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Abstract 

This paper examines the effects of federal programs on state revenues during the Great 

Depression, specifically on the state of Michigan. To form a complete picture of the economics 

interactions between the Michigan state government and federal government, a historical review 

of the economic climate of the state is combined with cleaning, sorting and analyzing state 

revenue and expenditure data provided in state records. The process yields a greater 

understanding of the need for further work on creating useful data sets that include all states and 

that accurately reflect the historical narrative told about state finances at the time.  
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Introduction 

This paper examines the effects of federal programs on state revenues during the Great 

Depression, specifically on the state of Michigan. Much of the trouble with an empirical analysis 

of the relation between these factors is due to the lack of federal data on aid given to states, other 

state revenues and state expenditures.  To form a complete picture of the economics interactions 

between the Michigan state government and federal government, a historical review of the 

economic climate of the state is combined with cleaning, sorting and analyzing state revenue and 

expenditure data provided in state records. The process yields a greater understanding of the need 

for further work on creating useful data sets that include all states and that accurately reflect the 

historical narrative told about state finances at the time.  

   

Michigan State Finances in the Great Depression 

 Michigan, like all other states, suffered tremendous financial losses during the Great 

Depression of the 1930’s. The state had large urban and rural populations, conflicting interests 

between businessmen and farmers, and sometimes volatile political characters.  As a result, 

Michigan’s state government was forced to quickly adapt to the needs of the state while 

appeasing opposing parties. While the obvious goals of the state were to deal with the rising 

unemployment and debt of citizens, lawmakers and lobbyists still fervently fought for their own 

and their constituents’ interests.  

 As a state heavily dependent on property taxes due to a lack of income and sales taxes, 

the government of Michigan was placed in a precarious position after the Depression started and 

homeowners were unable to pay their taxes. The situation was worsened by road funding 

problems caused by the Covert Road Act, an act that stipulated how new roads could be built and 
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financed in townships.  Furthermore, the state government was called upon to address the need 

for relief programs such as the Old Age Pension. In response, Michigan introduced a state sales 

tax, reorganized the road system, redistributed weight and gasoline taxes, capitalized on the 

revenue from alcohol taxes after the end of prohibition, and reduced government expenditures,   

 

Property, Income and Sales Taxes 

At the beginning of the decade, Michigan had neither a sales tax nor an income tax; 

therefore, the property tax was a significant revenue stream for the government. Although 

property taxes represented only a quarter of state revenue, the approximately $29,000,000 

collected from property owners financed two thirds of the state’s operating revenue.  Most other 

taxes were earmarked for specific funds or were given to local governments. Because of the 

state’s heavy dependence on property taxes, Michigan was especially hard hit when homeowners 

defaulted on property taxes during the depression. The statewide tax delinquency rate was 40 

percent, which was twice the national average of 20 percent. Macomb County, Michigan had the 

second highest tax delinquency rate of any county in the United States with a rate of 92.5 

percent. In 1932 alone, homeowners failed to pay a total of $10,000,000 in property taxes posing 

a serious problem for the state government (Ortquist, 1982). 

Several plans to address the revenue shortfall created by the property tax delinquencies 

were proposed by various political figures. The main plans were to create a sales or income tax 

to raise the money normally created by the property tax, to decrease government spending to a 

level sustainable by lower property taxes, and to use funds temporarily from other existing 

revenues sources such as highway funds. The first plan caused a divide in the Michigan 

population. Rural groups supported an income tax since their property value was more obvious 
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and easily determined than their income. Urban groups felt that an income tax would force them 

to finance an unfair share of the state’s budget. Voters were given the option to enact an income 

tax in the 1920’s; however, they turned down the opportunity for the new tax on two occasions. 

Thus, even after the urging of Governor Fred Green (1927-31), representatives did not approve 

an income tax as a source of relief for struggling property owners and the financially vulnerable 

state government. In 1930, a special commission to investigate the need for an income tax 

highlighted the rural-urban divide when all four farmers on the commission voted yes on an 

income tax while all four businessmen voted no. The tie breaking vote was cast by the president 

of the Michigan Federation of Labor who voted with the farmers (Ortquist, 1982, 91-5).  

In line with the recommendation of the special commission, State Representative William 

J Thomas of Kent County, the chairman of the House Committee on Taxation, sponsored a bill 

that would introduce an income tax. If it had passed, "the Thomas Bill would have taxed personal 

income at 1 percent of each $1,000 net income to a maximum of 6 percent on incomes over 

$5,000” (Ortquist, 1982, 99). Although the bill easily passed in the house, where rural districts 

were overrepresented due to a constitutional clause that did not award representation based 

purely on population, the bill died in the senate (Ortquist, 1982, 99). Despite attempts to enact an 

income tax in the early 1930’s, the state legislature did not pass an income tax bill until 1967 

(House, 1999). 

In 1931, the McBride-Dykstra bill, a sales tax proposal, was also defeated in the 

Michigan state legislature. Clyde V. Fenner, the secretary of the Home Defense League led the 

fight to enact a statewide sales tax. Those who supported the tax were mostly retailers who 

thought that the sales tax would hurt chain stores. Fenner’s lobbying tactics angered and annoyed 

some legislators. This combined with the protests of merchants, led to the eventual defeat of the 
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sales tax bill. Fenner’s anger over the 48 to 47 vote, as well as the revelation that he had 

attempted to bribe Governor Brucker, led to his alienation from state politics. Due to the failure 

of both the income tax and the sales tax, the government was forced to find other ways of coping 

with the tax delinquency and other economic issues plaguing the state. Governor Brucker and 

others worked to promote less government expenditures as a solution to the economic problems.  

The state addressed the tax issue again in 1932 when voters approved a constitutional 

amendment that capped the state property taxes at $15 per $1,000 of property. Although the 

amendment promised some relief to homeowners, it left the government scrambling for an 

alternative source of revenue. This revenue was finally found in 1933 when the legislature passed 

a sales tax bill (Ortquist, 1982, 122). The sales tax was set at 3 percent for retail purchases of 

personal property. “Sales to federal and state governments and sales of goods for later resale” 

were the only exemptions to the sales tax in 1933 (Darragh, 2010).  After the first year of 

collecting sales taxes, the government had sales tax revenue of $34,871,949 with $401,000 going 

to the cost of collecting the tax (The New York Times, Aug 5 1934). 

Of the amount collected from the sales tax, about $10 million went to fund public relief 

(Kelsey, Aug 26 1934). While the sales tax funded the relief programs and thus could be seen as 

benefiting the poor, it was blamed by many as unfairly targeting the poor. The sales tax was a flat 

tax on almost all goods, including basic necessities; therefore, the poor who spent most or all of 

their income on retail purchases paid a disproportionate amount of taxes relative to their income 

to the state government. During the elections of 1934, many candidates promised to eliminate the 

tax on food and basic farming equipment in order to provide tax relief to the poor (Kelsey, 1934); 

however, as often is the case with politicians, these campaign goals turned out to be nothing 

more than empty promises. As of 1936, the sales tax still applied to food and Governor Frank D. 
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Fitzgerald’s sales tax office appointees argued that the revenue collected from the tax on food, 

about $12,000,000, was essential to maintain a functioning school system (The New York Times, 

1936).  

 In 1937, a use tax was introduced in Michigan to prevent residents from crossing 

interstate borders to purchase goods without paying sales tax. The use tax, which was set at the 

same rate as the sales tax, applied to any goods rented, leased or purchased outside the state but 

used within the state. The sales tax and use tax remained at 3 percent until 1961 when a 

constitutional amendment allowed an increase (Darragh, 2010). 

 

Road Funding and Covert Road Bonds 

The Covert Road Act, enacted in 1915, was intended to assist farmers in the rural areas of 

the state by providing a means by which they could raise money to pave the rural roads leading 

to state funded highways.  According to the act, if a certain number (66% or 75% according to 

two sources) of the land owners along a highway not maintained by the state agreed to an 

improvement of the road, then the improvement could be made.  The funding would come from 

the town and county but largely from taxing the owners along the road (Kelsey, 1931 and Kelsey, 

1932).   

The idea behind the act was that those who would benefit from the road improvements 

would be the landowners along the road. Property owners believed that good roads would 

increase their property values and thus were willing to pay for the road improvements. The 

Covert road act was especially popular with subdivision developers, who as the sole owner of 

large chunks of land, used the Covert act to fund paved roads through the subdivision and then 

passed on the large tax burden to the lot buyers (Kelsey, 1931). Unfortunately, when the 
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depression hit, property values dropped and often did not cover the value of the Covert road tax 

(Kelsey, 1932). The minority who voted against the road improvements often did so because they 

could not afford the road tax, and these individuals and families suffered even greater losses once 

their properties declined in value.  

In counties where the Covert road act was utilized often, taxes for Covert road 

improvements comprised a significant amount of the county’s tax collection. For example, in 

Macomb County, the road improvement taxes accounted for 31 percent of all taxes. Given the 

high usage of Covert road bonds in some counties, when tax delinquency rates rose to 54 percent 

in 1930, the unpaid taxes caused grievous problems throughout the state (Kelsey, 1931). Some 

saw only two possible solutions to the Covert bond issue.  Either the state absorbs the unpaid 

bonds and the Covert roads are added to the state highway system, or the Covert Act should be 

modified but those property owners and counties which were irresponsible in the usage of the act 

should continue to pay for the road improvements they implemented. Judge Frank L Covert, the 

sponsor of the original act, argued that the counties with high delinquency rates should be 

responsible for paying their own debts (Kelsey, 1931). 

On May 19, 1931, the McNitt Act was passed to help alleviate the financial strain caused 

by township roads. Under the act, county road commissions took over 20 percent of township 

roads each year in 1932 through 1936 until all township roads except private roads and alleys 

were under control of the county. The act was based on the idea that a county road commission 

could reduce inefficiencies, allocate funds more effectively, spread the tax to fund roads 

throughout the county, have a more experienced and knowledgeable board, and create continuity 

of roads within the county (Pohl, 1997). Additionally with increased use of automobiles, roads 

were flooded with more traffic and were no longer used just by local residents (Williams, 2006). 
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The increased volume and broader use meant that the idea that those living near each road should 

pay for the road since they were the main users of the road was outdated. The McNitt Act was 

intended to address the faults of the Covert Road Act and create a more modern funding structure 

(Pohl, 1997 and Williams, 2006). 

Under the McNitt act, the county roads were extended to cover 85,000 miles after 

counties throughout Michigan took responsibility for the 68,000 miles of road previously 

managed by townships. Due to the varying conditions of roads, the consolidation and 

improvement of roads in the state of Michigan was a tremendous financial endeavor. Without the 

financial obligation to pay for their own roads, citizens demanded local road improvements that 

were completed at the expense of maintaining heavily trafficked roadways. By distributing motor 

vehicle revenues at a rate of about $57 per mile per year, roads were equally funded regardless of 

the unequal usage of the roads. Therefore, the funding structure created under the McNitt Act 

misallocated funds to local roads that did not require frequent maintenance while sacrificing the 

quality of more important roads. In addition to the McNitt Act, the Dykstra Act of 1931 sought to 

address funding issues. It allowed the state to pay for between 50 and 100 percent of trunkline 

construction in cities based on population with smaller cities eligible for more funding than large 

cities (Pohl, 1997). 

In February 1932, a special committee of the legislature gathered to discuss potential 

solutions to the tax issue. Their plans were aimed at using highway, gasoline, or weight taxes to 

relieve the tax burden on counties caused by tax delinquencies.  This committee specifically 

addressed concerns brought about by the serious threat of default and the debt from Covert Road 

bonds.  Given that only some counties suffered from this problem, there was a division within 

the legislature with counties that were not in debt opposing plans to implement additional taxes 
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to assist the suffering counties. Those associated with highways and the car industry also 

opposed any plan that would take money away from the highway building initiatives or 

discourage drivers from using their cars (Ortquist, 1982 114-7). According to Ortquist (1982), 

despite the highway bloc’s initial opposition to any tax associated with roadways, they conceded 

to giving counties the revenue from the weight tax in exchange for preserving $8,500,000 of the 

budget dedicated to highway construction. In addition, the money collected from the weight tax, 

while given to local units, was required to be used for the construction of roads. 

 The lawmakers decided to return the whole weight tax totaling $20,000,000 to the 

counties rather than allowing the state government to use $2,500,000 of those funds to pay for 

roads absorbed by the state government under the McNitt law. The counties were instructed to 

prioritize the Covert road debts and other county debts when utilizing the money allocated to 

them. After those issues were addressed, each county was given the responsibility of dividing the 

tax money between cities, villages and other areas based on the population of each area.  The 

money for the McNitt appropriations was taken from gasoline taxes that were normally all 

allocated to the construction fund. Thus, according to the 1932 Ludington Daily News article on 

the subject, the construction fund was limited to $6,000,000. To prevent further economic 

damage or an increased tax burden, the legislature of 1932 passed a law that prohibited new 

county road taxes unless the tax received approval from three-fifths of the board of supervisors 

and the tax was less than one-fourth of the statutory limits. Additionally, the Covert road law, 

which was responsible for the greatest tax defaults in Michigan, was suspended for a period of 

five years (The Ludington Daily News, 1932). The state and counties tried to alleviate the burden 

of the Covert Road and highway bonds by auctioning the bonds. In 1936, the State of Michigan 

sold $919,000 of Covert Bonds (The New York Times, Aug 8 1936). Wayne County also 
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auctioned off $207,000 of highway bonds, but it is unclear where the revenues from the sale 

were directed (The New York Times, Aug 5 1936). 

 

Alcohol tax 

 Michiganders celebrated the end of prohibition and rang in the new year of 1934 with 

liquor purchased from state liquor stores. Governor William Comstock and the Acting Mayor of 

Detroit, John W. Smith were the first purchasers of alcohol on December 31, 1933. In addition to 

the state liquor stores, 100 restaurants and hotels were able to obtain a temporary license that 

allowed the restaurants and hotels to sell liquor that was bought at a state store. The Liquor 

Commission charged each hotel $5.50 and each restaurant $2.75 for the licenses, which expired 

at 2 AM on Tuesday, January 2, 1934 (The New York Times, Jan 1 1934). 

 Although there were no regulations on the prices restaurants charged for each glass of 

alcohol, the four state liquor stores had standard prices. Pints of blended whiskies were sold for 

75 cent to $1.80, a pint of sixteen to eighteen year old American bonded whisky was $3.25, and a 

quart of Scotch whisky was $3.95. A quart of gin was $1.50 to $1.60 and American champagne 

was $3.504 (The New York Times, Jan 1 1934). 

 The price of alcohol was controlled by law only to the extent that gross profits on liquor 

sales could not exceed 40 percent. Despite complaints by individuals about the high prices in 

Michigan, the prices set by the State Liquor Commission were equivalent to those in neighboring 

states and provinces (Kelsey, 1934). The supposedly high prices of alcohol did help the state’s 

budget. In the first six months of alcohol sales, the state collected over $3,000,000 in alcohol tax 

revenues.  

In 1939, the governor of Michigan, Luren D. Dickinson pushed for prohibition to be 
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reenacted. An 80-year-old church-going man, he appealed to churches to join his fight for 

prohibition and used a story of “gay drinking parties” at a National Conference of Governors as 

an example of the harms of legal drinking (The New York Times, Jul 18 1939). Despite 

Dickinson’s desire to convert Michigan to a dry state, a 1939 Gallup survey estimated that only 

31% of the population was in favor of prohibition. This is in line with the national population 

shares in favor of prohibition. It also aligns with the number of people who chose to refrain from 

drinking. Another survey found that 42 percent of American adults did not drink.  Of those, only 

half of them (or 21 percent of the total population) disapprove of drinking by others. The survey 

also reflected the traditional ideological divide between urban and rural areas with higher levels 

of disapprove among farmers (The New York Times, Jul 29 1939). 

Regardless of the morality of alcohol, legalized and regulated alcohol continued to be a 

reliable stream of revenue for the state. In 1938, the State of Michigan collected $19,201,827 

from alcohol taxes, the sixth highest state revenue from alcohol sales in the United States (The 

New York Times, May 28, 1939). 

 

“Economizing” in government 

 People in and out of the government felt that raising taxes was not the solution to the debt 

problems created in the depression. In 1930, John Lovett, the chief lobbyist of the Michigan 

Manufacturers’ Association argued before the state legislature that the solution came in the form 

of reduced government spending and reallocation of funds. He also urged people to fight for 

lower taxes even in times of economic prosperity to prevent the indebtedness of the state and 

individuals during economic downturns. He stated that of the $115,000,000 spent by the 

Michigan state government in 1929, $29,500,000 was collected from property taxes, 
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$45,000,000 was from automobile taxes and the remaining amount was from “corporation, gas, 

weight, malt and other taxes” (Owosso, 1930). Additionally $220,000,000 was spent by counties, 

cities and school districts.  After increases in city (85 percent), county (81 percent), school (77 

percent) and state (44 percent) taxes, the state collected $360,000,000 from those sources in 

addition to the $150,000,000 levied by the federal government. Lovett called on voters and the 

legislature to consider the damaging effect these taxes had on business and to recognize that 

finding an alternative to the property tax, such as the recently proposed income tax, would not 

make the taxation problem disappear. According to Lovett, “The only answer to the question of 

high taxes is economy in government” (Owosso, 1930). He questioned the pork barrel spending 

of legislatures and asked business men to privately fund and help organize projects on a local 

level to avoid the necessity of representatives making deals with one another that secure funding 

for certain districts while compromising the entire state’s budget.  

Moreover, the Speaker asked individuals, specifically farmers, to accept responsibility for 

the Covert Road bond problem.  As Lovett saw it, those who were in debt were the ones who 

asked for the roads and voted to increase their own property taxes to fund the roads. The main 

point of Lovett’s plan to economize in government was to eliminate the state government’s role 

in programs such as primary schooling, unemployment insurance, or the supervision of a state 

pension plan. Overall, Lovett argued that less state government would lower the need for taxes 

and help the economy recover. 

Governor Wilber M. Brucker was also a proponent of economizing in government. He 

argued that a large portion of the property tax burden might be recovered by reducing spending 

within the state government. In 1932, although his request for the initiation of an income tax was 

denied, Brucker celebrated the success of the other bills he supported. The special session of the 
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legislature called by Brucker in March 1932 led to a 15 percent budget cut for the state 

government. By reducing the salary of state employees, with higher paid employees receiving a 

more significant salary cut, the state property tax was reduced from $29,000,000 to $23,500,000, 

about a 19% reduction in the property tax (Ortquist, 1982, 118).  The cuts took effect July 1, 

1932. The pay reductions shown in Table 1 ranged from 10 percent to 25 percent with those 

earning more suffering a greater percent cut. 

Table 1  

State Employees Pay Cut Scale 

Salary Percent cut 

above $1,200 10 

above $3000 15 

above $4,000 20 

above $5,000 25 

 

Cuts to the department of public safety’s budget were also made during the legislative 

session. Rather than the originally allocated $900,000, the department received a budget of 

$550,800 that it hoped would be funded by the revenues from drivers’ licenses. Two items that 

were not cut were the forest fire and state park appropriations of $300,000 and $92,000. Cuts to 

prisons also were made to help reduce government spending (Shilson, May 1932).  

  

Old Age pensions 

The Old Age pension program could not be funded by property taxes since the voters had 

passed a constitutional amendment limiting property taxes to $15 per $1000 of value. A $2 per 

person “head tax” was used as an alternative funding source. Those who chose to not pay the tax 
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were subject to fines or jail time. This tax was not sufficient to cover the needs of all people who 

were eligible to receive benefits. In fact, if all people had paid the head tax, $5,600,000 would 

have been collected and that only would have provided sufficient support for one fourth to one 

third of the eligible beneficiaries (Duchaine 1933).  

Complaints about the tax stemmed not from the nature of the program that it benefited, 

but from the information gathering methods employed.  Emily Mershon, State Welfare Director 

at the time, saw registration for the head tax as an opportunity to collect data about the state’s 

employment and welfare situation. Attorney Frank R. Warner saw the questions beyond name 

and age as an invasion of his privacy and challenged the lawfulness of requiring additional 

information on the registration form. His actions led to Mershon informing data collectors to 

accept registrations from respondents who did not answer the additional questions. Mershon 

estimated that registering the state’s population over 21 would cost $25,000 to pay the 

enumerators.  However, others such as Secretary of State and future governor Frank D. 

Fitzgerald argued that the data collection would cost five times as much as estimated. Fitzgerald 

also believe that the fines for not registering would provide sufficient incentive for citizens to 

register without needing an enumerator to collect their registration forms (Duchaine 1933). 

Fitzgerald found fault in the registrations methods, but others saw the flaws in the 

justification for the program. It was claimed that the old age pension would replace the need for 

poorhouses; however, the Upper Peninsula Association of Superintendents of Poor found that in 

several of the poorhouses in Northern Michigan, only 51 percent of residents were over 70 and 

thus eligible to receive benefits from the old age pension (Duchaine 1933). 

The opponents of the old age pension had been correct to argue that the state had 

underestimated the cost of registrations and overestimated the efficacy of the program. Until 
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January 1, 1935, the state spent $164,195 to register applicants, and $103,093 for expenses that 

included the fees for the enumerators who collected information about those who would pay the 

head tax. Additionally, only a small fraction of those who were required to pay the head tax 

actually paid. Of 2,939,409 who should have paid the $2 tax, only 184,309, or six percent of the 

liable population, fulfilled their obligation before March 1, 1935 (The New York Times, Mar 3 

1935). Threats of prosecution for those who refused to pay were met with indifference since 

most taxpayers knew that the state was not capable of enforcing the $100 fine or 90 day jail 

sentence for over 2,000,000 people. It was only when a newspaper asked citizens to pay the tax 

as a means of charity, that 20,000 more people paid the two dollar tax (Kelsey, 1934). Since the 

state only paid out old age pensions in counties in which the head tax had been paid, pensions 

were paid in only 56 counties while those over 70 in the other 27 counties received no payments 

from the pensions (The New York Times, Mar 3 1935).    

 

Banking Holiday 

In February 1933, Governor Comstock declared an eight day banking holiday from the 

14th to the 22nd to prevent bank runs. This declaration initially caused alarm among residents of 

the state, but the government sought to alleviate the people’s worries by clarifying that the 

declaration was meant to give permission to troubled institutions to utilize a banking holiday 

while still allowing stable banks to remain open. Amid the confusion of the state wide banking 

holiday, 550 banks closed in mid February in 1933. On February 15, cash was brought into the 

state to enable banks to distribute money to customers (St Petersburg Times, Feb 16, 1933).  

 In addition to the panic the bank holiday caused within the state of Michigan, Francis 

Awalt, a Comptroller of the Currency, stated that “the straw that broke the camel’s back occurred 
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in Detroit, Michigan.”   He meant that Governor Comstock’s bank holiday was to blame for the 

numerous other statewide and later national bank holidays (Silber, 2009, 21). The catalyst for the 

bank holiday was Henry Ford’s concern about the potential failure of the Union Guardian Trust 

Company of Detroit. Ford, as the trust company’s largest depositor, was unable to agree with 

Arthur Ballantine, the Under Secretary of the Treasury, as to how to best prevent the company’s 

failure (Silber, 2009, 22). The government had asked Ford, who had advanced $12 million to 

Detroit banks, including a $7 million deposit in the Union Guardian Trust Company, to 

contribute even more to the effort to save the local banks. Ford did not feel it was his 

responsibility to personally save the banks and did not appreciate the government’s demands on 

his to do so. He threatened to withdraw $25 million from the banks in response to the 

governments’ pressure. To prevent the panic that would result from Ford’s threatened 

withdrawal, Governor Comstock closed all banks in the state (Bobroff et al, 2009, 10). The 

Michigan banking holiday reaffirmed the public’s fear of banks, and while neighboring states 

were quick to reassure citizens that banks would not close, other states throughout the nation 

followed Michigan’s lead (Silber, 2009, 22). Michigan’s bank holiday clearly set off a panic 

throughout the nation.  

After so many Americans withdrew money and the panic initiated in Michigan spread 

throughout the country, President Franklin D. Roosevelt declared a national banking holiday on 

March 5, 1933. In addition to the act of closing banks, Roosevelt gave a “Fireside Chat” during 

which he explained to the American public that only sound banks would be reopened and that 

their deposits would be secure. According to Silber (2009), although the federal government had 

no way of determining which banks deserved to be reopened, the public did not seem to 

understand or care. The combination of the bank holiday and the president’s reassuring words 
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were sufficient to restore faith in the banking system and undo some of the harm caused by 

Governor Comstock’s hasty bank closures (Silber, 2009, 22). Bobroff, et. al. (2009, 12) had more 

faith in the ability of government officials who, as they report, only allowed banks to reopen 

after proving their solvency. The president’s fireside chats only complemented the work of the 

federal governments work in reopening banks across the nation.  

 These stories are just a few of the many that describe the troubles of the depression and 

the solutions that were implemented by the state. Federal government measures were also 

introduced in an effort to bolster state revenues and initiate economic recovery; however the 

effectiveness of these programs remains uncertain. In order to study the effect of federal 

spending on state revenues and determine what other measurements can explain about state 

revenues, it was necessary to utilize state reports of spending and revenues, enter and clean the 

data, and analyze the data using regressions. 

 

Data Categorization 

 To better understand the implications of the Depression and the New Deal for Michigan 

state government revenues and expenditures, I compiled information from the Annual Report of 

the Auditor General of the State of Michigan for the years ending in June of 1933 through 1937 

and then worked to match it with information reported by the U.S. Bureau of the Census reports 

on State Financial Statistics for the years 1930, 1931, and 1937 through 1940.  Unfortunately, the 

Census did not report information between 1931 and 1936.  The Michigan state reports did not 

use categories that matched or were similar to the federal categories; therefore, it was necessary 

to assign a federal category to each item in the state’s reports. Given the ambiguity of several of 

the state’s item names, the categorization process involved a significant amount of guessing 
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based on what was known about Michigan’s taxes and various funds.  For tax revenue, the 

federal categories are: 

Table 2 

Federal Tax Categories 

Federal Category Code Category Name 

1010000 Property Tax 

1040000 Poll tax 

1050000 Severance 

1060000 Sales tax 

1070000 Business License 

1080000 Non-business License 

1090000 Unemployment Compensation 

1100000 Income Tax 

1110000 Other Tax 

 

Each category also had several subcategories. For example, sales tax consisted of general 

sales tax, alcohol sales tax, tobacco sales tax, and other sales tax. The federal categories also 

included nontax revenue, which was categorized but not included in the data panel or 

regressions. These categories are listed in the appendix. 

While assigning categories to the data, it was clear that Michigan's categorization did not 

correspond well with the federal categories. Rather than stating the original source of the 

funding, much of the data for revenues was separated into funds which most likely indicate the 

funds where the revenues were directed. For example, the “School Emergency” item listed under 

trust funds was originally put in the category of charges for current services (schools); however, 

this fund was used to pay schools not paid by schools. The source of the funds is likely a 

combination of liquor taxes, general funds or other taxes diverted to the emergency fund for the 

year 1935 (Supreme Court 1935). Since this fund has various sources of revenue, it cannot be 

accurately categorized. Because of how the revenues were reported, it was nearly impossible to 

determine whether the revenues came from a source related to the name of the fund or if it was 
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from a completely different source.  

Comparing the data to federal data and to other sources, it was obvious that the 

categorization was incorrect. Various sources reported that property taxes generated about $29 

million of revenue, but using the current assumptions about categories, Michigan reported no 

property taxes in 1933-1935 and only $16 of property taxes in 1936 and 1937 (Ortquist, 1982). 

This huge discrepancy highlights the obvious errors in the categorization of state revenue. 

Unfortunately, the state auditor did not list any property tax category so it must be assumed that 

the property taxes were listed under a fund that was attributed to a different category.  

 

Figure 1 

Difference between Federal and State Reported Tax Revenue in 1937
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Comparing revenue from the state auditors report and the federal report in 1937 further 

emphasizes the flaws in our data panel. While the total tax revenue only differed by $11,319,884 
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(or 7.6% of the federally reported tax revenue), individual categories differed by as much as $69 

million. Therefore, while some of the problems of matching state and federal data may have been 

caused by underreporting by the state, the majority of the problem is from incorrectly 

categorized data. Revenue from sales taxes on alcohol are slightly higher in the federal statistics 

than Michigan’s data, but the federal data reports significantly lower revenues from business 

licenses from businesses selling alcoholic beverages. Some of the revenue attributed to alcoholic 

beverage business licenses may be from alcoholic beverage sales taxes, but it is unclear how 

much and which items should be put on a different category. 

 

Expenditures 

As with revenues, the categorization of the state's reported expenditures did not match 

well with the federal categories. Based on the names of items, many of the expenditures were 

listed under the fund from which the money came rather than under the purpose of the 

expenditure. 

Additionally, several assumptions about the data were made when the category provided 

by the state was unclear or did not seem to relate to any federal category. Items that were listed 

as subcategories in the original data were categorized with the category they were under unless it 

was clear that the item belonged to a different federal category. Also, many items were listed 

several times, but under different headings. In these cases, the items were categorized in the 

same way. The multiple listing could be explained by the fact that the data was grouped into 

funds so that if expenditures for the same purpose were taken from different funds, it may be 

listed as several different expenditures. 

For example, the “Accident Fund” listed under Sundry Deposit Funds is a vague 
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description that does not match any federal category. Preliminary investigation into the purpose 

and destination of this fund did not provide a clear indication of the appropriate federal category 

so the item was left uncategorized. A more thorough inspection on each item combined with a 

deeper knowledge of Michigan taxes and expenditures during the 1930s would be necessary to 

determine the correct categorization of this fund and well as the others that were left 

uncategorized.  

Figure 2 

 

Difference between Federal and State Reported Expenditures in 1937
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The difference between the federal reports and state reports of expenditures in Michigcan in 1937 vary greatly with 

the state data reflecting much higher levels of spending on regulation, highways and schools 
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Figure 3 
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As shown in the figure above, in 1937 there was a discrepancy of $63,765,043.7 between what the federal 

government recorded for Michigan’s expenditures and what the state auditor’s report recorded. 

 

The data for Michigan’s receipts and expenditures was combined with the categorized 

data of 12 other states that was sorted by fellow undergraduate researchers into the Fishback-

Gutberlet data panel. The data was used to analyze the effect of various factors on a state’s 

revenue in the 1930’s as described below.  

 

Regressions 

 The Michigan experience shows what happened in one state.  To determine whether the 

Michigan experience was unusual, several fellow undergraduates and I compiled information for 

13 states and worked with Theresa Gutberlet and Price Fishback to compile a database for state 

revenues and a variety of economic factors that might have influenced state revenues.  I then ran 

regressions using the database to test the effect of income per capita, auto registrations per capita, 

per capita federal aid for state highway, per capita agricultural adjustment act (AAA) grants, per 
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capita home owner's loan corp. loans, and per capita federal relief grants on per capita state 

revenue (excluding revenue from federal grants). The regression was run with and without state 

fixed effects, years fixed effects and state time trends. The Fishback-Gutberlet data panel 

currently only includes data for 13 states – Connecticut, New Hampshire, Rhode Island, 

Pennsylvania, Michigan, Ohio, Minnesota, Nebraska, Oklahoma, Colorado, New Mexico, 

Virginia, and Washington – thus only 12 state dummy variables were used in this study.  The 

following models were used: 

 xββauepercapitstatereven


0
. 

 yearβstateβxββauepercapitstatereven 3210


. 

 timetrendβyearβstateβxββauepercapitstatereven 43210


, 

 Where staterevenuepercapita is the per capita state revenue excluding federal grants. x is 

a vector consisting of per capita income, number of automobiles registered per capita, per capita 

amount of federal aid for state highways, per capita amount of AAA grants, per capita federal 

relief grants, and per capita amount of home owners loan corporation loans. The state vector 

contains the 12 state dummy variables and the year vector contains the dummy variables for the 

years 1932 to 1940. Finally, timetrend is a vector of time trends for each state. 

Income per capita is expected to have a positive impact on revenue. In states with income 

taxes, higher incomes would lead to higher income taxes and higher state revenue. Additionally, 

higher incomes would enable people to increase consumption (leading to higher sales tax 

revenues in states with sales taxes) and to pay property taxes. Individual income levels should 

also reflect the overall level of economic activity in the state. 

 Auto registrations per capita should capture the percent of higher income households in 

each state, since cars were a luxury item in the 1930s. Additionally, the number of cars registered 
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would be positively correlated with the amount of gas used (and gasoline taxes paid to the state) 

as well as the amount of registration fees. For example, in Michigan, the gasoline tax contributed 

19-27 million dollars to the states revenue each year from 1933-1937 (Fishback and Gutberlet). 

Although gasoline taxes are influenced by the number of trucks and other commercial vehicles in 

addition to the number of personal autos, auto registrations per capita is a good indicator of how 

much the state will receive from these taxes. 

 Per capita federal aid for state highways given to each state is hypothesized to have a 

positive effect on the state's revenue per capita since highway construction projects provide jobs 

as well as improve access to markets for agricultural workers. With increased use of autos and 

trucks, the state highway systems faced increased use and thus needed more repairs. 

Additionally, rural farmers desired better access to urban areas and markets. Increasing state 

highway mileage should have a positive economic impact by facilitating transport of goods and 

people. If this federal aid had the intended effect, it should indirectly have a positive effect on 

state revenue. It is possible that federal aid for state highways and auto registrations are 

correlated since improved highways may increase the perceived benefits of owning a car or that 

a high number of auto registrations in a state would lead to larger grants for highway 

construction. 

 The Agricultural Adjustment Act was expected to have a significant impact on state 

finances since much of the state's economies were focused on agricultural work; however 

previous studies have shown that the AAA did not achieve its goals. Therefore, it is not expected 

to have a significant impact on state revenues. Furthermore, given the small sample size and the 

states that are included in the panel, agriculture may not be as significant in these states as in 

most states at the time.  
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 During the depression, the inability of home owners to pay property taxes was a 

significant drain on states' revenues. Therefore, the per capita loans from the Home Owner's 

Loan Corp should have a positive impact on state revenue. With a loan, home owners would be 

more likely to fulfill their tax obligations. In states without sales or income taxes, such as 

Michigan, property taxes provided a large portion of the state's operating revenue so any 

program that facilitated the payment of these taxes should positively affect state revenue.  

 In addition to the variables discussed above, regressions were run with fixed effects for 

the year and state, as well as with time trend variables for each state. Using 1931 as the base 

year, a dummy variable taking on a value of 1 or 0 was created for each year from 1932 

through1940. When included in the regression, these variables control for any changes that 

affected all states at the same time, such as a change in federal laws or policies. The state dummy 

variables were created for each state except Virginia, which was the base state. These dummy 

variables control for each states unique characteristics that are constant across time. An 

individual state’s laws, unique climate, or advantageous location could influence the state’s 

revenue so it is important to control for these effects in order to be able to compare data across 

several states. The time trend variables allow us to focus on the deviation of the state’s revenue 

from the normal changes in revenue through time. This helps explain whether changes in state 

revenue were affected by the other variables or simply were a part of the natural growth of 

revenues that would have occurred without any changes in the other variables. 

   

Results 

The results of the regression show that most of the variables’ coefficients are not 

statistically significant when state and year fixed effects are taken into account. The one 
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independent variable used that did have a statistically significant coefficient in all regressions 

was per capita auto registrations. The coefficient on auto registrations ranged from 121.8 to 1038 

depending on if state, year and time trends were included.  When state and year dummy variables 

and time trends are included in the regression, the coefficient on per capita auto registrations is 

1036 and is statistically significant. This means that for each additional car that is registered in a 

state, total state revenue increases by 1036 dollars. The large coefficient is not surprising since 

automobiles generated a significant share of state tax revenue. For example, in Michigan in 

1937, the gasoline tax and motor vehicle registration tax made up about a third of total tax 

revenues.  

Whether the number of automobiles registered in a state directly contributed to the state’s 

revenue or whether the number of auto registrations is simply an indicator of wealth, and the 

higher wealth is what causes the increase in revenues is unclear. If the latter is true, then the 

correlation between auto registrations per capita and income per capita should be addressed by 

including an instrumental variable to account for the correlation between income and auto 

registrations.  

Income per capita, when used as the sole independent variable has a coefficient of 0.0246 

that is statistically significant. This implies that a $1 increase in per capita income would cause 

state revenues to increase by 2.46 cents. This coefficient is in line with what is expected since in 

the 1930’s, state revenues were a 2% share of GDP nationally (Fishback). However, it is likely 

that the effect that income has on state revenues is captured by other factors since in the 

remaining regressions, the coefficient on income per capita is not statistically significant. 

Furthermore, since many states did not have income taxes during the years studied, higher 

income would not directly impact state revenues through income taxes.  See the table below for 
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states that had income and sales taxes. For the states that did have an income tax, the effect of 

that tax would be included in the coefficient on the state dummy variable. Additionally, only half 

of the states studied had sales taxes at the time, and those taxes were all implemented in the years 

1933-1935. Therefore, the effect of income through consumption and sales tax revenue would 

not have a significant or consistent impact on state revenue in all states or in all years, which is 

reflected in the insignificance of the coefficient when state and year effects are included. 

Table 3 

Year of Implementation of State Taxes 

State Individual Income Tax  Sales Tax 

Connecticut 1991 1947 

New Hampshire 1923* - 

Rhode Island 1971 1947 

Pennsylvania 1972 1953 

Michigan 1967 1933 

Ohio 1972 1934 

Minnesota 1933 1967 

Nebraska 1968 1967 

Oklahoma 1908 1933 

Colorado 1937 1935 

New Mexico 1919 1933 

Virginia 1843 1966 

Washington - 1933 

 

The coefficient of federal highway aid is not significant, and the coefficient of relief grant 

spending is only statistically significant when state effects, year effects and time trends were not 

included in the regression. The coefficient on AAA grants is statistically significant when state 

effects but not year effects or time trends were included. The home owner corporation loans’ 

coefficient is statistically significant when time trends are excluded from the regression. 
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According to the results, a one dollar increase in total Home Owner Corporation loans would 

have caused a 45 to56 cent increase in total state revenues. The remaining coefficients can be 

seen in the table on the following page. 

Table 3 

Regression Coefficients 
      

VARIABLES      

            

Income 0.0246*** 0.0142 0.00462 0.0301 0.00729 

 (0.00807) (0.00937) (0.0336) (0.0410) (0.0546) 

Auto 

Registrations  121.8* 1,038*** 605.4* 1,036** 

  (70.50) (297.8) (330.8) (488.2) 

Federal 

Highway Aid  0.141 0.0398 1.132 1.192 

  (0.639) (0.965) (1.013) (1.146) 

AAA grants  0.206 0.478* 0.188 0.394 

  (0.251) (0.287) (0.291) (0.400) 

Relief grants  0.449*** 0.0215 0.275 -0.0207 

  (0.111) (0.137) (0.237) (0.298) 

Home Owner 

Corp Loans  0.0679 0.454** 0.561* 0.503 

  (0.164) (0.184) (0.319) (0.328) 

CT   -54.80** -51.74 -4.796 

   (23.06) (34.94) (67.60) 

NH   -50.30*** -37.71* -92.12 

   (15.73) (21.44) (69.27) 

RI   -59.84*** -54.84** -32.13 

   (17.82) (27.03) (71.53) 

PA   -11.96 -13.84 -44.11 

   (14.33) (18.91) (62.47) 

MI   -72.42*** -44.71 -52.40 

   (22.68) (30.05) (59.49) 

OH   -84.90*** -58.30* -157.0** 

   (22.03) (30.11) (69.29) 

MN   -98.31*** -61.28* -111.6 

   (28.91) (34.71) (69.77) 

NE   -124.6*** -73.07* -107.0 

   (39.76) (43.52) (94.77) 

OK   -33.83 -11.38 3.898 

   (21.62) (22.13) (61.32) 

CO   -101.0*** -74.38** -158.8** 

   (28.63) (34.97) (74.98) 

NM   -1.036 -8.451 -50.09 

   (23.06) (24.07) (68.37) 

WA   -81.37*** -50.68 -119.9* 

   (26.51) (34.44) (70.70) 
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yr32    17.74* 18.68 

    (10.53) (12.96) 

yr33    20.84** 22.72 

    (10.42) (14.21) 

yr34    -6.366 7.568 

    (20.98) (23.07) 

yr35    1.846 11.61 

    (14.14) (16.76) 

yr36    -8.107 0.859 

    (16.70) (20.40) 

yr37    -5.120 -0.855 

    (16.97) (21.47) 

yr38    12.39 16.47 

    (16.00) (20.88) 

yr39    1.459 9.341 

    (19.98) (25.75) 

yr40    36.97** 34.30 

    (18.53) (27.33) 

trct     -3.288 

     (4.301) 

trnh     2.534 

     (3.788) 

trri     -1.894 

     (4.306) 

trpa     2.130 

     (3.787) 

trmi     -1.329 

     (4.165) 

troh     4.676 

     (3.980) 

trmn     0.833 

     (3.907) 

trne     -1.277 

     (4.355) 

trok     -2.374 

     (3.797) 

trco     3.398 

     (4.235) 

trnm     2.300 

     (4.292) 

trwa     2.332 

     (4.196) 

Constant 37.99*** 6.545 -100.3*** -79.73** -117.9* 

 (9.751) (15.04) (25.31) (39.64) (65.05) 

      

Observations 129 129 129 129 129 

R-squared 0.068 0.313 0.498 0.622 0.655 

F 9.292 9.272 6.066 6.159 4.329 

rss 123744 91208 66645 50177 45843 

Standard errors in parentheses  
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*** p<0.01, ** p<0.05, * p<0.1  

 

Conclusion 

 Through a series of tax reductions and increases, rearranging and reallocating existing 

funds, well intentioned but doomed taxes, and occasional drastic actions that had far reaching 

consequences, Michigan’s state government spent the Great Depression performing a constant 

balancing act between revenues and expenditures in which each year presented a new challenge 

or opportunity. Some new taxes, such as the alcohol tax, proved to be fruitful resources, while 

others, such as the Old Age Pension tax, were not worth the cost or trouble of collecting them. 

Promises were made and broken by politicians, citizens demanded more and were willing to give 

less, people proposed diminishing the state government but refused to accept cuts in the 

programs that affected them, and the government struggled to find a balance between helping its 

citizens and staying within budget. In the 1930’s, the struggles of the government were 

exacerbated by the economic conditions of the Great Depression, and the steps that state 

government took to alleviate the issues of that decade have had far reaching consequences which 

still affect the state today. 

 On a broader, national scale, it is difficult to make definitive conclusions about the effects 

of the income per capita, per capita federal aid for state highway, per capita agricultural 

adjustment act (AAA) grants, per capita home owner's loan corp. loans, and per capita federal 

relief grants on per capita state revenue (excluding revenue from federal grants).  On the other 

hand, the number of auto registrations per capita has a significant positive impact on state 

revenue according to the model used. Currently, only thirteen states were included in the model, 

so it will be valuable to rerun this study when data is available for all 48 states. Also, based on 

the work done by fellow researchers, the most significant independent variables can be identified 
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and combined into a modification of the current model.  

 This project, while not necessarily producing ground breaking results, serves to remind 

researchers of the difficulty of obtaining accurate and useful data. Further work on the overall 

categorization of all states will proceed with a greater understanding of each state’s reporting 

peculiarities, and a review of the work already done may lead to a better analysis of the data. The 

categorization and analysis of the current data is simply a step in the larger study, and it will be 

interesting to review the results once more work has been done. 
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Appendix A 

 The following data is from the Annual Report of the Auditor General of the State of 

Michigan for the years 1933 through 1937, and from the Fishback-Gutberlet panel of federal 

reports of state spending for years 1931 and 1937 through 1940. Data from 1932 was not 

available from either the federal reports or from the state reports. Unless otherwise noted, the 

values for 1937 shown are from the federal data.  

Figure A1 
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Figure A1 shows  total taxes are increasing with time as are several subcategories of taxes with 

sales taxes increasing significantly between 1933 and 1937. 
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Figure A2 
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Total taxes increase with time. 

 

Figure A3 

Total Property Taxes
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Property taxes are missing from the categorization of the state reported data. This indicates that 

some of the state’s revenue was miscatigorized. However, the drop from 1931 to 1940 is 

expected given the incidence of tax deliquency in the Depression years. 
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Figure A4 

Total Sales Tax
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In 1936 and 1937, no general sales tax was included in the data set which expains the unexpected 

drop in sales tax revenue that is shown in this figure. 

 

Figure A5 

Alcohol Taxes
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Taxes related to alcohol are inceasing with time; however, the data from 1936 shows an 

unexpected jump in business license taxes. This could be the result of incorrect categories 

assignments for revenues associated with alcohol. 
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Figure A5 

Taxes from automobiles
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Taxes from  motor vehicle permits and licenses drops significantly in 1938 and 1939. These 

years were reported by the federal government. 
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