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The Birth of the Old Federalism:
Financing the New Deal, 1932-1940
JOHN JOSEPH WALLIS
The relative importanceof federal and local governmentwas reversed between
1932and 1940.This changingcompositionof governmentexpendituresby level of
governmentaccounts for the rise of "big" governmentduringthe Depression.
State governmentsexpandedtheir fiscal activity, maintainingtheir share of total
government expenditures. Utilizing data on federal grants and state and local
expenditures,I find that the relative decline of local governmentsand sustained
growthof state governmentscan be explainedby the financialand administrative
provisionsof the federal New Deal programs.

HE 1930s are widely and rightly regardedas a turningpoint in the
historyof the Americaneconomy. At the source of this watershedis
the growing role of the government in the economy. This paper
examines an important change in government structure during the
Depression: the transformation between 1932 and 1940 of a fiscal
system dominated by local expenditures with relatively small amounts
of intergovernmentaltransfers into a system dominated by federal
expenditures with large amounts of intergovernmentaltransfers.' Despite the common perception that the growth of "Big Government"
began in the 1930s, government expendituregrowth duringthe decade
was not, in historicalperspective, exceptionally rapid.The fundamental
change in government structure during the 1930s was the shift in
expendituresfrom local to state and federal levels and a new emphasis
on expenditures for public and agriculturalrelief. I show that this
changing pattern of expenditures (both by level and function) at the
state and local level can be explained by financial provisions of the
federal government programs.
T
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The authoris Assistant Professor,Departmentof Economics, Universityof Maryland,College
Park, Maryland20742. He is grateful for comments from Peter Temin, Clayne Pope, George
Stigler,RichardSylla, two anonymousreferees, MarkPlummer,DavidGalenson,ClareFreidland,
GavinWright,Rodney Smith, and John Huizinga.Researchassistance by Unmi Song and Farley
Grubbwas timely and competent. This reseach was financedby the Centerfor the Study of the
Economyand the State. Universityof Chicago.
' The best contemporaryaccounts are Jane Perry Clark, The Rise of a New Federalism
(Columbia,1938)and V. 0. Key, TheAdministrationof FederalGrantsto States (Chicago, 1937).
See also GeorgeC. S. Benson, TheNew Centralization(New York, 1941)and HenryJ. Bitterman,
State and Federal Grants-in-Aid(Chicago, 1938).For a currentview of New Deal federalismsee
JamesT. Patterson,TheNew Deal and the States (Princeton,1969).All of these studiesfocus on
the nationaland state responses to the New Deal separately, ratherthan on the interactionof
national,state, and local governments,the focus of this paper.
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The paperis divided into four parts. The firstexamines the division of
expendituresby level and functionfor the 1930s.The second partdetails
the administrationof the majorNew Deal programs.The thirdpresents
a hypothesis about the effects of federal governmentprogramson state
and local expenditures and tests it against actual expenditures during
the 1930s. The final section presents some conclusions.
GOVERNMENT EXPENDITURES BY LEVEL AND FUNCTION

The notion that the growth rate of governmentexpendituresrelative
to the growth rate of the economy accelerated after 1932 is belied by
Figure 1. The figure presents a standard measure of the size of
government,namely, non-militarygovernmentexpendituresat all levels
as a percentageof GNP.2 Between 1902and 1922the governmentshare
of GNP rose from 6.9 percent to 12.6 percent(an annualgrowthrate of 3
percent). It rose at a slightly slower rate between 1922and 1940when it
reaches 20.5 percent (an annual growth rate of 2.5 percent). Expenditures continued to grow after the war, although at a slower rate. The
New Deal continueda generaltrendtowardsmore active government,a
trend already in evidence by 1913. Governmentexpendituresdid grow
2 These figures, and most of the data in the paper, were taken from U.S. Departmentof
Commerce, Historical Statistics on Government Finances and Employment (Washington, D.C.,

1969),hereafterreferredto as Historical Statistics on Government.Unless otherwise noted, all
data on national, state, and local governmentexpendituresare from this source. The figure is
essentiallythe same if revenues are used, or if, priorto 1942,militaryexpendituresare included.
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significantlyduringthe Depression, but not at a faster rate thanthey had
in the first 30 years of the century. The extraordinaryjump in the
governmentshare between 1927 and 1932 was a result of an extraordinary fall in GNP (from $97 billion to $59 billion) rather than an
extraordinaryrise in government expenditures. By this measure it was
Hoover who presided over the growth of big government. Roosevelt
merely consolidated his gains.
Ratherthan an acceleration in the growth rate of governmentexpenditures, the growth of "big" governmentin the 1930s was a result of a
change in the relative importanceof big and little governments. Figure2
plots expenditures by level of government as a share of total government expenditures. Between 1932 and 1940 the shares of government
expenditures originating in federal and local governments are almost
exactly reversed. Prior to 1932 relative shares for each level were
roughly50 percent local, 20 percent state, and 30 percent federal. After
1940relative shares were roughlylocal 30 percent, state 24 percent, and
federal46 percent. The 1940shares have remainedfairly stable down to
the present day.3 The growth of federal government expenditures
'The relation between national, state, and local expenditures is slightly different when
intergovernmentalexpenditures are attributed to the receiving government rather than the
originatinggovernmentor when revenues are considered, but the basic shift in the 1930s still
dominateseither series.
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relative to local governments is the legacy of the depression, not an
abnormallyhigh level of total government expenditures.
The shift from local to federal expenditures is also apparentin the
dollarvalue of expendituresby level of government. Between 1932and
1940 federal expenditures grew by 136 percent ($4.3 billion to $10.1
billion), state expenditures grew by 75 percent ($2.5 billion to $4.5
billion), and local expenditures grew by only 3 percent ($5.6 billion to
$5.7 billion). Total governmentexpendituresgrew by 64 percent ($12.4
billion to $20.4 billion).4 Although local expenditures stayed virtually
constant, both federal and state expendituresgrew. State expenditures
actuallygrew rapidlyenough to increase their share in total government
expendituresmarginallydespite the enormousgrowth in federal expenditures.
The dramaticreversal in the importanceof federal and local governments raises two questions. Why the enormous expansion of federal
government activity after 1932? This, of course, is the $64 question:
"Why the New Deal?" I will suggest some answers to this question
later. The other question is more tractable. Why, given the historical
dominance of local government in the United States, do state governments expand their activity at a rapid rate after 1932, while local
governmentexpenditures, in dollar levels, remain virtuallyconstant?
To understand the change, we begin by looking at changes in the
purpose of government expenditures. Table I provides informationon
the change in total expenditures at each level of government that is
attributableto particulargovernmentfunctions between 1932and 1940.
The data express changes in expenditures for individualfunctions as a
percentage of the change in gross expenditures. Expenditures are
divided into two types: intergovernmentaland direct expenditures.
The expenditure categories in the table are taken from the census
classifications found in Historical Statistics on GovernmentEmployment and Finance. These categories, however, obscure several important elements of federal and, to a lesser extent, state and local
expenditures. The problems involve the classification of direct and
intergovernmentalexpendituresand the definitionsof several functional
categories.
The TreasuryDepartmentclassified all "cooperativelyadministered"
grantsto state and local governmentsas either direct or indirectgrants.
Direct grants involved the legal transferof funds to lower governments
' The figures in the text are for net state and local expenditures:total expendituresminus
revenues from other levels of government.The gross figures on expendituregrowth are: state
growthof 84 percent($2.8 billionto $4.5 billion)and local governmentgrowthof 20 percent($6.4
billionto $7.5 billion).Non-militaryfederalexpendituresgrew by 138percent($3.6 billionto $8.4
billion).These gross state and local figures,as well as the non-militaryfederalexpenditures,are the
basis for calculatingthe percentageof total growthattributableto individualgovernmentfunctions
in Table 1.
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TABLE I

PERCENTAGE OF TOTAL EXPENDITURE GROWTH ATTRIBUTABLE TO
EXPENDITURE FUNCTIONS, FEDERAL, STATE, AND LOCAL GOVERNMENTS,
1932-1940a

Function
Intergovernmental
Education
Highways
Relief
NECC
Total Intergovernmental
Direct
Education
Highways
Relief
Natural Resources
Insurance Trustd
Interest
Housing and Urban Renewal
Public Utilities
Liquor Stores
Other and Unallocable
NECb
Total Direct

Federal

State

2.9
b
5.6
4.7
13.2

12.7
4.3
16.5
2.3
35.8

3.5
11.7
3.2
47.7
4.7
6.4

4.1
-2.1
21.7
.1
22.0
2.0

12.8
-3.9
86.8

9.4
.1
6.9
64.2

Local

17.6
-8.5
19.8
2.1
2.0
-7.9
17.6
43.7
.7
b
12.9
100.0

a Changes in dollar expenditures for each function are expressed as a percentage of the change in
gross dollar expenditures at each level. See footnote 5 for gross expenditure levels.
b
Less than .05 percent.
c Not elsewhere classified, this is not the same as "other and unallocable"; this measures
excluded expenditure categories.
d Insurance Trust expenditures include employee pensions and retirement and, at the state level,
unemployment compensation payments.
Source: U.S. Department of Commerce, Historical Statistics on Government Finances and
Employment, Tables 3, 5, and 6.

whereas indirectgrantswerejointly administeredbut remainedthe legal
propertyof the federal government.' The census classifies direct grants
as federal intergovernmentalexpenditures and indirect grants as direct
federalexpenditures. Unfortunatelythis introducesa large bias into the
census's measure of the magnitudeof the "intergovernmental"portion
of federal expenditures. Table 2, columns (1) and (2), compares census
intergovernmentalgrants with Treasury figures for cooperatively administeredgrants.6The growth in cooperatively administeredgrants is
5

Cooperativelyadministeredprogramsvariedwidely in theiradministrativestructure.It was not
necessarilythe case that the direct grantprogramsallowed the state and local governmentsmore
flexibilitythan the indirectgrants.The administrationof the majorprogramsis discussed in some
detailin the following section.
6 The Treasurydata were collected by the Officeof GovernmentReportsfor the years 1933to
1939, and the TreasuryDepartmentof 1932and 1940. For additionalanalysis of these data, see
LeonardArrington,"WesternAgricultureand the New Deal," AgriculturalHistory(Oct. 1970),
Don Reading,"New Deal Activity and the States 1933to 1939," this JOURNAL (Dec. 1973),and
Gavin Wright, "The Political Economy of New Deal Spending: An Econometric Analysis,"
Reviewof Economics and Statistics (Feb. 1974).
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astounding:from $250 million in 1932 to $3,922 million in 1940. They
account for 75 percent of the growth in non-militaryfederal expenditures between those years, as is indicatedin the bottom row of the table.
The census definitionunderstates the size of intergovernmentalgrants
by a factor of four.
A second problem arises when expenditures are allocated between
functions. For example, Works Progress Administration(WPA) grants
to states for work relief were not treated as relief payments. WPA
expenditureswere instead divided between the functionalcategories on
the basis of the purpose of the project, such as highways, public
buildings, or natural resources.7 Table 2 also provides an alternative
tabulationof the growth in expendituresby function (for cooperatively
administered programs) in four major categories. The major change
between Tables I and 2 is for relief expenditures;they account for 44.4
percentof growth as classified in Table 2 and only 8.8 percent of growth
in Table I (direct and intergovernmentalcombined). Most of the relief
7 WPAexpendituresaccountfor all of the increasein nationaldirecthighwayexpendituresand a
significantportionof the increase in direct naturalresourceexpenditures.

TABLE 2
NATIONALGRANTS TO AND EXPENDITURESWITHINSTATES, UNDER
COOPERATIVEARRANGEMENTSWITH STATES, 1932-1940
(millionsof dollars)

Year
1932
1933
1934
1935
1936
1937
1938
1939
1940

Census
(1)

Total
(2)

Relief
(3)

Works
(4)

Agric
(5)

Hwy
(6)

214
190
1,803
2,197
1,015
818
790
1,031
967

250
432
2,857
3,649
3,969
4,273
3,518
4,794
3,922

154
2,126
2,221
2,343
2,405
2,047
2,671
2,188

108
196
356
459
618
624
504
691
521

13
12
303
664
573
636
431
743
865

186
161
219
272
221
331
217
185
171

74.5%

44.4%

8.4%7

17.3%

0

ExpenditureGrowth
1932 to 1940

Note: FERA Grantsalso include grantsfor the Civil WorksAdministrationin 1934.
Sources: Column(1) Historical Statistics on Government.
Columns (2)46),

1933-1930,Officeof GovernmentReports, Vol. 10.
1932and 1940, AnnualReportof the Secretaryof the Treasury.
Column(3) Relief includes grantsfor WPA, SSA, FERA, CCC, FederalSurplusRelief
Corporation.
Column(4) Worksincludes all PWA grants, Rivers and Harbors,and PublicBuildings.
Column(5) AgricultureincludesAAA, Soil ConservationService, AgricultureExtension
Work, and AgriculturalExperimentStations.
Column(6) Highways includes Bureauof Public Roads, Public Roads Administration,
and various allocationsto EmergencyHighwaygrants.
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expenditures in Table 2 come at the expense of naturalresource and
directhighwayexpendituresin the census classifications.Those categories include large amounts of WPA and Civilian Conservation Corp
(CCC)expenditures that should properlybe considered relief expenditures. Also importantat the federal level were agriculture,17.3 percent
of growth in expenditures, and public works, 8.4 percent of growth.
A similaradjustmentshould be made at the state and local levels, but
the task is impractical.Even without such an adjustmentthe expansion
of the relief programsis duplicatedat the state level. Table I indicates
that the majorareas of growth in state expenditureswere public relief,
both direct, 21.7 percent, and intergovernmental,16.5 percent; insurance expenditures, 22 percent (of which 20 percent is unemployment
compensation);and education, 16.8 percent.
At the local level the single largestgrowth item is public utilities, 43.7
percent. The remaininggrowth is concentrated in three areas: public
relief, 19.8 percent, education, 17.6 percent, and housing and urban
renewal, 17.6 percent. The growth in education and public relief,
however, was financed completely by intergovernmentalgrants. When
federal and state grants to local governments for those functions are
netted out, local spendingfrom local funds on these two items actually
decreased.
To summarizethe changes in governmentexpendituresbetween 1932
and 1940: 1) The bulk of the growth in federal expenditures,75 percent,
came in cooperatively administeredprograms.2) A majorcomponentof
increasing government expenditures at each level of government was
public relief. At the federal level growth came in programsthat were
cooperatively administered with state and local governments. State
expendituresfrom own funds increased while local governments were
able to increase relief expendituresand simultaneouslyto reduce their
own funds devoted to relief. 3) Rising federal expenditures on public
works had little measurable effect on state and local expenditures,
although some amount of public works expenditures at the state and
local levels might more appropriatelybe considered relief expenditures
(for WPA projects, for example). 4) Rising expendituresfor education
were concentrated exclusively at the state level, primarilyas intergovernmental grants to local governments. These grants enabled local
governmentsto increase expenditureson educationwhile spendingless
of their own funds for that purpose. 5) Finally, the large federal
expendituresfor agriculturalprice supportswere not matchedby rising
expendituresat the state or local level.

FINANCING AND ADMINISTERING THE PROGRAMS

The pattern of expenditures by level of government for these programsis closely related to the kinds of arrangementsused to financethe
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expenditures. In general, when the federal government created fiscal
incentives for larger state or local expenditures these expenditures
increased, whereas state or local expenditure decreased when it was
possible for state and local governments to substitutefederal grantsfor
their own tax dollars. This section focuses on the administrationof
programsin agriculture,public relief (includingunemploymentcompensation), and public works.
The most importantagriculturalprogramwas the AgriculturalAdjustment Administration(AAA).8 The AAA operated a variety of price
support and crop limitation schemes to control farm output and raise
farm incomes. The programs were, by their nature, dependent on
central control. Crop production quotas determined by state governments would not be effective for agriculturalproductswith nationaland
internationalmarkets. Nationwide productiongoals for each crop were
set by the Secretary of Agriculture.Each state's allotment (and therefore the amount of benefit payments it received) depended on its share
of the national crop, and states could not affect their allotment by
spendingmore or less for AAA programs.
Once established by Washington,however, crop quotas were implemented by state and local officials. The pivotal employee was the
county extension agent, usually a state employee but often responsible
to local farm groups.9 The benefits a farmer received and the crop he
was allowed to marketwithout penalty were based on contracts entered
into by the county agent. The Department of Agriculture actively
encouraged local decision making and administration;on numerous
occasions the decision to continue a price supportprogramwas made by
the farmersthemselves througha referendum.AAA programsaccount
for 17percentof federalgovernmentgrowthbetween 1932and 1940,and
none of the state or local growth.
Where state and local governments had little or no incentive to
participatefinanciallyin the agriculturalprograms,the relief programs
requiredtheir participation.The majorrelief agencies were the Federal
EmergencyRelief Administration(FERA), the Civil WorksAdministration (CWA), the CivilianConservationCorp(CCC),the WorksProgress
Administration(WPA), and the Social Security Board (SSB).'0 The
FERA, CWA, CCC, and WPA programscombined elements of public
8 See Edwin G. Nourse, Joseph S. Davis, and John D. Black, Three Years of the Agricultural
Adjustment Administration (Washington, D.C., 1937), Edwin G. Nourse, Government in Relation
to Agriculture (Washington, D.C., 1940), and Theodore Saloutos, The American Farmer and the
New Deal (Ames, 1982).
9 Clark, New Federalism, p. 205.
'0 For the WPA see Donald S. Howard, The WPA and Federal Relief Policy (New York, 1943)

and ArthurMacMahon,John Millet, and Gladys Ogden, The Administrationof Federal Work
Relief (Chicago, 1941). For the CCC see John A. Salmond, The Civilian Conservation Corp

(Durham, 1969). A great deal of informationon the WPA can be found in Works Progress
Administration, Final Report on the WPA Program, 1935-1943 (Washington, D.C., 1946) and the

annualReporton the Progress of the WPA,publishedbetween 1936and 1943.The Social Security

Birth of the Old Federalism

147

works with public relief throughthe administrationof large work relief
programs,but I will consider work relief as a form of public relief.
All of the relief programs,except the CCC, were jointly financedby
federal, state, and local governments. Each programrequiredexplicit or
implicit matching of federal funds for state and local contributions.''
From the very beginning Congress and national relief officials were
concerned that state and local governments should bear their share of
the relief burden, and they therefore utilized matching grants. When
matchingformulaswere not explicitly legislatedthe allocationof federal
relieffunds between the states was fraughtwith politicaltension caused
by federal efforts to elicit state and local expenditures.'2In the cases
where explicit matchinggrantswere writteninto the authorizinglegislation (the Social Security categorical relief programs, early FERA
grants,and loosely into a large partof the WPA grants),it was clear that
national grants to a state were dependent on state and local relief
expenditures.In the remainingprograms,FERA, CWA, and partof the
WPA grants, it was also apparent(althoughnot legally mandated)that
the national policies were to reward states with larger expendituresby
making larger relief grants.'3 Relief expenditures account for 44.4
percent of federal governmentgrowth and 38.2 percent of state government growth between 1932 and 1940.
Unemployment compensation demonstrated an even stronger instance of Congress's making funds available to state governments
contingent on their behavior. A 3 percent payroll tax was placed on
employers, and 90 percent of this tax (2.7 percent of payrolls) was
programsand theirearlydevelopmentare describedin detailin NaturalResourcesPlanningBoard,
Security,Relief, and WorkPolicies (Washington,D. C., 1942).See also ArthurJ. Altmeyer, The
FormativeYearsof Social Security(Madison, 1966)and Paul M. Douglas, Social Securityin the
UnitedStates (New York, 1936).Annualinformationon the Social Securityprogramscan be found
in the United States Social Security Board,AnnualReports(1935-1942)(Washington,D.C.).
l Therewas a type of WPA projectthat did not requirea state or local sponsor,these were the
"federal" projects. The WPA federal projects were primarilywhite-collar projects and arts
projects(theater,history, literature,and so on). After 1939Congressalmostcompletelyeliminated
WPAfederalprojects.
12 The debate over the "political" uses of WPA funds became highlychargedseveral times. In
1938the race for a Kentucky Senate seat was foughtover the alleged use of WPAto supportthe
Rooseveltcandidate.Laterinvestigationsdid findabuses of WPAfunds, not by Hopkins(the WPA
administrator)but by the candidate. It also came out that his opponent had abused highway
expendituresfor the same political purposes. These kinds of charges were a permanentpart of
relief expendituresunder FERA and the WPA. See Searle F. Charles,Ministerof Relief, Harry
Hopkins and the Depression (Syracuse, 1963), MacMahon,Millet, and Ogden, Federal Work
Relief, especially Ch. 12, and Howard, WPA, pp. 746-52.
13 The actual allocationpolicies followed by FERA and the WPA were never firmlyset down.
Occasionallythis causedfrictionwith Congress,whichpressuredHopkinsunsuccessfullyto reveal
exactlyhow he was distributingthe funds. See SenateReportNo. 1, 76thCongress, Ist. Session, as
well as the discussionin Howard, WPA,pp. 586-604, and MacMahon,et. al., Federal WorkRelief,
pp. 222-25. Theirgeneralconclusion is that both FERA and the WPA did matchimplicitly.I test
this propositiondirectly in the following section.
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returnedto states with approved unemploymentprograms.Since Congress allowed a variety of differentunemploymentinsurance schemes,
the payrolltax amountedto a 2.7 percentgift to each state. States would
lose the gift if they did not have an approvedprogram,since the payroll
tax would be collected in any event. By 1940 every state had an
approvedprogram,accounting for 20 percent of state growth and none
of the growth in federal or local governments.
The relief programssharedtwo characteristicsbetween 1932and 1940
in additionto the general matchingpolicy. The first was the designation
of the state as the fiscal unit that received federal funds. For example,
the Social Security Act provided for matchinggrants of $1.00 for every
dollar of expenditures in a state on approved Old Age Assistance
programs, whether the funds came from state or local sources. The
distribution of funds within the state, however, was not necessarily
based on local contributions. This was also true with the FERA and
WPA grants. This policy characteristicis important,because it weakened the incentive for extended local expendituresthat would have been
createdby giving matchingfederal grantsdirectly to local governments.
The other shared characteristic of all the relief programs was the
location of important administrative responsibilities at the state and
local level. For example, the Social Security Act prohibitedthe Social
Security Board from denying a state matching funds on the basis of
personnel policy, thereby placing the patronagebenefits of the Social
Security programsfirmlyin state hands. It was always the case that the
selection of relief recipients was either a state or local government
responsibility;even the WPA had to choose work relief recipientsfrom
a list of qualifiedapplicantscertifiedas needy by the local relief agency.
As was the case with AAA price supports in which federal programs
were administeredlocally, public relief in the New Deal was very much
a "federal" program.'4Importantdecisions about who would receive
how much relief for how long were left, either by law or in practice, in
state and local hands.
The relief programs, then, distributed federal funds between the
states on a matching basis, either througha formal rule or an informal
administrativepractice. The actual administrationof relief involved a
complex organizationin which each level of government made important administrativedecisions.
The final group of programs,public works, is more heterogeneous. It
contains several programsthat were predominantlynational and these
14 As Howard wrote, "A furthercause for regret on the part of those who would like to see
federalagencies createjobs whereverthey appearto be neededis the limitationimposedupon the
WPA by Congress which prevents the employmentof workersin any given area unless local or
state agencies can be induced to initiate projectsand contributea substantialproportionof their
costs." Howard, WPA,p. 546.
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will not be discussed here.15 Of primaryimportance for present purposes are the highway programs, the Public Works Administration
(PWA), the RuralElectrificationAdministration(REA), and the United
States Housing Authority (USHA). Priorto 1932highway expenditures
had been a major source of growth in state expenditures, one that the
federal government had stimulated by matchinggrants. After 1933 the
federalgovernmentbegan to finance a largershare of highwayexpenditures, but it switched the allocation of highway funds from matching
basis to a formula based on a combination of population, geographic
area, and miles of rural post roads. By the use of the formula the
highwaygrants effectively eliminatedany incentives for states to spend
their own funds to obtain largerfederal highway grants.'6
The PWA was originally intended to be the public works arm of the
NationalIndustrialRecovery Act. The PWA was empoweredto make a
combination of grants and loans to state or local governments for a
variety of public works projects. Since state or local governmentshad to
financea percentageof project cost, the PWA used a matchingprinciple
in distributingfunds.'7
The remainingtwo programswere established to promote particular
kinds of activity at the local level. REA made low interest loans with
generous repayment provisions to local governments to promote rural
electrification.The USHA made a combinationof loans and grants to
local governments to encourage low-income housing, and the agency
also continuedto subsidize rents in those projectswhen the housingwas
completed.'8 In both these cases, the federal government attempted
directlyto lower the cost to local governmentsof electrifyingruralareas
and building low cost urban housing. As the figures presented in the
previous section indicate, local governments did respond to these
incentives: Public utilities and urban renewal and housing are the two
areas in which local expenditure from own funds increased between
1932 and 1940 (43.7 percent and 17.6 percent of local growth, respectively).
HYPOTHESIS AND TESTS

The foregoing review of the majorNew Deal programsprovides the
basis for the central hypothesis of the paper. State and local expendi' The TVA and the regularriversand harborsprojectswere not cooperativelyadministered
and
are not discussed here.
16 See Bitterman,State and Federal Grants-in-Aid,
for a discussion of highwayprograms.

Kerwin Williams, Grants-in-Aid Under the Public Works Administration (New York, 1939).
United States Housing Authority,Housing and Urban Redevelopment (Washington,D.C.,
1940) and Federal Housing Administration, A Handbook on Urban Redevelopment for Cities in the
"

18

UnitedStates (Washington,D.C., 1941).For the REA see, D. ClaytonBrown,Electricityfor Rural
America: The Fight for the REA (Westport, 1980).
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tures increased when the financial provisions of the federal programs
created an incentive for expanded state and local activity. The federal
relief programs, FERA, WPA, Social Security, and unemployment
compensation alike, created incentives for state expenditures through
matchinggrants or tax breaks. This explains both the continualgrowth
of state governments and the shift in the composition of state expenditures towards relief programs. State relief expenditures account for
almost 60 percent of state growth.
At the same time local governments were decreasing expenditures
from their own funds for relief. Local expendituresfor categoricalrelief
did not automatically result in matching funds or, more importantly,
reductions in local expenditures did not automaticallyreduce federal
and state grants for relief. Given the substantialincrease in federal and
state expendituresfor relief, local governmentscould reduce their relief
expenditures while local residents actually received larger amounts of
publicassistance. The two areas where local governmentsdid expandpublichousingand public utilities-were both areas in which the federal
governmentcreated loan/subsidyprogramsexplicitly designed for local
governments. This section tests this "incentive" hypothesis. The
results indicate that the financial incentives offered by the federal
programsdid have an importanteffect on state and local government
expenditures.
There is a large public finance literatureon the effect of federal grants
on state and local expenditures.'9 The major issue has been the
differentialeffects of unconditionalblock grants (cash) and conditional
matching grants on state and local expenditures. The distinction between the two involves the income effect of the block grants and the
price effect of the matching grants.20 Although there are several
theoretical approaches to the problem, all the empirical work follows
the same basic form. State expenditures (the same applies to local
expenditures) are assumed to be a function of federal grants and a
number of economic and demographic characteristics of the states:
income, education, urbanization, unemployment, racial composition,
dependency ratios, and population density. A typical equation system
of the following form is estimated:
SEi = as + bINGi + biXi + es

NGQ= an + cISEi + ciZi + en
19

(1)
(2)

Grants:A Review of the EmpiricalLiterature,"in
See Gramlich'sarticle "Intergovernmental

The Political Economy of Fiscal Federalism, edited by Wallace E. Oates (Lexington, 1977) for an

extensive review of the grants literature.Recent work has utilized more complicatedtheoretical
and empiricaltechniques than those used here. See Stanley L. Winer, "Some Evidence on the
Effect of the Separationof Spendingand Taxing Decisions," Journalof Political Economy(Feb.
1983), 126-40, and MartinC. McGuire,"A Methodfor Estimatingthe Effect of a Subsidyon the
Receiver's Resource Constraint:With an Applicationto U.S. Local Governments,"Journal of
Public Economics (Aug. 1978), 25-44.
20

See the theoreticalexposition in James A. Wilde, "Grants-in-Aid:The Analytics of Design

and Response," National Tax Journal (June 1971), 143-55.
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where SEi is state level (or state and local level) expendituresper capita
in state i (i = 1, . . ., 48), NGi is per capita nationalgrantsto state i, the
Xi and Zi are economic and demographiccontrol variables,and es and en
are the error terms in the state and federal equations.
The usual test concerns the sign and magnitudeof the coefficient bl.
For matching programs b, should be positive: The price effect leads
states to increase expenditures as the matching effectively lowers the
costs of additionalexpenditures.For block grantsthe sign of b, depends
upon the income elasticity of demand for the programin question.2'
Most studies do not explicitly consider equation (2). Instrumental
variablesare used for the first stage estimates of SE and NG, which are
then used in the 2SLS estimates of equation (1). For our purposes,
however, equation (2) is as interesting as equation (1). State and local
governments had considerable influence over the administrationof
federal programsduring the New Deal. The sign and magnitudeof c,
and the other ci provide importantinformationon the response of the
federal government to state and local behavior.
Fortunately,the determinantsof federalgrantsto the states duringthe
New Deal, the Zi, have been the subject of several studies, the most
suggestive by Gavin Wright.22Wrightattemptedto test the hypothesis
that Roosevelt used the allocation of national grants to strengthenhis
chances of reelection. Wrightconstructeda measureof politicalproductivity designed to capture the potential electoral votes that a dollar of
nationalgrants would generate in each state. He used this measure to
explain cross-sectional differences in federal grants by fitting the
following equation:
(3)
NGi = aw + d1PPi+ d2Vi + diWi + ew
where NGi is per capita national grants between 1934 and 1940, PPi is
his measureof political productivity, Vi is the standarddeviation of the
Democratic share of the presidentialvote between 1888 and 1928, and
the Wi are control variables.
The measure PP incorporates informationfrom 1888 to 1928 on the
Democratic shares of the presidential vote. In brief, the closer the
state's historical voting trend is to 50 percent Democratic, the more
likely that a small shift in voters will turn the election towards
Roosevelt.23Wrightalso incorporatesthe variabilityof the Democratic
21

See Gramlich,"IntergovernmentalGrants."
GavinWright,"The PoliticalEconomy or New Deal Spending:An EconometricAnalysis."
23 Using Wright'snotation
22

E; = V; [Pr, (Di > 0.5) - Pr (Di > 0.5)]

where E; is the expected gain in the probabilityof Democraticvictory with a I percentshift in the
distributiontowardsthe Democrats,Di is the Democraticshareof the vote, V; is electoralvotes in
state i, Pr is the probability of Democratic victory given the historical distributionof the
Presidentialvote in a state, and Pr, is the probabilityof Democraticvictory when that distribution
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share, V, arguingthat votes are easier to influence in states with more
flexible electoral habits.
The equation estimated by Wrightis not quite the same as equation
(2), since Wrightdid not allow federal grants to be contingent on state
expenditures.This can be taken care of by includingstate expenditures
in equation(3). The result is a system of two equations describingstate
and federal expenditures:
(4a)
SEj = as + bjNG, + bjXj+ es
(4b)
NGQ= an + cjSEj + c2PPi + c3Vi + cjWj+ en
where all variables are defined as above.24
Wrighttested his hypothesis with data on federal governmentgrants
between 1934 and 1940. Unfortunately, comparabledata on state and
local expenditures for the period are not readily available. State
expenditureswere recordedin the Census series "FinancialStatistics of
the States," but the series was suspended between 1933 and 1936. No
comprehensive figures on local expenditures were collected between
1932and 1942, and by 1942 the war had begun to affect all of the New
Deal programsas well as state and local governments.25
The first estimates of equations (4a) and (4b) therefore are pooled
time-seriescross-sectional data on federalgrantsand state expenditures
for the years 1937 to 1940, the years with comprehensive state data
available. The categories considered are total expendituresand grants,
expenditures and grants for relief, and expenditures and grants for
is shiftedI percenttowardsthe Democrats.The politicalproductivitymeasureis then calculatedby
dividingEj by I percentof the total vote in each state:
PPj = Ei/(.O1Ti)

where Tj is the total vote in state i.
24 These types of equationsare usuallyestimatedby 2SLS or 3SLS. In the estimatesthatfollow
for state andfederalexpendituresan errorcomponentsmethodis used. This allows the errorterms
in equations (4a) and (4b) to have both state and time-specificcomponents. This estimator is
describedin detailin W. A. Fullerand G. E. Battese, "Estimationof LinearModelswith CrossedErrorStructure,"Journal of Econometrics(May 1974), 67-78. These estimates were calculated
with the Time Series Cross Section (TSCS) packagein SAS.
25 A limitedannualseries on local governmentfinanceswas collected by the census, Financial
Statistics of Cities, but this series only includes large metropolitanareas. Since large cities have
considerabledifferentrelationswith state and nationalgovernmentsthan do small cities, such a
sampleis not representativeof all local governments.In the analysis presentedhere expenditure
datafor the states for the years 1937to 1940were takenfrom U.S. Bureauof the Census,Financial
Statistics of States, 1937, 1938, 1939, and 1940 (Washington, D.C., 1940, 1941, 1942, and 1943).

State and local datafor 1942were takenfrom U.S. Bureauof the Census, GovernmentalFinances
in the UnitedStates 1942(Washington,D.C., 1945).State and local datafor 1932were takenfrom
U.S. Bureau of the Census, Financial Statistics of State and Local Governments, 1932 (Washing-

ton, D.C., 1935).The nationalgrantdatawere takenfrom U.S. Officeof GovernmentReports,Vol.
10, for the years 1933 to 1939, and from U.S. Departmentof Treasury,Annual Report of the
Secretaryof the Treasury(Washington,D.C.) for 1932, 1940,and 1942.The Wrightvariables,PPj,
Vi, and the W, are the same as describedin the Wrightarticle.These datawere graciouslysupplied
by Wright.
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highways.26The relief and highway programsoffer a markeddifference
in financialarrangements.Highway grants were made by formulawhile
relief grantswere either straightmatchingor left to the discretionof the
relief administrator.The amount of highway funds a state received had
no relationto the amountit expended, but the relief funds received by a
state depended directly on its contributions. Therefore, the a priori
expectation is that both b1and c1 will be zero for the highwayprograms
and positive for the relief programs.
The expected relation between total grants and total expendituresis
ambiguous.The thrust of this paper is that b1 will be positive, that the
large growth in state expendituresfor relief programspositively associated with large federal grantsfor relief will dominatethe state equation.
How the federal equation and the estimate of c1 will turn out, however,
is uncertain. Relief expenditures are a large part of federal grants, and
the relief programsexplicitly used largerfederalgrantsas incentives for
states to expand their contributions. On the other hand, there was
pressure for the federal government to use grants to equalize the
provision of government services across the states.27 Under strict
matchingthe states that spend the most get the most (c1 positive). If,
however, the federal governmentattemptedto effect equalization,then
the estimate of c1 might be negative. The regression estimates of
equations (4a) and (4b) using data from 1937 to 1940 are presented in
Table 3.
In the total grant and expenditure estimates, columns one and two,
state expendituresrepresent total expendituresfor operationand maintenance, capital outlays, and interest payments net of intergovernmental grants (these intergovernmentalgrants are the direct grants discussed earlier). Federal grants are grants for all cooperatively
administeredprograms, and include direct and indirect grants. Therefore, the sum of net state expendituresin the state equationand federal
grants in the federal equation is greater than total state expenditures
reported by the census, by the amount of indirect grants a state
received.
As the second column of the table indicates, total state expenditures
were positively related to federal grants, consistent with expectations.
26
Grants and expenditures for agriculture and for unemploymentcompensation are not
consideredas separatecategories. Althoughboth of these programsare clear examples of how
financialincentivesof the nationalprogramsaffectstate expenditures,the relationbetweenthe two
cannotbe tested via a regressionsince thereare zeroes on one side of the ledgerin both programs.
27 The question of equalizationwas at the heart of several debates over policies in Social
Security, relief, and agriculturalprograms.The problem was that the "neediest" individuals
usuallylived in states with the lowest levels of state andlocal governmentexpenditure.To equalize
the provisionof services meantto give states that spentless largernationalgrants,whichof course,
createdincentive problems.Duringthe New Deal, equalizationwas not explicitly made a partof
the Social Securityprogram.See Altmeyer,Social Security,and the discussionin Howard, WPA,

pp. 533-604.
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TABLE 3
DETERMINANTSOF FEDERAL GRANTSAND STATE GOVERNMENT
EXPENDITURES,PER CAPITA, 1937-1940
(t-statistics)

Total
Variable

Federal

State

Relief
State

-.35

PP
SE

(1.70)*

(1.63)*

(3.1)***

.98

.36

.08

(1.54)

(1.89)*

(.57)

.06

Unemp 1937

(2.4)
.87
(.75)

Relief

81.5

(2.37)**
-192.8
(1.67)*

(.51)
1.17
(1.70)*
-5.01
(.15)

.08

(2.95)***
.01

(2.95)***

.04

-.03

(1.44)

-1.11

(.45)

(.62)

.67

.16

(.97)

(.17)

.04

.04

.01

(.40)

(1.00)

(.39)

-.04

-.005

-.007

(4.11)***

(1.71)*

(1.80)*

Cars

8.5

F

6.7

.03

(3.93)***
.31
(.69)
36.8
(1.37)

.007

.41

Density

(.28)
-.47
(1.00)

(2.23)**

(2.7)***
Black

-.003

36.3
(1.99)**

-.05
.05

Educ

(.17)
.18
(.44)

(1.25)
(4.64)***

Urban

-.001

(.58)
202
(3.16)***

.66

Income

-.01

-3.7

(4.67)***

Note:

(.77)
4.57
(1.44)
35.7

(.48)
-2.57
(1.17)

Fed Land

.14

(2.8)***
6.81
(.69)
37.5

-.03

Depend

(.24)
-

41.8
(1.73)*
95.3

Income 32-29

State

.05
.34

(3.9)***
Farm

Federal

(2.13)**
.31

-

State

1.73

(1.00)
National

Federal

Highways

28.5

20.9

15.5

(.81)
13.2

23.88

(2.25)**
18.1

* = significant at 10%.
** = significant at 5%.
=

n=

significant at 1%.
192.

Dependent variables are: Column one, total federal grants; Column two, total state
expenditures;Columnthree, federal grantsfor relief; Columnfour, state expendituresfor
relief; Column five, federal grants for highways; Column six, state expenditures for
highways.
VariableDefinitions
State
= Net state expendituresfor total, relief, and highwayrespectively
National
= Net nationalgrantsfor total, relief, and highwaysrespectively
Farm
= Percentageof total populationliving on farms, averageof 1930and 1940
PP
= Gavin Wright'spoliticalproductivityvariable(see text)
SE
= Standarddeviationin the Democraticshareof the Presidentialvote between 1888
and 1928(see text)
Income 32-29 = Changein per capita income between 1929and 1932
Unemp 1937 = Unemploymentrate in 1937
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The coefficients on the control variables reproduce the usual public
finance results. Larger state expenditures are associated with higher
income, greater urbanization, and higher dependency ratios. As the
positive sign on the change in income between 1929and 1932indicates,
states in which income fell less duringthe Depression were states that
experienced higherlevels of state expenditureat the end of the decade.
The negative sign on populationdensity, when controllingfor urbanization, is consistent with the idea that geographic dispersion of the
population increases the costs of providing government services and
therefore leads to lower expenditurelevels.
In the total federal equation (the first column), state expendituresdo
not appearto have a significanteffect (in the statisticalsense) on federal
grants.28Values of the control variables are consistent with the results
that Wright obtains with a single equation estimate, although the
significancelevels of the variables are reduced. The Wrighthypothesis
seems to be robust under a variety of specifications.
In the relief equations (columns three and four) state expenditures
include expenditures in all relief programsfor operation, maintenance,
and capital outlays, net of direct federal grantsfor relief. Federalgrants
include all grants made by the Social Security Board and the WPA.29
Both equationsindicate a clear, positive relationbetween state expendi-

28
In the regressionsthe coefficientsof primaryinterestare those on the endogenousvariables:
state expendituresand nationalgrants. A numberof other techniques(including2SLS and 3SLS)
and specifications(includingfirstdifferencesand log linear)were used to estimatethese equations,
and the only relationship between endogenous variables significantly affected by different
specificationswas the sign of the state expenditure variable in the national equation. It was
positive, negative, and zero underalternativespecifications.We cannotsay muchaboutthe effect
of total state or local expenditureson total nationalgrants. On the other hand, the coefficient
estimateson the endogenousvariablesin the relief, highway,and state expenditureequationwere
quite stable underalternativespecifications,althoughthe significanceof the results was reduced
somewhatin the firstdifferencespecification(these resultsare availableon request).We have very
little understandingof the nationalgovernmentallocationprocess, and while the Wrightvariables,
on the whole, do fairly well, they clearly do not captureall of what is going on.
29 Categorical grants made by the Social Security Board are perfectly matched by state
expendituresfor categoricalrelief.The estimatesfor reliefgrantsandexpendituresare qualitatively
the same if these Social Securitygrantsand state expendituresare excluded, althoughincludingall

Relief
Depend

= Percentageof the populationreceivingrelief paymentsin July 1935
= Percentageof the populationbelow age 15 andabove age 65, averageof 1930and
1940.
Fed Land
= Percentageof total land area owned by nationalgovernment
Income
= Per capita income, averagefor 1935, 1937,and 1939
Urban
= Percentageof the populationliving in urbanareas, 1930
Educ
= Mean years of schooling, 1930
Black
= Percentageof the populationthat is black, 1930
Density
= Populationper square mile, 1930
Cars
= Per capita registeredcars and trucks, 1940
Source: See text.
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tures and federal grants. A dollar increase in per capita state expenditures led, at the margin, to an increase of $1.73 in per capita federal
grants. A dollar increase in per capita federal grants led to a $.34
increase in per capita state expenditures.As was the case with the total
grants and expenditures, the control variables have the appropriate
signs, if sometimes statistically insignificantcoefficients.
In the highway equations (columns five and six) the state expenditure
variableis per capita state expendituresfor operation,maintenance,and
capital outlay for highways, net of direct federal grants for highways.
The federal equation includes all grants for highways made under
highway programs administered by the Secretary of Agriculture.30
Unlike the relief equations, in the estimates for the highway programs
federal grants and state expendituresfor highways are not interdependent. This is consistent with the fact that the federal highway grants
were made by formula. The coefficients on the control variablesin the
two equations are, again, reasonable.
The pooled time-series results do not discredit the incentive explanation of the changinglevel of state expendituresduringthe 1930s.Federal
grants, particularly grants for relief, encouraged states to increase
expenditures.On the other hand, highwaygrantsdistributedby formula
did not lead to larger state expenditures. Total state expenditureswere
positively relatedto federal grants, while federalgrantswere not related
to state expenditures.The relationbetween federal and state activity is,
however, only half of the puzzle. The other half is the failure of local
governments to grow. The constancy of local expenditures can be
explained by the incentive framework, but testing the hypothesis is
more difficultthan for the states.
One problemis formulatingthe appropriatespecificationfor the local
governmentestimates. Clearly the structureof federal grants and state
expendituresalreadyconsidered is partof the story, and to that a model
of the state grant and local expenditure process needs to be added.
Unfortunately, states both receive grants, expend funds, and give
grants. What determines whether a state grants funds to local governments or spends the funds directly is not clear, and therefore separate
state grantand state expenditureequations cannot be identified.On the
other hand, it is not clear whether state grantsor state expendituresare
the variable to which local governments respond, for example, in
nationalrelief grants and all state relief expendituresseems to be the appropriatespecification,
since the WPAreportedlytook all reliefprogramsinto considerationwhenmakinggrants.Howard,
WPA,pp. 597-98.
30 The nationalgrants do not include grants for highwayprojects made by either the WPA or
PWA. Interestingly,when those grants are included with the formulagrants there is a positive
relationbetween state expendituresand nationalgrants.The WPA and PWA did match, and this
shows up. The data on project breakdownsis somewhat crude, however, makingit difficultto
separateexpenditureson highwayprojects,and I do not have a greatdeal of faith in those results.
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education. It is also difficultto identify factors that affect state governments but not local governments since the economic and demographic
characteristicsof state populationsshould influenceboth state and local
decision making.
These conceptual problems are further compounded by the lack of
detailed information on local government expenditures. In the data
available for 1932, local grant income from federal and state governments is recorded, but grants are not divided by function, and thus net
local expenditures by function cannot be calculated. In a similar
manner, only total capital outlays are reported; outlays for individual
functions are not reported.
In light of these difficulties, several alternative specifications were
considered. All of them had the same result:Local governmentexpenditures were negatively related to the amountof grantslocal governments
received. The simplest version was a single equation explaining the
differencein per capita local expendituresbetween 1932and 1942. The
difference in national and state grants to local governments is the
variable "Aid," and the exogenous variableswere used as instruments
to obtain a predicted "Aid." As was the case with state expenditures,
the empirical results with local expenditures are consistent with the
incentive hypothesis. The "Aid" variable has a significant negative
effect on the growth of local expendituresbetween 1932 and 1942.'
Local Exp. =

-

5.36 - 1.41 Aid - .003 Income
(.77) (3.61)**
(.12)

+ 75.64 Urban - 376.0 Black - .44 Density - 75.99 Depend
(2.09)**
(2.05)**
(1.64)*
(.49)
+ .08 Local Debt - 9.77 PropertyTax
N = 48, F = 6.68
(2.52)**
(.63)
** =

5 percent, * = 10 percent confidence
CONCLUSIONS

The 1930s was a decade of dramaticand far reaching change in the
nation's political, economic, and social institutions. This paper has
examined an important structural shift in the political sector: the
growing importance of state governments and the relative decline of
31 All of the variablesare firstdifferences,and are definedas in Table3. Urban,Black, Density,
and Dependare differencesin 1930and 1940values. Aid, Income, Local Debt, and PropertyTax
are differencesin 1932 and 1942 values. Local Debt is per capita local governmentdebt and
PropertyTax is the percentageof all local taxes derivedfrom PropertyTax. Otherspecifications
includeda three-equationsystem with a national,state, and local equation.Both firstdifferences
and levels were used. In all of the specificationsthere was a negative effect on grants to local
governmentson local governmentexpenditures.
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local governments. The explanation hinges on the new federal government programsof agriculturalprice supportsand a rangeof public relief
services. The evidence indicates that the structure of the federal
programs led states to grow and local governments to remain at a
constant level of activity.
The shift in the structureof governmentexpendituresbetween levels
of government and functions of expenditure is responsible for the
common misperceptionthat the level of governmentexpendituresgrew
more rapidly duringthe New Deal than at other times in this century.
Total government expenditures did not grow more rapidlyin the 1930s
than they had between 1900and 1930, but Big Government,that is the
federal government, did expand dramaticallyrelative to state and local
governments. Further, for the first time a large segment of the population came to depend directly on government for financial support
throughthe relief programs.
Several important questions have been sidestepped in this paper.
First, there is no explanation of the behavior of national expenditures
between 1932and 1940. Why the bigjump in 1933?Why the New Deal?
Second, the analysis has focused on expenditures to the complete
exclusion of taxes. It is possible that compensating movements in
national, state, or local taxes could vitiate some of the conclusions
drawn here.
Finally, the question of why this particular set of financial and
administrativearrangementswas chosen has not yet been addressed.As
the discussion of the administrative arrangementsmakes clear, the
federal government shared administrativeresponsibilitywith state and
local governments. Likewise, in the single most importantgrowth area,
public relief, federal grants were as sensitive to state expenditures as
state expenditures were to federal grants. The structure chosen by
Congressand Roosevelt to administerthe New Deal was emphaticallya
"federal" one.
The conclusion of this paper, that a significantportion of the change
in state and local public financeduringthe 1930scan be explainedby the
actions of the federal government, should not be construedto imply that
the federal government called the tune for dependent state and local
governments. With the exception of the Civilian Conservation Corp,
each of the majorNew Deal programswas cooperatively administered.
Despite their declining relative shares in both revenues and expenditures, local governmentsmade importantadministrativedecisions in the
day-to-dayoperation of the programs.State governmentsadministered
the unemploymentcompensation and categoricalrelief programsunder
Social Security with a minimumof federal interference.
Even the brief review of the financialand administrativestructureof
the New Deal programs indicates the limits placed on the use of
discretionarygrants by the New Deal agencies. Despite appearancesto
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the contrary, Congress did not make openhanded grants of funds to
Roosevelt and the agencies controlled by the Executive Branch. The
effect of the particularfinancialand administrativearrangementschosen
by Congress was to take discretionary control over the allocation of
federal funds out of the hands of the Executive Branch and keep that
controlin Congress (with legislated allocationformulas)or give it to the
state and local governmentsthat Congress represented(with explicit or
implicitmatching).32
This interpretationis consistent with a major element in the recent
history of the New Deal, which stresses that the New Deal Congresses
were not merely "rubber stamps" for whatever policies Roosevelt
wanted.33It may have been politically wise during the Depression to
focus attention, and therefore credit and blame, on Roosevelt, but
everybody got a piece of the action. This was truefor the local politician
influencingwho received work reliefjobs, for the state officialinfluencing where public works projects would be located, for Congressmen
dispensing, indirectly, thousands of patronage jobs, as well as for
Roosevelt who could claim credit for spending billions to alleviate
sufferingat a time of great national crisis. Everybody in governmentthe federal executive and legislative branches, and state and local
officialsalike-benefitted from the New Deal.
The structureof federal grants and state and local expendituresthat
this paper has attempted to illuminate should not be regarded as a
historicalaccident. It was the result of a realignmentof the rights and
responsibilities of different parts of American government, a realignment in which all of the major political institutions appear to have
gained and were therefore willing to support. Understandingthe relationshipof federal grants and state and local expendituresis a small but
integralpart of the answer to the question that future scholarshipmay
answer: "Why the New Deal?"
32 In this lightit would appearthat Congresswould prefer,otherthingsequal, not to give up any
of its powerto allocatefunds. It is interestingto note that the early, albeitunsuccessful,relief bills
proposedto allocate relief funds by a formulacontrolledby Congress. See John Joseph Wallis,
Reliefand Unemploymentin the GreatDepression(UnpublishedPh.D Dissertation,Universityof
Washington,1981).
33 See James T. Patterson, CongressionalConservatismand the New Deal (Lexington, 1967)
and FrankFreidel, FDR: Launchingthe New Deal (Boston, 1973),pp. 436-53.

