ickes was free of pol-
itics when distributing PWA funds (E.A. Williams, 1968, p. 128). Yet, biographers
note that Ickes served Roosevelt faithfully in stump speeches leading up to the
1936 election (Clarke, 1996). The results of the analysis suggest that the federal
PWA program, a program over which the Roosevelt administration exercised direct
control, was highly sensitive to political interests. The elasticities on each of the po-
litical variables are among the highest that we calculated, although not all are pre-
cisely estimated. Part of the PWA’s reputation for being above politics might have
come from looking at the combined spending on the federal and state/local pro-
grams. Given that the state and local PWA project selections were driven more from
the bottom up, their impact would have muted the effects of the federal programs. In
fact, the elasticity for the Roosevelt swing vote was negative for the non-federal
PWA programs and the other elasticities were much smaller.

6. Conclusions

Did the New Deal indeed promote relief, recovery, and reform? The answer lar-
gely depends on the program. The major relief programs appear to have been re-
sponsive to the ideals of the three Rs. Measures of unemployment, the depth of
the depression, and proxies for income consistently affected allocations for relief. Re-
lief programs were not used exclusively for high-minded objectives, political factors
were important, but politics seems to have mattered more in the agricultural and
public works programs than in the relief programs. Whether the magnitudes of
the elasticities with respect to relief and recovery are “enough” to say that the pro-
grams were adhering to the three-R mantra is a normative question that will always
depend on the eye of the beholder.

Many other New Deal programs display only limited relationships to the relief,
recovery, and reform motives. Every loan and housing program distributed more
funds in areas with higher levels of per capita retail sales and a higher percentage
of households rich enough to pay income taxes. The farm programs typically distrib-
uted relatively more money in areas with larger farms and, aside from the FSA, dis-
tributed more money to areas with higher average incomes and with a higher share
of wealthier citizens. The public works programs also tended to be more generous to
areas with higher average retail sales per person. Most of these programs were de-
signed from the start to require state, local, or even private investment before fund-
ing could be assured. Most of the loans were expected to be repaid, farmers had to
have enough land to take some out of production before the AAA stepped in, and
the non-federal public works programs required significant local sponsorship. To
join these programs, communities had to have sufficient resources to meet the finan-
cial requirements of the program, hence, the strong relationships between program
spending and income.
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The New Deal was designed to provide something for everyone. The Roosevelt
administration targeted specific programs to the needs of particular groups. The re-
gression results show that relief programs clearly benefited the unemployed in urban
areas and the AAA aided larger farmers. Geographic areas with larger middle and
upper income classes, many of whom also experienced substantial problems during
the Depression, received more loans from the RFC and the PWA. Many people with
the resources to own homes benefited from HOLC loans and FHA insurance of
mortgages. The county-level information highlights the targeted nature of the New
Deal’s efforts.

There is no doubt that politics was important. At least one of the presidential
political variables had an economically and statistically significant impact on nearly
every program. Even the Public Works Administration, which was famous for its
alleged nonpartisanship, appears to have distributed funds for federally sponsored
projects with the presidential elections in mind. Part of the PWA’s reputation derived
from the funding of non-federal projects, which were often the result of choices made
by state and local jurisdictions.

In the final analysis a large fraction of the New Deal money that was spent fol-
lowed Roosevelt’s three-R mandate, but politics was important too. The New Deal’s
high-minded agenda was not only the result of a focus on public service but also a
response to the demands of the populace in the heart of a Great Depression. Roo-
sevelt, Hopkins, Ickes, and the other administrators of the New Deal were savvy pol-
iticlans who understood the problems their constituents faced. Winning reelection
required more than spending extra funds in certain key swing areas, rewarding Dem-
ocratic supporters, or spending where people turned out more for Roosevelt. To
please their nationwide constituency, they had to promote relief and recovery at
the very least (redistribution is trickier because it often goes to people who are less
likely to vote). They established a plethora of programs, each with a specific problem
to solve. Thus, for those concerned with unemployment, Roosevelt and Hopkins
could point to the FERA, CWA, and WPA. To those concerned with farm prob-
lems, they pointed to the AAA and the FCA. It is important to look at the range
of programs that were offered for evidence of Roosevelt’s political motivation be-
cause within any specific program his administrators had only limited political lee-
way. Had the largest relief grants gone to the areas with the lowest
unemployment, for example, there might have been a scandal sufficient to stymie
their reelection hopes. It was good politics to deliver on the high-minded goals, just
as it was good politics to spend more money at the margin, everything else constant,
in areas that were key to the reelection effort.
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Appendix A. Data appendix

New Deal spending information is from the US Office of Government Reports
(1940). Table 1 shows the total amounts from March 1933 through June 1939
distributed by the various programs. Retail sales information from 1933 is from
US Department of Commerce, Burecau of Foreign and Domestic Commerce
(1936). The 1929 retail sales information is from Historical, Demographic, Eco-
nomic, and Social Data: The United States, 1790-1970, ICPSR tape number 0003,
as corrected by Michael Haines. The population figures used to create our per capita
estimates for 1929 and 1933 retail spending were calculated using linear interpola-
tions of the 1930 and 1940 populations. We calculated 1929 population as 1930
minus the average annual change in population between 1930 and 1940; we did
not use trends from 1920 to 1930 due to changes in county boundaries between
1920 and 1930. The percent black, percent urban, percent of a county’s land in farms,
inverse of population, area in square miles, unemployed as a percent of the gainfully
employed, average farm size, and percent of acres with crop failure are from the 1930
files in ICPSR tape 0003 as corrected by Michael Haines. For 1930 we used the illit-
eracy rate for people aged 10 and above. The tax return information comes from US
Department of Commerce, Bureau of Foreign and Domestic Commerce (1932).

The mean Democratic share of the presidential vote from 1896 to 1928, the per-
cent voting for Roosevelt in 1932 minus the mean Democratic share from 1896 to
1928, the standard deviation of the Democratic share of the presidential vote from
1896 to 1932, and the percent of adults voting in 1932 were all calculated using in-
formation from ICPSR’s United States Historical Election Returns, 1824-1968 (I1C-
PSR tape number 0001). The variables measuring House tenure and representation
on House committees between 1933 and 1938 are from US Congress, Official Con-
gressional Directory, for the 73rd) Congress 1st session through 76th Congress. We
then matched the congressional information with the counties. For the majority of
New Deal programs we used average congressional information from the 1933 to
1938 period. For shorter-lived programs we used congressional information tied to
those periods. For example, for the CWA we used the 1933 information, for FERA
the 1933-1935 information, for the WPA grants, SSAPA grants, and USHA loans
we used 1935-1938 information.

The dataset consists of 3060 counties and county/city combinations in the United
States. The New Deal program information was reported for some combined coun-
ties. For example, the New Deal information was reported for all of New York City.
Thus, in New York state, Bronx, Kings, New York, Queens, and Richmond counties
were combined into New York City. Similar situations developed in other states. In
Missouri, St. Louis City and County were combined. In Virginia we combined the
following districts that were reported separately in the Census, but together in the
New Deal data: Albemarle county and Charlottesville city; Allegheny county and



P.V. Fishback et al. | Explorations in Economic History 40 (2003) 278-307 305

Clifton Forge city; Augusta county and Staunton city; Campbell county and Lynch-
burg city; Dinwiddie county and Petersburg city; Elizabeth City county and Hamp-
ton city; Frederick county and Winchester city; Henrico county and Richmond city;
Henry county and Martinsville city; James City county and Williamsburg city;
Montgomery county and Radford city; Nansemond county and Suffolk city; Nor-
folk county with Norfolk city, South Norfolk city; and Portsmouth city; Pittsylvania
county and Danville city; Prince George county and Hopewell city; Roanoke county
and Roanoke city; Rockbridge county and Buena Vista city; Rockingham county
and Harrisonburg city; Spotsylvania county and Fredericksburg city; Warwick
county and Newport News city; Washington county and Bristol city; Arlington
county and Alexandria city. A small number of counties were dropped from the sam-
ple due to missing values for the variables above.
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