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Abstract

The Great Depression is one of the most studied periods in United States

history, but the majority of researchers have focused on the New Deal from the

perspective of the federal government. Few researchers have investigated how the

states reacted politically, economically, and socially to New Deal legislation. In

this paper we examine how the state of Nevada was affected by Roosevelt’s

policies. Specifically, we study the state first from a historical perspective and

then from a quantitative perspective. We begin by providing an in-depth

discussion of key events in the history of Nevada from the early 1920s to the late

1930s and how these events influenced the state’s reaction to New Deal legislation.

We then use state financial data collected during the 1930s to investigate how a

variety of financial variables were affected by state and federal policy.
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1 Introduction

On October 29, 1929, the United States stock market crashed, signaling the beginning

of the longest lasting economic downturn in the history of the Western world [31]. The

Great Depression is one of the most exhaustively studied periods of history, but the

majority of the research that has been done focuses on the actions of the federal

government during this time. There is very little research that has looked at how

individual states reacted to social, political, and economic changes that ocurred during

the depression.

My thesis is part of a larger research project whose goal is to understand how states

reacted to New Deal legislation. My advisor, Professor Price Fishback, has worked with

a number of students from different backgrounds to create a narrative of historical

events in selected states. In addition to writing about events that took place in these

states during the depression, Professor Fishback’s students also investigate patterns in

state financial data during this period. The state that I chose to study was Nevada. My

thesis can be divided into two main sections : a historical narrative and a quantitative

analysis of financial data. The purpose of the state narrative is to provide historical

context for the economic changes that occured in Nevada during the 1930s. This context

then guides the analysis of state financial data by identifying key variables of interest.

Nevada’s historical narrative consists of five main sections, each focusing on a different

topic of social, economic, or political interest. The first topic is “Gambling and Divorce

Law in Nevada”. In this section, we explore the history of gambling in Nevada and the

effects of the state’s low divorce residency requirements. The next topic is “The Hoover

Dam”. This section focuses on the construction of the dam, which was the largest

depression-era federal works project. This section also focuses on the creation of

Boulder City and the economic effects of the dam. Next we study the origins of mining

in Nevada and its role in the state’s economy in “Nevada’s Mining Boom and Bust”. In

“The 1932 Nevada Banking Crisis”, we investigate George Wingfield’s control over

banking establishments in Nevada and the role the agricultural sector played in the

1932 crisis. The last topic we study in the state narrative is “Welfare and Taxation”,

which looks at changes in Nevada’s welfare and tax systems during the 1930s.
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There are two sections of this paper that focus on the analysis of state financial data.

They are “Data Categorization” and “Regression Analysis”. The data categorization

topic explains the difficulties involved with assigning state financial data to federal

categories, the differences between federal and state records during the 1930s, and the

trends in expenditures and revenues over this period. In the regression analysis section,

we select political, economic, and social variables of interest and use them in a regression

with state expenditures as the dependent variable. This regression also utilizes state

and time fixed effects as well as time trends to control for unwanted sources of variation.

2 Gambling and Divorce Law in Nevada

In March of 1931 there were two significant laws that were passed in an effort to

increase Nevada’s economic potential. The first of these, the Wide-Open Gaming Law,

called for the re-legalization of gambling within the state after a twenty year ban on

games of chance. The second law lowered the residency requirements for divorce from

three months to a mere six weeks. The Wide-Open Gaming Law would not bring

immediate financial relief to the region but would legalize the industry upon which

Nevada’s modern economy is built. The six-week residency law, on the other hand,

established Nevada as the divorce capital of the United States and had a dramatic

economic impact on the state during the Depression.

Although the cities of Las Vegas and Reno are internationally known for gambling,

games of chance were prohibited in the region a full three years before the Territory of

Nevada was admitted to the Union. When Nevada became a state in October of 1864,

the State Legislature replaced the region’s Territorial Prohibition Law with a state

statute. The Legislature’s sentiments regarding this statute evolved over the course of

the following year, and by the fall of 1865 the Legislature had drafted a bill that would

legalize gambling within the state. Governor Henry G. Blasdel vetoed this bill, but four

years later the Legislature again tried to legalize gambling, this time with success. The

piece of legislation that legalized gaming in Nevada for the first time also imposed taxes

on gaming establishments. In counties with fewer than 2000 individuals, a quarterly fee

of $250 per establishment was imposed . Gaming houses in counties with more than
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2000 individuals were subject to a quarterly fee of $400[1].

Gambling became extremely popular throughout Nevada during the late 19th and early

20th century. Virginia City, which was a fairly large city in the late 1870s with over 1
6

of

the total population of Nevada, had one gambling house for every 150 individuals [18]

[12]. One explanation for gambling’s popularity in Nevada during this period is the large

number of mining camps that were established in response to the Comstock silver rush.

These camps were located in rural areas and offered little in terms of entertainment;

gambling was thus an attractive way to pass the time in these remote camps [12].

Despite its immense popularity, the Legislature passed a bill outlawing all games of

chance in 1909. This bill, which went into effect on October 1st of 1910, prohibited

citizens of Nevada to play any game in which players could gain money from the

outcome or in which the game’s operator could receive monetary compensation. Just

two years later this law was modified to allow “social” games such as poker, whist, and

500 to be played under the condition that game operators be paid only in tobacco,

alcohol, or other goods of nominal value. More traditional casino games such as

roulette, faro, craps, and blackjack were still prohibited under this modified law. This

version of the law was unsuccessful and was repealed within the year. In 1915 yet

another attempt was made to legalize some forms of gambling. This time, card games

in which the dealer changed with each hand were permitted, and operators were

required to obtain a gaming license. While it is likely that some form of taxation was

imposed on licensed gaming houses during this period, historical records do not indicate

whether or not such taxation was in place [12].

The 1915 law remained in place for over sixteen years, although it was “either

completely ignored or very feebly enforced” during this period [12]. It quickly became

apparent that Nevada’s citizens cared little for licensed gambling houses and preferred

instead to frequent the multitude of undercover casinos that were established in

response to the restrictive legislation. The prevalence of illegal gaming houses was

problematic for a number of reasons. These houses were more likely to have rigged

equipment and were responsible for the systematic corruption of public officials via

bribery. Furthermore, state revenues from gaming license fees plummeted as the

number of underground casinos multiplied.
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An attempt was made to legalize gambling once again in 1925, but the proposed bill

failed in the state Assembly. Two years later a similar bill was passed by the Assembly

but failed in the state Senate. Finally, in 1931, Assemblyman Phil Tobin from

Humboldt County introduced a measure to legalize gambling within the state.

Although there were a number of strong opponents to the bill, including the church and

multiple women’s organizations, the measure passed both the Assembly and the Senate.

Governor Fred Balzar signed the ”Wide Open Gaming Bill” on March 16 of 1931, once

again making gambling of all types legal within the state of Nevada [7].

Figure 1: Nevada newspaper chronicles the passage of the 1931 Wide Open Gaming Bill

Newspaper editorials such as the one pictured above noted that [21]

. . . the gambling bill of 1931 simply meant that what had been done

previously in secret could now be done openly . . . it moved operations

out of obscure second-floor or back-room hideaways into ground-floor

quarters on the busiest streets

The city of Reno was dramatically impacted by the passage of the Wide-Open Gaming

Bill. The Bank Club, which would become one of the city’s largest casinos during the

1930s and 40s, was opened to the public almost immediately after the bill was signed.

During Easter weekend more than 5000 individuals, the majority of which were from

California, visited the casinos of Reno in celebration of the new law. While cities such

as Reno and Las Vegas embraced the relegalization of gambling, some towns were

opposed to the passage of the bill and imposed their own restrictions on gaming. The
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district attorney of Elko, concerned about the potential negative effects of gambling on

youth, declared it illegal to place slot machines in drugstores, grocery stores, and other

locations that minors frequented. City officials in Sparks charged gaming

establishments a hefty fee of $100 per month per gambling device and $50 per month

for each slot machine in an effort to discourage gambling [2].

The 1931 gaming law imposed a number of taxes on gambling establishments, but

overall the revenue generated from such activities was unimpressive. Card games were

licensed at $25 per table per month, slot machines were licensed at $10 per month, and

all other games were licensed at $50 per month. In incorporated cities, these fees were

apportioned in the following way: 1
2

would be distributed equally between the State

Treasurer and the general fund of the given county, while the other 1
2

would be

distributed to the general state fund [1]. In 1933 state revenue from gambling activities

totalled $69,000. In comparison, it is estimated that both the cities of Reno and Las

Vegas generated close to $500,000 in revenues during the same year. Although the

passage of the 1931 gaming law did “mark the beginning of the modern era for Nevada’s

economy and its fiscal system”, the passage of the six weeks divorce law had a more

immediate impact on the state’s economy [1].

2.1 Divorce Law

Divorce in the early 20th century was an uncommon affair in the United States, and

nearly every state had statutes governing how long a married couple needed to remain

in the state before they could get a divorce. While most states required couples to wait

a year, Nevada’s residency requirement was a mere six months, a fact which gained the

state national attention in 1906 when the wife of US Steel president William Ellis sued

for divorce in Reno [21]. It quickly became clear to the state legislature that liberalizing

divorce laws had the potential to generate a significant level of revenue for Nevada. In

addition to revenues from legal fees, the hotels, casinos, restaurants, and shops of Reno

benefitted from the increased number of visitors to the state [13].

In 1926 the state’s courts granted 1,021 divorces, a figure that was nearly doubled the

following year after residency requirements were reduced even further to just three
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months. Feeling threatened by Nevada’s obvious attempts to gain control of the divorce

trade, Idaho and Arkansas matched Nevada’s radical residency requirements in 1930.

This action pushed the state’s legislature to pass the six-week residency bill, which was

signed into law on the same day as the Wide-Open Gaming Law. In 1930 Nevada

granted 2,609 divorces; the passage of the six-week residency law caused this number to

jump to 5,260. Nevada quickly became the divorce capital of the United States,

granting 49 out of every 1000 divorces by 1940 [13].

Although it is difficult to determine precisely how much revenue was generated by the

six-week divorce law, estimates range from $1 million to $5 million annually. These

estimates were calculated by multiplying the number of divorces that were granted by

the state each year by the average expenditure per divorce and as such do not capture

other economic impacts such as spending on hotels, restaurants, and casinos. Overall, it

is clear that the six-weeks divorce law had a significant economic impact and was more

successful at stimulating Nevada’s economy during the depression than the Wide-Open

Gaming Law.

3 The Hoover Dam

Arguably two of the most important pieces of New Deal legislation were creation of the

Public Works Administration and the Works Progress Administration. These two

agencies employed millions of unemployed, low-skill workers to build a wide variety of

public works projects. These projects ranged small scale projects such as building roads

to more costly and more complicated building projects. The largest of these projects

was the construction of the Hoover Dam.

The Hoover Dam, which is among the one hundred largest hydroelectric power stations

in the world, is located in the Black Canyon of the Colorado River on the border

between Nevada and Arizona. The dam, constructed between 1931 and 1936, was the

largest federal water development project undertaken during the Great Depression [21].

Although the dam was originally constructed as a means of controlling the seasonal

flooding of the Colorado River, it would become an important economic resource both

for the state of Nevada and the country as a whole.
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One of the most compelling arguments for constructing a dam along the Colorado River

was the fact that the river experienced large seasonal fluctuations in its water flow.

During the spring and early summer, the Colorado flooded consistently due to increased

flow from snow melt, and these floods dramatically impacted the lives of irrigators,

farmers, and others that utilized the river water. The Colorado River is named for the

large amounts of sediment it carries in its waters, and when the river flooded, this

sediment would clog irrigation canals. This in turn affected agriculture, as growing

crops quickly succumbed to the harsh desert temperatures without an adequate supply

of water. Flooding also had a negative impact on the economy of establishments located

near the river’s banks. Most establishments invested heavily in levees to prevent

flooding, but those that did not were forced to repair buildings and property destroyed

by floodwaters. On the other hand, low water flows were problematic as well. Extended

periods of low flow reduced agricultural output by limiting farmers’ ability to irrigate

the land, and any attempts to divert water for crops resulted in severe water shortages

further downstream [5].

The flooding of the Colorado River had always presented citizens of Imperial Valley

with significant agricultural and economic issues, but it was not until the Colorado

experienced heavy flooding in 1905 that any major attempt to contain the river was

initiated. The river rarely flooded during the winter, but by March of 1905 there had

already been three heavy floods. Within the next six months another two floods

wreaked havoc on the Imperial Valley. The river was partially contained in November of

1906, when a bypass channel that was exacerbating the flooding was closed.

Unfortunately the closing of this bypass did not fully resolve the problem, as the river

flooded once more in December. Companies in the Imperial Valley that were affected by

the constant flooding decided to invest in the construction of levees along the river

banks. The South Pacific Railroad Company is one example of such a company. When

the company was forced to move its tracks to higher ground to avoid the flood waters, it

decided to dedicate a large share of its financial and engineering resources to containing

the river. The Pacific Railroad Company contributed over three million dollars to the

containment effort, and most of this money was used to construct leveees. The Federal

Government also contributed to this effort, spending close to a quarter of a million
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dollars on levee construction between 1905 and 1912. Despite this significant

investment, the newly constructed levees failed when in January of 1916 when 1.5

million gallons of water per second rushed down the Gila river [5].

Frustrated by the seemingly untameable nature of the river, the citizens of Imperial

Valley appealed to the federal government for assistance in controlling the river. It was

clear that something must be done; the heavy flooding of the river made development

unprofitable and hindered agricultural production. Furthermore the large amount of silt

in the river meant that it could not be used a municipal water supply. The Reclamation

and Geological Survey Engineers suggested that a dam be constructed to harness the

power of the river while preventing excessive flooding. The engineers examined over 70

possible sites for the dam throughout the Colorado River basin. Three sites were

suggested in the upper basin: the Flaming Gorge on the Green River in Northern Utah,

the Juniper Site on the Yampa River in Colorado, and the Dewey site on the Colorado

River in eastern Utah. Unfortunately none of these sites had enough storage capacity to

adequately control the river’s flow, and the upper basin sites were located far from

regions where river regulation was needed the most. The Reclamation engineers also

suggested two sites for construction of a dam in the lower basin: Boulder Canyon and

nearby Black Canyon. Each site had a reservoir capacity of over 30 million acre-feet,

which would be more than sufficient for regulation purposes, but constructing a dam on

either site would be a significant engineering challenge [5].

After ruling out the upper basin locations, Reclamation engineers performed in-depth

investigations of the Black Canyon and Boulder Canyon sites. These investigations

revealed that the geological features of Black Canyon site made it more suited to the

construction of a dam than the Boulder Canyon site. The depth to the bedrock in Black

Canyon was less than it was in Boulder Canyon, and Black Canyon was located on a

solid foundation of rock; both of these features would facilitate the construction of a

large, durable dam. In 1921 Arthur P. Davis, Director of the Bureau of Reclamation,

included this information in a report to Secretary of the Interior Albert B. Fall. The

following February, Davis and Fall delivered the Fall-Davis report to Congress which

recommended construction of a dam “at or near the Boulder Canyon site” on the

Colorado River. This recommendation was further supported by the Weymouth Report,
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which included eight volumes of data suporting the choice of Black of Boulder Canyon

for the dam site. This report was submitted to the Secretary of the Interior in 1924 by

the Bureau of Reclamation’s Chief Engineer F.E. Weymouth. It was not until March of

1928 that the Senate Committee on Irrigation and Reclamation issued a formal

statement about the location of the dam. In this statement, the committee recognized

that

"The overwhelming weight of opinion favors the Boulder or Black Canyon site

. . . natural conditions at these sites are extremely favorable for the

construction of a great dam at a minimum cost".

[5] Shortly after this statement was issued, the board of consulting engineers that

surveyed Black Canyon and Boulder Canyon recommended that the Bureau of

Reclamation push Congress towards selecting the Black Canyon site. By the end of the

year Congress had authorized construction of the dam at the Black Canyon site.

As the Bureau of Reclamation was searching for a dam construction site, the states in

the Colorado River Basin were negotiating over water rights. Access to Colorado River

water was vital to farmers throughout the Colorado River Basin, and the possible

presence of a large dam in the lower basin caused inhabitants to worry about water

usage rights. In every state except California, water usage laws dictated that “ the

person or agency meeting the required preliminary formalities and first appropriating

water for beneficial use” would have the first right to water use. California was unique

among the basin states in that it had a dual system of water rights; in addition to the

appropriation rights that were in place in other states, California also had riparian

rights, which were the rights of landowners located on the river’s banks to use the water

near their property. Under California’s riparian water rights system, the state would

have access to a large quantity of water from the Colorado River. The state was eager

to undertake large scale irrigation projects and had the financial resources to do so [21].

In an effort to prevent California from using its wealth to gain an unfair share of the

Colorado River water, the basin states agreed to construct a commission to negotiate

water rights in the region. The commission consisted of representatives from each basin

state, as well as Secretary of Commerce Herbert Hoover, who was appointed as the
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Figure 2: The Upper and Lower Basins of the Colorado River

federal representative for the commission. The first meeting of the commission was held

on January 26, 1922. During this first meeting, the commission members atempted to

construct a water usage compact, but the members could not agree on how to apportion

the river water among the states. Noticing that negotiations were proceeding poorly,

Hoover proposed what would come to be called the Hoover Compromise. The Hoover

Compromise stated that water rights would be determined according to region. The

Upper and Lower Colorado River Basins would each have access to 7.5 million acre-feet

of river flow annually, and this total was to be divided among the states in each region

at a later point in time. The commission decided to accept Hoover’s proposal, and this

formal agreement was signed in Santa Fe, New Mexico on November 24, 1922. It would

be a number of years before this compact was ratified by the legislatures of the basin

states, and it would be more than three decades before the Upper and Lower Basins

apportioned water rights to each state [5]. [33]

Once the location for the Hoover Dam had been approved, the Federal Government held

an auction to determine which construction company would be in charge of building the

Hoover Dam. The highest bid was placed by a collection of major western contracting

firms known as the “Big Six”. The Big Six placed a bid of $48,890, 995.5, which was the

largest construction contract issued by the Federal Government up to that point [5].

As blueprints for the dam were being drafted, it became clear that some establishment
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would need to be built for the large number of workers that would be employed by the

construction project. Reclamation engineers surveyed the region surrounding the

damsite and settled on a location seven miles southwest of the construction site. This

establishment, named Boulder City, was orginally designed to be nothing more than a

temporary community for construction workers but survived as a community after

completion of the dam and now has a stable population of nearly 15, 000. At the peak

of construction, the Federal Government and the Big Six employed a total of 5,218 men.

Single men were charged $1.60 per day for food, housing, and transportation to and

from the construction site, while married men were able to rent unfurnished houses in

the community for $15-50 per month. Surprisingly, the Bix Six had a difficult time

finding laborers for the construction project, despite the fact that the country was in a

depression [21]. This was due to the fact that large quantities of skilled laborers were

needed for the project.

The Big Six were given seven years from April 20, 1931 to complete construction of the

dam, but they finished years ahead of schedule on May 29, 1935. The first bucket was

poured on June 6, 1933, and approximately 160,000 cubic yards of concrete were poured

each day for the next two years. Over 45 million pounds of reinforcement steel, 21.67

million pounds of gates and valves, and nearly 6.7 million pounds of piping. The crest

of the completed dam rose 726.4 feet above the rock foundation, and the structure

weighed approximately 6.6 million tons. The dam was truly an engineering marvel;

within four years of its completion it would become the largest hydroelectric facility in

the world, a title which it would hold for nearly ten years [5].

Two of the most important benefits of the Hoover Dam were its impact on the river’s

sediment and flood issues and its generation of hydroelectric power. Based on surveys of

river flow, Reclamation engineers estimated that the Colorado River carried more than

266 tons of sediment per minute, or over 383 tons each day. During construction of the

dam, Reclamation engineers allotted more than 3 million acre-feet of the dam’s

reservoir capacity for sediment storage. As the river approaches the dam, the flow of

the river slows, and the sediment, which is heavier than water, sinks into the reservoir

[5]. The other benefit that the Hoover Dam brought to the nation was its ability to

generate a large quantity of low-cost hydroelectric power. This rich supply of cheap
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power played an important role in the development of the light-metals industry in

Southen Nevada. The following production sites throughout Nevada were impacted

significantly: Gabbs, which mined burcite and magnesite, Overton, where silica sand

was produced, and Boulder City, which mined manganese. The availability of cheap

power also led to the constrution of a magnesium refinery at Henderson in 1941 [5].

This refinery, which would play an important role in production during World War II,

relied heavily on access to water from Lake Mead and power from the Hoover Dam.

In addition to its impacts on Nevada’s mining economy, the Hoover Dam had significant

effects on Las Vegas’ local economy. As of 1930, Las Vegas had only 5200 residents, and

was widely known as a “major railroad hub in a broad, underdeveloped desert valley

between Utah and California” [6]. Vegas officials and developers were aware of the

federal government’s plans to build a dam less than 30 miles from the city and were

hopeful that the construction project would attract manufacturing industries in need of

inexpensive land. Unfortunately these industries were attracted to states such as

California that had more developed housing and water systems. The city’s expectations

for economic expansion from the dam construction were further crushed by Secretary of

the Interior Ray Wilbur’s declaration that a new establishment would be created closer

to the building site [30]. This settlement, which would eventually come to be known as

Boulder City, survived after the completion of the dam and is now the largest city in

Nevada by land area [35].

Construction of Boulder City in 1931 spurred development in Las Vegas with the

introduction of water and power supplies as well as new infrastructure. The city

experienced a jump in population from 5200 in 1930 to 7500 in 1931 as individuals

seeking employment on the Hoover Dam project flooded into establishments near

Boulder City. As a result of both the economic stagnation caused by the Great

Depression and the shortage of housing in Las Vegas, many travelers slept in tents

outside city limits. Urban planners struggled to keep up with the pace of development

in the city; plans for over forty new buildings, including warehouses, offices, and small

homes, were submitted in 1931 [6]. The city also requested federal funds to support the

destitute population on its outskirts [30].

The Federal Government spent over $175 million on the Hoover Dam, and over $70
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million of this was directly invested in Las Vegas’ economy. The municipality used these

funds to pave roads, purchase street lamps, construct a medical center and secondary

education center, and improve their police force [30].

As the construction of the Hoover Dam was largely a project of the federal government,

the state of Nevada did more than simply react to the government’s actions during this

period. Just thirty days after construction of the dam began, the Nevada legislature

passed the Wide Open Gaming Bill in March of 1931. This bill legalized gambling

within the state, allowing the re-opening of casinos in Las Vegas. The timing of the

bill’s passage indicates that the legislature’s action was likely a response to the

construction of the dam and an attempt to increase revenues for the city. Not only was

it common for dam workers to visit Las Vegas after work, but the construction site

quickly became a national tourist attraction [30]. In 1932, over 100,000 people visited

the Hoover Dam construction site, and over 200,000 visited the hotels and casinos of

Las Vegas. Throughout the 1930s, it was estimated that over 75% of individuals visiting

the dam site stayed in Las Vegas as well [6].

Another major impact the Hoover Dam had on the economy of Nevada was that it

provided the state with a steady supply of river water. The Colorado River compact,

which was signed in 1922, alotted 7.5 million acre feet of water per year to the Upper

and Lower Basin states. Nevada gained access to 300,000 acre-feet of water annually

from this compact, and this water supply allowed communities within the state to

develop and was largely responsible for the large increase in population that Nevada

experienced during the latter part of the 20th century [6].

4 Nevada’s Mining Boom and Bust

In 1900, discovery of a rich body of gold ore near Tonopah Springs sparked a mining

boom that transformed the state’s economy. The population of Nevada jumped from a

mere 42,000 in 1900 to nearly 81,875 just ten years later. Not only did this surge in

population stimulate the state’s economy, it silenced those who wanted to take away

Nevada’s statehood. The establishment of large mining corporations throughout the

state spurred the development of the state’s water and power systems, dramatically
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improved the quality of roads, and drew individuals to portions of the state that had

been neglected.

Nevada’s mining boom began on May 19, 1900 with prospector Jim Butler’s discovery

of gold near Tonopah Springs in Southwestern Nevada. Butler, unable to afford to have

the land assayed, contacted attorney Tasker L. Oddie for financial support. Oddie

visited the state in 1898 on behalf of his employer Anson Phelps Stokes and decided to

establish a permanent residence in the state. The Brooklyn, New York native contacted

local science teacher Walter Grayhart to assay the region Butler had discovered,

promising him a portion of Oddie’s share of the claim. Gayhart’s assays, which were

conducted in June of 1900, resulted in the detection of 640 ounces of silver and nearly

$200 worth of gold. Butler’s findings drew thousands of people to Nevada and resulted

in the development of dozens of mining districts throughout the southern portion of the

state [2].

Numerous mining camps were created during the early years of the 20th century;

among the most important to the development of Nevada were Tonopah, Goldfield, and

Rhyolite. Tonopah, which grew at a reasonable pace and declined slowly, was based on

a large body of solid silver-gold ore. Rhyolite, which both boomed and declined quickly,

possessed a very rich, shallow ore body. Goldfield, home to a rich body of gold ore, grew

rapidly and declined at a similar pace. The location of these camps in relation to the

urban areas of Nevada posed significant technological, social, political, and economic

challenges. During the Comstock mining boom of 1850, the state of Nevada developed

politcal mechanisms to deal with the frequent incorporation and disincorporation of

establishments that was typical of this period. One such mechanism was the town

board system. In 1881, the Nevada legislature introduced a bill that allowed county

commissioners to authorize the establishment of town governments. This allowed large

mining camps to gain access to a local system of government that could be erected

quickly and that was cheap to maintain. The three major mining camps mentioned

above all were granted town board status; Tonopah and Golfield achieved this in 1905,

while Rhyolite achieved this status two years later. Although attaining town board

status facilitated the development of mining camps, these establishements still struggled

with sanitation issues, were often unable to provide a reliable supply of water to their
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residents, lacked a police force, and had limited fire control services [2]. One major issue

that was faced by these isolated settlements was that of transportation.

When surveys began indicating the presence of large ore deposits at Tonopah and

Goldfield, it became clear that construction of additonal railroads to connect mining

towns to urban centers was necessary. The capital needed for railroad construction was

not immediately available, and thus a freighting system was developed to transport

goods between settlements and the nearest railroad. Although the freighting system

served as a temporary solution to Nevada’s mining related transportation issues, the

system quickly became overwhelmed by the large quantities of ore that needed to be

shipped to urban centers [21]. In 1903 proceeds from ore sales left the state with enough

capital to begin construction on new railroads. Early that year the Tonopah Railroad

Company began building a sixty mile narrow gauge railroad to connect Tonoaph with

the Carson and Colorado branches of the Southern Pacific Railroad. In 1905 the

Tonopah Railroad Company became the Tonopah and Goldfield Company and

continued to expand its railway, eventually connecting to the Nevada and California

Railway. The following year the Bullfrog Railroad Company would be established, which

would extend the lines of the Tonopah and Goldfield Railroad Company south into the

Bullfrog district. In April of 1907 Bullfrog finished its rail from Goldfield to Beatty,

which marked the completion of the north-south railroad line through Nevada [16].

Although the development of a statewide railroad network dramatically improved

Nevada’s transportation system, railroads alone were unable to meet the shipping

demands of mining communities. Many mining camps purchased vehicles to transport

goods, but the lack of road infrastructure that existed before the mining boom posed a

significant problem to these settlements.

During the early 20th century, the major form of transportation in the state of Nevada

was the train. The introduction of the Ford Model T in 1908 had a dramatic impact on

the rest of the country, but Nevada had few roads connecting its cities and thus

continued to rely heavily on railroads for transportation. The popularity of the

automobile in nearby states put pressure on Nevada to develop its system of roads. In

1916 Congress apportioned $25 million to improve “rural post roads” in the United

States. These funds were to be distributed among the states according to population
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Figure 3: Nevada’s Statewide Railroad System [16]

and mileage of star mail delivery routes, which were delivery routes awarded by contract

to private carriers [34]. States were responsible for designing development projects and

proposing them to Congress. Accepted projects would be funded using matching grants,

and implementation of the project would be the responsibility of the state. In 1921,

United States Senator Tasker Oddie, who would eventually become the 12th governor of

Nevada, helped pass a law that allowed states with large percentages of federal land to

obtain additional support for development. As a result of this law, more than 26 million

dollars had been spent on Nevada’s roads by 1926 [2], and this spending dramatically

improved road conditions throughout the state.

The discovery of rich deposits of gold and silver ore drew thousands to southern

Nevada, but it was the rediscovery of copper ore in the eastern part of the state that

had the most dramatic impact on the state’s development. Nevada’s copper boom was

distinct from its mining boom in that copper mining demanded a large amount of

capital as well as a high level of organization [21]. The presence of copper in the state

drew large corporations to Nevada in an unprecedented manner. Copper ore had first

been discovered in the Robinson District of White Pine County in the 1870, but lack of

demand for the ore and high transportation costs hindered production. Three decades
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later copper ore was rediscovered in the same district, but the difficulties involved in

exploiting the ore delayed its production for nearly eight years [2]. In the fall of 1900,

Edwin Gray and Dave Bartley optioned two copper claims in Robinson District. The

two men tunneled into the mountain where the ore was discovered in an effort to

estimate the quantity of ore available. The tunnel was surrounded by copper ore, and

news of such a rich discovery attracted engineers and potential buyers to the region [2].

Mark Requa, son of a Comstock engineer, was one such prospective buyer. Requa

optioned Gray and Bartley’s claims in October of 1902 for $150,000 and organized the

White Pine Copper Company the following year. Just two years later Requa was able

to purchase the bankrupt New York and Nevada Copper Company and establish the

Nevada Consolidated Copper Company. At this point Requa had acquired a large

quantity of copper ore, but lacked the finances to refine it. The entrepenuer’s financial

troubles would eventually bring him into contact with the Guggenheim family, one of

the most prominent copper mining families of the period.

The rule of the Guggenheims began in the 1890s, when the family took control of the

Utah Copper Corporation in Bingham. The Guggenheims organized the

Cumberland-Ely copper Company, which gave them control of the best water rights in

the district. In January 1906, the Guggenheims proposed a merger with Requa’s

company. Although originally opposed to the notion, Requa’s financial difficulties

eventually led him to accept the proposal. Requa would come to regret this decision, as

the Guggenheims quickly gained control of his earning and removed him from his

position as general manager of the company [2]. The Guggenheims invested heavily in

their newly expanded company; by August of 1908 the family had spent more than four

million dollars on the creation of a copper ore reduction plant. This investment would

prove worthwhile, as production in Robinson District increased from a $622,470 in 1908

to more than $6,561,787 in 1909, making the region the richest mineral district in the

state’s history [2]. Eager to expand their empire, the Guggenheims developed four

company towns throughout the state in an effort to create a reliable work force.

The Guggenheim family was directly responsible for the creation of four company

towns: Ruth, McGill, Veteran, and Kimberly. These communities were distinct from

generic mining camps in many aspects. McGill and the other towns were characterized
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by a remarkable degree of company control. While community members enjoyed

inexpensive housing and public services, complaints about unusually high prices and the

lack of political power available to residents were frequent [21]. Unrest in the

communities continued to mount and ultimately resulted in a series of labor strikes that

marked the beginning of the decline in mining operations.

With the development of the mining industry in Nevada came the unionization of labor.

Western camps organized through the Western Federation of Miners in the early 1890s,

and the Industrial Workers of the World in 1905. Unionized labor came to the

community of Goldfield in 1905 with the establishment of affiliates of the American

Federation of Labor as well as the creation of a local branch of the Western Federation

of Miners. Severe labor disputes rocked the community in 1907 when an anti-union

restaurant owner was killed. The violence led to a major mining strike on November

27th. Union members, prompted by the 1907 financial panic, refused to accept paper

scrip as payment for labor. Governor Sparks wired President Roosevelt, requesting that

he send federal troops because

"there does now exist domestic violence and unlawful combinations

and conspiracies . . . and the constituted authorities of the

state of Nevada are now and continue to be unable to protect the

people in such right."

[2]. Federal troops arrived in Goldfield on December 6th to facilitate negotiations

between mine operators and union members. Three days later, the opeators declared

that they were going to lower the wages of workers by a dollar a day. This infuriated

the local miners and they refused to return to work. In response, the mine operators

recruited non-union workers from nearby states to fill vacant positions. Roosevelt, upset

by Nevada’s misuse of federal troops, sent an investigatory commission to accompany

the troops. The commission’s report to the president stated that

"there is absolutely no question that if the state of Nevada

and the County of Esmeralda exercise the powers at their disposal

they can maintain satisfactory order in Goldfield; that so far these

authorities have done nothing, but are relying upon Federal aid, and
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their attitude is now expressly that of refusing to do anything and

desiring to throw their own burdens upon the Federal Government for

the maintenance of those elementary conditions for which they and they

only are responsible"

[2]. A number of additional strikes broke out in mining communities in the period

before World War I, but none were as severe as the Goldfield strikes. Nonetheless, these

strikes had a detrimental effect on overal ore production and are often cited as the

beginning of the decline of the state’s mining boom.

The 1920s began and while most of the nation was enjoying the economic prosperity

that characterized the “Roaring Twenties”, Nevada was suffering from the decline of its

mining boom. Between 1918 and 1920 ore production fell by %50, and as a result the

state’s population fell from 81,875 in 1910 to 77,407 by 1920. Nevada was unable to

sustain its economy via agricultural production; the high crop prices that farmers had

enjoyed during World War I plummeted as European farmers resumed production [21].

The state resumed its historical role as a producer of raw materials during the 1920s.

Nevada’s economy was still struggling as the Great Depression overwhelmed the

country. The value of the state’s mining business declined by %85 between the start of

the depression and 1932. The following year, Senator Key Pittman persuaded President

Franklin Roosevelt to subsidize the American silver industry. Roosevelt ordered that

American silver be purchased at $.20 above market value. This subsidy, along with the

passage of the 1934 Silver Purchase Act, had a dramatic effect on Nevada’s economy.

The 1934 Silver Purchase Act encouraged the United States government to purchase

large amounts of silver from American producers and drove the market value of the

commodity up to $1.29 per ounce. These subsidies played a vital role in reviving

Nevada’s mining business and helping the state’s economy recover from the Great

Depression.

5 The 1932 Nevada Banking Crisis

In December of 1932, the largest chain of banks in Nevada closed, freezing more than

1.7 million dollars in public funds and over 3 million dollars in deposits. The banks,
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owned by mining multi-millionare George Wingfield, had been weakened both by the

national depression and internal problems. The Wingfield bank system loaned primarily

to ranchers and farmers and thus had a large number of high risk loans. Nevada

communities also suffered from overbanking. Elko, a small establishment of less than

5000 people in 1932, had two banks that competed heavily. These instabilities, coupled

with the decline of Nevada’s two main industries, livestock and mining, ultimately led

to the closure of the Wingfield banks. What makes the banking crisis that developed in

Nevada of particular interest is the state’s response to the financial collapse and their

interactions with the Reconstruction Finance Corporation.

Born in Arkansas in 1876 and raised on a ranch in southeastern Oregon, George

Wingfield would rise to become one of the most powerful men in Nevada. In 1902

Wingfield moved to Winnemucca, Nevada, where he became friends and business

partners with United Senator George Nixon. The two men earned their fortunes via the

mining industry; Wingfield and Nixon owned the Goldfield Consolidated Mining

Company, which was worth more than $60 million in 1906. Two years later Wingfield

moved to Reno, where he became involved in politics, banking, ranching, and the hotel

industry. During the next two decades Wingfield would come to own several banks in

the state, most of the major hotels in Reno, large amounts of real estate, and various

other businesses throughout Nevada [17]. Wingfield’s political and economic power over

the state was impressive:

Some peoeple complained that he owned his adopted state . . . As a

Republican political power and friend to men in high places, his

domination of the state was so complete that he was charged with

running both of its political parties to suit his own purposes.

Contemporary media accounts breezily referred to him as the king of

Nevada. Outsiders confused him with the governor. Whether they

approved or disapproved, most everyone in the sagebrush state of

Nevada acknowledged his power and authority

[17]. In 1932, George Wingfield controlled twelve of the forty-one banks in Nevada.

These banks contained nearly 65% of all bank deposits in the state and more than 75%
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of all commercial loans. The Wingfield owned Reno National Bank was both the largest

bank in Nevada as well as the depository for state funds. Wingfield’s banks were widely

regarded as the ”financial nerve center” for the state [15]. Thus when Wingfield

confided to Governor Balzar that his banks were on the verge of closing, Balzar feared

for the stability of the other 29 banks throughout the state and declared a banking

holiday in an effort to save the Wingfield chain.

Although Balzar would not delcare a state-wide banking holiday until November of

1932, there were signs of bank trouble as early as 1929. In November of 1929 Wingfield

expressed his concerns about the state’s economy in a letter to Nevada Senator Tasker

Oddie.

Everything is going along nicely outside of not having had any rains

and they have had none in California either and this has made range

conditions very bad . . .

[17]. The winter of 1929 was yet another in a series of dry winters in the West. Winters

with little rainfall resulted in reduced amounts of grass for livestock to graze on and

ultimately led to a decrease in the average weight of cattle. Livestock prices plummeted

from ten cents per pound in 1928 to four cents per pound just four years later [17].

Typically, banks would lend money to farmers to cover their operating costs and the

farmers would pay back these loans after the harvest. However, with both the drop in

agricultural prices and the harsh winters, farmers found themselves unable to repay

their loans.

The Wingfield banks, many of which were located in rural areas, loaned heavily to

ranchers and thus suffered from the decline of the livestock industry. In 1930 the

businessman’s chain reported more than $481,000 in ”bad and doubtful” loans issued to

ranchers. Henderson Bank in Elko, First National Bank of Winnemucca, and the

United Nevada Bank were hurt the most by the changes to the livestock industry.

Rather than watch his banks fail, Wingfield took matters into his own hands. In direct

defiance of Nevada banking law, Wingfield transferred high risk livestock loans from the

Henderson and Winnemucca banks to his other institutions. Such action was prohibited

by the state’s banking laws because although Wingfield’s banks were independent
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establishments, he managed them as though they were a single institution.

In an effort to revive the collapsing livestock industry, George Wingfield hired banker

and former ranch manager Robert C. Turrittin to oversee all ranching operations with

which the Wingfield banks were affiliated. In 1930, Turrittin conducted a survey of

ranchers who had borrowed from the Wingfield banks, inquiring about the number of

sheep and cattle and the amount of property owned as well as the amount borrowed

from the banks [17]. Based on the results of his survey, Turrittin developed a

cooperative marketing agreement that was designed to assist livestock owners with

selling cattle. Wingfield agreed to sponsor this program, in which livestock owners

would allow bank management to ship their animals to feed lots and stockyards in the

eastern part of the United States. Participating ranchers would, in return, have their

portion of the net proceeds used to pay off their loan. In September of 1931, Nevada

created the State Agricultural Relief Committee. With Wingfield as its head, this

committee lowered railroad freight rates to help reduce the costs of Turrittin’s program.

Although the program was fairly popular among ranchers, its expenses were too high

and its profits too low. Turrittin originally predicted that livestock sales would generate

close to $328,000, but in reality the program brought in less than $247,000.

Unable to directly stimulate the ranching economy, Wingfield extended loans to

ranchers. Had the banking proprietor demanded loan payment in 1930 it is likely that

he would have been able to save his banks. However, with loans to more than 150

ranchers that controlled nearly 70% of all livestock in Nevada, such an action would

have badly damaged the state’s economy [17]. The state’s other main industry, mining,

was also suffering as a result of the Great Depression. Unemployment rates in mining

towns were rarely lower than 75%. Over the course of a year, total ore output in

Nevada fell from $20,000,000 to less than $11,000,000 [15].

By the summer of 1931 the effects of the decline in the state’s two primary industries,

livestock and mining, became apparent. Bank deposits fell by more than $9,000,000

over the following fifteen months. On January 29, 1932, Wingfield mailed a letter to the

new emergency relief agency, the Reconstruction Finance Corporation (RFC),

requesting a loan for the state of Nevada. On January 22, President Hoover signed the

bill creating the RFC into law. This agency was designed to loan federal funds to banks
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and other organizations in order to stimulate financial markets. Unfortunately the RFC

did not yet have the authority to issue the type of loan that Wingfield requested. After

becoming more familiar with the powers of the RFC, Wingfield applied for and received

more than $5,000,000 in loans for his banks [17]. The relief agency, along with Nevada

state officials, recognized the importance of the Wingfield banks to the stability of

Nevada’s financial system. The RFC was also concerned about the large amount of

state funds in Reno National Bank that would be frozen if the banks were to fail.

Wingfield, well aware of these fears, allotted nearly $3,000,000 of the $5,000,000 in RFC

loans to Reno National Bank, leaving $2,000,000 to be distributed among the eleven

smaller banks [15].

Although the RFC provided the Wingfield banks with nearly $5,000,000 in loans, the

terms of these loans were so stringent that, in most cases, they did more harm than

good. The RFC loans had terms that were typically less than six months, which was far

too short for the struggling banks to recover. Although the loans provided banks with

enough liquidity to meet their financial obligations, the state’s economy was not going

to recover in such a short period of time. Other issues with the RFC loans included

high interest rates and unrealistic collateral requirements. Banks that chose to borrow

from the RFC were required to pay six percent interest annually, a rate that is quite

high when one considers that the RFC was designed to be a relief agency. To ensure

that the federal government would not lose large amounts of money by loaning to failing

banks, the RFC required that Nevada banks meet high collateral requirements. The

RFC would only accept eighty percent of the market value of the highest grade of

corporate and government securities and fifty percent of the market value of other

assets as collateral. Such restrictions forced banks to deposit their most valuable assets

as collateral, and they often sold other assets at a loss to meet cash requirements [15].

Overall, the RFC loans were ineffective in Nevada. In the words of historian James

Olson, ”the RFC loans themselves sometimes did no more than add new pressures to

already overburdened institutions” [17].

The Wingfield chain continued to struggle throughout the summer and fall of 1932. In

late October, the first loans that had been made to Reno National in April were coming

due, and the bank lakced the resources to repay them [17]. Wingfield warned Nevada
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banking authorities that his banks were on the verge of closing and that all public funds

of the state that were deposited in his banks would become frozen. Governor Fred

Balzar flew to Washington, D.C. on October 30 to meet with President Hoover in an

emergency session. Balzar explained the banking situation in his state and requested an

audience with the RFC Board of Directors. Balzar met with the board the following

day, imploring the organization to loan another $2,000,000 to the Wingfield banks. The

board denied Balzar the loan, stating that the organization would first need to make

their own investigation of the financial situation in Nevada before pouring more federal

money into the state. RFC chairman Jesse H. Jones explained the board’s decision :

To the Wingfield banks the RFC made several loans, but finally the

time came when they had no more available collateral. Under the law

requiring us to have full and adequate security, we could render no

further help, and we had to watch the banks go to the wall.

[17] Immediately after the meeting Balzar sent a telegraph to lieutenant governor

Morley Griswold requesting that he declare a twelve day banking holiday in Nevada.

This was done in an effort to protect Nevada banks from runs and to give the Wingfield

chain more time to secure financing for their overdue loans. During the holiday banks

were not forced to close but merely had the option of ceasing operations; all of the

Wingfield banks decided to close.

Governor Balzar’s decision to declare a banking holiday in Nevada took the federal

government by surprise. The RFC sent out a survey team to examine the financial

situation in Nevada. The team estimated that depositors would lose nearly $3,000,000

of the $15,000,000 in total deposits. Furthermore, public funds in the amount of

$1,700,000 were trapped in frozen accounts. Balzar extended the holiday for another

two weeks while the RFC examiners, in conjunction with Wingfield and his associates,

developed a plan for reorganizing the state’s largest banking chain. Wingfield felt that

the depositor and stockholder losses should be spread out among all of his banks rather

than having each bank reorganize independently. The bank proprietor argued that

independent reorganization would leave many of his banks too weak to reopen. Under

Wingfield’s suggestion, the reorganization committee proposed pooling the assets and
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liabilities of all twelve banks and establishing a banking chain that would be based in

Reno and have branches throughout the state. The new chain would be capitalized at

$3,000,000 - depositors would provide $2,000,000 and the other $1,000,000 would be

supplied by Wingfield himself.

Before this reorganization plan could be put into place, both the RFC board of

directors as well as the depositors’ committees from each of the twelve Wingfield banks

would need to approve the proposal. In a meeting on November 18th, Wingfield and the

RFC examiners explained the plan to the RFC board, which approved the

reorganization under the condition that $500,000 in new capital be sucribed by other

corporations. Furthermore, operating the Wingfield banks as a chain would require a

change to Nevada banking statutes, and the legislature would not be in session again

until January of 1933. Wingfielf spent the remainder of the month soliciting funds from

California companies operating in Nevada, such as Standard Oil and the Western Pacific

Railroad, as well as meeting with depositor committees. On November 22, Governor

Balzar announced that he would extend the banking holiday until mid December to

give Wingfield and his associates time to gather support for the reorganization plan.

By early December, ten of the twelve committees were willing to support Wingfield’s

proposal. The two remaining banks, United Nevada and Riverside, were in much better

financial shape than the other banks and were rumored to be able to pay depositors

between 90 and 95% of their account funds. Wingfield prevented these banks from

reopening independently by refusing to give up control of his stock to the depositors’

committees. As it became clear that his banks were not going to reopen, public

resentment towards Wingfield began to grow. Angry citizens dumped garbage on the

businessman’s porch and threatened Wingfield and his family to the point that they

hired bodyguards to accompany them in public. An editorial in a Santa Barbara

newspaper posited that ”thousands hate him”. Finally on December 9th Wingfield

relinquished control of his banks; nine became the responsibility of state bank examiner

E.J. Seaborn while the Reno and Winnemucca banks fell under the control of Walter

Tobin and H.A. Streeter, representatives from the United States Office of the

Comptroller of the Currency. Five days later the Nevada state banking holiday officially

ended [17].
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Shortly after the closure of the Wingfield chain, banking crises began taking place in

several other states, and the events in these crises followed a pattern similar to that of

the events that took place in Nevada. Towards the end of January 1933, the Bank of

America Trust Company of Memphis, Tennessee, solicited a loan of $13,000,000 from

the RFC to stabilize their failing banks. Tennessee’s governor flew to Washington to

meet directly with the RFC and plead for the loan. Perhaps worried that they had

made the wrong decision with Nevada, the board decided to grant the state the loan,

and the struggling banks were saved. Not more than a week later, the Hibernia Bank

and Trust Company of New Orleans were in danger of closing. Senator Huey Long

followed the example of both Balzar and the Tennessee governor and flew to

Washington, requesting a $20,000,000 loan for Louisiana. The RFC once again granted

the loan, though the Louisiana governor still decided to declare a banking holiday. After

a similar situation developed in Michigan two weeks later, banking holidays and

regulations were imposed in thirty-five more states. To prevent total collapse of the

nation’s banking system, President Roosevelt declared a nationwide banking holiday on

March 6, 1933. Over the course of the following months Roosevelt would introduce a

series of acts that would ultimately help to stabilize the nation’s banks [15].

In conclusion, the Nevada banking crisis was not of interest because of the size and

influence of the state’s banking system. When compared to the rest of the San

Francisco Reserve District, the Nevada system was small and isolated. Nevada was

responsible for $19,000,000 of the total $22,000,000 in deposit losses in the San

Francisco Reserve District and 13 of the 19 total bank suspensions, which indicates that

the state’s financial crisis had little direct impact on neighboring states. What makes

the Nevada crisis interesting is the novelty of the state’s response to the event. The

Governor’s decision to declare a bank moratorium was a statement to the federal

government that the Federal Reserve and RFC were not prepared to address the

financial problems of the Great Depression. Furthermore, the events that occurred

within Nevada - repeated requests for RFC loans, the governor flying to Washington to

meet with the president and RFC board, and the declaration of a statewide banking

holiday - were repeated in numerous other states before Roosevelt took action [37].
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6 Welfare and Taxation

As Nevada’s mining industry continued to decline well into the early 1930s, the state

struggled to secure additional revenue sources. In 1931, a state income tax was

proposed to serve this purpose, but instead the legislature chose to pass Assemblyman

Tobin’s “Wide Open Gaming Law” that re-legalized gambling and introduced a number

of taxes on gaming establishments [4]. That same day the six week divorce law was

passed, which lowered the amount of time individuals were required to live in Nevada

before seeking a divorce. These laws, in conjunction with newly constructed highways

linking Nevada to California and other nearby states, attracted thousands of individuals

to the state’s casinos and courts. Although the increased tourism helped stimulate the

state’s economy, the severe winter droughts in 1930 and 1931 and the resulting bank

failures crippled the state’s financial system.

The following three years were some of the worst for Nevada during the Great

Depression, and the state attempted to alleviate the situation by cutting its ad valorem

tax and state budget in 1933 [19]. A tax on insurance premiums was passed during this

time, but few additional taxes were created until 1935 when Nevada introduced a liquor

tax. The state required all liquor vendors to obtain a license and charged the following

fees for such licenses: [10]

Schedule of Importer’s wine, beer and liquor license . . . . . . $350.00

license fees Im porter’s beer license . . . . . . . . . . . . . . $100.00

Wholesale wine, beer and liquor license . . . . . . . . . . . . . $150.00

Wholesale beer dealer ’s license . . . . . . . . . . . . . . . . $50.00

In 1935 and 1936, $24,000 and $100,000 in license fees were deposited in the state

university fund and the state distributive school fund, respectively. Rather than

imposing a direct tax on liquor products, Nevada required vendors to purchase stamps

and affix them to their products. Stamp prices were related to the quantity of alcholic

product as well as the percentage of alcohol in the good. The schedule of prices was as

follows:

In packages containing one (1%) percent and not over (8%) percent alcohol
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by weight, stamps in the follow- stamps in denominations shall be affixed

as herein provided: In packages containing one (1) ounce and not over

sixteen (16) ounces by weight, one-quarter cent (-1) per package; in

packages containing seventeen(17) ounces, and not over thirtytwo (32)

ounces by weight, one-half (jo) cent per package; in packages

containing thirty-three (33) ounces and not over sixty-four (64) ounces

by weight, one (10) cent per package, and two (20) cents per gallon for

all quantities of one gallon or over. In packages containing more than

eight (8%) percent and not over fourteen (14%) percent alcohol by weight,

stamps in the following denominations shall be affixed as herein provided:

Two and a half (244) cents per quart or fraction thereof. In packages

containing more than fourteen (14%) percent and under twenty-two

(22%) percent alcohol by weight, stamps in the following

denominations shall be affixed as herein provided: five (50) cents per

quart or fraction thereof. In packages containing more than twenty-two

(22%) percent alcohol by weight, stamps in the following denominations

shall be affixed as herein provided: one (1.0) cent per package of four (4)

ounces or less; two and a half (21) cents per package of from four (4) to

eight (8) ounces; five (5#) cents per package of from eight (8) ounces to

sixteen (16) ounces; ten (100) cents per package of from sixteen (16) to

thirty-two (32) ounces; packages containing thirty-two (32) ounces or

more, ten (10) cents per thirtytwo ounces or fraction thereof.

No taxes on liquor were charged in addition to the aforementioned stamp tax. In

Nevada’s 1935 legislative statutes, it is written that [10]

Upon payment of the stamp tax herein provided, wines, One liquor beers

or liquors shall not be subject to any further tax except a general

personal property tax levied by the State of Nevada or any city, town

or county therein.

While most other states were still engulfed by the Great Depression in 1935, Nevada

was enjoying a budget surplus. This surplus can be attributed to Congressional
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legislation such as the Silver Purchase Act of 1934 that bolstered the state’s mining

industry as well as the fact that Nevada received the largest amount of federal money

per capita from New Deal programs [19]. With federal money pouring into the state, a

budget surplus, and comparatively few state taxes, Nevada seemed sheltered from the

depression. In 1936 Governor Richard Kirman, former president of the First National

Bank of Nevada, initiated what would come to be known as the “One Sound State”

Campaign. Kirman, in conjunction with the Nevada State Journal, sent booklets

advertising the state of Nevada to nearly 10,000 millionaires in the United States.

During this period, Nevada enjoyed no state income tax, no retail sales tax, no

inheritance tax, no gift tax, no corporation tax, a balanced budget, and the greatest per

capita wealth in the country at $ 5,985. The booklets highlighted the state’s attractive

tax policies and included testimonials from native and immigrant residents [14]. In an

effort to support the One Sound State Campaign, the Nevada legislature drafted a

suggested slogan for the state: [10]

Nevada, one state without an income tax, a corporation tax, an inheritance

tax, a gift tax, a sales tax. With cheap power, and liberal mining,

corporation, taxation and other laws. Welcome to Nevada.

Overall, historians agree that the One Sound State Campaign was unsuccessful and that

its impact on the state is overexaggerated. Designed to attract industry and business to

the Silver state, the campaign instead brought wealthy residents who paid no taxes.

Often these individuals would establish residence in Nevada for tax purposes and

continue living in their previous location. Although the campaign claims to have drawn

500 millionaires to Nevada, this figure is likely inflated. Among those whose presence in

the state is confirmed are yeast manufacturer Max Fleischmann, Democratic National

chair John Raskob, and car maker Errett Cord [14]. Despite the campaign’s failure, the

state’s economy continued to recover. On March 20, 1939 the San Francisco Chronicle

ran an editorial titled “Nevada Fires on Fort Taxation” which explained the state’s

recent cut to its property tax rate.

The legislature thought the surplus was getting too big, so it handed out

a dividend to taxpayers but cutting taxes one-fifth. Unbelievable, but it
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Figure 4: One Sound State Campaign Poster

is true. These people just do not belong in the United States.

While the rest of the country would not be relieved of the economic burden of the Great

Depression until World War II, Nevada’s economy managed to recover by late 1939.

During the 1930s, Nevada introduced almost no new taxes, boasting that it was one of

the few states that had no income and sales taxes. Nevada also experienced changes to

its welfare system during this period, but not as many as one might expect for a state

that historically supported the passage of welfare legislation. Before the introduction of

the Social Security Act, Nevada had already established mother’s pensions, old age

assistance, and relief for the needy blind. After the Social Security Act passed, the state

legislature failed to request federal support for welfare programs and did not make the

transition to matching federal grants for aid to dependent children until later [36].

As previously mentioned, Nevada had established a substantial welfare system prior to

the onset of the Great Depression. Welfare was important to the people of Nevada even

before the region became a state. Records from a meeting of the Nevada Territorial

Legislature in 1861 indicate the passage of a bill requiring that County Commissioners

be “vested with entire and exclusive superintendence of the poor in their respective
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counties”. Three years later, when the territory was granted statehood, its Constitution

featured the following passage: [36]

The respective counties of the State shall provide as may be described by

law, for those inhabitants who, by reason of age, infirmity or

misfortunes, may have claim upon the sympathy and aid of Society.

The state’s first welfare program of interest was the Nevada Industrial Commission,

established in 1913 in response to the Tonopah and Goldfield mining booms. With a

large number of individuals working in dangerous conditions, the legislature felt it

necessary to create a program that would provide income for those who injured

themselves performing work related activities. Two years later the legislature

introduced mothers pensions, which supported mothers with children under fifteen years

of age. The amount of support varied from $25 to $55 a month depending on how many

children the woman had. In 1921 the parameters of the program were changed so that

women could receive up to $75 a month for children under sixteen years of age [36].

Old age pensions, to be distributed on a county level, were introduced by the legislature

in 1923. The parameters of the program were strict - those requesting relief must have

lived in Nevada for a minimum of ten years, could not own more than $3000 in

property, and could receive no more than $1 per day in aid. That same year the state

created a free employment service. This program, which would be supervised by the

State Labor Commissioner, was designed to help unemployed individuals find work by

providing employment information. This program was particularly useful during the

1920s as former miners found themselves unemployed when the state’s mining industry

began to decline. The last major social welfare program that was introduced in Nevada

prior to the onset of the Great Depression was aid to the needy blind. In 1925, the

Board of County Commissioners was given the ability to distribute up to $300 annually

to needy blind individuals that had lived in the county for more than a year. This

program was funded by proceeds from property taxes and was so successful that the

maximum aid amount was raised to $600 within four years [36].

Although Nevada was unusual in that it had a variety of social welfare programs in

place before the 1929 stock market crash, its programs were administered on a county
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basis, which meant that how a program was financed and operated varied greatly

throughout the state. Statewide organization of Nevada’s social welfare programs began

in 1933 with the passage of the Federal Emergency Relief Act (FERA). This act allowed

states that had a state welfare agency to receive grant money from the federal

government for unemployment relief. Nevada, which did not have a welfare agency at

the time FERA was passed, established the State Board of Charities and Public Welfare

later that year. The following year brought the creation of the Nevada Emergency

Relief Administration, an organization that was developed to manage all federal relief

programs in the state [36].

During 1935, two events occurred that led Nevada citizens to repeal a section of the

state’s constitution. The first of these was the replacement of the State Board of

Charities and Public Welfare by the State Board of Relief, Work Planning, and Pension

Control. This new organization was established to facilitate communication between

federal and local government relief agencies and to ensure the distribution of relief

funds. The new board was also supposed to supervise county administered relief

agencies, in particular the mother’s pension program. Unfortunately, the Nevada state

constitution at the time stated that relief efforts were the sole responsibility of the

county, and thus the board was unable to carry out its supervisory role. The second

event that took place during this year was the passage of the Social Security Act.

Under the provisions of the act, states that established a single agency to administer

welfare programs throughout the state could receive federal grants for Aid to

Dependent Children, Maternal and Child Welfare, Aid to the Blind, and Old Age

Assistance programs. Once again, Nevada’s constitution prevented the state from

gaining access to these funds. For this reason Section 3 of Article XIII of the Nevada

Constitution was repealed via popular vote on March 17, 1937 [36].

After repealing the relevant section of the Nevada Constitution, the state legislature

established the State Board of Relief, Work Planning and Pension Control to comply

with the Social Security Act. This organization quickly created new divisions within the

State Welfare Department. Among these were Old Age Assistance, the Nevada

Emergency Relief Administration, and Child Welfare Services. This last organization

provided case work services, but financial relief for dependent children was not provided

36



until well into the 1950s. In fact, Nevada was interesting in that, although it had many

welfare services in place before the depression, it was slow to take advantage of federally

funded programs [36].

7 Data Categorization

After compiling a state history of Nevada during the 1930s, I was interested in

comparing state and federal financial data collected during this period. In addition to

investigating the degree to which these two measures of state revenue and expenditures

agreed, I was also eager to see how Nevada’s financial behaviors compared with those of

nearby states. For the 1930s, I had access to federal records of Nevada revenues and

expenditures for 1931 and the years 1937-1940. I also had access to Nevada’s financial

records for the years 1932-1937. Thus the year 1937 serves as a point of comparison

between the federal and state records. Later in this paper we will explore how closely

these records align during this year.

The first problem that was encountered when working with this financial data was that

each state categorized their revenues and expenditures in a different manner. Moreover,

these methods differed from the way the federal government organized this information.

In order to make comparisons among the states, it was first necessary to convert each

state’s financial information to some standardized format. As the federal government’s

revenue and expenditure categorization system from the 1930s is publicly available, we

decided to use their categories as a way of standardizing financial data across the states.

This categorization process involved examining each state’s financial records and

assigning each revenue and expenditure item to one of the federal categories. The

federal cateogries for both revenues and expenditures are given below.

Each of these main categories was further decomposed into several sub-categories that

precisely specified the source of state revenues. My role in the categorization process

was fairly straightforward. When I was given the Nevada revenue data, about 95% of

the items had already been categorized. I was responsible for double-checking the work

of the researcher that had originally categorized the data and of assigning the last 5% of

items to a category. If there were still items that I was unsure about, I sent my

37



Figure 5: Federal Revenue Categories

questions to Theresa Gutberlet, a recent PhD graduate from the University of Arizona

who is working with Professor Fishback on this project and is now an Assistant

Professor at Renssalaer Polytechnic Institute.. Based on her own experiences

categorizing state financial data, Dr. Gutberlet gave suggestions for what categories the

items I asked about should be assigned to.

The majority of revenue items for the state of Nevada clearly belonged to one of the

federal categories, but there were some items that were more difficult to categorize. The

items that I found most challenging were those that involved the label “offset”.

Examples include “Building and Loan Offsets”, “Fire Loss Offsets”, and “Offset to

HumBoldt River Adjudication Loan”. The issue with these items was that it was

unclear what the source of the revenue was. In order to categorize offsets, we needed to

know if they were part of federal or minor division grants. For most offset items, there

was not enough information to determine this and thus these items were not

categorized. Another item that was particularly difficult to categorize was “Federal

Power Receipts”. I found this item confusing because the United States Department of

Interior, not the state of Nevada, owned the dam and its facilities [32] during the 1930s.

In fact, the Department of Interior still owns the facilities today. Due to this, I thought

that the item should instead be categorized under “contributions from public service

enterprises”. Overall, most of the revenue items had already been assigned to

appropriate categories, and thus there was very little work to be done for revenue

38



categorization.

After finishing with revenue categorization, I then began the expenditure categorization

process. Each state expenditure item was placed into one of the federal expenditure

categories, which are listed in the table below. Unlike the revenue data, only a small

portion of the expenditure items had been categorized and so I was more involved in

organizing the expenditure data. Fortunately the expenditure items were more

straightforward than the revenue items. This may be related to the fact that there are

fewer main expenditure categories or it may simply be related to how the state

organized their financial data.

Figure 6: Federal Expenditure Categories

Although the expenditure data was fairly easy to categorize, there were a few items

that raised issues. There were two items that I felt had been incorrectly assigned to a

category, and so I reclassified these items. These items were “Water Distribution” which

had been classified under “Highways” and “ Distribution of National Forest Receipts”

which had been classified under “General Administrative, Legislative, and Judicial.”

The first item was reclassified under “Contributions to Public Service Employees” while

the second item was determined to not be an expenditure and was thus not classified.

Another series of items that caused confusion were those related to interest. Examples

of the titles of such items include “Interest on Highway Bonds”, “Interest on University

Emergency Bonds”, and “Interest on Charities and Public Welfare Bonds.” I was

unsure whether or not items dealing with interest should be categorized, and thus I

asked Dr. Gutberlet how these items should be handled. Her response was that if an
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interest item appears under expenditures, it is related to the cost of financing

government and thus should not be categorized. Other than the misclassified items and

the interest items, categorizing state expenditure data was very straightforward.

There were a number of categories for which the federal records closely matched the

state records. For example, in 1937 the federal government records indicate that

Nevada’s revenues from property tax were $1,256,874 while the state records indicate

that these revenues were $1,273,748. This is quite close, showing that, at least for

property tax, the state and federal records are similar. Sales tax records are also similar

for both groups. In 1937 the federal government’s records have Nevada taking in

$1,295,950, which is just slightly less than the $1,377,860 recorded by the state. In

general, the difference between state and federal records for tax revenues is small.

For non-tax revenues, the state and federal records differ to a greater degree than for

tax revenues. For example, in 1937 the federal government claims that Nevada received

$3,581,829 in federal grants, while the state records indicate grants in excess of $7

million. Another large discrepancy between the two measures is for revenues from

interest. State records indicate that Nevada’s revenues from interest in 1937 were

$275,097, but the federal government’s records list revenues of $1,141,650 for this item.

Differences in the federal and state records for a variety of non tax revenue items results

in a difference of more than $3 million in total non-tax revenues.

Now that we have some idea of how the state and federal measures of revenues and

expenditures during this time compare, let us explore Nevada’s financial data during

the 1930s. We will explore how the amount of money that Nevada received from

different revenue items changed during the 1930s as well as investigating how the

amount of money spent on expenditure items changed during this time. For the period

of 1931 to 1940, we have financial data for Nevada that was reported by the state from

1932 to 1937. We also have federal data for the state in 1931 and from 1937 to 1940. As

mentioned before, the year 1937 serves as a year for which we have data from both

sources. For the purposes of studying how Nevada’s expenditures and revenues changed

during the 1930s, we will use the federal numbers for 1937 as they are likely more

reliable than the state figures.

A natural question to ask about the financial data we have for Nevada during the 1930s
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is how the state’s total expenditures and total revenues changed throughout the decade.

Figure 7 shows Nevada’s total expenditures from 1931 to 1940. From the state

narrative, we know that the worst years of the depression were during the first half of

the 1930s and that the state had largely recovered by the second half of the decade.

The plot below is interesting in that it seems to coincide with historical events from

1931 to 1935. Examining the plot during this time period, we see a steady decrease in

total expenditures, which is what we would expect from a state during a particularly

difficult economic downturn. The behavior during the second half of the decade is less

clear. Despite the fact that Nevada had recovered from the depression by the mid

1930s, there was a sharp decrease in expenditures from 1936 to 1937, and expenditures

barely increased during the last three years of the decade.

Figure 7: Total state expenditures in Nevada from 1931 to 1940.

Figure 8, which shows Nevada’s total revenue from 1931 to 1940, is interesting in that

Nevada’s expenditures tend to increase and decrease over the same periods of time that

their revenues do. Both revenues and expenditures increase from 1931 to 1932 and then

decrease from 1932 to 1935. We also see a sharp increase in both graphs from 1935 to

1936 and then a sharp decrease from 1936 to 1937. The two graphs do exhibit different

behavior during the last few years of the decade, though. Expenditures fluctuate during

this time, while revenues steadily increase.

Later in this paper we will explore how the amount of federal grants that Nevada

received compares to the amount received by other southwest states, but for now we

will study what kinds of federal grants Nevada received, and how much each category of
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Figure 8: Total revenues from tax and non tax sources in Nevada from 1931 to 1940.

grant contributed to the state’s overall revenues from grants. From figure 9, we see that

highway grants make up the majority of federal grants to Nevada. The second largest

category after this is public relief grants, which make up nearly 1/3 of total grants. The

remaining 10-15% of grants are in the form of unemployment grants, health grants,

education grants, employment service grants, and other.

Figure 9: Components of total federal grants to Nevada from 1931 to 1940.

The last aspect of Nevada’s revenue and expenditure data during the 1930s that we will

investigate is the distribution of revenue from taxes. From the state narrative we know

that Nevada did not have many taxes, such as the income tax, that other states
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introduced during this period. One may then wonder what taxes provided Nevada with

the largest amount of revenue. Figure 10 shows that property tax and sales tax

contributed the most to tax revenue during the 1930s. Taxes from business licenses and

non business licenses contributed moderately to overall tax revenue, while the severance

tax was the least effective tax in terms of revenue generation.

Figure 10: Components of revenue from taxes in Nevada from 1931 to 1940.

In the following pages we will investigate how several economic and social variables

change over the course of the 1930s in Nevada. Although it is interesting to study how

historical data from the 1930s reflects the events that took place in the state during this

period, it can be misleading to only investigate what was happening in Nevada. To

provide a point of comparison for the events in Nevada, we will now provide plots of the

seven variables we just explored, but for several southwest states. The states we study

are Arizona, California, and Utah. For all of the comparison plots, the state of Nevada

is represented by the plain line, Arizona data points are marked by squares, California

points are triangles, and Utah points are plus signs. Each of the variables we examine

was chosen because it relates in some manner to the historical account of Nevada that

has been outlined in the previous parts of this paper. These variables will also be

included in the expenditure regression analysis performed in the next section.
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To begin, let us investigate how real per capita income in Nevada changed during the

depression, and how similar this measure is across southwest states. Per capita personal

income provides a measure of individuals’ spending capacity, and seeing how this

measure changes during the 1930s provides insight into how Nevada was affected by the

Depression. Figure 11 shows the value of this variable from 1930 to 1940. Comparing

per capita income across southwest states reveals that Nevada had a relatively high

income during the 1930s. While Utah and Arizona had per capita incomes of close to

$1000 for the majority of the decade, Nevada’s income was closer to $1500 for most of

this time period. Although California had the highest per capita income for the first

four years of the decade, Nevada surpassed this state during the second half of the

decade. By the end of the 1930s, Nevada had the highest per-capita income of the four

states sampled at just over $2000. What is particularly interesting about income in

Nevada during this period is that from the start of the decade to the end of it income

per capita income increased by close to $500. Although the state did suffer a decline in

income from the depression, it recovered within a few years and by mid decade had

surpassed the income level at the beginning of the decade.

Figure 11: Per capita income in southewest states from 1930 to 1940.

Another variable of interest is the percentage of the state’s population that lived in

urban areas. Nevada, with its low population, likely has a much lower percent urban

than other more populated states. Sure enough, figure 12 shows that Nevada had a very

low percent urban rate compared to nearby states. In fact, when compared to Arizona,
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California, and Utah, Nevada has the second lowest percent urban rate. Another

interesting feature of this figure is that the percent of individuals living in urban areas

did not change much during the decade. Nevada, Arizona, and Utah all experienced

minor increases in this measure from 1930 to 1940, while the percent urban rate for

California dropped slightly.

Figure 12: Percentage of population living in urban areas for southwestern states in 1930
and 1940.

Next we examine how interest rates in Nevada changed during the 1930s. Based on

Nevada’s history, and in particular the bank crisis that occurred when the Wingfield

banks crashed, we have reason to believe that interest rates should spike after 1932 and

remain fairly high until 1935. Looking at figure 13, we see that interest rates do indeed

jump from 1932 to 1934. In the process of doing research for the section on Nevada’s

banking crisis, many sources described Nevada’s banking collapse as a very isolated

event that did not have as large of an impact on the state economy as crises in other

states did on their respective economies. This statement is not supported by figure 13,

which shows that in 1934 Nevada had the highest rates of any of the sampled states,

and they continued to be the highest until 1937 when Arizona surpassed them.

Although the rates of other states fluctuated significantly during the 1930s, they

typically increased moderately or decreased - in no other state did interest rates spike as

dramatically as they did in Nevada.

In the section of this paper that focused on the banking crisis, we saw how Nevada’s

banking issues were largely driven by a decline in the agricultural sector of the state’s

economy. When national prices of farm animals and crops fell, George Wingfield, a

wealthy citizen who owned a majority of the state’s banks, issued risky loans to

struggling farmers. Many farmers defaulted on these loans, which placed more pressure

on the banking system. The fact that Nevada’s banking crisis was driven in part by

agriculture indicates that examining agricultural variables over this time period should
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Figure 13: Commercial bank interest rates for southwest states from 1930 to 1939.

be insightful. For this reason we investigate the change in per capita value of farm

animals in Nevada and other southwest states during the 1930s. Looking at a

comparison plot of states in the southwest will allows us to discern two things. This

plot will allow us to compare per capita value in Nevada to surrounding states and

discern how large the agricultural economy is in Nevada in comparison to other states.

This plot will also allow us to discern how badly Nevada’s agricultural sector was hurt

during the depression in comparison to other states.

We should expect a decline in real per capita value of farm animals slightly before we

see a decline in commercial bank interest rates. Sure enough, examining figure 14 we see

that animal value is declining even in 1930, and it continues to decline until 1935. Per

capita value then increases throughout the rest of the decade. The increase in value is

likely associated with the general economic upturn that occurred in Nevada during the

second half of the decade as a result of changes in gambling and divorce laws. We also

see that Nevada’s per capita value from animals was much higher than any other

surrounding state. Even when the state’s farm animal value achieved a miniumum value

in 1935, it was still higher than all other states’ values by more than a dollar per capita.

If we compare the changes in per capita value from animals across states, we see that

Nevada experienced the most dramatic changes in this variable, while other states

experienced smaller fluctuations in revenue.

Next we will explore how average manufacturing earnings in southwest states changed
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Figure 14: Per capita value of farm animals in southwest states from 1930 to 1940.

during the 1930s. Unlike most of the other variables we have discussed so far, we are

not examining this variable because of its role in Nevada’s state history. Rather, we

examine average manufacting earnings during this time period because the economies of

many states relied heavily on manufacting, and this sector suffered gravely from the

depression. According to the Congressional Research Service,

No industry except government was immune from the Great Depression.

According to the U.S. Bureau of Labor Statistics’ annual count of

jobs on the payrolls of nonfarm employers, employment dropped by

7.6 million or 24.3% between 1929 and 1933. Almost three out of

every five jobs lost were from the goods-producing sector, where

employment fell by one-third from 13.3 million to less than 9

million. Within the goods-producing sector, construction and

manufacturing workers were the hardest hit: by 1933, there were

45.5% fewer construction jobs and 30.9% fewer manufacturing jobs

than in 1929. In absolute terms, manufacturing accounted for over

three-fourths of all job losses in the sector.

Thus we see that manufacturing was a part of many states’ economies that was hurt by

the depression, and by comparing average manufacturing earnings across southwest

states we can both gain an understanding of how large the manufacturing sector in

particular states was during this time as well as how these states’ manufacturing sectors
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were affected by the depression. Looking at figure 15, we see that Nevada had the

highest average manufacturing earnings among the states in our sample for all years

between 1931 and 1939. One can also see that Nevada’s earnings fluctuated more than

other states’ earnings during this time. Interestingly enough, it appears as though the

majority of states’ earnings increase and decrease during the same increments of time.

This could indicate the presence of some national or regional shock that affected

manufacturing.

Figure 15: Average manufacturing earnings in southwest states from 1931 to 1939

We now investigate per capita grants given to southwest states by the federal

government as well as per capita state expenditures. From the state history, we expect

to see a steady flow of federal grants into Nevada from 1931 to 1936 because of the

Hoover Dam construction, which was heavily supported by the federal government.

After this we shouldn’t expect to see as many grants being given to the state. Figure 16

shows per capita federal grants in southwest states during the 1930s, and sure enough

we see a rise in grants to Nevada during the time when the Hoover dam was

constructed. We also see a decline in federal grants to this state from 1936 onwards,

which is consistent with the end of the Hoover dam construction period.

As I was doing research for this paper, several sources claimed that Nevada received the

highest amount of money in federal grants during the depression. The comparitive plot

in figure 16 can’t be used to support this claim, as the plot shows per capita money

from grants, but it certainly shows that the state received the most grant money per

48



person. Arizona (squares) also received a large amount of grant money per capita. One

interesting aspect of this figure is that all of the plots have a similar shape. This

structure is particularly apparent in the Arizona, California, and Utah plots - per capita

grants increases steadily, reaches a peak in 1936, and then slowly declines for the rest of

the decade.

Figure 16: Per capita federal grants to southwest states from 1930 to 1940.

Our last variable of interest is per capita state expenditures. From the state history

provided in earlier sections of this paper, we know that Nevada’s economy was weak

during the first half of the decade because of the banking crisis and the decline in the

agricultural and mining sectors. We also know that the economy recovered due to the

construction of the Hoover dam and the passage of the Silver Purchase Act of 1934. In

fact, the state was running a budget surplus by the end of the decade. For these reasons

we expect expenditures to be low until the late 1930s, when expenditures should

increase. This is indeed the behavior we see in figure 17. Nevada’s expenditures

increased linearly from 1931 to 1938 and then spiked and fell at the end of the end of

the decade.

From figure 17 we see that Arizona’s expenditure habits also follow a linear trend from

1931 to 1937 before increasing at a faster rate. California and Utah exhibit much

different spending patterns. California spent the least amount per capita from 1931 to

1937. The state then rapidly increased its spending for the last three years of the

decade. Utah maintained the highest level of per capita expenditures from 1934 to
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1938. This state’s spending habits were also quite sporadic - expenditures frequently

jumped by more than $50 per capita from one year to the next.

Figure 17: Per capita expenditures for states in the southwest for the years 1931-1940.

Each of the eight variables we have just investigated will be explored in more depth in

the next section, in which we will perform a multiple regression analysis. In this section

we have studied how these eight variables change over time in different states. The next

section will focus on finding which of these variables (if any) can be used to predict per

capita state expenditures.

8 Regression Analysis

To investigate the impact of different economic variables on state financial behavior, we

conducted multiple regression analysis using a panel data set with revenue and

expenditure data from 13 states. In my multiple regression analysis, I constructed a

linear model of the following form:

stateExpenditures = β0 + β1fedSpending + β2realPerCapitaIncome + β3demGov

+ β4valueFarmAnim + β5avgManuEarn + β6perUrban

+ β7bankIntRates + ε

50



where state expenditures (per capita) is the dependent variable of interest, β0 is the

intercept of the regression line, βi is the coefficient corresponding to the independent

variable xi, and ε is the error term. Regression analysis allows one to estimate the

values of the coefficients βi.These coefficients then have the following interpretation: for

every one unit increase in the independent variable, and with all other variables of

interest held constant, the dependent variable increases by the amount of the coefficient,

on average. For example, a value of .24 for β1 would indicate that if the value of farm

animals increases by $1 and all other variables are held constant, then state

expenditures would increase by 24 cents, on average.

In an attempt to understand what factors had an impact on state expenditures during

the 1930s, I regressed per capita state expenditures on several independent variables of

interest. The regression analysis was done on a panel data set which had state financial

data for 13 states from 1931 to 1940. The variables used in the regression are per capita

federal spending, real per capita income, per capita value of farm animals, average

annual manufacturing earnings for workers, percent of the population that is urban,

commercial bank interest rate, and whether or not the governor was a democrat. It

should be noted that all variables are in real per capita terms, except for variables that

are interpreted as percents, such as percent interest rate. A CPI deflator, with base year

1967, was used to convert nominal dollar amounts to real dollar amounts.

Our first variable of interest is real per capita federal spending. It may be the case that

increasing federal spending in a state causes the state to replace their own spending

with federal funds, in which case we would expect the coefficient on this variable to be

negative. However, I believe it is much more likely that increases in federal spending are

used to supplement state spending, resulting in a positive coefficient on this variable.

Another variable in our regression is real per capita income. For this variable, it is

unclear whether the sign of the coefficient will be positive or negative. One could argue

that states with higher per capita income are less likely to have high expenditures, as

the residents would require less welfare support. One could also argue that states with

higher per capita income would likely receive more money in tax returns and would thus

have the ability to spend more. I feel that the first explanation is more reasonable, and

will predict that the coefficient on this variable is negative.
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Our next variable of interest was whether or not the state’s governor was a Democrat.

In today’s political world, the Democratic party is often associated with higher amounts

of spending on public programs, while the Republican party is associated with lower

amounts of spending on such programs. To see whether or not this difference in

spending was present during the 1930s, I decided to include an indicator variable for a

Democratic governor in our regression. I expect the sign on this variable’s coefficient to

be positive, indicating that Democratic governors during the 1930s were associated with

higher levels of state spending.

Our next variable is real per capita value of farm animals. Nevada, like many other

states during the first half of the 20th century, had an economy that relied heavily on

livestock. Increases in the price of livestock should be reflected in an increase in profits

from sales of livestock. In addition to increasing the incomes of ranchers (the effect of

which is already included in our regression) an increase in real per capita value of farm

animals would drive up property values. Although Nevada did not have many taxes

that were common in other states during this time, such as an income tax, the state did

have a property tax, and thus an increase in property values should increase income

from tax revenues. Finally, an increase in tax revenues would likely be associated with

an increase in overall state expenditures. Because of the relationship between livestock

and state economies, I predict that the coefficient on this variable will be positive.

Average manufacturing earnings was included in the state expenditures regression

because, like livestock, the economies of many states during the depression relied on

manufacturing. When predicting the sign of the coefficient on this variable, we need to

be careful, as the coefficient only measures the effect of increases in average

manufacturing earnings after controlling for income. Thus we need to consider the

additional effect that this variable would have on state expenditures after controlling for

income. I believe that the sign of the additional effect of this variable would be positive.

This is because higher levels of average manufacturing earnings likely indicate the

presence of a strong manufacturing sector. If this sector was strong in a region, the

state would likely benefit from taxing the goods produced by manufacturing companies.

I then predict that higher tax revenues would result in higher amounts of expenditures.

Thus an increase in average manufacturing earnings would be associated with increases
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in expenditures, so the coefficient on this variable should be positive.

States with higher degrees of urbanization tend to require a higher degree of state

support than rural areas. For example, in order to sustain an urban population, states

need to upkeep infrastructure such as roads, city buildings, and bridges. Such

infrastructure is likely to be less prevalent in rural areas. Thus I predict that the

coefficient on percent urbanization will be positive.

Finally, each state’s yearly real commercial bank interest rate was included in the

regression to study the impact of banking policies on state expenditures. Higher real

interest rates discourage borrowing and investment. For this reason I believe that the

coefficient on this variable will be negative. It would be particularly interesting to look

at the effect of this variable on Nevada’s expenditures, as the state of the overall

economy in this state was highly correlated with the health of the banking system. As

we explored in an earlier section of this paper, George Wingfield controlled the major

banking establishments in Nevada, and when these started to fail, the entire economy of

the state collapsed as well.

In addition to the above variables of interest, the regression that we ran included fixed

effects for states and years as well as time trends for each state. Including state fixed

effects allowed us to control for state characteristics that did not change over time,

while including year fixed effects controlled for shocks that affected all states in a given

year. Finally, including time trends for states controls for changes over time that were

specific to each state. Leaving the time trend out may produce statistically significant

coefficients for relationships that, in reality, are not statistically significant.

The tables below summarize the structure of the regression that was run and the

predicted sign of the coefficient for each variable. Here, sfe means state fixed effects, tt

means time trends, and tfe means time fixed effects.

Expenditures Regression:

stateExpenditures = β0 + β1fedSpending + β2realPerCapitaIncome + β3demGov

+ β4valueFarmAnim + β5avgManuEarn + β6perUrban

+ β7bankIntRates + sfe+ tt+ tfe+ ε
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Figure 18: Regression variables with predicted sign of coefficients.

Rather than running one regression that includes all of the independent variables,

researchers often run a series of multiple regressions. It is customary to begin with a

simple regression with the main independent variables of interest and no fixed effects or

time trends. Next another regression is run with all of the independent variables of

interest as well as fixed effects. In our case, we have two types of fixed effects - both the

state and year fixed effects. Finally a regression is run with all independent variables,

fixed effects, and time trends. The purpose of performing the regressions in this manner

is to notice how the coefficients on the variables of interest change (in magnitude, sign,

and significance) as the fixed effects and time trends are added into the model. In

general, the coefficients on variables become less statistically significant as fixed effects

and time trends are added. This is because, after controlling for state and year specific

shocks, the additional impact of many covariates is negligible.

We will perform our regression analysis in the way described above. The table below

lists the variables included in each regression, the values of the coefficients for each

variable, the mean and standard deviation for each variable, and the p-value associated

with each coefficient. As previously mentioned, the coefficient on each variable has the

following interpretation: increasing the value of the variable of interest by one unit has

the effect of changing real per-capita state expenditures by the coefficient amount,

holding all other variables in the regression constant.
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In the following paragraphs, we will discuss how the coefficient on each variable

changes, both in magnitude, sign, and significance, from the first regression to the third

regression. We will also compare the sign of the variable’s estimated coefficient to the

predicted sign.

To begin, let us examine the coefficients on the federal spending variable. In regression

1, the estimated coefficient was .1528, and the p-value associated with this coefficient

was .087. We first note that this coefficient is positive, which is consistent with our

original prediction. We should also note that the coefficient is statistically significant at

the 10% significance level, but not at the 5% significance level. If federal spending is

increased by a dollar, then state expenditures increase by 15 cents on average, holding

all other variables constant.

In the second regression, the estimated coefficient for this variable changed to -.0054,

with a p-value of .979. Note that the sign of this variable has changed from positive to

negative, so now the sign is the opposite of what was originally predicted. The high

p-value indicates that the coefficient is no longer statistically significant once variation

caused by state and year specific shocks is accounted for. In addition to no longer being

statistically significant, the coefficient is no longer economically significant. If federal

spending is increased by a dollar, then state expenditures decrease by less than half a

cent, on average.

Finally, in the third regression, the coefficient on federal spending is .04, with a p-value
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of .927. The sign of this coefficient is once again consistent with our prediction, but the

coefficient is both economically and statistically insignificant. In this last regression we

see that increasing federal spending by a dollar increases state expenditures by 4 cents,

on average. I find the predicted coefficient from this regression interesting when

compared to the coefficient from the second regression. Even though we included time

trends in the third regression, we saw a drop in the p-value of the estimated coefficient,

and the coefficient became larger in magnitude.

Next, let us examine the sequence of coefficients for real per-capita income. In

regression one, the estimated coefficient was .028, with a p-value of .233. It was

originally predicted that the sign of this variable would be negative, which is not

consistent with the results of the regression. However, the high p-value indicates that

the estimated coefficient is not statistically different from zero. Thus even without

accounting for the variation in state expenditures due to state and year specific shocks

we find that the effect of real per-capita income on state expenditures is not statistically

different from zero. The economic significance of this variable is small as well: an

increase in real per-capita income of one dollar only translates to an average increase of

two cents in state expenditures.

In the second regression, the coefficient on real per-capita income was estimated to be

.026, with a p-value of .729. Thus we see that the coefficient is both economically and

statistically insignificant. According to the results of this regression, an increase in real

per-cpaita income of one dollar causes state expenditures to increase by 2.6 cents.

Finally, in regression three, the coefficient on real per-capita income is .00017, and the

associated p-value is .999. This indicates that, not only is the coefficient on real

per-capita income statistically insignificant, but it is economically insignificant as well.

An increase in real per-capita income of one dollar would results in an average increase

in state expenditures of roughly .01 cents. We should also note that the sign of this

coefficient remained the same throughout all three regressions.

Our next variable of interest is Democratic governor. It was originally predicted that

the coefficient on this variable would be positive. Examining the coefficients from the

three regressions, we notice that they are all negative, which contradicts our prediction.

The estimated coefficient on this variable in our first regression is -10.59, with a p-value
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of .186. The high p-value indicates that this coefficient is not statistically significant.

Furthermore, I would argue that the coefficient is also not economically significant. Our

results indicate that the additional effect of having a democratic governor versus having

a republican governor is an increase of $10.60 in state expenditures.

In the second regression, we see that the coefficient on this variable changes from -10.59

to -7.34, with a p-value of .495. Thus the coefficient on this variable is still statistically

insignificant, and now it is even more economically insignificant. In the third regression

we see that the estimated coefficient alue is -13.80, which is more economically

significant than either of the previous regressions, but is nonetheless statistically

insignificant. Overall we conclude that this coefficient is not statistically different from

zero in any of our regressions and thus it has no impact on state spending when all

other factors are held constant.

Our next variable of interest is the per capita value of farm animals. In all three

regressions we see that the sign of the estimated coefficient is negative, which is

inconsistent with our original prediction. In the first regression, the value of the

estimated coefficient is -,588, with a p-value of .954. This means that if the value of

farm animals increases by one dollar in real per-capita terms, then state expenditures

decrease by fifty cents, on average. Though this result is economically significant, the

high p-value indicates that it is not statistically significant. In the second regression we

see that the estimated coefficient for this variable is -25.66, with a p-value of .721. This

result is much more economically significant - an increase in the value of farm animals

of one dollar results in a decrease in state spending of nearly 26 dollars - but the

estimated coefficient is not statistically different from zero. The results for the third

regression are very similar, with an estimated coefficient of -21.52 and a p-value of .871.

Another variable in our analysis is average manufacturing earnings. It was originally

predicted that the sign of the estimated coefficient for this variable would be positive.

We see that this prediction is consistent with the sign of the estimated coefficients in all

three regressions. Examining the three different estimated coefficients and p-values, we

note that none of the coefficients are economically or statistically significant. The most

interesting result is given by the third regression. Although more sources of variation

were controlled for in this last regression, the value of the coefficient in this regression
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was larger than in the other regressions, and the p-value for this coefficient was smaller

than in the other regressions as well.

Next, let us examine the coefficients estimated for the variable percent urban. Before

running the series of regressions, it was predicted that the sign of the coefficient on

percent urban would be positive. In our results we see that the coefficients in the first

two regressions are negative but that the coefficient in the third regression is positive.

The magnitudes of the coefficients in the first two regressions are also quite small. The

second regression, with a coefficient of 2.05, indicates that an increase of one percentage

point in the percent urban population of a state results in a decrease of two dollars in

state expenditures. I would argue that this coefficient (and thus the coefficient in the

first regression) is economically insignificant. I say this because if a state were to

transform from a mostly rural region to a highly urbanized region, it would have, at the

very most, a two hundred dollar effect on overall state spending. Compared to the state

budget as a whole, this amount seems quite insignificant. Looking at the coefficient on

the third regression, which is 12.64, we note that the magnitude of this coefficient is the

largest of all the regressions. Despite this, I would still argue that an increase in state

expenditures of twelve dollars for every one percent increase in the percentage of the

population that is urban is not economically significant. Furthermore, none of the

coefficients are statistically significant.

Our last regression variable is bank interest rates. It was originally predicted that the

coefficient on this variable would be negative. Although the coefficient in the first

regression is negative, the coefficients in the second and third regressions are both

positive. We also see that the p-value for all coefficients is above .1, indicating that the

coefficients are not statistically different from zero. Examining the change in the

coefficients from one regression to the next, we see that they increase in magnitude as

more sources of variation are controlled for. I would argue that none of the coefficients

are economically significant - at most, the effect of increasing bank interest rates by one

percent is predicted to be an increase in state spending of eight dollars.

In conclusion, we find that, after controlling for variation across states, across years,

and within states over time, none of our variables of interest have estimated coefficients

that are statistically significant from zero. In other words, after controlling for
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numerous sources of variation, none of the variables selected for this analysis were

shown to have a significant effect on state expenditures. This does not necessarily mean

that these features are unimportant. Rather, it indicates that the effect of these

features is quite small once other aspects of state spending are accounted for.

Future work on this analysis may include using more advanced statistical techniques

such as variable selection to detect which features have the greatest impact on state

spending. Another consideration is to add interaction terms into our model. Although

adding time trends to our regression amounts to interacting a year counter with state

dummies, it may be possible to detect effects from interacting other variables, such as

bank interest rates and real per capita income. More importantly, model adequacy

checks, such as residual plots, should be performed to determine whether or not a linear

model is appropriate for this analysis. It may be the case that this data can be better

modeled by a quadratic model or even a non-parametric model. A more in depth

statistical analysis may also consider controlling for errors in data collection and/or

data entry. Currently the data in our panel data set are collected from different sources

- both the federal government and the state governments. At the time there is nothing

in our model that distinguishes these two sources.

9 Conclusion and Future Work

The main purpose of this paper was to answer the following question: “how did the

state of Nevada react economically, politically, and socially to New Deal legislation?”.

To answer this question, we first constructed a historical narrative for Nevada during the

1930s. This narrative explored the history of gambling in Nevada, the boom and bust of

the state’s mining industry, the construction of the Hoover Dam, the collapse of the

state’s banking system, and changes in the state’s welfare and taxation systems. After

studying the state’s history, we then analyzed Nevada’s financial data from the 1930s.

Before analyzing the data, we first had to categorize state expenditure and revenue

items according to federal categories. We then explored how well state and federal data

compared during year of overlap and we constructed several plots of revenues and

expenditures in Nevada throughout the depression. Finally we constructed a multiple
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linear regression to identify factors that had a significant impact on state spending.

Future work for this project would likely be more focused on expanding the data

analysis section of this paper than on exploring more of Nevada’s history. As Professor

Fishback’s project continues and more state financial data becomes available for

research purposes, one could compare Nevada’s revenue and expenditure data to that of

other states. Something else that could be done in the future is to different variables in

the regression. Our regression showed that, after controlling for factors specific to

states, factors specific to years, and time trends within states, there were no significant

variables. It is possible that other variables are significant, and more regressions could

be done to determine which variables these may be. Model selection techniques such as

forward selection, backward selection, and best subset selection may be employed.

Finally, we briefly mentioned that we did not test our assumption that a linear model is

appropriate for our data. One could test this assumption and, if it fails, construct more

sophisticated non-linear or non-parametric models.
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