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I. Introduction 

Though the expansion of the Federal Government during the Great Depression 

has been studied time and time again in-depth, there is still a dearth of research on what 

the individual states did in response to the severe economic disaster that struck in the 

1930s. The changes made at the state-level by legislatures and governors around the 

country have been over-shadowed in historical economic literature by research on 

changes at the federal level. This paper seeks to help fill in a small-piece of that gap by 

looking at what happened at the state-level in Wisconsin during the Great Depression. 

Beginning with the early 1930s, the first portion of this paper creates a narrative of the 

political and economic landscape of Wisconsin during a defining point in the history of 

the state. The impact of Wisconsin’s leading political force, the LaFollette family, is 

analyzed and the rise of Governor Philip LaFollette and the Progressive Party is traced in 

detail. Several landmark pieces of legislation, The Unemployment Compensation Act and 

Chapter 15 of the 1935 Session Laws, are looked at closely and used to assess the 

changes in the political climate within the state. The second portion of the paper looks at 

financial statistics for the state during the Depression years. A gap in the federal panel 

data sets, the Financial Statistics of the States-Revenue Classification and Cost Payment 

Classification, exists for the years 1932-1936. In addition to writing this paper, I helped 

fill in part of that gap by categorizing state-reported statistics for the missing years 

according to the federal classification system. After filling them in, I used the data to look 

at what was happening quantitatively within the state during the period in question. 

Finally, the third portion of this paper is an empirical study on the factors influencing 

state tax revenue during the Great Depression. 
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II. Wisconsin during the 1930s 

The story of Wisconsin during the 1930s is one of bold leadership, abandonment of 

old methods, and radical change in politics. Like every other state in the Union, Wisconsin 

entered the 1930s in an economic rut few people foresaw. The financial crash on Wall Street 

in October of 1929 led to depressed economic conditions across the nation, and Wisconsin 

was no exception. A quick look at the statistics reveals how deeply the depression hurt 

Wisconsin going into the 4th decade of the 20th century. Robert Nesbit, writing for the State 

Historical Society of Wisconsin reports that “Value added by Wisconsin manufacturing 

dropped from approximately $960,000,000 in 1929 to $375,000,000 in 1933. The average 

number of wage earners fell from 264,745 in 1929 to 116,525 in 1932, while wage payments 

fell nearly 60 percent” (1973, p. 476). Manufacturing had been hit the worst, but the boom in 

the 20s as the state’s population migrated to the cities accounted for a high-level from which 

to fall. Agriculture on the other hand had been at a depressed level to begin with yet sunk 

further as food prices dropped to only 43% of their 1929 levels by 1932 while the goods 

farmers bought only fell to 71% during that same period (Nesbit, 1973, p. 477). 

Wisconsin, like every state in the U.S. at the time, had been hit hard, but what makes 

Wisconsin unique is the response of the political leaders to the crisis. During the 1930s, the 

Wisconsin legislatures and governors passed some of the most expansive social programs 

and proactive economic policy measures ever seen in the state.  

Rather than allowing the conservative forces that controlled Wisconsin in the late 

1920s and the year 1930 to continue their belt-tightening measures, progressive republicans 

fought to steal the republican nomination from the old guard in 1930 for the gubernatorial 
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race and succeeded, taking the nomination away from incumbent Walter J. Kohler, and going 

on to elect Philip LaFollette as governor in 1930.  

Philip LaFollette was the second son and third child of Robert LaFollette, one of the 

founders and certainly the most prominent figure in Wisconsin’s history of Republican 

progressivism. Philip LaFollette’s views on the depression: that it wasn’t a normal fall in the 

business cycle, and that the U.S. government and the state governments needed to be 

fundamentally changed to respond to the new economic world, led to an immensely active 

governorship. That his approach was radical for the time is clearly demonstrated by his 1931 

speech to the special session of the legislature. Walter Raushenbush outlined the speech in 

his senior honors thesis at Harvard College in 1950. Walter claims “Phil suggested…1. The 

direct control and ownership by the people through their municipal, state, and national 

governments of enough of those instruments of common necessity-the public utilities-to 

protect the public against extortionate charges, to ensure efficient service, and, to the extent 

of the ownership, thus to effect better distribution of the earning power of those utilities. 2. 

The provision of machinery by the state that would enable business to govern itself… 3. On a 

broader scale, government can lead attempts at planning for urban or regional development. 

4. The equalization of the burden of taxation. In Phil’s words, ‘The intelligent and 

courageous use of the taxing power is the most effective thing that can be done immediately 

in the present emergency…The use of the taxing powers…is an effective instrument with 

which to redistribute money to enable workers and farmers to trade with one another’” 

(Young, 1970, p. 161-162). 

LaFollette’s progressive ideas and determination led to the passage of some 

unprecedented laws and programs in the state of Wisconsin. The key ones included the 
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Unemployment Reserves and Compensation Act and Chapter 15 of the Wisconsin Session 

Laws of 1935. 

The Unemployment Reserves and Compensation Act passed in a special session of 

the legislature in 1931 (Young, 1970, p. 164). It, along with an old age pension law passed in 

1925, is regarded as a model for the national Social Security Act of 1935 (Gara, 1962, p. 

251). This piece of legislation is a good example of what has been termed the Wisconsin 

Idea. LaFollette embodied progressive legislation passed during the 1930s in Wisconsin. It 

stimulated the government to play a more active role in the economic welfare of its citizens. 

Chapter 15 of the Wisconsin Session Laws of 1935 is key in understanding the degree 

to which the progressives under the LaFollettes’ leadership sought to change the socio-

economic relations of the state. The progressives by this time had broken from the ranks of 

the Republican Party and formed their own party in the state of Wisconsin and at that point 

held the assembly, governorship, and one of the senate seats in the federal government. 

Philip LaFollette’s older brother Robert Jr. was that senator.  

Chapter 15 was a series amendments to and repeals of the tax code for individual 

incomes, and utility and energy corporation taxes. It included across the board increases in 

graduated income taxes. This was nothing new in the 1930s. Wisconsin in an attempt to raise 

revenue to fund its expanding state government had been introducing all sorts of new tax 

legislation since 1930. However, what was exceptional about this bill was that it repealed the 

exemptions for individual dividends and capital gains long on the statute books in Wisconsin. 

This amounted to an instant increase in the tax burden on the upper classes. The fact that this 

bill made it through the state senate in 1935, which was still controlled by the old guard of 

Republican and Democrat conservatives, was simply astounding. Philip LaFollette, in his 
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biography Adventure in Politics: The Memoirs of Philip La Follette, mentions that he had to 

pull out all the stops to get this legislation passed. (Citation needed)  

The story of state government in Wisconsin in the 1930s is really the story of the 

LaFollette brothers, especially Phil, and the Progressive movement. Many other interesting 

things happened during the decade, including the resurgence of the Democratic Party, long 

dormant in Wisconsin, one of the biggest droughts in Wisconsin’s history in 1934, and a rise 

in the power of socialistic political groups. However, the backdrop to everything that was 

happening was the LaFollettes and the Progressive movement. They were responsible for 

taking Wisconsin down a path of trailblazing legislation and government growth. For that 

reason, this paper will focus first on Philip LaFollette and the Progressive party and then 

discuss some of the groundbreaking legislation passed by the progressives, specifically the 

Unemployment Compensation and Reserves Act and Chapter 15 of the 1935 Session Laws. 

 

III. The LaFollettes and the Progressive Movement 

During the first half of the year 1930, Wisconsin slid further and further into 

economic depression. Unemployment was rising in urban centers, farmers who had been 

barely able to pay their mortgages fell behind, faced foreclosure, and the state saw tax 

revenues drop off as personal incomes fell and consumption declined. The governor, Walter 

J. Kohler, believed the depression to be a short-term phenomenon that would right itself 

given a little time. Governor Kohler, a member of the conservative faction of the Republican 

Party failed to see how substantial the effect of the depression was on party and state politics 

at the time. 
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During the first three decades of the 20th century, Wisconsin politics had been 

dominated by two factions of one party. The Republican Party was an uncomfortable mix of 

staunch conservatives who espoused the value of maintaining the status quo and a group of 

progressive thinkers who believed that true democracy implied an expanding role for 

government, ensuring positive rights to the population. The progressive faction had gained 

traction under the governorship of Robert LaFollette Sr. in the early 1900s. However during 

the 1920s, the conservative faction moved to the fore. The Democratic Party in Wisconsin 

had a minimal impact during this time, but would see resurgence in the tumultuous years of 

the Great Depression. 

During early 1930 Philip LaFollette, the younger of two sons of Robert LaFollette, 

began making political capital out of the expansion of chain banking in Wisconsin. A lax 

banking law in place since 1903 made it very easy for banks to start up in the state and there 

had been a proliferation of them during the teens and twenties (Nesbit, 1973, p. 485). 

Although the state prohibited branch banking, bankers had been using holding companies as 

a device to set up conglomerations of these small banks. As the economy fell to shambles 

starting in 1929 and many banks failed, public outrage became directed at chain banking, 

blaming these large corporations for the plight of farmers being foreclosed on. LaFollette 

picked up on this issue and began speaking out against the big banks, especially the First 

Wisconsin National Bank. This proved to be a very popular stance and in his own words, the 

“…attack on chain banking got good press throughout the state.” (Young, 1970, p. 137).  

As LaFollette continued to do public speeches on the banking issue, a ground swell 

within the Progressive faction pushed him to challenge Kohler for the Republican primary. 

He kicked off his campaign on July 15th, 1930 at Sauk City near Madison and began 
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canvassing the whole state, giving speeches and holding meetings. By the time the incumbent 

Kohler began his campaign on August 11th, LaFollette had delivered 118 speeches. The 

campaign was an exciting one, and the turnout for the primary was large by historical 

standards. LaFollette overwhelmed Kohler with 395,551 to 267,687 votes (Young, 1970, p. 

143-144). After beating out the incumbent for the party nomination, LaFollette went on to 

trounce the Democratic candidate, Charles Hammersley, in the general election. LaFollette 

received 65% of the popular vote compared to 28% for Hammersley. The success of Philip’s 

campaign was reflected in the legislature. State Republican congressional candidates 

garnered 75% of the vote (Fowler, 2008, p. 143). The progressives gained enough seats in the 

assembly to wield control, yet barely missing a majority in the senate, which remained in the 

hands of the conservatives (Nesbit, 1973, p. 486).  

Once in power, the progressives immediately began passing legislation that provided 

a larger role for the government in the economy. They pushed through legislation that 

allowed state and municipal corporations to compete against private energy and utility 

companies. At the same time they established a new public service commission with 

extensive regulatory powers over the management of the utilities companies (Nesbit, 1973, p. 

487) (Wisconsin Session Laws 1931, p. 511). Another big accomplishment of the 

progressives during this same session was the passage of a bill intended to offer 

unemployment relief through a public works program. This bill provided for the employment 

of many of the state’s young men in building railroad underpasses and overpasses. This law, 

incidentally, was funded by a surtax on those same chain banks that LaFollette and his 

progressive friends attacked during the campaign (Nesbit, p. 487) (Wisconsin Session Laws 

1931, p. 35). 
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Although it didn’t end up providing relief from the depression, the Unemployment 

Reserves and Compensation Act, which was passed in a special session of the legislature on 

January 28th, 1932, indicated the success progressivism was having in the legislature. This 

bill became a model for the Social Security Act of 1935 and the specifics of this bill will be 

discussed in detail later in this paper. 

 In the 1932 election, though LaFollette was a popular governor, intrigue within the 

Republican Party led to a competitive primary. The previously defeated governor, Walter J. 

Kohler, with his family’s wealth, took the nomination from the incumbent. Many of the 

progressives in the Republican party rebelled and voted for the slightly more liberal 

Democratic candidate Alfred Schmedeman, giving the Democratic party their first governor 

in the state since 1892 (Fowler, 2008, p. 144). “Thus by the end of 1932 Phil was no longer 

governor, and he came to realize that he and his values and allies were just not in line with 

Republican Party. This realization led directly to his 1934 formation of the Progressive 

Party…” (p. 144). 

 Governor Schmedeman, like most of the state’s Democratic Party, was a Democrat in 

the Jeffersonian sense. As such, he was often at odds with F.D.R. and the implementation of 

New Deal policy. F.D.R. met with Philip LaFollette and his elder brother Bob Jr., a U.S. 

senator, several times between 1932 and 1934 and hinted that he would rather have the 

LaFollettes in power in Wisconsin than the current Democratic administration. In 1934, 

sensing the divide within the state Republican Party had become too wide, the progressive 

faction under the leadership of the LaFollette brothers held a convention at Fond du Lac on 

Saturday May 19th, 1934. William T. Evjue, a politician who edited the progressive daily 
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Capital Times, chaired the convention. At the end of the convention, a resolution supported 

in a vote of 252 against 44 formed the new party (Young, 1970, p. 211).  

 Bob LaFollette Jr., who was running that year for re-election in the U.S. Senate, 

switched to the new party. Philip, the undeniable leader of the new party, ran on the ticket in 

the gubernatorial race. Both brothers won. The new Progressive Party as a whole did well for 

having been formed the year of the election. They reaped 45 seats in the Assembly, and 12 in 

the Senate. “Phil edged Schmedeman, the Democrat, with only a two percentage-point edge 

of 14,000 votes…But Bob beat his opponent in a landslide” (Weisberger, 1994, p. 295). 

 Though they did not control the legislature, the political clout of Philip as governor 

and the 3-party system in the Wisconsin legislative bodies paved the way for the progressives 

to “promote a program of social and economic legislation that came to be known as 

‘Wisconsin’s Little New Deal’” (Gara, 1962, p. 254). The departure from the past could be 

seen in changes to taxation especially Chapter 15 of the Wisconsin Session laws of 1935 

which established the first tax in Wisconsin on capital gains for individuals. 

 1936 provided an even more resounding victory for the Progressive Party. Philip 

LaFollette won reelection as governor, and the Progressive Party gathered enough popular 

support to win majorities in the Assembly and the Senate (Fowler, 2008, p. 145). This made 

it possible for the Progressives to pursue their ‘little New Deal’ even further. However, 

LaFollette became emboldened by the legislative and political successes and decided to 

spend all his political capital on passing a law that severely curbed the power of the 

legislative branches and gave significantly expanded powers to the executive. The governor 

was attacked, even from significant other Progressives like Evjue, as an aspiring tyrant 

(Nesbit, 1973, p. 492).  
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As his unpopularity increased, Philip LaFollette against the advice of his elder brother 

and numerous other members of the Progressive Party in Wisconsin made a decision that 

would end his political career: he attempted to form a new third party at the national level. In 

1938, in a large rally oddly reminiscent of the fascist parties in Italy and Germany, Philip 

launched the National Progressives of America (Fowler, 2008, p. 145). As a political symbol, 

Philip LaFollette had chosen an “x” inscribed in a circle. For him, the “mark” represented the 

ballot box, but to critics it appeared to be a “circumcised swastika.” When asked about the 

connection, the governor stated that, “he had borrowed some of the propaganda techniques of 

the European dictators for ‘democratic ends’…” (Miller, 2004, p. 23). The movement failed 

utterly, and along with the rebellion in Wisconsin’s Progressive Party, Philip lost the 

gubernatorial race that same year. 

 

IV. Unemployment Compensation: The Law and the Debate 

 The signing of the Unemployment Reserves and Compensation Act of 1932 was a 

defining moment in the Governorship of Philip LaFollette, the progressive movement in 

Wisconsin, and the history of U.S. economic policy. The Act was the first statewide 

unemployment insurance program legislated in the Union, and it would become the basis for 

the Social Security Act of 1935. As such, the law blazed a trail for government intervention 

in the relationship between businesses and unemployment, attempting to place the 

responsibility for unemployment on industry, and thus to treat unemployment as a hidden 

business cost to be borne by firms.  

 The following is an up close look at this significant piece of legislation. It explores 

the Act, looking at the mechanics of how unemployment compensation was intended to work 
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in the state; who was responsible for what, and who had rights to what. It examines the 

historical setting in which the Act was placed, discussing how the Act differed from the 

unemployment insurance programs in European nations at the time and prior attempts to pass 

unemployment insurance programs in Wisconsin. This section also briefly looks at the debate 

over the Act; the idea of business cost versus social safety net; the incentives the Act gave, 

and finally how fair it was to businesses of various size and firms contending with out-of-

state competitors.  

 The Unemployment Reserves and Compensation Act established the formation of 

unemployment reserve funds, held and administered by the state government for individual 

businesses. The sole providers of funds for unemployment insurance in the Act were the 

businesses themselves. Workers did not contribute to the funds out of their paychecks, and no 

taxes were levied by the state to contribute additional resources to the funds. The funds 

collected from each business were not pooled into a statewide unemployment insurance fund. 

Rather the individual funds were kept separate. Thus, if an employee was laid off from a 

business, his collection of guaranteed unemployment insurance was limited to the size of that 

firm’s reserve fund deposited with the state in addition to the other specifications provided 

for in the Act. The contributions by each employer to that employer’s reserve fund were 2% 

of the annual payroll if the amount in the fund was currently less than $55 per current 

employee. If that employer’s reserve fund contained between $55 and $75, the employer 

contributed 1% of annual payroll to the fund. Having a reserve fund held by the state in 

excess of $75 per employee, exempted that employer from adding to the fund. However, it 

should be noted the bill contained a fee of .2% of annual payroll to every firm without regard 
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to the size of their reserve fund, ostensibly to cover the cost of the state administering the 

unemployment benefits.  

 Those eligible for receiving unemployment benefits were those who had been laid off 

due to downsizing of the business. Exemptions included those fired for negligence, those 

who lost employment due to an “act of god”, and those who worked less than 2 weeks for the 

given employer in the year preceding the termination of employment. The benefits were $10 

per week or 50% of the worker’s previous wage, whichever was lower. The Act limited 

receipt of benefits for an individual to 10 weeks in a calendar year; however, this was limited 

by the size of the reserve fund for the given business. The state, though administering the 

fund, did not pool the reserve funds of companies and it did not assume liability for 

unemployment benefits if the funds of a business were depleted before each unemployed 

worker from a firm had received his full benefits.  

 Small business owners were exempted in the law from setting up reserve funds. 

Though criticized from both sides as both an unfair advantage to smaller firms and as 

inadequate protection of workers employed in small businesses, the Act specifically 

exempted any business employing less than 10 workers. The exemption extended to seasonal 

occupations. The political scientist Mark Jacobson writing at the time on what the legislation 

contained observed, “The compulsory state compensation plan covers employers who have 

for four or more months within the preceding year employed ten or more persons. The four-

month provision will result in an exclusion of the most seasonal industries” (Jacobson, 1932, 

p. 302). The Act focused on industrial employers as its subjects. Farm workers, government 

workers, railroad workers involved in interstate commerce, and those unable to work were 
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not covered by the legislation, and thus the employers in these sectors were not required to 

set up reserve funds with the state. 

 Though the bill was the first unemployment insurance program to be signed into law 

in the U.S., the bill had precursors in several European nations including Germany and 

England. The British insurance law of 1920 established a system by which the employee, 

employer, and the state contributed to an unemployment reserve fund. Germany had a law 

requiring both employer and employee to contribute but kept the state from subsidizing the 

reserve fund with tax revenues. A key difference was that whereas unemployment funds were 

pooled in the European countries, the act passed in Wisconsin kept the funds of individual 

companies separated. “In both the British and German systems, the funds from all employers 

and employees in all industries and in all establishments are pooled together” (Jacobson, 

1932, p. 304). Thus, the Wisconsin bill differed from the laws existing in Europe. Rather than 

being multi-party contributions to one pool covering all sectors of the economy, it was 

industry and firm specific with funding ostensibly resting on the employer alone. 

 Before Governor LaFollette signed the bill into law on January 28th, 1932, several 

other unemployment insurance bills had been debated and failed in the state. Senator Huber 

in 1921 had introduced a bill to provide unemployment insurance in the state. The bill was 

the brain child of University of Wisconsin Professor John R. Commons , a leading proponent 

of the Wisconsin Idea. The Wisconsin Idea was the notion that the government and the 

universities within the state joined together to serve the populace (Stark, 1991, p. 197). In 

drafting the legislation for Huber, Commons had studied the British and German systems, 

and had “Rejected the European system of contributory premiums from employer, employee, 

and the state, and the maintenance of a common fund for the payment of benefits to 
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employees of all employers” (Muntz, 1932, p. 415). The philosophical reasoning behind this 

departure from existing systems was that unemployment insurance programs should be 

primarily intended to smooth out employment and business cycle fluctuations in industry; 

secondary was the provision of insurance to employees. Commons and the supporters of 

unemployment insurance in the state of Wisconsin, in the 1920s and 1930s, believed that by 

making employers solely responsible for lay-offs, businesses would be less likely to over-

expand in boom times; less keen on replacing workers with technology, and finally try to find 

alternative uses for redundant employees.  

 Though defeated in 1921, the principle ideas contained in the Huber bill were the 

underpinnings of the Groves bill, named after Assemblyman Harold M. Groves an economics 

professor at the University of Wisconsin and another proponent of the Wisconsin Idea. 

Incidentally, John R. Commons was Grove’s mentor and dissertation advisor (Stark, 1991, p. 

1991). The Groves bill was introduced in the regular session of the Wisconsin legislature in 

1931. This bill did not come to a vote, rather a committee, the “Interim Committee on 

Unemployment”, was established to look further into the proposed legislation (Muntz, p. 

415). This committee reported back during the Special Session of 1931, which extended from 

December 1931 to February 1932. The report was highly in favor of unemployment 

insurance being established in the state along the lines proposed by the Groves Bill, and the 

Wisconsin Unemployment Reserves Compensation Act was signed into law by Governor 

LaFollette on January 28th, 1932. 
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V. Property Taxes vs. Income Taxes 

A major focus of the progressives during the 1930s was the base from which the state 

collected revenue. Wisconsin’s tax revenue, at the onset of the Depression, came primarily 

from taxes on property. The progressive faction of the Republican Party, and subsequently 

the Progressive Party asserted that a shift to relying on income taxes was better economic and 

social policy than the existing system’s dependence on property taxes. The arguments in the 

progressive camp focused on the ability of individuals and families to pay and a perceived 

sustainability of income tax revenue during economic downturn.  

In 1930, taxes in Wisconsin could be divided into six groups: general property taxes, 

special property taxes, income taxes, inheritance taxes, motor taxes, and other taxes. General 

property taxes were assessed on the value of farms, homes, stores, factories, land, mines, and 

local, public utilities. Churches, philanthropic enterprises and organizations, and government 

property were exempt from general property taxes. General property taxes were levied by the 



THE LAFOLLETTES, PROGRESSIVISM, AND THE WISCONSIN IDEA 

 

18

state, county, local, and local-school districts. In the year 1929 the total levied at all levels 

was $122,253,863 (Wisconsin Blue Book, 1931, p. 54). Chief Statistician of the Tax 

Commission J. Roy Blough noted the variability in tax revenue from the general property 

taxes.  

“One unique feature of the general property tax is its elasticity as a source of revenue. 

Property tax rates…vary widely. The tax rate is determined by dividing the amount of 

the tax levy by the assessment of the property. All other kinds of taxes used in 

Wisconsin have uniform rates throughout the state and…these rates are permanent 

and can be changed only by the legislature. Thus, any increase in required revenue 

not met by other sources is automatically borne by property, while any decrease in 

required tax revenue benefits property” (Wisconsin Blue Book, 1931, p. 55).  

The volatile nature of property taxes, especially the fall in revenue during economic 

downturns as property value fell, became a talking point of the progressives in the 1930s. 

Special property taxes were levied against assessed values just like the general 

property tax; however there were some key differences. The rates were set at a uniform rate 

across the state by the state tax commission rather than varying rates based on the opinions of 

local assessors. Accordingly, revenue from special property taxes, though elastic, was not as 

volatile as the revenue from the general property tax. The special property tax was levied 

against public service corporations, regulations companies, and public utilities operating in 

more than one tax district. In addition, rather than acting as a tax levied on physical property 

valuation, the tax was levied on assessed cash value of the corporation in question. The 

effective rate in 1929 was approximately 2.04% (Wisconsin Blue Book, 1931, p. 59). 
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Together the two types of property tax contributed more than two-thirds of total state tax 

revenue in the year 1929 (p. 53). 

Wisconsin had passed legislation allowing for a state income tax in 1911, the first 

successful state income tax in the nation. The income taxes were assessed on net rather than 

gross income for individuals and corporations. The system was progressive in nature and the 

top rate on an individual’s net income in 1929 was 7%. However, there were numerous 

possible deductions and few individuals within the state made enough net income to qualify 

for this rate and the average rate for those making enough to qualify for any income tax at all 

was 1.4% (Wisconsin Blue Book, 1931, p. 61). For corporations, the top tax rate was 6% 

with a surtax of one-sixth of the normal rate applying to corporate income over $3,000 per 

year. No deductions were allowed for corporations. Incidentally, the very low cut-off for the 

top bracket placed a very large number of corporations in the top bracket. The average 

effective rate in 1929 was 6.4%, implying that a lot of companies paid the surtax. Even 

though it was the second largest source of government revenue in Wisconsin at the onset of 

the Great Depression, income taxes only generated a 6th of the revenue generated by 

property taxes in 1929 (p. 61). 

The philosophy that the income tax should gradually usurp the general property tax 

predated the Great Depression in Wisconsin. Jon Kasparek in his recent biography of Philip 

LaFollette notes that progressives in the state had believed, at the time of its passage, that the 

1911 Wisconsin Income Tax would eventually replace the general property tax. This was 

desirable at the time because of “underassessment of real estate, the property tax’s failure to 

consider one’s ability to pay, and the easy evasion of personal property tax” (Kasparek, 2006, 

p. 69). The LaFollette faction of the Republican Party had in 1923 unsuccessfully supported a 
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tax bill that would have ended the existing offset of income taxes against personal property 

taxes. However, this effort failed and as seen above, at the end of the 1920s, property taxes 

still dominated income taxes. 

In his first campaign for the governor’s office, Philip LaFollette used the historic 

progressive stance on the tax question and “…promised to shift the tax burden from property 

taxes to income taxes….” In one of his early speeches during the primary race he blamed the 

economic downturn on the “…inequitable tax burden on the many” (Kasparek, 2006, p. 103, 

105). After he had won the nomination, the shift to income taxes became part of the official 

Republican platform in the 1930 gubernatorial race (p.108). 

 

VI. Chapter 15 Session Laws 1935 

One of the biggest legislative battles during Philip LaFollette’s career as governor 

broke out over a combined emergency taxation and appropriations bill during the regular 

legislative session in 1935. The bill contained several far-reaching and novel approaches to 

raising revenue to fund the state’s ongoing relief efforts. For the first time in Wisconsin’s 

history a tax was put in place on dividends and capital gains.  

 Harold M. Groves wrote the controversial legislation in an attempt to raise revenue 

for relief efforts in the state. A long time ally of the LaFollette administration, Groves is 

famous for originating much of the important legislation of the Wisconsin Progressives 

including the Unemployment Compensation and Reserves Act as seen above. Groves 

explained the purpose of the legislation in 5 points.  

“1. Repeal the present section permitting deduction of net business losses against 

gains of the subsequent two years. 2. Liberalize present tax laws on capital gains and 
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losses by creating a graduated scale for computing the tax on the basis of the length of 

time the asset has been held. 3.Permit offset of capital losses only against capital 

gains and not, as now against current regular income also. 4. Tax the incomes of 

husband and wife as one family unit. 5. Tax the dividends of all Wisconsin 

corporations, regardless of how much of their business is conducted within the state.” 

(The Milwaukee Journal, March 6, 1935, p. 4). 

 As seen below, point 4 was dropped before the bill was passed into law. Opposition 

to the measure was intense. A Milwaukee tax attorney by the name of George D. Spohn 

testified before the senate committee on taxation and corporations that the bill would lead to 

a “wild orgy of dissolution of corporations” (The Milwaukee Journal, March 6, 1935, p. 4). 

Though commonly referred to at the time as the “loophole bill” in reference to the closing of 

supposed “loopholes” in taxation legislation, the bill actually introduced an entirely new tax 

on dividends and capital gains. Another article in The Milwaukee Journal notes this, “The 

most important words in Mr. Groves’s bill are these: ‘Subsection (4) of section 71.04…is 

repealed.’ In those few words, dividends from Wisconsin corporations…would be subjected 

to the general normal income tax and to such surtaxes as exist or may be created. This is not 

the plugging of a loophole; it is the establishing of a new and wider basis of income taxation 

in the state” (The Milwaukee Journal, March 12, 1935, p. 8). 

 The “loophole bill” stemmed directly from Groves’ philosophy on taxation. “The 

basis of his belief, simply put, was that taxes ought to be fairly apportioned according to the 

ability to pay-not as a means of favoring or rewarding certain groups.” (Stark, 1991, p. 198) 

Tending towards egalitarian normative values in economics, Groves pushed for larger 

income taxes that were intended to mitigate economic inequality (p. 200-201).  He believed 
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that the economists and politicians of his day should take a cue from Adam Smith’s Theory 

of Moral Sentiments and connect the dots between ethics and economics (p. 200). The 

influence of John R. Commons is clear here on the work, both in academia and politics, of 

Groves. Groves never contented himself with analyzing means alone, but insisted on always 

keeping an eye on moral ends. In his words, “...the strong have a decided obligation to the 

weak…” (Groves, 1948, p. 25). 

The bill is broken up into sections and several pieces where vetoed by Governor 

LaFollette, the Wisconsin Constitution having been amended in 1930 to give the governor 

the power of line-item veto. The first section of the bill, pieces of the eighth section, and the 

ninth section were vetoed. The remaining nine sections of the bill can be divided up as 

follows; “Section 2. Emergency Relief Tax on Incomes,” “Section 3. Emergency Relief Tax 

on Transfers of Property,” and “Section 6. Emergency Relief Tax on Certain 1933 

Dividends,” were additional taxes assessed on individual people. “Section 4. Emergency 

Relief Tax on Telephone Utilities,” and “Section 5. Emergency Relief Tax on Energy Sold 

by Electric, Gas, Heat and Water Utilities,” were both additional taxes assessed on 

corporations. “Section 8. Appropriations,” addressed where the monies received from the 

emergency taxation subsections were to be sent by the state government. Finally, Sections 7, 

10, and 11 were, respectively, a correction of the opening paragraph of the existing tax code 

to indicate the presence of the emergency measures contained in the bill, a clause indicating 

that the law would stand even if a specific application was struck down in court, and finally a 

standard clause indicating that the sections contained would take effect upon passage and 

publication.  
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 “Section 2. Emergency Relief Tax on Incomes,” was a set of taxes assessed on 

individuals in addition to existing taxes and rates for the year 1934. It included a section on 

the rates of the emergency tax on incomes, a section ending exemptions on certain dividends, 

and a section on the gains and losses resulting from the sale of capital assets. The rates of the 

emergency taxation on net income were progressive. They were calculated based on each 

thousand dollar increment of taxable net income for the given year, 1934. Consequently, the 

rate for an individual was not a flat rate assessed on his taxable income. Rather it was a 

“step-wise” process. There was a set rate for the 1st thousand dollars of his net taxable 

income, a slightly higher rate on the next thousand dollars or part thereof, and so on. The 

following table illustrates these rates: 

Income Range Emergency Additional Income Tax Rate 
$0-$1,000 1%
$1,000-$2,000 1.25%
$2,000-$3,000 1.50%
$3,000-$4,000 2%
$4,000-$5,000 2.50%
$5,000-$6,000 3%
$6,000-$7,000 3.50%
$7,000-$8,000 4%
$8,000-$9,000 4.50%
$9,000-$10,000 5%
$10,000-$11,000 5.50%
$11,000-$12,000 6%
$12,000+ 7%
 

Subsection 2(a) of Section 2 reads as follows, “Subsection (4) of section 71.04 allowing a 

deduction to persons other than corporations of certain dividends received by them shall not 

be applicable. The provisions of sections 71.12 and 71.14 shall not apply” (Wisconsin, 1935, 

p. 20). The ending on exemptions on dividends was a very controversial part of the law and 

something that Governor LaFollette pressed for strongly. Subsection 3 (c) presented a 
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framework for how gains and losses of capital assets were calculated in the assessment of 

taxable income for individuals in the emergency taxation measure. “In the case of a 

taxpayer…only the following percentages of the gain or loss upon the sale or disposition of 

capital assets, or otherwise sustained with respect to such assets, shall be taken into account 

in computing net income” (p. 21). The percentages were based on the length of ownership of 

the capital assets. The longer the individual had held the capital asset, the less the gain or loss 

associated with it was considered in assessing the emergency tax on that individual’s income. 

The rates in terms of length of ownership are as follows: 

Length Capital Asset Held (in 
Years) Per Centum Considered in Assessing Taxable Income 
0 to 1 100%
1 to 2 80%
2 to 5 60%
5 to 10 40%
10 or more 30%

 

The emergency taxation on taxable income from 1934, including the proscribing of the 

dividend and capital asset exemptions, was laid out in Section 2 of Chapter 15 of the Session 

Laws of 1935 as described above. 

 Section 3 was an emergency inheritance tax that took effect in the year of the 

legislation, 1935, and contained a sunset clause for July 1, 1937 (p. 24). The rate was 25% on 

inheritances in excess of $100 in addition to the existing taxes outlined in Chapter 72 of the 

Statutes. 

 The Emergency Relief Tax on Certain 1933 Dividends, Section 6 of Chapter 15, was 

a one-time retroactive tax on all dividends, whether in cash or some other form, paid out to 

individuals in the year 1933. It did not apply to corporations. Those affected by the 

legislation, were individuals who received dividends in excess of $750 in 1933 alone. This 
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was a substantial amount at the time and the tax could be seen as directed specifically at the 

upper class in Wisconsin. The rates, even so, were progressive in the nature of the “step-

wise” procedure used in Section 2. There were three brackets defined in terms of net 

dividend income which was defined in the bill as “(d) ‘Net dividend income’ shall mean 

gross dividend income less seven hundred and fifty dollars” (p. 27). To simplify the 

interpretation of the emergency tax on 1933 dividends, gross income from dividends is 

considered rather than the term used in the legislation. The following table illustrates the 

“step-wise” rates. 

Gross Income from Dividends in 1933 Tax Rate 
0-$750 0%
$750-$2,750 1%
$2,750-$5,750 3%
$5,750+ 7%

 

 Section 4 and section 5 were emergency taxes levied against businesses. Section 4 

was a one-time tax on telephone utilities companies in the state of Wisconsin. The tax was on 

gross income from the year 1934 rather than a tax on each service provided or a tax on 

profits. The proceeds of the tax contributed to unemployment relief efforts. The tax was 

progressive in the “step-wise” manner of the other taxes described above. The rates were as 

follows. 

Telephone Utility Profits in 1934 Tax Rate 
$0-$10,000 0%
$10,000-$15,000 1%
$15,000-$20,000 2%
$20,000+ 3%

 

Section 5 was another one-time tax on businesses levied against sales in 1934. Unlike 

the emergency tax on telephone utilities in section 4, the Emergency Relief Tax on Energy 

Sold by Electric, Gas, Heat and Water Utilities was a tax on each individual unit of electricity 
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sold. The tax rate was a flat rate of 3% to be paid by the vendor, regardless of the size of the 

Utility in question. This tax rate was in addition to the existing taxes on energy utilities 

outlined in sections 76.01 and 76.29 of the statutes. Subsection (2) was a clause meant to 

proscribe double-counting by the state taxing authority in cases where a utility sold 

electricity to a lessee who then sold it to his tenants (p. 26). There were several notable 

exemptions in the rest of the law. Given the severe decline in industrial output since 1930 

and the effort of the state government to boost activity in industry, energy sold to industrial 

firms was exempted from the additional taxation. Likewise, subsection (3) prohibited this tax 

from being applied to government purchases of energy. “No tax shall be imposed under this 

section upon such energy sold to the United States or to this state or any political subdivision 

thereof.” The due date listed for the emergency taxes on energy sold in 1935 is March 15, 

1935, for which an adjustment must have been made, for the bill was not actually published 

until March 27, 1935. 
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VII. Data Categorization 

I worked with financial data for the state of Wisconsin during the Depression. I took 

numbers for receipts and disbursements in the fiscal years ending in 1933-1938 from 

state reports and recategorized them according to the Financial Statistics of the States-

Revenue Classification and Cost Payment Classification which is a federal categorization 

scheme. The data for the state of Wisconsin were very well organized, and reassigning 

each entry from the Wisconsin classification scheme to the federal categories, 

subcategories, and sub-subcategories was a straightforward process. 

 I needed to do this, because there is a gap in the panel data sets for the 1930s. The 

federal government has statistics collected up to the year 1931 and then there is a gap in 

the data during the midst of the depression years up until 1938. By taking statistics from 

each individual state during these gap years and attempting to reclassify the figures 

according to the federal categories, we can fill the gap with data that is better than simply 

interpolating. In addition, since we have figures from both the states and the federal 

government for fiscal years 1937 and 1938, we can compare the two and see how well 

they match up. The categorization of the data for Wisconsin provides a unique 

opportunity to contribute to the quantitative, historical data needed for future research. In 

addition, it provides me with an opportunity to look at how receipts and disbursements 

actually happened at the state-level during the period for which I have written a historical 

narrative based on newspapers, autobiographies of important figures, history books, and 

academic journals. 
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 The rest of this section will discuss the classification scheme, general financial 

statistics for the state of Wisconsin during these fiscal years, and compare the data to the 

federal figures I have for the overlapping years of 1937 and 1938. 

 The federal classification scheme for Disbursements is given in the table below. 

Disbursements are broken up into 13 categories. Almost every category has subcategories 

and sub-subcategories.  

Table 1: 

General Administrative, Legislative, and Judicial 
Protection to Person and Property 
Highways 
Development and Conservation of Natural 
Resources 
Health and Sanitation 
Hospitals and Institutions for the Handicapped 
Charities 
Correction 
Schools 
Libraries 
Recreation 
Miscellaneous 
Contributions to Public-Service Enterprises 

 

In the data I classified for the years 1933-1938, every category showed up with 

the exceptions of “Highways,” “Correction,” and “Contributions to Public-Service 

Enterprises.” The absence of figures for spending in these categories in no way implies 

that there was no spending in these areas in Wisconsin during these years. Rather, there is 

likely an issue with how the data is classified and these could be mixed in with other 

categories or accounted for differently in the state statistics.  

The category of “Libraries” is negligible in terms of the aggregate: in all 6 years, 

for which I have data, the spending never goes above $53 annually. It is likely that most 

spending on libraries during this time is coming from trusts like that set up by Carnegie 
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and supplemented with spending at the local-level of government, whether city or county. 

Likewise, the amounts totaled under “Recreation” are negligible and the only item in the 

state reports I was able to put here was spending on one specific cultural building in the 

city of Madison. “Health and Sanitation” is likewise fairly small and only includes state 

contributions to counties spending on nurses. 

To my chagrin, the largest category for most of the years is “Miscellaneous” 

which fails to help with understanding how the state is spending money during this time. 

The largest category after “Miscellaneous” is “Schools.” Graphs 1-6 at the end of this 

section show how the distributions of spending on various categories changed over these 

years that I have the state’s data. 

A relevant question is “how well do the federal and state data match up for the 

years we have?” To answer that, we can compare the aggregate figures for the years we 

have overlapping data from both source: 1937 and 1938. In Table 2 below, we can see 

that the data don’t match very well at all. The table shows the aggregate disbursements as 

found in the federal data and state data for the years 1937 and 1938. The discrepancy is 

large: The federal statistics reported figures almost twice the size of the state statistics. 

Table 2 (Total Disbursements in Overlapping Years): 

 
State-
Figures 

Federal-
Figures 

1937 
   
$36,154,699  $61,364,375

1938 
   
$39,606,579  $76,761,000

 
The individual categories within disbursements are also poorly matched with the 

federal statistics. Take for instance the figures for “Schools” given below in Table 3. 
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Though not off by as much as the aggregate for disbursements, the federal figures are in 

the area of 50% greater than the state figures. 

Table 3: (Total School Disbursements): 

 
State-
Figures 

Federal-
Figures 

1937 $11,281,451 $14,313,625
1938 $12,956,273 $17,153,000

 

 For these reasons, I believe that the data from the states is a poor fit with the 

federal data. That being said, though there are discrepancies and thus the data from the 

state of Wisconsin during the years 1933-1938 is probably not helpful when used in 

conjunction with the federal figures for the years preceding and following, it can be 

instructive to look at just the state figures for the years given, and compare them to a 

nearby state during the same time period.  

 We will now look at how aggregate spending changed during the years 1933-1938 

and simultaneously compare those figures to those for the states adjacent to Wisconsin. 

The states bordering Wisconsin are Illinois, Iowa, Michigan, and Minnesota. At present, 

the panel data set does not have state-figures for the gap years for the states of Illinois 

and Michigan. Thus, the comparisons will be between Iowa, Minnesota, and Wisconsin. 

Incidentally, Iowa is missing figures for 1933, so though the following results will be 

plotting the six-year period between 1933 and1938, Iowa will simply be left blank for 

1933. 

 Graph 7 shows how aggregate spending changed in these three states during the 

years we have state data. 
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Graph 7: 

 

 Wisconsin reported a very slight decline in spending between 1933 and 1935 with 

aggregate figures of $16,165,806 to $14,930,946 respectively. Keep in mind; these were 

years during which the conservative Democratic governor Albert G. Schmedeman held 

office. A mild decline in spending is what we would expect given the political climate at 

that time. Then, not surprisingly, there was a stark upward trend in annual spending at the 

state level from 1935 to 1938 during years when the LaFollettes were back in power. 

Spending more than doubled from $14,930,946 in 1935 to $39,606,579 in 1938. What is 

even more surprising is that state-spending in Wisconsin seems to have been unaffected 

by the 1937-1938 slump. There was a slower rise between 1937 and 1938 than there was 

between 1936 and 1937, but it is still an increase in state spending. 

 The figures from Iowa and Minnesota show a different pattern: State spending 

increased leading up to 1935. Like the figures for Wisconsin, we can see that between 

1935 and 1937 spending was generally increasing at the state-level. However, unlike 
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Wisconsin, there appears to have been a pro-cyclical reigning in of spending during the 

slump in the late 1930s. 

 The classification scheme for Revenue contains 21 different categories (Listed in 

the table below) and they each have a series of subcategories as well as sub-

subcategories.  

Table 4: 

  
Property Taxes 
Income Taxes 
Inheritance and Estate Taxes 
Poll Tax 
Severance Tax 
Sales Tax 
Business License Tax 
Non-business License Taxes and Permits 
Unemployment Compensation 
Incorporation Tax 
All Other Taxes 
Special Assessments and Special Charges (2 
Categories) 
Grants (By U.S. Gov) 
Grants (Donations from Private Sources) 
Pension Assessments 
Highway Privileges 
Rent of Investment Properties 
Interest 
Contributions from Public-Service Enterprises 
Charges for Current Services 

 

 In the financial data for the State of Wisconsin, the categories that showed up 

were Property Taxes, Income Taxes, Inheritance and Estate Taxes, Business License Tax, 

All Other Taxes, Special Assessments and Charges, Grants of both types, Pension 

Assessments, Rent of Investment Properties, Interest, Contributions from Public-Service 

Enterprises, and Charges for Current Service. I categorized the data for revenue the same 

way I did for the disbursements data and entered the final figures into the panel data sets. 
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 The panel data sets break up revenue into tax revenue and non-tax revenue. The 

tax revenue data I categorized, like the expenditures, appears to differ markedly from the 

federal figures in the overlapping years. Mark the discrepancies below in Table 5. 

Table 5: (Total Tax Revenue): 

 
State-
Figures 

Federal-
Figures 

1937 $26,243,766 $72,961,379
1938 $26,339,024 $80,767,000

 

 This is a large difference. However, a good explanation is that when I categorized 

the state data, a lot of the state-reported categories ended up in the non-tax revenue parts 

of the federal categorization system. Table 6 shows the aggregate non-tax revenue for the 

overlapping years. 

Table 6: (Total Non-Tax Revenue): 

 
State-
Figures 

Federal-
Figures 

1937 $62,256,795 $21,562,942
1938 $69,235,552 $25,770,000

 

 The direction of the discrepancy changes when looking at non-tax revenue. And 

in fact, when looking at total state revenue, the figures seem to be a pretty close match. 

See Table 7 Below. 

 

Table 7: (Total State Revenue): 

 
State-
Figures 

Federal-
Figures 

1937 $88,500,561 $94,524,321
1938 $95,574,575 $106,537,000
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 It is useful to look at how total state revenue changed in Wisconsin during the 

depression years according to our data. I intended to compare these figures with those of 

the Iowa and Minnesota as I did above in the disbursements section. However, the data 

for these states was incomplete for the years in question. 

Graph 8: 

 

 Between 1933 and 1935, state revenue in Wisconsin increased considerably. This 

falls in line with our narrative of new taxes being introduced in the state to raise more 

money to provide for relief efforts. However, between 1935 and 1937, total revenue falls 

considerably. If this drop had been in 1937 alone, we could assume it was due to the 

1937-1938 nationwide slump. The lower total revenue in 1936 doesn’t have a good 

explanation based on the research that I have done on Wisconsin during the depression 

years. 
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Graph 1: 

 
 
Graph 2: 
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Graph 3: 

 
 
Graph 4: 
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Graph 5: 

 
 
Graph 6: 
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VIII. Regression Analysis 

The following is a brief look at potential factors affecting state tax revenue during the 

depression years. I use Ordinary Least Squares regressions (OLS) to estimate the effects 

due to state income per capita, annual manufacturing earnings, federal grants per capita, 

federal loans per capita, HOLC loans per capita, the number of individuals filing tax 

returns per capita, and political climate. State tax revenue is looked at on a per capita 

basis and is adjusted to 1967 dollars using the cpi deflator.  

 State income is predicted to have a positive relation to state tax revenue. 

Presumably higher per capita income means that there is more money to be spent on 

goods and services, thus increasing tax revenue gleaned from sales. At the same time, 

higher levels of income present a higher base for income taxes in states that have income 

taxes during this period. Finally, states with higher incomes per capita are likely to have 

individuals living in more expensive homes and on higher-valued property. Since, for 

most states during the 1930s, the majority of state tax revenue came from property taxes, 

states with higher incomes, and thus likely higher property values, have a larger basis for 

their main source of tax revenue. Holding all other variables constant, an increase in per 

capita income within a state should lead to higher per capita tax revenues. 

 Average annual manufacturing earnings for workers I predict will have a positive 

relation to state tax revenue. Higher average annual earnings for workers in the 

manufacturing sector would mean that either the average wage rate is higher or that more 

hours are being worked by the individuals employed during this time. Both of these 

would imply relative economic strength in the manufacturing sector. This in turn could 

lead to higher tax revenue either from higher spending on the part of the individuals 
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working in manufacturing or through taxation of the output and/or earnings of the 

manufacturing sector. There is a caveat: the average earnings could be maintained at a 

high level while employment was low in the sector. If this was the case, the above 

arguments for the positive effect on state tax revenue resulting from a “strong” 

manufacturing sector are wrong. Even so, I think the former story is stronger: higher 

average annual earnings for workers most likely implies a stronger manufacturing sector 

and higher tax revenue as a result. 

 The effects of federal grants and federal loans on state tax revenue are both 

ambiguous. A positive effect could be the case because the inflow of cash, ceteris 

paribus, would lead to more jobs, spending, and thus higher tax revenue. This positive 

effect would need to be disentangled from several other possible scenarios. The first 

scenario is that due to political pressure, more grants and loans are going to states that 

pay more into federal coffers. This would mean the positive effect of incoming grants and 

loans is being offset in the data by an outflow of money in the form of federal taxes. 

Another scenario which I think is more likely is that federal money is being poured into 

states that are especially hard hit by the Great Depression. In this case, the positive effect 

of the inflow of cash would be hidden in the data because it would be going to states that 

would already have relatively lower state tax revenue due to dampened economic 

conditions. That said, although an influx in capital should lead to an increase in per capita 

state tax revenue, the potential selection bias of which states received more in per capita 

loans and grants makes the effect on state income equivocal. 

 I also include the dollar-amount of HOLC loans per capita in my regressions. The 

Home Owner’s Loan Corporation (HOLC) was established as a result of the 
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Homeowner’s Loan Act of 1933. It was a federal program that bought loans in default 

from struggling financial institutions, mainly Building and Loans companies, and allowed 

homeowners in default to renegotiate their mortgages. The intent of the program was to 

safeguard home-ownership during the depression without forcing significant losses on the 

Building and Loans and banks. The predicted effect of per-capita HOLC loans on per 

capita state tax revenue is uncertain. The higher amount of HOLC dollars being poured 

into a state could be in response to especially dire economic conditions, so the 

relationship between state tax revenue and HOLC loans would be negative. On the other 

hand, the money provided by the HOLC makes it possible for more people to keep their 

homes would have a positive impact on those individuals’ economic lives and thus could 

lead to higher spending on goods and services. Again, as is the case with federal grants 

and loans, there is an issue of selection bias here. Because of that, in an ideal setting we 

could find a good instrumental variable to use as a proxy for per capita HOLC capital 

flowing into each state. That is beyond the scope of this paper but a worthwhile topic for 

future research. 

 The coefficient on the number of tax returns filed in each state per capita I predict 

will be positive. Individuals filing tax returns during this time are more likely to be 

wealthy. They present a larger base for taxation within each state. If the population has a 

higher ratio of individuals filing federal tax returns, then there is most likely a higher 

relative base for taxation within the state. This argument mirrors that given for state 

income.  

 Finally the political climate variable; a dummy variable with a value of 1 if the 

Democratic Party held the governor’s office and at least 50% of seats in both houses in 
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the state legislature was selected to see if there was any measurable effect of having a 

solidly blue state. Given the most recent history of the Democratic Party in American 

politics recently, it seems reasonable to look into the effect of having a party known for 

taxing in control of the state legislature. Nevertheless, during the 1930s the composition 

of the political parties, as noted in the narrative portion of this thesis, was very mixed. 

The progressives in Wisconsin were more inclined to tax and spend than most Democrats 

in both Wisconsin and in many states in the rest of the country. Throughout FDR’s 

presidency there were groups of more traditional Democrats who opposed his big 

government agenda. Consequently, though the inclusion of this variable could be 

expected to yield a positive coefficient in the past several decades, it is less likely to do so 

with the time period covered in the regression. I predict that there will be no effect shown 

in the regressions on state tax revenue because the composition of the parties is so diverse 

on issues of taxation during the 1930s. 

  The first regression includes the other independent variables. It is as follows:  

  776655443322110y  

Where y is state tax revenue per capita. 1  is state income per capita. 2  is average 

annual manufacturing earnings per worker. 3  is total federal grants per capita. 4  is 

total federal loans per capita. 5  is total HOLC loans per capita. 6  is the total number 

of tax returns filed per capita. 7  is Democrats holding both houses in the legislature and 

the governor’s office. 

The second regression is identical with the first, the only difference being that it 

includes state and year fixed effects. State fixed effects are binary variables for each 

individual state. They are one way of addressing omitted variable bias. By using state 
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fixed effects in a regression, the researcher controls for individual characteristics of states 

such as typical climate, water-ways, natural resources, and other unique characteristics 

that are not otherwise controlled for in a regression. Year fixed effects control for the 

possibility that world events such as extreme climate in given years, international 

financial panics, war, or significant changes in trade regulation affecting all states during 

the given years are leading to a changing trend. The third regression is the same as the 

second, but it also includes time trends. Time trends are interactive binary variables 

created by multiplying state-dummies by year-dummies. They capture time trends within 

individual states. The following table summarizes the results. Standard errors are in 

parentheses. 

Variable 

Regression 1 
(R-Squared: 

.2582) 

Regression 2 
(R-Squared: .5894) 

Regression 3 
(R-Squared: 

.6448) 

State Income 
.0006 
(.952) 

0.0322 
(.264) 

.0019 
(.965) 

Average Manufacturing  
Earnings 

.0046 
(.390) 

(-).0016 
(.909) 

(-).0058 
(.692) 

Federal Grants 
.1038 
(.009) 

.0955 
(.260) 

(-).1653 
(.315) 

Federal Loans 
(-).062 
(.531) 

(-).0483 
(.585) 

.0741 
(.0566) 

HOLC Loans 
.3528 
(.495) 

.3355 
(.578) 

.1493 
(.796) 

Tax Returns Per County 
93.9951 
(.328) 

(-)102.6362 
(.379) 

237.1639 
(.232) 

Blue State 
2.1303 
(.581) 

3.9689 
(.0491) 

3.8125 
(.481) 

Fixed Effects No Yes Yes 
Time Trends No No Yes 
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 The first regression includes the independent variables but omits fixed effects and 

time trends. The only statistically significant relationship is between federal grants per 

capita and state tax revenue per capita. The coefficient has a value of .1038 and is 

statistically significant at the .01-level. This implies that a $1 increase in federal grant 

money per capita led to about a 10 cent increase in state tax revenue. Again, this is the 

only statistically significant result in the first regression. In the second and third 

regressions, the only statistically significant result disappears leaving us with no 

statistically significant findings. 

 Looking at the results is a bit disappointing. There are likely good reasons for the 

lack of significant relationships between the independent variables considered and per 

capita state tax revenue. It is quite likely that OLS regressions are not the most 

appropriate empirical approach to the question at hand. The potential for omitted variable 

bias when looking at this type of data is large. There is an incredibly large vector of 

factors affecting state tax revenue that are not included with only seven variables. It is 

worth discussing possible explanations for what happened with each variable in the 

regression, especially per capita state income. 

 The argument that higher levels of per capita state income would lead to higher 

levels of per capita state tax revenue is very strong. The data did not bear out this 

prediction; however, I think the economic argument is very solid. Attempting to show 

this would be a good place for future research.  

 The average annual manufacturing earnings per worker, which I predicted to have 

a positive relationship to the dependent variable, had a coefficient with no statistical or 

economic significance. I think it is likely that the potential impact of downward wage 
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price rigidity in highly unionized states, and other factors are causing too much 

underlying heterogeneity within the variable and thus it is not showing any additional 

effect on per capita state tax revenue. 

 For federal grants, loans, and HOLC loans I claimed the sign could go either way 

in the regression results. The reason for this is that the inflow of cash into a state should, 

ceteris paribus, lead to an increase in state tax revenue. However, each of these three 

variables very likely has an endogeneity problem, because the federal government was 

likely to have spent more in troubled states. Disentangling this could lead to fruitful 

results. 

 The argument that having a larger ratio of individuals paying federal taxes would 

indicate a larger tax-base for in-state taxation is still a strong argument. It is worth 

looking into this more in the future. 

 Finally, having a solidly Democratic state legislature and a Democratic governor 

had no statistically significant relationship with per capita state tax revenue. This is 

exactly as I predicted and I believe that even with better, more thorough empirical testing 

this result will hold due to the heterogeneity of the political parties in the United States 

during this time period. 
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Abstract: This paper investigates the political economy of the state of Wisconsin during the years of the 
Great Depression. In the existing literature, state responses to the economic downturn have been 
overshadowed by the changes happening in the federal government during the period. The paper is 
broken into nine sections. Section I is an introduction. Section II gives an overview of Wisconsin during 
the 1930s. Section III explores the LaFollette family and the growth of the Progressive Party in 
Wisconsin. Section IV is a detailed discussion of the Unemployment Reserves and Compensation Act of 
1932, the first of its kind in the United States. Section V looks into the debate over income taxes versus 
property taxes. Section VI discusses Chapter 15 of the 1935 Session Laws. Section VII describes data 
categorization I did to fill a gap in federal records. Section VIII is an early empirical look at the drivers of 
state tax revenue during the 1930s. Section IX is a bibliography. 


