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Abstract 

 Like many other states Alabama was greatly harmed by the Great Depression. As a result of the 

economic woes facing Alabama the state government adopted many strategies aimed at improving the 

situation faced by the state as a whole. Some include changes in the strategies adopted by the two 

Governors of the 1930s, the effects of the Depression on one of the states key industries, changes to 

taxation, as well as the repeal of Prohibition and how it was connected to the Depression in Alabama.  

 Additionally, there were many different variables that influenced state behavior, taxation in 

particular, in Alabama and other states. State per capita tax revenue more generally for the country as a 

whole will be analyzed through a regression analysis in order to determine whether state per capita 

income, per capita federal grants, return from crops, and other variables are statistically significant in 

explaining variation in per capita taxation.  
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I. Alabama: General Overview of the Great Depression’s Impact 

 Like the entire country, the State of Alabama was greatly harmed by the Great Depression. 

There were many people that were hurt by the Depression, and the Great Depression led to many 

changes to the way that the state managed economic affairs. Among the problems Alabama faced was 

an increased state debt, decreased employment resulting from declining industries, and low streams of 

revenue from state taxes. Before analyzing how the state dealt with these problems, it is crucial to 

understand how Alabama’s economy was structured prior to the Depression, and what particular 

sectors of the state as a whole were impacted by the Depression. 

Alabama before the Depression 

  Like many other economies, the economy of Alabama consisted of several important economic 

sectors. Alabama was similar to many of its neighbors in the Southern United States in that its 

agricultural activity consisted largely of cotton production with other crops like peanuts and citrus fruits 

being important as well. Alabama also had a major industrial sector, which was predominantly centered 

in Birmingham and its key products were iron, steel, coal, and timber. The other major industry was 

textiles with several thousand textile mills in operation in the various parts state (Downs, 2014).  

 The state government played a very active role in managing state affairs prior to the Great 

Depression. Before the Depression Governor David Bibb Graves led the state into progressive projects 

that resulted in increased state spending. The projects that the state undertook during this period 

included increasing the funding for schools. The state also created the State Highway Department, as 

well as imposed a state gas tax, both of which were used to create new roads and bridges in Alabama. 
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Finally the state also created many new boards and commissions including the Veteran’s Bureau, the 

Realty Board, the Alabama Industrial Development Board, and the Muscle Shoals Commission (Alabama 

Department of Archives, 2014). 

Impact on the State Economy 

 The three main economic sectors suffered greatly as a result of the Great Depression. Alabama’s 

agricultural sector had already been in decline prior to the Depression and the Depression certainly 

made things worse. Among the woes that the farmers of Alabama were already suffering from prior to 

the depression was a drop in the price of cotton, the decline of landowners in the population, as well as 

the shrinking of the average acreage size during the years between 1920 and 1930. At the dawn of the 

Depression, Alabama would also experience drought like many other regions of the country. According 

to Mathew Downs (2014), the Depression brought many of the laid off workers from urban centers to 

farm lands which would exert more pressure on the already depleted soil. 

 Downs also provides more information regarding how other sectors of Alabama were impacted 

by the Great Depression as well as how Birmingham was affected. For instance in 1929 at the dawn of 

the Great Depression, the state had about 3,000 mills and mines in operation and within four years only 

half of these remained in operation.  Additionally, the employment rate of non-farmers fell 15 

percentage points in the 1930s, which no doubt reflects the decline in the employment of the steel and 

iron industry, which fell by 28 percentage points during the first two years of the Depression. The city of 

Birmingham also took a massive blow to employment as the number of full time workers in the city 

declined by 85,000 workers from 1929 to 1931. Despite this bad news Downs points out that textile mills 

fared much better during the Depression since they only experienced a loss of 4,300 jobs in the first six 

years of the Depression. However, the reduction of employment as well as efforts to decrease workers’ 
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wages created some unrest with strikes occurring among textile workers in addition to strikes occurring 

amongst farm laborers, particularly during 1933-1934 (Downs, 2014). 

Figure 1 

 

 Figure 1 shows that value added in manufacturing declined slightly following 1931 and then 

began to increase after 1934. The time period during which value added decreased was the same time 

period during which much labor unrest was reported. It is important to note however that this is value 

added and a decrease in value added during this time period does not mean that value itself decreased, 

but instead means that although value is still being added, the rate of increase decreased slightly during 

this time period. 

 The average earnings of those employed in the manufacturing sector explains more concerning 

how Alabama’s workers employed in this sector fared during the great depression and also shows that 

the workers claims of lower wages was not unfounded.  Figure 2 shows a decrease of about $130 (in 

$1967) occurring during the years of reported labor unrest, i.e. from 1930-1935. We can also see that 

the average earnings in manufacturing experienced decreases and increases during the same time 
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periods as value added in manufacturing. Average earnings growth in Alabama appeared to behave 

similarly to average earnings growth in other states, so Alabama faced a very similar situation as its 

neighbors did. 

Figure 2 

 

Impact on State Income and State Government 

The state government was not in much better shape. It found itself with a debt problem that 

was brought about partly by the large amount of spending that began prior to the Depression, as well as 

by the sharp decline in tax revenue which was brought about by the increase in unemployment and 

reduced profitability of the private sector. Many state agencies found themselves with decreased 

funding including the schools (Alabama Department of Archives, 2014). During the Depression the state 

could not pay all of its’ teachers’ salaries, and would eventually resort to paying their teachers with state 

warrants which were essentially state IOU’s. In addition to the lack of funding for teachers the state 

would also have to find ways to fund the construction of new roads, as well as repair the many roads 

and highways that were being used by the state’s residents during the Depression.  
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The most important impact of the depression was on the income of the typical resident in the 

state. Examining the real per capita state income provides useful information regarding the financial 

situation of the typical resident of Alabama, and how it compares to the situation of residents of 

Alabama’s neighboring states. 

Table 1   Figure 3 

 

    

 Table 1 and Figure 3 show that real per capita state income of the state of Alabama began to 

decline following the year 1930. It becomes evident from Figure 3 that the low point in real per capita 

state income occurred during the year 1932. It began to increase over the next few years, until declining 

again at around the year 1937, and then began increasing once again after 1938. 

 As is shown in Figure 3 the trend of real per capita state income in Alabama is nearly identical to 

that of Alabama’s neighbors, Mississippi, Georgia, Tennessee, and Florida, with all five states 

experiencing declines and increases in state income at around the same time. After examining the graph 

of Alabama and its 5 neighbors, we can see that the great depression began a period of economic 
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decline that would last for some time, and led to a sense of urgency in dealing with the great depression 

at the state level 

 

II. Alabama’s Initial Response to the Decline in Agriculture 

 Although the Great Depression did not initially begin Alabama’s agricultural woes the Great 

Depression led to an even graver situation. To examine how the state responded we must examine in 

more detail what specific problems the agricultural sector faced, and what if any, action did the state 

take to make the situation better. 

Alabama Agriculture Before and During the Depression 

 Alabama’s key crop was cotton with some production of peanuts and citrus fruits.  Like many 

Southern states, these crops were grown by tenant farmers, who rented land they worked on and 

depending on the contract, would also in some instances provide the landowners with proceeds from 

the profits of their crop sales (Phillips, 2013). 

 The agricultural sector of the economy was already struggling prior to the stock market crash of 

1929.   Key signifiers of trouble for agriculture prior to the Depression included the decline of 

landowners in the population and acreage size during the years between 1920 and 1930. For instance 

during that time frame Down’s claims that the number of landowners in Alabama decreased from 

around 96,000 down to 75,000 landowners. Also during that same ten year period the average acreage 

size decreased from about 75 acres to 68 acres per farm, which contributed to the declines in the 

average farm values decreasing from about $3,800 to about $2,400 (Downs, 2014).  
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The Depression made an already bad situation worse and the sudden fall of cotton prices 

signaled bad times for Alabama’s farmers at the start of the Depression. Although prices had been 

declining prior to the Depression, the price of cotton hit a severely low point of five cents per pound in 

1932 which contrasted greatly with the 35 cents per pound high in 1921 (Downs, 2014).The drop in 

cotton prices made it severely unprofitable for Southern farmers to grow cotton and eventually resulted 

in foreclosures of farms (Durand & Jones, 96, 1954).  Cotton was not the only crop that was struggling. 

Alabama was not alone either. Figure 4 shows that after 1930 the return from 16 different crops 

declined in Alabama, Mississippi, Tennessee, and Georgia. The returns from these crops did not begin to 

rise again until around 1933, but did not continue to rise, because in 1936 the return from these crops 

declined once again. 

Figure 4 

 

 Besides the return from crops, there were other problems Alabama farmers experienced. For 

one, like the rest of the country Alabama was suffering from unproductive soil. The predominant 

0

50000000

100000000

150000000

200000000

250000000

300000000

350000000

400000000

450000000

500000000

1928 1930 1932 1934 1936 1938 1940 1942

Return from 16 crops (1967$) 

Alabama

Florida

Georgia

Mississippi

Tennessee



Barrera 10 
 

reasons for this included the widespread drought plaguing the country, and the lack of proper care 

resulting from low use of soil amendments (Mitchell, 2013).  

 

 

Table 2 Figure 5 

 

 

 

 Figure 5 shows that the time period ranging from 1930-1932 brought a greater amount of total 

months of severe drought, than later time periods of the decade. Figure 6 also provides evidence 

regarding the impact that droughts had on the revenue of farmers. Figure 6 shows that during the years 

of high months of drought that the revenue from 16 different crops reached a low point and then 

experienced a steady increase until 1936 and then began to decline until the year 1939.  
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Figure 6 

 

Mathew Downs put forth another reason to explain why farmland was unproductive. He 

claimed that increased pressure was placed on farm lands from an influx of laid off urban workers 

coming to rural areas to farm (2014).  But Figure 7, which shows the percentage of the population living 

in urban areas from interpolated data, suggests that a significant amount of people left the urban areas 

of the state to move to rural areas. It is important to note that because this data is interpolated it may 

not give direct proof that this portion of the population increased, but it does suggests that the 

percentage of the population living in rural areas gradually decreased since the percentage of the 

population living in urban areas appears to have increased. So it is possible that people were actually 

moving to the cities during the Depression, rather than moving out of them to rural areas. 
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Figure 7 

  

 

State Response to Agricultural Troubles 

 Although the agricultural sector faced many problems the Alabama State Government failed to 

take direct action in response to the ailing agricultural sector. Most of the actions the state legislature 

did take were limited primarily to requesting federal assistance. For instance, many in the state believed 

that the lack of demand for Alabama’s agricultural products was brought about from imported goods, 

and in order to solve this issue the state legislature issued two house joint resolutions calling on the 
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tariff on jute would increase the appeal of cotton as a substitute and therefore help boost the profits of 

Alabama’s farmers (H.J.R., 95, 1931).  Eleven days later, the state legislature called for another tariff, this 

time on vegetable oils and other products for a similar purpose, but this time to increase the appeal of 

cotton seed oil and peanut oil produced in Alabama (H.J.R. 96, 1931). 

 Their requests for federal assistance were not only limited to tariffs. To deal with the increase in 

foreclosures, the state legislature requested assistance from the federal government to prevent farmers 

from having their lands foreclosed (H.J.R. 152, 1932).  Secondly, the state legislature requested aid from 

the Secretary of Agriculture to provide the farmers of Alabama with seeds, fertilizers, and feeds, no 

doubt to help increase the productivity of the soil and relieve Alabama farmers of  some of the costs of 

production (H.J.R. 12, 1931). Also, for a similar purpose the legislature was also focused heavily on 

having federally owned property near Muscle Shoals, Alabama dedicated to the production of fertilizers 

(H.J.R. 181, 1931).  The state legislature sent repeated requests for this purpose and even invited 

Franklin Delano Roosevelt to make a stop in Muscle Shoals while on his presidential campaign, no doubt 

to persuade him to listen to their requests (H.J.R. 27, 1932).   

 The federal government eventually responded to these requests by establishing the Tennessee 

Valley Authority, which used the Wilson Dam in Muscle Shoals to provide power for the production of 

fertilizer in the region (Kimble, 327, 1933).  The federal government also responded to the crises 

brought about from low crop prices through policies enacted by the Agricultural Adjustment 

Administration, which included reducing the acreage of cotton grown by farmers. The AAA was 

successful in raising cotton prices but this came at the expense of many tenant farmers who would be 

put out of work as a result of the policy (Mitchell, 2013). 

  The project in which the state of Alabama placed a great deal of emphasis in for improving the 

agricultural sectors productivity was Alabama’s agricultural experimentation stations. These agricultural 
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experimentation stations, which were largely managed by the Alabama Polytechnic Institute, were built 

in locations representative of the five different soil types in the state of Alabama, and were intended to 

provide information and research on how to improve the growing of crops, maintenance of pastures, 

development of fertilizer, and profitability of the agricultural sector of the state (S.117, 1932). 

 It is clear that the state legislature attempted repeatedly to funnel new sources of funding to 

these stations. Prior to these attempts, these stations were primarily funded through private donations.  

On February 5, 1931 the state legislature approved an act allowing the Alabama Polytechnic Institute to 

receive federal funding for the benefit of agricultural colleges under its charge (H.J.R. 23, 1931). Also on 

November 9 the following year, the state opened more sources of funding to these stations by passing 

an amendment to an act that provided for the creation, management, and funding of these stations. 

This amendment allowed county boards of revenue and county commissions, rather than state boards 

to raise and appropriate funds for these stations in addition to the private funds they already received 

(S. 117, 1932). Other than requesting aid or supporting these experimental stations, the state 

government did little to help farmers during the 1931-1935 time period. 

III. Alabama’s Fiscal Responsibility 

 It is quite puzzling to imagine why the State of Alabama did not take a bigger role in dealing with 

Alabama’s agricultural problems. The reasons why could be boiled down to the Governing strategy of 

the Governor of Alabama during the first half of the Great Depression. Like other states, at the 

beginning of the Great Depression the state of Alabama had increased its debt and its revenue from 

state taxes was also severely diminished, so providing additional assistance to the struggling industries 

impacted by the Depression was extremely difficult. Consequently, the state found itself with a dilemma 

in the first half of the 1930s, should it increase its deficit by providing assistance for those hurt by the 

Depression, or should it focus on controlling its debt by increasing taxes and controlling its spending. 
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The state would choose the latter, as the Governor of Alabama during the first half of 1930s sought to 

take control of the deficit of the State. 

 

 

Governor Miller and Alabama 

 The decision to focus on gaining control of the state deficit can be traced back to Governor 

Benjamin Meek Miller. Miller spent time as a judge in Alabama’s Fourth Judicial Circuit, and in 1930 

Benjamin Miller ran for Governor on a platform criticizing the loose spending of Governor Bibb Graves 

as well as the political power of the Ku Klux Klan. During his campaign he strongly advocated for fiscal 

responsibility in government, and even promised that no new taxes would be imposed on the citizens of 

Alabama. Miller won his campaign for Governor and his victory was seen as a major blow to the political 

power of three groups; the Ku Klux Klan, strict Prohibitionist as well as the Anti-Saloon League, even 

though Miller was a Prohibitionist himself (Alabama Dept. of Archives, 2014).  

Figure 8 
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the state exceeded total state tax revenue. Despite campaigning as a fiscal conservative, one of Miller’s 

first actions as Governor was to borrow $500,000 to keep the state’s social service agencies functioning. 

He also openly advocated increasing the state debt ceiling for this very same purpose. Shortly after this, 

Governor Miller made it his priority to control the state debt and increase the revenue of the state 

(Feldman, 2013).  

 Governor Miller would attempt to do this through a variety of methods. He sought to control 

state expenditures through legislative action as well as cutting government personal.  He would also go 

back on one of his campaign promises. 

New Taxes Adopted During Millers Term 

 Although Governor Miller ran on a platform promising that no new taxes would be 

implemented, shortly after coming into office in 1931 he reneged on that promise and advocated for the 

imposition of new taxes to increase the state revenue. For example, Governor Miller openly advocated 

for a two cent increase in gasoline taxes. Miller argued in 1931 that the imposition of such a tax would 

be necessary to prevent the State Highway Department from closing down due to lack of funding 

(Athens Alabama Courier, April 30, 1931).  Still others within the state legislature had a different idea 

and attempted to levy a general sales tax instead of the proposed gas tax, on the grounds that it would 

raise $4,000,000 a year in state revenue. Part of Miller’s advocacy for the gasoline tax appears to be due 

in part to the fact that he preferred raising revenue through the gas tax rather than through the levying 

of the sales tax (Anniston Star, October 10, 1932). Governor Miller whole heartedly opposed the 

imposition of a sales tax, due to his belief that it would place too much of a burden on the poor, who he 

believed were already suffering enough from the Depression. The question was eventually settled by the 

state legislature and the revenue was raised through the imposition of a one cent increase in the 

gasoline tax instead of the proposed sales tax by the state legislature. The tax changes that Miller 
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advocated were the income tax and the inheritance tax (Feldman, 2013). As indicated by his opposition 

to the sales tax, Miller would prefer raising revenue through the imposition of progressive taxes, rather 

than through regressive taxes that placed undue burden on the low wage earners of the state. 

 Likewise, Governor Miller was also a strong proponent of levying an income tax, which would 

tax those of higher incomes at a higher tax rate than those with lower incomes. The Income tax was first 

considered in 1931 and was defeated by voter referendum.  A year later the income tax came up again 

for a vote, and was similarly defeated. It was not until 1933 that the income tax was approved (Feldman, 

2013). 

 Part of the opposition to the income tax appears to be based on the belief that the imposition of 

an income tax would drive industry and capital out of the state. Supporters of the tax like Oscar 

Tompkins, writing for the Dothan Eagle, attempted to refute this argument. For one he argued that the 

poor suffered more than the rich under the current tax system, and that the income tax ensured that 

those who were capable of paying the tax were taxed, and those that were not were left alone. The 

income tax was also an appealing method to provide funding for the schools suffering from a lack of 

funds (Tompkins, October 31, 1932). Despite the opposition it appears that the supporters of the tax, 

including Governor Miller won the argument. 

 Another attempt to fill the state coffers came through the imposition of an inheritance tax.  Like 

the income tax, the inheritance tax was designed to target the wealthy citizens of Alabama. The 

inheritance tax was designed to tax a portion of the money inherited from the deceased. The 

inheritance tax was passed in the year 1933 in the same year as the income tax and aided the state in its 

attempt to find additional sources of funding (Feldman, 2013). 
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Controlling Government Spending 

 Increasing taxes were only one side of the Governor’s plan. Governor Miller believed that 

controlling the state’s spending was crucial to lowering the state deficit. Governor Miller attempted do 

this in several different ways during his term. 

 Among the major changes to state expenditures were the changes to state employment. Shortly 

after Miller took office state employment numbers began to shrink.  The state legislature passed many 

laws during the first few years of the 1930s that reduced the number of employees under the states’ 

payroll. Under the Miller General Appropriation Bill and others like it whole commissions in several state 

departments found their members reduced and in some instances the duties of whole commissions 

were carried out by sole commissioners.  Examples of this consolidation included the discharge of 

employees of the State Law Enforcement Department. Also under the Miller General Appropriation Bill 

the State Tax Commission was consolidated from five commissioners to one, and the Board of 

Administration was reduced from three members to one director.  

 Besides reducing the number of employees on the payroll these laws included provisions that 

imposed salary caps on state employees and eliminated provisions of money for entire departments. For 

instance, the State Tax Commissioner and State Director of the Board of Administration were not to be 

paid more than $7,500 a year. The Miller Bill also saved the state $100,000 a year by eliminating a yearly 

appropriation of that sum to pay for the salaries and expenses of the State Law Enforcement 

Department (The Alabama Athens Courier, August 6, 1931).  

 One of the final attempts by Governor Miller to control state spending was the Budget Control 

Act. The Budget Control Act was initially proposed as an incentive to persuade the voters of the state of 

Alabama to approve a constitutional amendment allowing the levying of the income tax. The Budget 

Control Act was a further measure used to control how the state spent money. It was intended to 
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guarantee that the state not spend beyond its revenue (Alabama Dept. of Archives, 2014). The act did 

this by requiring that revenue must be in the State Treasury before it was spent by the state 

government which no doubt created more oversight of what was spent by the Government (Feldman, 

2013).   

IV. Gas Taxes and Funding Roads 

 With an increasing debt brought about by the Great Depression, Alabama, found itself like many 

states, attempting to raise state government revenue through the implementation of new tax laws. The 

revenue raised was meant to help the state manage its debt, meet its payroll obligations, and continue 

to provide funding for the day to day tasks of governance, including the maintenance of roads. The 

maintenance of roads was very important to Alabama because it provided an indirect means for 

improving several Alabama industries, through better transportation networks for the movement of 

Alabama’s goods and workers. During the Depression Alabama sought to provide for the care and 

construction of these roads through a series of gasoline excise taxes. The gasoline taxes were among the 

heaviest taxes levied during the 1930s and many changes would be made to the tax laws over the next 

few years in order to increase state revenue.  

History of the Gas Tax in Alabama 

 Prior to the Great Depression Alabama had already implemented a state gasoline tax, that was 

passed by the state legislature on August 27, 1927. This tax was an excise tax levied on all those selling 

or distributing gasoline and other motor fuels. One of the first signs of any changes to the gasoline tax 

laws came in July of 1931. On July 31, 1931, in order to better facilitate the collection of taxes the state 

legislature amended the 1927 act by requiring freight agents who worked for railroad, steamship, steam 

boat, tug boat, and barge line companies to report to the state tax commission information concerning 
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gas shipments, including information on the quantity of gas shipped, as well as information on receivers 

and senders of gas shipments (H. 461 Tucker, 1931).  

 Within the same month two other changes were implemented. On July 15, 1931, the state 

passed an act that required the state tax revenue gained from the gasoline taxes to be placed into the 

treasury of the state to be distributed evenly among the sixty seven counties of the state. The purpose 

of this was to provide the counties funds so they themselves could use them exclusively for 

maintenance and construction of roads, highways, and bridges in the state (H. 231 Harrison, 1931). 

 Twelve days later on July 27, 1931, the state legislature approved the levying of a new excise tax 

on gasoline. This time in addition to sellers and distributors of gasoline, those who stored or drew gas 

from storage would also be taxed.  This tax was known as the Tunstall Gas Tax and was supported and 

intended by Governor Benjamin Meek Miller to be a two cent per gallon tax increase (Glenn, 2013). 

However, when the time came for the act to be passed by the legislature it was reduced to a one cent 

per gallon tax (H. 244 Tunstall, 1931).  

 The tax faced a great deal of controversy. During a meeting of the Alabama Oil Men’s 

Association, they highlighted that after the imposition of the recent tax, Alabama became the state with 

the highest gas tax in the United States. The association during this meeting expressed their general 

opposition to the taxes as well as to a 25 million dollar highway bond. They contended that the state 

was already benefitting enough from the taxes levied on the oil industry and were using these taxes for 

reasons that had nothing to do with the maintenance of roads, which was an issue that would be 

addressed later by the state. The association’s main argument was that the taxes would hurt the oil 

industry, and in addition to bringing hardship to the oilers it would bring difficulties to the owners of 

automobiles and prevent the less fortunate from driving. The association determined that they would 

test the legality of the tax, which angered Governor Miller (Athens, Alabama Courier, 1931). 
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 In an attempt to put to rest the claims that the tax was unconstitutional, the Governor of 

Alabama requested the opinion of the Alabama Supreme Court.  The main point of contention brought 

against the tax was that it violated a section of the state constitution that mandated that no revenue bill 

was to be passed during the last five days of the session of the legislature, which was in fact when the 

tax bill was passed. Supporters of the bill were quick to jump to the bill’s defense by arguing that the 

section of the constitution referred only to the general revenue bill. Another defense for the Tunstall 

Gas Tax was the claim that it was not a revenue bill in a constitutional sense, but was merely an 

instrument meant for fulfilling the general purpose of the tax, which was to provide not only for 

maintenance and construction of roads, but also providing funds for regulating roads and supervising 

state convicts that worked on the roads (Athens Alabama Courier, 1931). 

   Despite the controversy the laws managed to stay in effect. In 1932 more changes were adopted 

including the repeal of the five cent per gallon tax on kerosene (H. 43 Sossaman, 1932), as well as 

authorization to transfer money from the Road and Bridge Fund earned from the excise tax on gas 

revenue to the general fund of the counties (H. 667 Parker, 1932). On November 5 of the same year in 

an effort to restore money to the Road and Bridge Fund the state imposed an additional excise tax of 

one cent per gallon on gasoline that now included refiners of gasoline on the list of those to be taxed 

from the previous laws. The proceeds of this gas were to be used for the same purposes as the previous 

laws (H. 670 Beebe, 1932). 

 The next two years saw virtually no change in the gasoline tax, and it was not until 1935 that the 

state implemented changes to the excise tax on gasoline. In 1935 the total gasoline tax increased to 

nearly ten cents per gallon beginning in that year. The first act the state adopted repealed the 1927 gas 

tax, which only taxed sellers and distributors, and replaced it with a two cent per gallon tax on those 

who sell, distribute, refine, and store gasoline. Like the previous tax, one cent of the tax was to be 
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distributed equally among the sixty seven counties for the construction and maintenance of roads. The 

other half of the tax was to be used by the Governor to match funds provided by the federal 

government for projects repairing and building new roads and highways (H. 88 Harrison, 1935).  

 In 1935 the state also followed this two cent per gallon tax with an additional six cent per gallon 

tax on distributors, refiners and retail dealers of gasoline. One third of this was to be used for repair and 

construction of roads, another one third was to be used to pay interest on bonds issued for these 

purposes, and the other two cents of the tax were to be used partly to match federal governments 

contributions and partly for policing the roads and bridges of the states.  In addition to these purposes, 

the state also added that the tax revenue would be used for the funding of a new state corporation that 

was created for the purpose of freeing Alabama highways of all toll bridges, a promise by Governor 

Graves in his 1934 campaign (H. 876 Wallace, 1935).  

 With the increase of the excise tax rate, Alabama kept its reputation as the state with the 

highest gasoline tax rate. The Alabama gasoline tax rate was so high that it attracted the attention of 

Elliot Jones who in 1935 in an article for the Bradford Era Newspaper of Bradford Pennsylvania 

advocated the reduction of gasoline taxes in general to help less fortunate consumers. To illustrate the 

severity of the tax rates in Alabama, Jones recalled a story of a gas station operator who held a sign 

providing the details of where the proceeds of the money consumers paid for gas were distributed. 

Jones claimed through his narrative that out of the twenty two cent per gallon price of gas only seven 

cents would go to the distributor, only three cents would go to the dealer and the other twelve cents, 

which accounted for more than half of the price, was paid as a tax to the state, county, city and federal 

governments (Jones, 4, 1935). Despite the controversy, Alabama’s leaders did not appear to be effected 

by its reputation. 
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 Ironically, as much as Alabama raised excise tax rates on gasoline, the state would openly 

oppose the levying of a federal excise tax on gasoline. On March 12, 1936, the state legislature issued a 

joint house resolution calling on the U.S. congress to abolish the national gasoline sales tax, so that the 

power of taxing gasoline could be surrendered exclusively to the states. There could be many reasons 

for the states opposition to the federal tax. The most reasonable reason is that the state was worried 

that the federal tax would reduce the amount of gasoline sold that would cut into Alabama’s revenue 

from the Alabama gas tax (H.J.R. 16 Staples, 1936). 

 Regardless, after 1936 only minor changes were made to the tax laws. In 1937, the state 

legislature allowed the State Tax Commission leeway in negotiating with neighboring states concerning 

making adjustments to taxes collected from gas sales across states (H. 238 Ellis, 1937). The state 

legislature also allowed the public corporation they set up for freeing toll bridges to use the excise tax 

revenue to pay interest on bonds they issued, as well as for compensation for the use of eminent 

domain for this purpose (H. 339 Wallace (Clark), 1937).  

 No doubt attempting to ensure that the proceeds went directly to what they were intended for 

the remaining laws of 1937 consisted mainly of laws passed in order to provide for better regulation of 

the spending of money acquired from gasoline tax revenue. Examples included a constitutional 

amendment preventing the use of gas proceeds for anything other than paying for the administration 

costs of collecting the tax, and the costs for construction, improvements, maintenance, and supervision 

of highways, bridges, roads, and streets (S. 83 Chestnut, 1937). In relation to this amendment the state 

also passed an act regulating the use of gasoline tax revenue by certain counties by requiring them to 

request approval from the state court of county commissioners (H. 388 Hollis and Hodges, 1937).  

Figure 9 
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 Figure 9 and Figure 10 provide good summaries of the changes that occurred in gasoline taxes 

and total highway expenditures during the great depression. The graphs show that gasoline excise tax 

revenue and highway expenditures were much lower in 1931 than they were in 1940. The gasoline tax 

revenue in 1940 was nearly four times larger than it was in 1931.  Total highway expenditures in 1940 
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were nearly five times larger than they were in 1931.  This is largely due to the changes made in gasoline 

tax laws that increased the amount of taxes that Alabama’s residents paid per gallon when purchasing 

gas. The increased revenue seems to have also allowed the state to spend more on highway 

expenditures during the second half of the 1930s than it did during the first half. 

 

 

 

 

 

 

Figure 11 

 

 

 

0

100

200

300

400

500

600

700

1930 1932 1934 1936 1938 1940

Real Per Capita Income Vs. Auto Registrations 

RPC State Income

Autoreg (measured in
units of 1000)



Barrera 27 
 

 Figure 11 also seems to suggest that rising gasoline tax rates did not have a negative impact on 

the use of automobiles during the 1930s. The data in Figure 11 conflicts with any claims that state 

gasoline taxes decreased the amount of vehicles purchased and registered, since both gasoline tax rates 

and auto registrations were much lower in the first half of the 1930s, than they were in the second half 

of the 1930s. However this does not provide any answer to whether gasoline taxes hurt poorer residents 

of the state. If anything the change in gasoline tax rates could have been motivated by increases in auto 

registrations, but that claim requires more investigation in order to be considered.  It does appear 

however that the trend in auto registrations is more closely related to real per capita state income. 

 

 

V. Governor David Bibb Graves and A Change in Strategy 

 During the first half of the Great Depression, Alabama’s state government under the 

governorship of Benjamin Meek Miller took a very inactive role in attempting to directly improve the 

state economy. Instead of creating new programs to help industries and persons hit hard by the 

Depression, the state focused on controlling its debt by curbing it’s spending and increasing its revenue 

through the levying of new taxes. The year 1935 became a pivotal year during the 1930s because it was 

a year that marked a new direction in the governing strategy of Alabama, in part due to the return of 

Alabama’s 38th Governor David Bibb Graves to office. Under Graves the state took a more active role in 

providing aid to those suffering from the Depression. During Graves’s governorship many changes would 

be implemented in Alabama, including the imposition of Alabama’s first state sales tax, the repeal of the 

state ban on alcohol, as well as the creation of the State Employment Service and the State Department 

of Labor.  
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The Return of David Bibb Graves 

 David Bibb Graves was born in Hope Hull, Alabama in 1873 and was the 38th Governor of the 

state of Alabama. He preceded Benjamin Miller as Governor and served his first term as Governor from 

1927 to 1931. Graves was descended from Alabama’s first Governor, and before becoming Governor in 

1927 he achieved many feats including studying law at Yale, serving in the First World War in France as a 

Colonel, and even holding the position of Grand Cyclops in the Montgomery Alabama chapter of the Ku 

Klux Klan. As Governor, Graves was known and often criticized as a loose spender. During his 

governorship he increased school funding and supported the creation of new highways in the state. It 

was also during his governorship that the Muscle Shoals Commission was established, which would 

culminate in the federal governments creation of the Tennessee Valley Authority, as well as the 

imposition of the gasoline sales tax, which would see many changes in the years to come (Alabama 

Department of Archives and History, 2014). 

 In 1931 Governor Graves returned to practicing law because Alabama’s state constitution 

prohibited Governors from serving consecutive terms. He was succeeded by Benjamin Meek Miller in 

1931 and during Miller’s final year as Governor, David Bibb Graves returned to the political arena to run 

for a second term.  During his second campaign for Governor in 1934 he ran against a prominent 

conservative lawyer from Birmingham named Frank M. Dixon who would later on succeed Graves as 

Governor in 1939. Although both men were only competing for the Democratic primary election, the 

winner of this primary was pretty much guaranteed to win the seat of Governor due to the Democratic 

Party’s dominance in Alabama (Flynt, 2014). 

 To secure the vote for the Democratic primary Graves and his supporters launched a strategy 

consisting of campaign promises of policy measures that were centered on the hot political issues of the 

day, as well as attacks on Frank Dixon and his supporters. Among these issues were the tolls charged by 



Barrera 29 
 

toll booths on Alabama’s roads, the repeal of Prohibition, and the imposition of a sales tax.  Graves 

actively campaigned in the election against the imposition of a sales tax, in support of earmarking school 

funds, and he also campaigned to allow the people themselves to vote on the issue of Prohibition 

(Cullman Democrat, May 17 1934).   

 To undermine Dixon’s popularity, Grave’s supporters claimed that Dixon was at the mercy of 

moneyed interests and apparently supported legalizing child butchery (Anniston Star, May 20 1934).  

Dixon was charged with supporting moneyed interests because Dixon received notable support from a 

coalition including plantation owners and industrialists (Flynt, 2014). Second, as radical as the legalizing 

child butchery claims sound, they were based on Dixon’s support for keeping a law in place that 

compensated children without parents a mere $63 for the loss of fingers while working (Cullman 

Democrat, May 17 1934).  

 Dixon’s supporters did not remain silent. They openly criticized Grave’s past involvement with 

the Ku Klux Klan, despite Graves denunciation of the group for their violence after resigning his 

membership at the end of the 1920s (Flynt, 2014).  Graves was also criticized for a contract that was 

signed with textbook companies during his earlier term as Governor. His attackers claimed only text 

book publishers benefitted while making the parents of school children suffer from high textbook costs 

(The Dothan Eagle, April 26 1934). They also charged that Graves would act in favor of Prohibition, to 

gain support from bootleggers, and that Graves would not follow through with many of his promises 

including his pledge to get rid of toll booths (Anniston Star, May 20 1934).  

 Despite the charges levied against him, Grave’s won the Democratic Primary and succeeded in 

his reelection bid for his second term as Governor. It also appears that Grave’s took the charges against 

him quite seriously. During his second term as Governor, Prohibition was repealed in the state with a 

vote that allowed each county to decide whether they became dry counties or wet counties, just as he 
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had promised. Also, proving his critics false in both their claims that he would not follow through with 

his promises, and that his return to the governorship would increase the costs of textbooks, tolls were 

removed from toll bridges, and an educational reform was implemented that gave children free 

textbooks up until the third grade. In addition the state government during Grave’s second term also 

created the Department of Labor, along with the State Employment Service (Alabama Department of 

Archives and History, 2014). 

The Department of Labor and the Alabama State Employment Service 

 Among the new policies that were enacted during Governor Grave’s second term from 1935-

1939, were the creation of the Alabama Department of Labor, and the Alabama State Employment 

Service.  The creation of the Alabama Department of Labor, was rooted in both the growing unrest 

within the laboring class of Alabama’s population as well as the Governor’s  campaign promises to 

promote human welfare if elected for a second term as Governor (Bennett, 2013) .  

 The unrest of the laboring classes became a major issue because labor disputes, particularly 

strikes among coal miners created negative economic effects in 1933 and 1934. In fact, a coal strike 

occurred in 1933 that was so bad that Governor Miller had to call out the Alabama National Guard to 

suppress violence during the strike. The coal strikes were not the only work stoppages that occurred 

during this era. In 1934 workers from 30 textile mills in Alabama also went on strike due to efforts of 

their employers to keep their wages down (Bennett, 2013).   

 Following these strikes, the Department of Labor was created in 1935 through the Taylor Riddle 

Act, at the behest of Governor Graves. The new law was recommended by the Brookings Institute from 

their state report that was published and largely ignored a couple of years earlier. Among the duties of 

the Alabama Department of Labor was to supervise child labor in the state, observe the working hours 
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and conditions of Alabama’s labor force,  and to serve as a mediator in labor disputes, although it could 

not actually force the parties in disagreement to come to a resolution (Bennett, 2013). 

 In response to the National Social Security Act of 1935, Alabama created an unemployment 

insurance system in the State of Alabama to be managed by the State Employment Agency. To prepare 

for the creation of the State Employment Agency, who eventually distributed the unemployment 

benefits, the state legislature first passed an act on September 11, 1935 that accepted the provisions of 

the federal Wagner-Peyser Act, which provided for the establishment of a national employment system, 

as well as funding for this purpose. This act, passed by the state legislature on September 11, designated 

the State Department of Labor as the agency charged with carrying out the provisions of the act, and 

allowed the Department of labor to receive the federal funds made available for this purpose in order to 

execute its new responsibility under this act.  The state also allocated an additional amount of funds to 

assist in executing this act, under which the State Employment Agency was formally organized through 

the appointment of its officers (H. 896 Taylor, 1935). 

 Three days later on September 14, the state legislature formally adopted the Unemployment 

Compensation Law. Under this law the Unemployment Compensation Fund for the State of Alabama 

was created which was used to pay unemployment benefits to those eligible (S. 395 Stephens, 1935). 

The fund derived a small portion of its money from federal funds, as well as from employer and 

employee contributions that would be used to pay unemployment benefits. The Unemployment 

Compensation Law would require employers to pay .9% of wages paid wages for the year 1936, 1.8% of 

payable wages for the year 1937, and 2.7% for the year 1938 to the State to be placed into the 

Unemployment Compensation Fund. The law also required employees to contribute 1% of their total 

earnings, and made employers responsible for withholding these contributions from their employees’ 

pay for this purpose (S. 395 Stephens, 1935).  
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 Under this law unemployed workers would not become eligible to receive benefits unless 

contributions were made to this fund for at least two years, and the benefits the unemployed received 

would only be equal to half of their full time weekly wage which was not to exceed the amount of 

$15.00 per week.  Workers also could not receive benefits for more than 16 weeks per year. Part of the 

law also required workers to be physically able and available to work, and to prove this, workers had to 

register for work at the State Employment Office. Workers also could not receive benefits if they 

voluntarily left work without a good reason (S. 395 Stephens, 1935). Many unemployed workers 

eventually took advantage of the benefits offered them, and according to the Cullman Banner on their 

February 4, 1936 paper, during the first 26 days of January 1938, two years after the law went into 

effect 62,686 people filed applications to receive unemployment benefits (2). 

 The creation of the State Department of Labor and the State Employment Agency which 

handled the unemployment insurance benefits was a huge political win for Governor Graves, since he 

was deeply aligned with the labor movements within the state (Flynt, 2014).  In a similar way Graves 

appeared successful in following through with improving the public welfare through the creation of the 

State Department of Public Welfare in 1935 which would also administer public welfare programs 

including old age pensions and general home relief, despite the creation of this department being a 

response to the National Social Security Act (S. 365 Walton, 1935).  Despite these victories Graves was 

not able to prevent the legislature from enacting a sales tax as he promised. 

The Implementation of the State Sales Tax 

 One of the more controversial acts that occurred during the second half of the 1930s in Alabama 

was the levying of a state sales tax. Although it was passed in 1937, the sales tax was originally proposed 

during Benjamin Meek Miller’s term as Governor. The tax met stiff opposition from merchants and 

consumers, with the Dothan Eagle reporting on September 1932 that on one instance up to 15,000 
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merchants were called upon to march to the capital to protest the proposed bill (1).  The tax was highly 

unpopular among merchants and consumers, and despite Governor Benjamin Miller’s eagerness to raise 

taxes, he openly opposed the tax due to its negative effect on lower income workers (Feldman, 2013).  

 As noted earlier, opposition to the sales tax was a major component of Governor Graves’s 

campaign for Governor in 1934. It was such a major part of his campaign that the Cullman Democrat 

writing in opposition to the tax in their October 24th 1935 article quoted one of Grave’s slogans as, “No 

tax sales, and no sales tax.” In that same article the Cullman Democrat reports the sentiment popular at 

the time that many citizens of Alabama felt, which was that the perceived one third of income that was 

already taxed was enough, and that the state did not need more sources of revenue.  Although 

unpopular in general, the sales tax was popular among school teachers and school boards, since part of 

the revenue that was raised was believed to go towards paying school expenses including the salaries of 

teachers (Cullman Democrat, 1935). 

 Although many opposed the sales tax, some were able to take a more nuanced view of the tax.  

On their April 18, 1935 paper, the Cullman Democrat listed several of the pros and cons of the tax. 

Among the pros were that the ad valorem property tax would be reduced as part of the deal, and that 

the tax was fair, since every person will bear part of the cost. On the other hand, the cons were that it 

was detrimental to local business, benefitted out-of-state businesses, placed more of a burden on the 

poor, and would lead to more state employees on the payroll. 

 Despite the perceived cons, campaign promises, and general opposition it appears that the 

desire for increased government revenue won at the end of the day, and the sales tax was passed by the 

state legislature on February 23, 1937.  When the tax was finally levied it was broken up into several 

categories. For tangible personal property, including merchandise and commodities of every kind there 

was levied a two percent tax on the gross proceeds from retail sales. For automotive vehicles there was 
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issued a 1.5 percent tax on the gross proceeds from the sale of the vehicle in question. For businesses 

that operated places of amusement and entertainment, including pool rooms, moving picture shows, 

bowling alleys and sports games, a two percent tax was levied on the gross receipts of these businesses. 

The state also levied a two percent tax on goods imported to the state, excluding interstate commerce, 

and a  license tax on all sellers whose stock of goods are located in Alabama. Exceptions to the law 

included insurance payments, textbooks, and second hand vehicles, as well as items already being taxed 

like cigars, cigarettes, gasoline, and alcohol (H. 179- Chichester, 1937). 

 The proceeds of the tax were paid into the Public School Fund, the General Fund of the One-Mil 

Levy for Soldiers Relief, Special Education Trust fund, and to the State Treasury to the credit of the sixty 

seven counties, with half distributed to the counties according to population, and half distributed 

equally. The counties were required to use their funds for full time health service, for the public welfare, 

and for extensive services, in cooperation with the departments charged with those duties in the State 

and Federal Government, including the newly created Department of Public Welfare (H. 179-Chichester, 

1937).   

Table 4 

Tax Revenue  

Year  
Gasoline 
Tax 

Tax Rev. from 
Alcohol 
(Business and 
Sales) 

Sales Tax 
Total 

Income 
Tax 

Unemployment 
Comp Tax 

1931 
                  

76,418  na na na na 

1937 
                

310,012  11442.47 
                

473,444  
             
46,637  168460.88 

1938 
                

323,175  9952.61 
                

523,531  
             
62,251  145971.56 

1939 
                

345,192  8701.92 
                

557,957  
             
47,957  195528.8533 

1940 
                

364,310  12047.62 638,357 
             
63,571  224857.1429 
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 As Table 4 and Table 5 show during Graves’ term as governor from 1935-1939 Alabama had a lot 

more access to tax revenue, which is in partly due to taxes imposed during this time period. These taxes 

were the general sales tax, unemployment compensation tax, and taxes collected from the repeal of 

Prohibition which included alcohol sales taxes and taxes collected from businesses that sold alcohol. 

During Graves’ second term there were also differences in what Alabama was spending money on, 

including regulating alcohol sales and the issuance of unemployment benefits. But despite showing that 

tax revenue and total expenditures were much larger during Graves term as Governor from 1935-1939, 

than when he left office in 1931, Figure 8 shows that tax revenue was actually greater than expenditures 

for most of his second term.  

Figure 8 

State Expenditures 

Year  
Total Schools 
Expenditures Police 

Regulation 
Alcohol Sales 

Unemployment 
Benefits 

Total 
Highway 
expenditure 

1931 367,322 595 na na 42,075 

1937 314,851 15231 1080 na 198,710 

1938 329,431 16422 2891 6,478,000 224,360 

1939 343,942 17861 3461 5,099,000 230,745 

1940 389,476 17190 na 4,617,000 245,762 
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VI. The End Of Prohibition in Alabama 

 When the 18th amendment to the U.S. constitution was adopted, it quickly became enacted 

throughout the United States. Under Prohibition the consumption and sale of alcohol became illegal. As 

a result the production and sale of alcohol became a major component of criminal activity in the 1920s 

and the early part of the 1930s. In 1933 in the middle of the great Depression the 21st amendment to 

the U.S. constitution was ratified and the federal ban on alcohol was lifted. One of the key states that 

voted for the end of Prohibition in 1933 was Alabama. It would take a few more years for the ban on 

Alcohol at the state level to be lifted, but it would become not only one of the major social changes that 

occurred in Alabama during the Great Depression, but would also increase government revenue slightly 

for the state. The end of Prohibition is therefore a key event that is deeply tied with the Great 

Depression in Alabama, since in many ways the pressures brought about from the Depression hastened 
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the call for the repeal of Prohibition, and the state also saw the repeal as a way to increase government 

revenue.  

The Cry for Repeal 

 Like in many other regions of the United States, the enacting of Prohibition was popular among 

many in Alabama. However after the Depression, attitudes concerning Prohibition began to change in 

Alabama. Nothing clearly demonstrates this more than the state’s vote for the repeal of 18th 

amendment in the early 1930s. The reasons for this are quite complex, but are very important in 

understanding why the state repealed Prohibition in 1937. 

 By 1933 the pressure for change was being felt all throughout the state. The sentiment was so 

strong that many Prohibition supporters believed that the change of opinion was caused by newspapers 

and media outlets poisoning the minds of the populace with anti-Prohibition views. Responding to these 

outrageous claims the Dothan Eagle reported on May 23, 1933, that the real change of opinion was 

brought about by the fact that the people of the state were more interested in economic improvements 

than Prohibition enforcement, that the people believed Prohibition enforcement brought many evils to 

Alabama society, and many were of the opinion that Prohibition enforcement was simply not working. 

 Included among the “great evils” brought about by Prohibition to society were increased arrests 

and violence that occurred as a result of enforcing Prohibition, not just in the state but in the country as 

a whole. Expressing this sentiment the Athens Alabama Courier reported in their September 3, 1931 

issue that Prohibition was put forward as one of the major causes of a crime wave in New York. In the 

same issue they quoted a police commissioner Edward Mulrooney, that “Prohibition was the creator 

and financier of the majority of the most vicious and brutal rackets that curse the country.” Detailing the 

arrests that would occur as a result of enforcement, in the July 19, 1933 issue of the Anniston Star it was 
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reported that federal agents executed arrests warrants and put 58 people behind bars in Madison 

County for violating Prohibition. 

 Another major evil that many were disturbed by was the use of women to locate and arrests 

bootleggers.  This became such a major issue that it was reported in the same Athens Alabama Courier 

paper from September 3, 1931 that Prohibition Director Woodcock announced that ”no women will be 

used by federal agents as decoys or informers”. The initiative to issue such an announcement came from 

an event that happened in Montgomery Alabama earlier that year, in which a federal agent was 

suspended for using a bootlegger named A. F Day’s common law wife to purchase liquor so that the 

agent could arrest Day.  Offering further reasoning for the ban on employing women to assist in arrest 

Director Woodcock added that “It is also unethical practice to use a defendant to purchase intoxicating 

liquor.” 

 Due to the Depression, many in Alabama were tired of the financial expense required to enforce 

Prohibition. Many thought that the money spent on enforcing Prohibition could be better spent on 

improving the economic welfare of the state.  Writing on August 21, 1931, the Dothan Eagle reported 

that nationally $1,000,000,000 was the estimated U.S. crime expense, and $35,000,000 of this cost was 

spent on enforcing dry laws within the country. For enforcing Prohibition in Alabama, the same article 

reported that over $88,000 a year was required. To many the annual costs were unacceptable, 

especially since many were already of the opinion that Prohibition enforcement was not only ineffective 

but also led to the creation of more crime and violence.  Taking advantage of this sentiment, anti-

Prohibitionists successfully campaigned for the states vote to repeal the 18th amendment in 1933, but 

they had to wait a few more years for the state ban to be lifted.  

  In fact, the repeal at the state level was a major issue in the race for Governor, in which 

supporters of the two leading Democratic candidates Frank A. Dixon, and David Bibb Graves, hurled 
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attacks on each other concerning the issue. Dixon’s supporters accused Graves of being in line with 

bootleggers by trying to keep Prohibition in force (Anniston Star, May 20 1934).   While supporters of 

Graves claimed that Dixon would impose his views concerning Prohibition on the state. Graves’ 

supporters also insisted that Graves would settle the Prohibition issue in the state by allowing the 

people in each county to decide on whether they were to allow it or not (Cullman Democrat, May 17 

1934).   

 Nearly two years after the race for Governor, Chauncey Sparks the representative of Barbour 

County wrote “Speaking on behalf of repeal and the futility of the state prohibition laws” in The Dothan 

Eagle that in the state there was “no serious effort made to enforce Prohibition,” that “Alcohol was sold 

everywhere,” because “No law is stronger than public opinion,” and “Public opinion abandoned the 

prohibition law.”  Representative Barbour argued that since, “the traffic is present it should be 

regulated,” and that “if we made up our mind to have alcoholic beverages, let’s tax them and abandon 

our theory of improving a condition that is overwhelming us by a law that is ignored.”  

 Almost a year after Representative Sparks’ piece, the state legislature would finally listen to 

popular opinion and act on Representative Sparks’ advice and implement a new law that was very 

similar to what Governor Graves campaigned on in 1934. 

The Beverage Control Act 

 On February 2, 1937, the state legislature enacted the Beverage Control Act nearly four years 

after the state voted for the repeal of the 18th Amendment to the U.S. Constitution. The law was 

deemed as an exercise of Alabama’s police power for the protection of public welfare, health, peace, 

and morals of the people of the state. The act created state liquor stores and a state board called the 

Alabama Alcoholic Control Board, whose primary functions included buying, manufacturing, and selling 

alcohol; controlling the manufacture, consumption, importation, possession, sale, transportation and 
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delivery of alcohol; determining the localities within which any state store shall be established and 

operated; as well as fixing the wholesale and retail prices at which alcohol shall be sold. The board was 

responsible for issuing, granting, and suspending the various alcohol licenses and permits required to 

sell alcohol in the state including restaurant licenses, manufacturing licenses, and public service liquor 

licenses (H. 44 Boswell-Kelly, 1937).    

Some of the license and application fees included a $1,000 fee per place of manufacture for 

manufacturers of alcohol, a $100 fee for retailers in towns with a population of more than 25,000 

people, and $50 per steamship, for steamship companies.  Part of the law was an imposition of a 

privilege tax of a half cent on every 12 fluid ounce bottle of malt beverages that was levied on everyone 

engaged in the sale, storage, and receiving alcohol for the purpose of distribution to firms, corporations 

and clubs. The only goods that would not be taxed would be interstate shipments and goods sold to the 

U.S. Government and U.S. military (H. 44 Boswell-Kelly, 1937).  

A major part of the act was that it allowed each county to decide on whether it would become a 

wet county, a county that allowed alcohol sale and consumption, or a dry county, a county that enforced 

Prohibition. The first election for this purpose was held in March 1937, and if a majority of the voters in 

a county voted in favor of repeal then this act would be put into operation. If a majority voted no, then 

this act would not be put into effect, and prohibition would still be the law in that county.  The act did 

allow state counties to change their status, but on the condition that an election of this sort could not be 

held within two years of the previous one (H. 44 Boswell-Kelly, 1937).  

The state was able to use the proceeds both from the revenue received from state stores and 

taxes in order to fund the increased spending of the state government during this era. The proceeds that 

resulted from the provisions of this act, were as follows; half of the proceeds were to be paid into the 

General Fund of the State; ten percent of the proceeds were to be placed into the treasury exclusively 
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for old age pensions and other purposes of the State Department of Public Welfare; ten percent was to 

be used by the 67 counties for public health purposes, old age pensions, and other purposes of the 

county departments of public welfare; ten percent was to go into the general funds of the county; and 

finally twenty per cent was to go to the municipalities in which state stores were located(H. 44 Boswell-

Kelly). Nearly a month later on March 4, 1937 the state legislature also issued an act that half of the 

money that incorporated cities received under the terms of the beverage control act was to go to 

increasing the pay and salaries of firemen and police men in those cities. 
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 Although many argued that prohibition led to increases in police spending Figure 12 shows that 

state spending on police was higher from 1937-1940 after prohibition was repealed than in 1931. Again 

enforcement of alcohol laws may compose only a small part of what funds are spent by police 

departments; however this graph clearly shows that the repeal of Prohibition did not lead to a decrease 

in the amount spent for policing efforts as was commonly argued. 

Table 6 

Possible Effects of Prohibition 

Year  

Tax Rev. from 
Alcohol 
(Business and 
Sales) Police Regulation Total Tax 

1931 0 595 0 448459.4668 

1937 11442.47 15,231 1,080 1054880.558 

1938 9952.61 16421.80065 2890.995208 1079691.924 

1939 8701.92 17860.57758 3461.538589 1161610.62 

1940 12047.62 17190.47619 0 1316380.952 

 

 

 Table 6 also shows that the state did not actually gain that much tax revenue from the 

legalization of alcohol. Tax revenue from alcohol actually only composes a small portion of total tax 

revenue when compared to the figures for total tax revenue from 1937-1940. Although many arguments 

were focused on the expenses of Prohibition and the potential revenue that legalizing alcohol could 

generate it does not appear that repeal of Prohibition led to a decrease in police expenditures or 

generated a great deal of revenue as was expected. 

VII.  Regression Analysis 

 There were many different factors that influenced changes to tax revenue in Alabama. Since tax 

policy was a major component in dealing with the Great Depression, real per capita tax revenue 
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provides useful insight on the typical taxes that Alabama residents and more generally residents of other 

states paid to state governments. Since the states were so focused on increasing their sources of 

revenue, it is also important to see what variables influenced per capita state tax revenue. After 

considering what occurred in Alabama during the Great Depression it is reasonable to assume that the 

repeal of Prohibition had little effect on per capita tax revenue, while changes in automobile usage, as 

reflected by auto registrations, had a big effect on per capita tax revenue. 

 One of the more obvious factors that could influence per capita tax revenue is per capita state 

income. Especially since many states like Alabama adopted income taxes during the Great Depression. 
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 Figure 13 also shows that the states received a considerable amount of funding from the federal 

government. The amount of total federal grants could also be related to changes in per capita tax 

revenue for residents of every state. Agriculture also played an important role in the economy of 

Alabama as well as the country as a whole, so the AAA grants could have had an extra effect on real per 

capita state tax revenue. Also since many were employed in agriculture and since many employed in 

agriculture suffered hardships during the great depression, returns from agricultural products could also 

have been a possible explanatory variable in explaining variation in per capita state tax revenue.  Figure 

14 shows that the same could be said for value added in manufacturing. 
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 In addition to these variables many states in the South implemented poll taxes, so the 

percentage of the population that was black could have an effect as well. The percentage of the 

population living in urban areas is also worth considering since in some areas like Alabama the 

percentage of the population living in urban areas increased during the great depression.  

 A multiple regression analysis will be used in order to examine if any of these variables are 

correlated to real per capita state tax revenue. The dependent variable will be per capita state tax 

revenue measured in 1967 dollars and the model that will be used to examine the effect is as follows: 

                                                                                                

                                                 

 

Where    represents the vertical intercept and    represents the error term. All of the monetary figures 

above are also in real terms, measured in constant 1967 dollars. Table 7 also provides information 

regarding what I believe the signs of each coefficient to be. 

 

Table 7 

Expectations of Regression Analysis 

Variables 
Expected Coefficients 
sign 

Income Per Capita  positive 

Federal Grants Per 
Capita negative 

AAA. Grants Per Capita positive 

Return 16 Crops Per 
Capita positive 

Auto Registrations positive 

Percent Black 
positive (possibly 
negative) 

Percent Urban positive 
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 When I first chose these variables as explanatory variables I expected them to have the 

following effects. I expected that per capita state income would have a positive coefficient due to the 

expansion of the collection of income taxes during this era. As a result of this higher incomes would lead 

to more collection of taxes in the states.    

 I expected per capita federal grants to have a negative coefficient, because I expected that as 

the amount of per capita federal grants increased to the states, the states would feel less obligated to 

collect taxes from their residents to pay for services and public goods due to increased funds flowing in 

from the federal government.  

 I expected there to be an extra effect of the Agricultural Adjustment Act (AAA) outside of what 

was included in total per capita federal grants and I expected this variable to have a positive coefficient. 

Many of the acts adopted under the AAA were designed to increase the prices of crops. So I expected 

that as AAA grants increased, prices of agricultural products would increase, and with this more funds 

for tax revenue would be generated from higher incomes of farmers, as well as higher values of 

farmland which would contribute to revenue collected from property taxes. 

 I expected that the per capita return of 16 crops would have a positive coefficient. Agriculture 

was an important economic sector in many states. I expected that as the return from crops increased, 

the more incomes of those involved in the agricultural sector would increase, and as a result the amount 

gained from taxes on these earnings would increase as well. 

 Since Alabama focused heavily on road construction, I believe that as the amount of auto 

registrations increased pressure on state governments increased felt to construct roads to facilitate the 

increased automobile usage.   As a result auto registrations per capita would have a positive coefficient 

in the model. 
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 The coefficient for the percentage of the population that was black in the 1930s could be either 

positive or negative. It could be positive, due to the imposition of taxes targeted at African Americans, 

like the poll tax. On the other hand, the percent black might have a negative coefficient because African 

Americans had lower incomes than other Americans due to more restrictions in opportunity, particularly 

in the South.    

 Finally, the coefficient for the percentage of the population living in urban areas is likely to be 

positive.  As more people lived in cities and urban areas the more the state would be able to increase 

their tax revenue from higher incomes of people living in these areas as compared to residents of more 

rural areas.   The levying of sales taxes and alcohol taxes during the second half of the 1930s would 

contribute to this positive effect because I believed these taxes would impact urban areas more than 

rural areas. 

 

 

 

Table 8 

Results from OLS Regression 
Variables Coefficients (t-stat) Standard Error Mean P-value 

Intercept 63.26875 (3.03) 
  

0.003*** 

Income Per Capita 0.027925 (1.77) 0.0158176 1058.524 0.08* 

Federal Grants Per 
Capita 0.242541 (2.92) 0.0830311 83.10057 0.004*** 

AAA. Grants Per Capita .4141327 (0.97) 0.4253139 8.958269 0.332 

Return 16 Crops Per 
Capita  -0.1526488  (-1.84) 0.0831722 100.4986 0.069* 

Auto Registrations 0.00000881 (1.28) 0.00000686 486324.1 0.201 

Percent Black  -0.9859807 (-2.61) 0.3778125 9.323501 0.01** 

Percent Urban  -0.658273 (-1.70) 0.3861565 46.71582 0.09* 
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*Statistically Significant at 10% level of significance 

**Statistically Significant at 5% level of significance 

** Statistically Significant at 1% level of Significance 

(Monetary values are measured in constant 1967 dollars) 

 The results without fixed effects show that, as expected the coefficient for per capita state 

income was positive and statistically significant at the 10% level of significance. The value of the 

coefficient means that a one dollar increase in per capita state income is associated with a 2.79 cent 

increase in state tax revenue. 

 Per capita federal grants had a different impact than expected. The coefficient is statistically 

significant at the 1% level of significance and greater than zero. Its value implies that a one dollar 

increase in federal grants is associated with a 24 cent increase in state tax revenue. The increase in 

federal grants did not have the crowding out effect as I expected. This result could lend evidence to the 

suggestion that federal grants stimulated an increase in incomes that would lead to an increase in state 

revenues from income taxes and sales taxes.  

 The coefficient for AAA grants was positive as expected, but was not statistically significant at 

the 10% level of significance. The P-value is rather large and suggests that we cannot reject the 

hypothesis that the value of the coefficient for AAA grants is zero, which would imply these grants had 

no extra effect outside of per capita federal grants on per capita state tax revenue.   

 The coefficient for per capita returns from 16 different crops is different than expected, in that it 

has a negative coefficient that is statistically significant at the 10% level of significance. Its coefficient 

implies that a one dollar rise in the per capita returns from 16 different crops is associated with a 15.26 

cent decrease in state tax revenues.  
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 The coefficient for auto registrations was positive as expected, but was not statistically 

significant at the 10% level of significance. This again implies that we cannot reject the hypothesis that 

the amount of auto registrations had no effect on per capita state tax revenue. Another item to notice 

from the results is the small size of the coefficient. 

 The coefficient for the variable associated with the percentage of population that was black in 

the 1930s also had a different result than expected, in that it was negative as well as statistically 

significant at the 5% level of significance. This result is not surprising however and suggests the main aim 

of the poll tax was not to increase state revenues but rather to restrict the participation of black people 

in the political process. The coefficient implies that a one percent increase in the percentage of the 

population that was black is associated with nearly a 99 cent decline in per capita state tax revenue. This 

could reflect lower incomes and greater restrictions on the economic activities of black people during 

this era. 

 Finally, the coefficient for the percentage of the population living in urban areas was also 

different from what was expected, in that its value is less than zero and statistically significant at the 

10% level of significance. The coefficient’s value implies that a one percent increase in the population 

living in urban areas is associated with close to a 66 cent decline in per capita state tax revenues. This 

result could be due to people living in urban areas suffering greater decreases in income than people 

living in rural areas, and as a result less tax revenue being gained from the incomes of these residents. 

 Overall some of the coefficients produced by the regression analysis were as expected, but 

many were not. Additionally five variables were statistically significant at the 10% level of significance 

while two were not. 

Fixed Effect Analysis 
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 Although the original regression analysis showed that five of the seven explanatory variables 

were statistically significant at the 10% level of significance, the original analysis left out some crucial 

factors. Among these crucial factors are differences between the states that don’t change over time as 

well as changes that occurred in the U.S. macroeconomy as a whole that could have affected the 

dependent variable. Among the changes in the macroeconomy were changes in the policies of the 

Federal Reserve, such as changes to the money supply, as well as national programs enacted by the 

federal government to promote economic growth.  

 To control for these factors, so that we can better pin down the effect of the 7 explanatory 

variables in question, a fixed effects analysis was performed. The fixed effect analysis included a state 

fixed effect analysis, which consisted in adding dummy variables for 13 states, as well as a year fixed 

effect analysis which consisted in adding dummy variables for each of the years during 1932-1940 time 

period. My expectation is that the fixed effect analysis will eliminate most if not all of the statistically 

significant results of the previous analysis. 

 

 

Table 9 

Comparing Fixed Effects and OLS Regression 
Variables Before Fixed 
Effects Coefficients (t-stat) P-value 

Intercept 63.26875 (3.03) 0.003*** 

Income Per Capita 0.027925 (1.77) 0.08* 

Federal Grants Per Capita 0.242541 (2.92) 0.004*** 

AAA. Grants Per Capita .4141327 (0.97) 0.332 

Return 16 Crops Per Capita  -0.1526488  (-1.84) 0.069* 

Auto Registrations 0.00000881 (1.28) 0.201 

Percent Black  -0.9859807 (-2.61) 0.01** 

Percent Urban  -0.658273 (-1.70) 0.09* 

After Fixed Effects Coefficients (t-stat) P-value 

Income Per Capita .0696963 (1.33) 0.187 
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Federal Grants Per Capita .1793548  (0.99) 0.325 

AAA. Grants Per Capita .0425738 (0.09) 0.928 

Return 16 Crops Per Capita  -.3189096     (-1.91) 0.059* 

Auto Registrations 0.0000025 (0.04) 0.967 

Percent Black -2.621315(-1.17) 0.243 

Percent Urban 3.505474 (0.42) 0.674 

 

 As shown in Table 9 after performing the fixed effects analysis, only one explanatory variable 

remained statistically significant at the 10% level of significance. This shows that differences between 

the states as well as changes over time accounted for the significance of the variables in the previous 

analysis. The variable that remained statistically significant was the variable for the per capita return 

from 16 different crops. Its coefficient now implies that as per capita return from 16 crops increases by 

one dollar, per capita state tax revenue will decrease by approximately 32 cents which is slightly more of 

a decrease than it was before.  

 It is also interesting to note that the variable for percent of the population that was black was no 

longer statistically significant after the fixed effect analysis was performed. But since we are now taking 

account of differences in time in variant factors between the states, it makes sense that this variable 

would lose significance since restrictions on black people were more severe in the southern states than 

in other states at the time. Since this is clearly a difference between states in that black people were 

treated more harshly in the South then in other places, the fixed effect analysis would take this into 

account. 

 The other variables were no longer statistically significant but the signs of the coefficients all 

remained the same.  The P-values for the six variables that were not statistically significant also changed 

dramatically, and became much larger. This analysis, particularly changes in the p-values, gives evidence 

to the claim that most of these variables were insignificant in their effect on the dependent variable,  

especially since taking account of variation between the states and variation over time gives a more 
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accurate account of the effects of the variables of interest than the previous analysis did. If anything the 

most that could be said is that there is evidence to suggest that the per capita return of 16 crops is 

correlated to per capita state tax revenue, which explains why the graph of return of 16 crops and state 

tax revenue followed similar trends earlier. 

VIII. Conclusion 

 The Great Depression impacted many areas of the state including the agricultural sector, 

manufacturing, the state government, and the incomes of the residents of the state of Alabama. The 

agricultural sector did experience some hardship in the state of Alabama during the 1930s and there 

was little evidence to suggest people were migrating from urban areas since the percentage of the 

population living in urban areas grew. The data also show that during the same time period were there 

was much unrest among manufacturing employees’ wages were slightly lower.  The reported massive 

debt that the state faced was not that large and during the late half of the 1930s Alabama actually 

collected more tax revenue than it spent. The data also shows that availability of sources of tax revenue 

increased over the years, which also reflects the session laws.  

 During the first half of the Depression, the state government took little action to alleviate the 

problems facing the agricultural sector in Alabama.  Attempts to fix these problems were largely left to 

the federal government. The agricultural sector was not alone in receiving little aid from the state itself, 

and the reasons for this becomes quite clear after examining the politics of the state during the first half 

of the Great Depression. Governor Miller and the legislature during the first half of the 1930s attempted 

to deal with the Depression by controlling the size and spending of the state government as well as by 

increasing and implementing new taxes to provide more revenue for the state and balance the debt.  

 Despite the lack of aid, the state of Alabama was not hesitant to make changes to its gasoline 

tax laws. During the 1930s Alabama was very active in generating funds for the repair, construction, and 
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improvement of roads, bridges and highways through the use of its excise taxes. Alabama’s gasoline 

excise tax laws were so notoriously high that it gained the reputation for having the highest gasoline tax 

rates in the country on more than one occasion, and despite some opposition the state was able to keep 

gaining revenue through the levying of these taxes. There is also little evidence to suggest that the 

increases in gasoline tax rates led to a decline in automobile usage. In fact automobile usage appeared 

to be more closely related to real per capita state income, than total tax revenue.  

 The second half of the 1930s was also very different than the first half. Tax revenue and 

expenditures were higher and there were many changes made in state policy that were potentially due 

to David Graves returning to the position of Governor. Despite not being able to prevent the imposition 

of a sales tax as he promised, Governor Graves, was able to accomplish a great deal of feats during his 

second term as Governor. He was the first Governor to serve a second term after the State Constitution 

provision was added in the early 20th century that prevented Governors from serving consecutive terms. 

He was able to get the state legislature to create the State Department of Labor, and the State 

Employment Service. In addition to those acts mentioned the Governor was able to rid the state of tolls 

on toll bridges as he promised and under Graves Alabama would finally end its nearly two decade long 

experiment with Prohibition.   

The pressure to change the alcohol laws in the state was due to a change in public opinion that 

was due to the ineffectiveness of the law, the increased crime and perceived social evils resulting from 

the enforcement of Prohibition, and the financial cost of enforcing the law. Despite being considered a 

largely social issue, many of the arguments that led to repeal of Prohibition were based on expenditures 

and the potential profitability of alcohol. But again there seems to be not enough evidence to suggest 

that repeal led to a decline in police expenditures or a considerable amount of tax revenue. 
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 As demonstrated by the fixed effect regression analysis, there is evidence to believe that per 

capita state tax revenue is closely related to the return of 16 different crops which demonstrates the 

importance of agriculture not only to Alabama, but to the country as the whole.  There was also little 

reason to believe that the other explanatory variables had any effect on per capita state tax revenue. 

 On a similar note, as was shown from the graphs of per capita state income, Alabama state 

income appeared to eventually recover after 1938. The plight of the Depression would eventually be 

lifted around the time of the Second World War, but as is evident from the data and the narratives 

constructed from the state archives, encyclopedias, and newspaper articles, many changes were made 

to the state of Alabama and many would remain to this day as is the same in other states of the United 

States. 
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