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Abstract

What was the economic impact of government spending during the Great Depres-

sion? We revisit this classic question using a unique state-level spending program

to shed new light on the subject. Louisiana Governor Huey Long embarked on an

ambitious public works and educational spending program on the eve of the Great

Depression. We use the variation in state- and parish-level spending prevailing in the

economy over the 1930s to estimate fiscal multipliers in the Great Depression. We

find a multiplier of roughly 1, similar to other studies in the Great Depression (Fish-

back and Kachanovskaya, 2015), but lower than some modern studies at the zero lower

bound that estimate the multiplier to be closer to 1.7-1.8 (Chodorow-Reich, 2019). We

discuss factors that could explain the lower multipliers amidst record economic slack

including a high share of imports, low level of human capital, small domestic produc-

tion capacity, and corruption. We propose a corruption dismultiplier where corruption

results in a lower actual and measured fiscal multiplier due to measurement error. We

use the records of indictments for corruption in the 1939-1940 Louisiana Scandals to

try to correct for this error and find larger multipliers if we assume skimming of ≈ 2%.
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1 Introduction

How much did fiscal policy matter for the Great Depression? This has been a perennial

question since at least the seminal work of Brown (1956) and Vernon (1994) who found that

fiscal stimulus did not work during the Depression- not because it could never work- but

because it had not been tried. We examine the spending program implement in Louisiana

under the populist (and famously corrupt) Governor Huey Long which was a significant

fiscal spending program that reached its peak during the Depression. This will provide both

better identification as well as give us some sense of the size of the multiplier during the

Depression.

Identification of fiscal multipliers is difficult for several reasons. Most discretionary fiscal

programs are implemented at a federal level, making a treatment-control framework at the

subnational level impossible. Also, most fiscal programs are relatively small, further making

identification difficult. As unemployment and economic slack are relatively low most of

the time, this further drives the identified effect of fiscal policy toward zero. This proposal

attempts to remedy these issues by exploiting a state-level fiscal program implemented during

the Great Depression in Louisiana, under the populist (and famously corrupt) governor

Huey Long. Beyond better identification of fiscal multipliers, this paper will also propose

a corruption dismultiplier effect where corruption reduces both the fiscal multiplier both

through poor targeting and measurement error.

Huey Long was first elected governor on an expansive public works program in 1928, on

the eve of the Great Depression. It took some time to get financing passed in the legislature,

but as the economy entered the most serious downturn in the U.S. history, Louisiana began

an extensive public works program. This included a paved road network that was to be built

in every county in the state, as can be seen in Figure 1, new bridges over the Mississippi

in Baton Rouge and New Orleans, a new capitol in the former, a new, modern airport

in the latter, new construction at Louisiana State University, and a new public hospital.

Educational programs were also important, including a program to distribute free textbooks

to all schoolchildren and adult illiteracy programs. Like with road and bridge spending, we

examine the effect of educational spending at the parish (county) level. At the time, the

South was dominated by conservative Southern Democrats, so we use neighboring, similar

states as comparisons, as these states did not embark on large fiscal stimulus programs at

the same time.

The timing is also fortuitous, as Huey was elected before the Depression and did not

implement his program as a countercyclical measure. Moreover, Long tried to maximize the
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Figure 1: Louisiana Highway Map: 1929 Paved Road plan
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electoral impact of his spending programs, ensuring that roads were built in every parish,

regardless of economic conditions in each area.1 Many other projects were clearly going

to go to New Orleans (like the new airport), or to Baton Rouge (investments in a New

Capitol or in Louisiana State University), driven by factors that were largely arbitrary and

unrelated to the type of economic activity or economic conditions in those places. Using

state-level spending has additional advantages. While the United States as a whole had a

fixed exchange rate with gold and was increasingly closed after the infamous 1930 Smoot-

Hawley tariff, Louisiana itself was a small open economy in a currency union (Born et al.,

2013; Nakamura and Steinsson, 2014). Louisiana represented 1.6% of total US population,

and 3
4

of a percent of total national net income, so any local policies would have a negligible

effect on overall economic activity.

There is also temporal variation in spending. Huey spent massively from 1929-1931 as

his spending program ramped up, as can be seen in Figures 2 and 3. Other states did not

increase spending, and many cut spending in the face of the budget crunch engendered by the

economic contraction that began in 1929. As part of his meteoric political ascent, Long was

elected to the Senate in 1930, just two years after winning election as governor. While Long

remained in the governor’s office until he could get his handpicked successor (O.K. Allen)

elected as governor, Huey was then focused on his national ambitions after 1931 and did not

need to spend to buy votes in Louisiana anymore. At the same time, Louisiana’s budget

was hit hard (as all state budgets were) by the Depression. This lead to fiscal retrenchment

through 1933.

At the same time, a political row between Huey Long and the president, Franklin De-

lano Roosevelt (FDR), was ramping up. Long supported FDR’s election in 1932, helping

rally Southern votes at the Democratic convention. Soon after however, they fell out, and

Huey tried to block New Deal spending in Louisiana to harm the President electorally. This

reduced spending in Louisiana relative to other states. However, in 1935, Huey was assas-

sinated. In the wake of his assassination, Long’s political allies quickly made peace with

the FDR administration, and federal spending accelerated, in a deal named the “Second

Louisiana Purchase”. At this point, Louisiana spending was higher than in other, similar

states. The Long faction of the Democratic party was swept out of power in 1940 in the

wake of the Louisiana Scandals, a massive corruption investigation that resulted in many

prison sentences for many of Long’s associates. At this point, preparations for the brewing

world war outweighed economic concerns, and spending in Louisiana was similar to that of

1Parishes in Louisiana are equivalent to counties in other states.
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Figure 2: Per capita Spending 1929-1931 (Dollars)
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other states.

We should not expect that the multiplier would be constant, but rather would vary over

the business cycle. When the unemployment rate or general slack is high, we’d expect that

the multiplier would be large, as output and income would rise quickly as the formerly

employed are hired on new projects. By contrast, when the unemployment rate is low, the

multiplier would be low, due to the lack of new workers to employ, and so new spending would

tend to poach workers from existing employment (Michaillat, 2011; Parker, 2011; Auerbach

and Gorodnichenko, 2012; Owyang et al., 2013; Canzoneri et al., 2016; Ramey and Zubairy,

2018).

This paper will be able to estimate the multiplier using a treatment-control framework

in both conditions of extreme slack at the height of the Depression, as well as in tighter
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Figure 3: Per capita Spending 1929-1931 (Percent Increase)
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economic conditions later in the 1930s. Estimates of subnational government spending have

been used fruitfully in a modern context to obtain better identification Clemens and Miran

(2012). Several papers have looked at fiscal multipliers using cross-sectional evidence in

the Great Depression, finding that fiscal policy was effective in the 1930s (Hausman, 2016;

Hausman et al., 2019). While monetary policy was the primary driver of recovery in the

1930s, fiscal policy did play a role in the early 1940s, even before the start of the war after

Pearl Harbor (Romer, 1992; Gordon and Krenn, 2010) .

This paper also provides some evidence on the ability of states to deficit spend. While

in theory states cannot run deficits, they are able to run deficits for public works, which

was the bulk in the surge in spending during this period. However, these deficit-financed

projects still required a stream of tax revenue to amortize the bonds and could not be rolled
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over like the federal debt (Chodorow-Reich et al., 2012). When the government incurs debt,

this increases the amount of assets available, which could increase savings in equilibrium.

This effect should be attenuated in the case of spending in Louisiana, as the local debt

would largely be sold to large financial institutions in New York financial markets, and so

the additional savings would largely come from outside of Louisiana.

We will use existing data sources as our measures of economic outcomes. Fishback et

al. (2005) and Fishback and Kachanovskaya (2015) have already applied retail sales data

at a county-level to look at the impact of fiscal policy on economic outcomes related to

Depression-era spending. We can use the same sources to look at this state-level program,

and use their controls at the county level as well. We will also use data on personal income

per capita by state from the Bureau of Economic Analysis to see the effect on Louisiana

personal income per capita relative to other states. Retail sales are useful to estimate fiscal

multipliers, as retail is a nontraded activity. We similarly estimate high multipliers at the

state level using manufacturing data for the Manufactured Ice sector, which is also largely

nontradeable. We also show that there is no fiscal multiplier effect on purely traded goods,

including cotton, corn, and milk production with a zero multiplier for these variables.

Public works program, particularly roads, are often plagued by corruption, and Huey

Long’s Louisiana saw corruption on a pharaonic scale. This mattered for both the measured

fiscal multiplier, as well as for the actual fiscal multiplier. We propose a corruption dismul-

tiplier that would account for the discrepancies between the official spending levels and the

diversion of funds for corruption. We use the records of the Louisiana Scandals prosecutions

for corruption which outlined the corruption and listed projects where skimming occurred,

the rough magnitudes of the corruption, and the residences of the convicted. We find that

when we adjust for this corruption dismultiplier effect, the multiplier rises if we assume

around 2-4% of road projects were skimmed by corrupt officials tied to the Long faction, and

falls afterwards.

2 What determines fiscal multipliers?

Fiscal multiplier represent the change in income that results from a change in fiscal policy,

whether outlays or tax revenues, whether automatic or discretionary. For a multiplier of one,

then income would rise as much as government outlays increased or tax revenues decreased.

The theory behind fiscal multipliers is fairly simple. Government spending and transfer

policies should tend to increase incomes, which are then spent, while government taxes
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reduces income and thus reduce spending, further reducing incomes due to knock-on effects.

However, while this is intuitive, these multiplier effects require the existence of economic

“slack” and underutilized resources that will be brought into production by the new taxes,

spending, or transfers by the government. Moreover, the income generated by the new

spending must be higher than any private activity which is crowded out by the changes in

production engendered by the change in fiscal stance. For example, a contractor working on

a public road project would be unavailable to work on improvements to private residences

or commercial structures. This implies a pro-cyclical multiplier, with the multiplier rising

with more unemployed resources, as was the case during the Great Depression. While the

theory here is fairly clear, often the procyclical multiplier has been missing in the data, such

as in Owyang et al. (2013) and Barro and Redlick (2011). We similarly find multipliers

in the Great Depression that are similar to those found elsewhere in the Depression (e.g.

Fishback and Kachanovskaya (2015) as well as being lower than those found in modern times

in cross-sectional studies (e.g.Nakamura and Steinsson (2014) and Chodorow-Reich (2019))

.

Here we consider a few factors that would make fiscal multipliers different in 1930s

Louisiana than other times and places. Tax rates in Louisiana were low relative to modern

times and relative to other states at the time, particularly in the North. This would tend

to increase the multiplier as a larger share of new income flows would be spent rather than

returning immediately to the government. Marginal propensities to consume are likely to

be relatively high, given the low income of many Louisianans and significant liquidity con-

straints with a much less developed financial system at the time. This would tend to push

up the multiplier as well.

However, the marginal propensity to import in Louisiana would tend to be high. Louisiana

represented 1.6% of total US population, and 3
4

of a percent of total national net income,

being a southern state with below average income. While there is a state home bias, in

the same way that there is a national home bias, Louisiana would “import” and “export”

the lion’s share of their economic activity, either from other states or internationally. New

Orleans has always been one of the largest ports, shipping tons of goods into and out of

the state. The agricultural focus of the Louisiana economy, producing crops like cotton

and sugar, make much of this production tradeable and mostly exported out of state, while

flour and staples would often be imported. The manufacturing base of Louisiana is very

small, which means that manufactured products would largely be imported. Thus, while the

depressed economic conditions of the early 1930s would tend to push the estimated multi-
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plier up, the high import coefficient and these other factors would tend to push down the

multiplier.

One could also think about interactions between monetary and fiscal policy. If a central

bank has a target for output or inflation, then the monetary authority may offset the effects

of fiscal policy if output and inflation are increased by fiscal policy. Monetary and fiscal

policy are substitutes. At the extreme, fiscal policy may be fully offset by monetary policy,

though in the Great Depression, optimal monetary policy would tend to be complementary

to fiscal policy. In any case, a state like Louisiana should be considered as a small open

economy in a currency union with other states. Northern Louisiana is part of the Dallas Fed

district and Southern Louisiana is part of the Atlanta Fed District, and discount rates and

discounting policy could differ across Fed districts. However, discount rates did not differ

much across districts and, outside of periods of crisis, different policies related to credit

provision had little effect.2 As Louisiana is a small part of a larger currency union, we can

assume that monetary policy did not respond to Louisiana specific developments, and so we

can assume that monetary policy was orthogonal to Louisiana-specific fiscal policy. This is

a feature that distinguishes this episode from episodes of fiscal policy which were national

in scope but varied at the state-level, such as military expenditures or the New Deal.3

3 Signature Long Spending Programs

Long ran his 1928 gubernatorial campaign on his signature bold, populist promises. The road

and bridge construction program had particular prominence. Long promised to either build

or purchase toll roads, and to create a free, public highway and bridge system in Louisiana.

Even those who were not sympathetic to Huey’s demagogic rhetoric and populist program

could see the need for an infrastructure investment program. When Huey Long was elected

governor in 1928, the state only had 51 miles of paved roads outside of the cities, for a state

which is over 52,000 square miles in size. By 1936, about $140 million had been spent on

the road program, which resulted in the construction of 9,800 miles of roads. By 1940, when

the Long faction of the Louisiana Democratic Party was defeated at the polls, 4,160 miles of

paved highways and 10,175 miles of gravel roads were present in the state (Abbey, 1941, p.

2An exception would be Richardson and Troost (2009) which examined the effects of a regional banking
panic in 1930-1931 in Mississippi which was split between the Saint Louis and Atlanta Fed districts, where
the Saint Louis Fed’s policies were much tighter than Atlanta’s.

3Though if monetary policy was constrained by the zero lower bound (ZLB), as was arguably the case
for much of the 1930s, then monetary policy may not have been able to offset fiscal policy.
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Figure 4: Louisiana Highway Spending 1928-1940
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84). As we can see in Figure 4, state and local spending on highway construction surged in

Louisiana from 1929-1931 before returning to lower levels by 1933. Spending in Louisiana

rose from $35.5 million in 1929 to $83.7 million in 1931, causing the gap between spending

and revenue to be more than ten times larger in 1931 than it was in 1929 (Sharp, 1956, p.

266). There is also an increase in road spending from 1934-1936, related to the increased

disbursement of New Deal funds, but this is smaller in magnitude than for 1928-1931.

Looking at total state spending from 1929-1931 in Figure 3, we can see that the surge in

road spending had a lot to do with the surge in state spending during the period. Per capita

spending rose in Louisiana from $17.01 to $39.40, spending almost twice the state average

across all states in 1931 of $20.21. Unfortunately, due to budget cuts at the federal level, the
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Figure 5: Annual Road Spending per capita (in 1967 dollars), across periods

(a) 1929-33 (b) 1933-35 (c) 1935-39

“Financial Statistics of the States” reports were suspended from 1932-1935, leaving a hole

in our understanding of state finances after this period. The Louisiana State Treasurer’s

Reports for this period show a decline in overall spending from 1931-1933, consistent with

the decline in road spending.

There is also a small increase in spending after Long’s assassination in 1935. This is

related to the end of the row between the Long political faction in Louisiana with FDR

and national Democrats, which led to an increase in New Deal spending and grants for the

state. In this period, as the choropleths in Figure 5 indicate, the road and bridge projects

were largely focused on the cities, particularly Baton Rouge. By contrast, the road building

activity in the Long Era is much more broadly distributed across the parishes.

3.1 Free Textbook Program

Education was another spending priority that featured prominently in the Long campaign

of 1928. The signature program for education was a plan to distribute free textbooks to all

school children. This was meant to ensure that cost was not a barrier to attending school

even for poor children. Many Catholics in southern Louisiana sent their children to pri-

vate, parochial schools, potentially posing a problem for public provisioning of textbooks

for private schools. However, Huey avoided a constitutional challenge by arguing that the

textbooks were going to the children, and not the schools, and so all children were eligible

to receive textbooks from the state. Unlike road or bridge construction, which represents

direct spending, the textbook program should be seen as an income transfer. Parents that

would have purchased textbooks before now were relieved of that burden. The only addi-

tional expenditure would be from poor students who would not have been able to afford the

textbooks previously and so would not have attended school. However, the textbooks were
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printed in New Orleans before and after the program, so the main effect was on households

income in the parishes.

Long was not the only governor to pass a similar textbook program. Indeed, similar

textbook programs were passed in other states - textbooks were not that expensive after

all. Spending on the textbook program from 1928-1932 was $2.8 million which was less

than $1.50 per pupil per annum. Total outlays by the state on education were $25.6 million

in 1931-1932 alone, so this was a small fraction of total spending on education, let alone

aggregate spending. Spending on school transportation in 1931-1932 was over $20 per student

though, so the surge in spending was much larger for roads than for education. (Louisiana

Department of Education Reports, 1931-1932).

The other signature program was illiteracy classes for adults. Louisiana had long suffered

from high levels of illiteracy. In 1920, Louisiana had the highest illiteracy rate of any state in

the country, with an illiteracy rate of 23.4% of the population over 14 years of age. The next

highest state was South Carolina, with an illiteracy rate of 20.9%. Some parishes had been

slow to set up public education systems, and illiteracy rate among elderly black Louisianans

was near universal and very likely among middle-aged African Americans. While youth were

much less likely to be illiterate, the legacy of past underinvestment in education in Louisiana

persisted. In response, the Long administration implemented literacy courses in each parish.

Over a hundred thousand illiterates participated in the program through 1931. Just like

younger students, these adults received free textbooks, and some parishes provided free

writing implements and tablets. Again however, the fiscal outlay on the illiteracy program

should not be overstated. Total spending through 1931 was slightly less than $300,000. This

program was valuable, but it was not a large stimulus package.

One reason that the state outlays for education weren’t as important as for roads was

the brief time that the state illiteracy program was a priority. It is clear from the Depart-

ment of Education Reports that this program was intended to reduce illiteracy for the 1930

Census, and indeed there was a stark improvement. The percent illiterate (above 10 years

of age) dropped from 10.5% among whites in 1920 to 7.3% among whites in 1930, while the

corresponding number for blacks was 38.5% illiterate in 1920, falling to 23.3% in 1930. The

overall illiteracy rate was cut by more than a third from 21.9% to 13.5%. However, once

the 1930 Census was in the rearview mirror, Huey’s enthusiasm for fighting illiteracy waned.

The literacy program is not mentioned in any Department of Education report after that

of 1930-1931. While Louisiana was only second worst for illiteracy in 1930, this progress

was not maintained, and Louisiana returned to being the state with the highest illiteracy

12



rate in the 1950 and 1960 Censuses (Louisiana Department of Education Reports, 1928-1931;

Current Population Reports: Estimates of Illiteracy, By States: 1960, 1963).

4 Parish-level Fiscal Variables

4.1 Road Spending Data

We start by describing parish level results before moving to state-level results. Our main

expenditure program at the parish level involves road and bridge construction. Expenditure

data for Governor Long’s highway construction program is taken from Biennial Reports of

the Louisiana Highway Commission. Raw data relating to highway construction expenditure

were obtained by scanning the reports and extracting the relevant tables using Optical

Character Recognition (OCR) software for the biennial periods 1920-22 to 1940-41.4 Road

construction details are listed by project, where each project corresponds to a contract for

the construction of a section of a highway or bridge. Projects are identified by a unique

Project ID that allows us to track projects over multiple years.

The start date for each project was chosen as the date that the contract for the project

was finalized, while the completion date was chosen as the date of final payment. The cost

was assumed to be disbursed at a constant daily rate over this period; thus, for multi-year

projects, the cost of the project assigned to each year is weighted based on the number of

workdays in that year. A small number of Project IDs had start dates but no end dates (or

vice-versa), either because the project was canceled/re-negotiated or due to clerical entry

error or due to poor scan quality. In these cases, projects were linked across reports manually

on a best-effort basis using other information provided in the reports.

The reports include information on the parishes through which the highway/bridge

passed, but does not indicate how many of the total miles of the project was constructed in

each parish. The cost is therefore allocated to the parishes involved on a population-weighted

basis. Over 90% of projects involved just one parish, and less than 0.6% involved more than

two parishes, so we expect the distortion caused by this assumption to be minimal.

Table 1 and Figure 5 provides some descriptive details from the finalized, cleaned road

building dataset. The details are partitioned into the Pre-Long era (1920-1928), which covers

4The first seven reports of the Commission (1920-22 to 1932-34), the reports covered highway construction
activity from April 20th of the first year to April 20th of the second year. Starting with the Ninth Biennial
Report (1936-37), the period covered was January 1st to December 31st for the period. The Eighth report
(1934-36) covered the period April 20, 1934 and January 1, 1936. All documents processed with OCR were
then checked by the authors.
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Table 1: Road projects over the 1930s

1920-28 1929-33 1933-35 1935-39 Total

Total projects 581 1,349 357 1,192 3,479
Projects covering > 2 parishes 31 181 30 94 336
Projects with duration > 1 yr 490 461 52 177 1,180
Total workdays 789,015 513,788 95,225 242,408 1,640,436
Avg. projects per year 73 337 179 298 174
Avg. workdays per year 98,627 128,447 47,613 60,602 82,022
Avg. workdays per project 1,358 380 266 203 472

the period from the start of the Louisiana Highway Commission to the eve of Governor Long’s

election; the Long era (1929-1933), covering the years when he was in office, as well as his

first year as US Senator; the First New Deal era (1933-1935), marked by Long’s feud with

President Roosevelt; and the Second New Deal era (1935-1939), which saw renewed road

building under New Deal programs.

4.2 Education Spending Data

Data related to Governor Huey Long’s education spending programs are taken from the

Annual Reports of the State Department of Education of Louisiana for the periods 1924-

25 to 1939-40 (Louisiana Department of Education Reports, 1924-1940). Total education

spending is calculated as the sum of all expenditures, less debt servicing, at the parish level.

Since the reports cover the period May 31st – July 1st, we assign half of the spending

reported to the previous year, and half to the current year.5

4.3 Tax Collection Data

Total taxes collected at the parish level, for the years 1920 to 1939, were taken from Annual

Reports of the Louisiana Tax Commission. The value of tax collected for all purposes is

provided directly in the report, and includes all state and local taxes levied.6 This data can

only measure taxes collected at the local level, and do not include taxes like gasoline taxes,

which were levied to fund the road program, which were not allocated at the parish level.

This measure of taxes is primarily property taxes. The overall level of road, educational

spending, as well as property tax collection, can be seen in Figure 6.

5The end-point years, 1924 and 1940 do not figure in our main analyses, and were therefore disregarded.
6The reported value does not include any municipal taxes, other than those levied in Orleans Parish.
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Figure 6: Aggregated parish-level taxes and spending in real per capita terms

4.4 Retail Sales and Controls

In the absence of parish-level total income/output data for our period of interest, following

Fishback et al. (2005) (FHK), we use retail sales as our baseline measure of economic activity.

FHK note that retail sales serve as a strong proxy for personal consumption of durable and

nondurable goods, and is a variable strongly correlated with personal income. However, the

data are considerably restricted as the U. S. Census Bureau only began collecting annual

retail sales information at the county level in 1929 and performed retail censuses only in the

years 1933, 1935, and 1939. We obtain per capita retail sales data from the dataset made

generously made available online by the authors of this study. The retail sales growth for

Louisiana, by period, can be seen in Figure 7. We also use the same set of controls as this

study, described in the next section, which were also taken from this same dataset.
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Figure 7: Retail growth, by quintile, across periods

5 Estimation Procedure

5.1 State Level Regressions

We next compare the path of relevant economic variables for Louisiana relative to the nation

as a whole using simple OLS regressions of economic outcomes on fiscal variables of taxes and

spending. The fiscal variables come from the Reports of the State Treasurer of Louisiana. We

use the tax variables from the parish-level results, which are largely property taxes which can

be assigned at the parish level. This is due to limitations in separating out tax revenues from

revenues due to bond issuance at the state level reports. We have aggregate state spending

at the state level, excluding debt service. We consider spending in both real terms and as

a share of Louisiana per capita personal income. These variables are plotted in Figures ??

and 9

In terms of outcome variables, we use the ratio of Louisiana to US personal income

per capita based on figures from the Bureau of Economic Analysis, so that we normalize

for developments in the nation as a whole. Louisiana represented about 1% of national

income in the 1930s, so developments in Louisiana had a small effect on the nation as a

while (Table 3. — Percentage Distribution of Income Payments by States, 1929, 1939,

1941, 1942, p. 22). We also use Census of Manufactures data for the state of Louisiana

and the United States (as a ratio as before), separating out individual industries as well

as the aggregate industries. We focus on manufacturing establishments per capita, wage

earners per capita, and wages per capita. Within manufacturing, we can examine a largely

nontradeable industry: manufactured ice. This industry was low value added to weight,

was undifferentiated and so had low markups, and naturally was expensive to ship long

distances. This made this industry particularly affected by local demand shocks, unlike

other manufactured goods which were traded and so were less affected by local demand

shocks. This is consistent with Moretti (2010) who discusses the differences in the multiplier
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Figure 8: Louisiana spending and property taxes as a share of income

between traded and non-traded goods, and shows that, while multipliers for nontraded goods

is relatively high, that of nontraded goods would be small, or perhaps even negative.

Figure 10 shows that spending as a percent of Louisiana income per capita and real per

capita spending and both are significantly positively related to the ratio of Louisiana to USA

income per capita. The corresponding tax variables have an effect near zero. For the Census

of Manufactures variables overall, point estimates are negative, except for taxes as a percent

of Louisiana per capita income, where the point estimates are insignificant but positive. Here

we are finding a relatively low multiplier, as there is much less variation at the state level

for identification. Moreover, the mixing of tradeable and nontradeable industries. However,

the results for the non-traded industry, manufactured ice, are much clearer, consistent with

theory. As can be seen in Figure 11 real per capita state spending has a clear positive
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Figure 9: Louisiana spending and property taxes in real per capita terms

magnitude, and generally significant, while real per capita taxes are clearly negative, though

standard errors are large. The corresponding estimates for spending as a percent of Louisiana

income per capita have positive coefficients, though without statistical significance. For taxes

as a percent of Louisiana income per capita, the ratio of establishment per capita is Louisiana

relative to the US as a whole is now statistically significantly negative, while all estimates

remain negative in magnitude. While our estimates at the state level are naturally very

rough with many confounders, our estimates using manufactured ice are consistent with a

multiplier effect, though one which is relatively small.
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Figure 10: Personal Income

5.2 Parish-Level Effect of Road and Education Spending

Gov. Long ran on a platform that promised a vastly expanded road network and advance-

ments in the education level in the state. Our analysis seeks to understand the impact of these

fiscal spending programs on the growth rate across parishes in Depression-era Louisiana. As

described above, studying this episode has the advantage of not being contaminated by

broader national level efforts to revive the economy. However, we also seek to understand

what the effects of infrastructure and education spending may be in a context broader than

just Louisiana. For each model specification described below, therefore, we perform our

analysis first on the entire dataset spanning the entire Depression era (1929 to 1939), and

then on a restricted sample that covers only the period of Gov. Long’s program (1929 to

1933). Due to the unique and isolated nature of the spending during this period, we expect
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Figure 11: Manufactured Ice

that the results from the restricted sample to be more reliable.

5.2.1 Baseline Specification

Our baseline model investigates the effect of these two flagship programs on retail spending

at the parish level. As a first pass, we estimate the following model:

gi,t = β1Roadi,t + β2Educi,t + β3Taxi,t + β4NDi,t + β5Zi,20 + β6T + εi,t (1)

where gi,t represents the growth rate in retail sales per capita over period t in Parish

i; Roadi,t, Educi,t, and Taxi,t are the sums of all road spending, education spending and

tax collected (for all purposes) respectively over period t in Parish i; NDi,t is the New Deal

spending on public works and through the AAA (Agricultural Adjustment Administration)
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program; Zi,1929, a vector of structural correlates, measured in the 1920s, that might have

determined the growth in economic activity over the 1930s; T is a vector of time-period

dummy variables to capture time-period specific effects that are invariant across parishes;

and εi,t is the error term and assumed to be independent and identically distributed and

uncorrelated with each other and over time.

We follow FHK closely in our choice of the structural correlates in Zi,1920, both due to

the strong theoretical foundations for these variables, as well as to maintain comparability

with the findings of that study. We depart from them in one respect: FHK use correlates

that were measured in 1929 or 1930, which is appropriate given that they focus on the period

1933-39 for their analysis. For us, however, using these years invites a simultaneity bias. We

therefore use similar correlates measured in the 1920 census instead.

We consider an alternate specification with parish fixed effects in the Robustness section,

but find these correlates to be more compelling due to their tendency to group like parishes

together, rather than treat them as separate with idiosyncratic effects.

Although the fiscal variables (road spending, education spending and tax collected) are

all available on an annual basis at the parish level, our choice of time periods t is constrained

by the availability of retail sales data. As discussed above, this data was only collected

in 1929, 1933, 1935 and 1939. Accordingly, we define the periods as 1929-33, 1933-35 and

1935-39.

5.3 Instrumental Variable Analysis

Given the nature and motivation of fiscal spending, the formulation above exposes our results

to endogeneity bias both through the possibility of omitted variables, as well as simultaneity.

For example, if road spending were positively correlated with some other spending project

not captured in our data, faster recovery in the parishes may be inappropriately attributed

to our road spending variable. Likewise, if road spending were targeted at the harder hit

parishes over the period, our coefficients would be similarly biased.

Narrative evidence suggests that neither the road spending nor education spending across

parishes were influenced by the economic conditions in those parishes. Huey Long famously

tried to place roads in all parishes such that then voters in all parishes would benefit

(Williams, 1969). Moreover, by starting construction of a few miles in each parish, he

calculated that voters would see the benefits of paved roads and would be more likely to

support additional funding packages to complete the system. This can be seen in the place-

ment of roads in every parish and the many incomplete segments across the road network in
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Figure 12: Louisiana Highway Map: 1932 progress of road program
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Figure 12.

However, there may be other reasons to suspect endogeneity in our baseline formulation.

Specifically, both retail sales growth and the spending programs could be correlated with

Long’s political maneuvers and ambitions. For example, higher road construction in some

parishes could coincide with other unobserved efforts to improve economic conditions in

parishes considered more politically important. To remedy this, we seek a set of instruments

that are well correlated with both road spending and education spending, and uncorrelated

not only with the economic conditions, but also the political considerations of the time which

may be reflected in the error term. Specifically, we update our model specification to the

following set of equations:

gi,t = β1R̂oadi,t +β2Êduci,t +β3Taxi,t +β4 ̂NDPBREi,t +β5 ̂NDAAAi,t +β6Zi,29 +β7T + εi,t

(2)

Roadi,t = θ1ROAD2019i + θ2Educi,27 + θ3INSTi + θ4Zi,29 + θ5T + ηi,t

Educi,t = γ1Educi,27 + γ2ROAD2019i + γ3INSTi + γ4Zi,29 + γ5T + χi,t

NDPBRE(i, t) = δ1INSTi + δ2Educi,27 + δ3ROAD2019i + δ4Zi,29 + δ5T + µi,t

NDAAAi,t = ρ1INSTi + ρ2Educi,27 + ρ3ROAD2019i + ρ4Zi,29 + ρ5T + ηi,t

where R̂oadi,t, Êduci,t, ̂NDAAAi,t and ̂NDPBREi,t are estimated using the equations

for Roadi,t, Educi,t, NDAAAi,t and NDPBREi,t respectively. The road spending variable is

instrumented with ROAD2019i, which captures the miles of highway roads in Louisiana in

2019. In an economic sense, this is a good instrumental variable as it reflects the underlying

need for connectivity across the state independent of the economic and political considera-

tions of the 1930s. We acknowledge the path dependence7 in the distribution of highways

in the state today, and agree that the highway system in Louisiana today could continue to

reflect the road building efforts in the 1930s, but we consider the possibility that they still

reflect the motivations in the 1930s to be very low. This makes it a good candidate for an

instrument.

We instrument the per-capita education spending variable in the parishes using two

variables: per-capita education spending in 1927, and the percent of population illiterate in

1930. The first variable is chosen as it characterizes education spending in the parishes over

our sample period, but is also unassociated with Long’s political ambitions as it predates

7Pun not intended!
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Long’s ascent to governorship in Louisiana. The inclusion of illiteracy as a variable also

makes sense because spending in the state was driven by the promise to “wage a campaign

against illiteracy” (Eighty Second Annual Report, Depart of Education, Louisiana, 1930-31,

pp.19). The campaign for adult literacy was a large part of this promise, suggesting that

the percent illiterate in the parishes would explain at least some part of the variation in

education spending. Even in the post-Long era, it is reasonable to expect that spending is

driven by need.

Finally, we instrument for New Deal spending with the set of instruments (INSTi) used

by FHK. INSTi includes six variables that were determined before the period of our analysis

– land area, the standard deviation of voters for the Democratic candidate between 1896 and

1928, the latitude and longitude of the county seat, voters in the 1928 presidential election

as a percent of population, and the number of church-going members in 1926 as a percent

of population.

To establish the statistical relevance of these instruments, we used a t-test to confirm

that the relationship was significant and that the signs align with theory, as well as an F-test

to determine the joint statistical significance of the variables together. The first stage of the

two-stage least square regression shows that the instrument has a positive and significant

relationship with the road spending variable, which supports our inclusion in the analysis.

For education spending, we find that the education spending in 1927 is positively related

to education spending, while the percent illiterate is negatively correlated. This supports

our proposition that education spending has a persistent as well as need-based element to

it. While for the full sample only the “percent illiterate” is significant, the restricted sample

only has a significant coefficient for the lagged 1927 spending variable.

6 Empirical Results

The results from the estimation of Equation 1 are given in the first column of Table ??.

To provide additional insight into the role of Gov. Long’s programs, we present the results

both for the full sample period (1929 – 1939) as well as for the restricted sample (1929 -

1933). Further, we also present results for a specification where only the new deal variables

(public works and relief spending, and AAA spending) are instrumented in the last two

columns. This allows us to compare our results more directly with the results in FHK,

although the dependent variable is slightly different from the decadal growth rate considered

in that study. Note, further, that we do not have a 2SLS estimate for the 1929-33 period
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for the specification that only instruments New Deal spending, as there was no New Deal

spending in that period.
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OLS
2SLS

Insts: New Deal vars

2SLS

Insts: New Deal, Road,

Education vars

1929-39 1929-33 1929-39 1929-39 1929-33

Coef t-stat Coef t-stat Coef t-stat Coef t-stat Coef t-stat

Per capita road building spending 0.00114* 1.69 0.00228*** 3.08 0.000919 1.13 0.00177 1.03 0.00171** 1.99

Per capita education spending 0.00120** 2.21 0.00186 1.11 0.00109 1.60 0.000982 0.42 0.000423 0.17

Per capita tax collection -0.00174** -2.26 -0.00321*** -3.34 -0.00181*** -2.80 -0.00225** -2.46 -0.00276*** -3.55

Per capita AAA spending 0.0000391 0.05 -0.000436 -0.21 0.0014 0.78

Per capita public works and relief spending -0.000251 -1.22 0.000473 0.26 0.000563 0.35

% black in 1920 -0.000678 -0.33 -0.503*** -2.78 -0.000386 -0.18 0.000275 0.11 -0.484*** -3.77

% urban in 1920 0.000524 0.21 -0.0124 -0.92 0.000678 0.29 0.000985 0.38 -0.0168 -1.44

% of land on farms in 1929 -0.181* -1.73 0.255 0.78 -0.141 -0.88 -0.129 -0.99 0.0701 0.24

% foreign born -0.000076 -0.01 -0.0386 -0.44 0.000752 0.08 0.00477 0.53 -0.0727 -1.14

Population growth rate, 1920-30 0.184 1.11 0.0911 1.43 0.196 1.25 0.286 1.55 0.0943** 2.03

% population aged 10-19, 1930 0.00822 0.15 -0.396 -1.65 0.0139 0.22 0.0619 1.03 -0.431*** -2.70

% population aged 20-29, 1930 0.0268 0.75 0.379*** 3.08 0.0153 0.40 0.0283 0.70 0.353*** 3.93

% population aged 30-34, 1930 -0.0959 -0.74 -0.585*** -4.55 -0.0488 -0.26 0.0245 0.22 -0.598*** -5.68

% population aged 35-44, 1930 0.134* 1.81 0.218 1.25 0.115 1.34 0.121 1.64 0.251** 1.96

% population aged 45-54, 1930 -0.214** -2.29 0.363** 2.18 -0.218** -2.31 -0.183** -2.09 0.306** 2.32

% population aged 55-64, 1930 0.0781 0.79 -0.152 -1.07 0.099 1.04 0.0649 0.56 -0.145 -1.47

% population aged > 65, 1930 0.151 1.52 -0.0747 -0.11 0.145* 1.71 0.211* 1.77 -0.0908 -0.17

Avg. temperature, 1930s -0.0256 -0.33 -0.223** -2.34 0.00364 0.04 -0.0233 -0.25 -0.204*** -3.01

Avg. precipitation, 1930s -0.221 -0.56 0.0934* 1.91 -0.355 -0.88 -0.0672 -0.13 0.0736* 1.94

Months of extreme or severe wetness, 1930s -0.0669 -1.39 -0.00128 -0.98 -0.0527 -1.04 -0.0711 -1.24 -0.00112 -1.15

Months of extreme/severe drought, 1930s 0.036 1.25 0.171 1.35 0.0287 1.04 0.0502 1.42 0.146 1.60

Number of bays -0.00106 -0.70 0.000559 0.32 -0.00101 -0.64 -0.000862 -0.67 0.000532 0.44

Number of beaches 0.0878 1.12 0.00354 0.62 0.0849 1.24 0.116 1.32 0.00257 0.62

Number of lakes 0.00057 0.65 -0.000843 -0.57 0.00087 0.97 0.000751 0.61 -0.000743 -0.69

Number of swamps 0.0011 0.35 -0.0477 -0.22 0.00163 0.61 0.00222 0.80 -0.0657 -0.45
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Max elevation -0.00033 -0.34 -0.217* -1.77 -0.000178 -0.20 -0.000148 -0.18 -0.211** -2.55

On Gulf of Mexico 0.00266 0.03 0.00108 0.01 0.00804 0.09 -0.0471 -0.49 0.00261 0.03

# of rivers passing through 11-20 counties -0.108* -1.79 0.252 1.38 -0.118* -1.79 -0.0946 -1.52 0.274* 1.95

# of rivers passing through 21-50 counties 0.0235 0.43 -0.00408 -1.19 0.0092 0.19 0.00546 0.11 -0.00385 -1.64

# of rivers passing through > 50 counties 0.0838 0.79 0.00106 0.71 0.0775 0.78 0.0568 0.58 0.000987 0.91

# of manuf. Employees, 1929 -0.00112 -0.37 0.00906** 2.61 -0.00102 -0.37 0.0000504 0.02 0.00861*** 3.54

Elevation range 0.000271 0.27 -0.0237 -1.19 0.0000512 0.05 0.0000795 0.09 -0.0218 -1.48

Avg. temp. × % of land on farms 0.003 1.42 -0.00280** -2.38 0.00221 0.74 0.00238 0.84 -0.00234*** -2.62

Avg. precip. × % of land on farms -0.00462 -0.39 0.00501** 2.62 -0.00162 -0.13 -0.00644 -0.39 0.00477*** 3.46

Months of drought × % farmland -0.00104 -1.36 - - -0.000814 -0.92 -0.00116 -1.20 - -

Months of extreme wetness × % farmland 0.00172 1.53 10.47 1.17 0.00128 0.82 0.00134 0.97 11.79* 1.86

1933-35 period fixed effects 0.685*** 9.31 - - 0.623** 2.10 0.583** 2.19 - -

1935-39 period fixed effects 0.785*** 11.03 64 0.00 0.719** 2.41 0.667* 1.91 64 0.00

Constant 1.671 0.33 0.776 0.00 0.294 0.05 -1.61 -0.32 0.764 0.00

Observations 191 64 191 191 64

R-squared 0.76 0.78 0.75 0.74 0.77

Table 2: OLS and 2SLS Estimates of the Impact of Fiscal Spending on Retail Sales Growth,
1929-1933 and 1929-1939
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For the road building variable, our first specification, which is a simple OLS regression,

anticipates the results of the later, more detailed analysis quite well. This is particularly

true for the results for the restricted sample period. While the instrumental variable analysis

causes some changes in size and significance in the coefficients (particularly for the full sample

period), the sign and magnitude remain largely the same. In general, we find that road

spending is positively and significantly associated with the growth rates over the periods in

consideration.

The result on education spending is a little more complex. The OLS analysis results in

a positive and significant relationship, but the significance is lost entirely when the variable

is instrumented for. This suggests that the relevance of education spending for this period

relies greatly on whether education spending could be considered exogenous, and how well

our instruments account for the variation in education spending over this period. This is

particularly relevant for the latter half of our sample period (1935 – 1939), where we observe

a large rise in education spending, which may not be well captured by our instruments.

One interesting finding is related to the impact of New Deal spending in the period.

Unlike FHK, we find that public works and relief spending is negatively associated with

retail sales. AAA spending is also negatively related, but this conforms with the results of

FHK, who also found a negative relationship.

7 Multiplier Estimation

7.1 Baseline multiplier

We attempt to estimate the fiscal multiplier implied by our regression results above. In

particular, we seek the program-specific multiplier, that is to say, the effect of the road

spending and education spending programs on income in Louisiana. As before, we are

handicapped by the absence of actual income figures, and will therefore rely once again on

Retail Sales as a proxy. Following FHK, we first calculate the retail expenditure to income

ratio for Louisiana, which we find to be approximately 55%.8 We first estimate the multiplier

effect on retail sales, and then use this rule-of-thumb to arrive at indicative estimates for

the multiplier on Louisiana income. We define the multiplier of a program as the effect

of an additional dollar of program spending on mean parish retail sales. Given our many

8FHK find the nationwide average to be approximately 53%, so the figures for Louisiana alone are not
too different.
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Table 3: Implied Multipliers for Fiscal Spending Programs

Road Multipliers
OLS Baseline 1.04 1.29
2SLS ND Instrums. Only 0.83
2SLS Educ Instrums. Only 0.79 1.32
2SLS Road Instrums. Only 1.45 1.03
2SLS Both Educ and Road Instrums. 1.61 0.97

Education Multipliers
OLS Baseline 1.09 1.05
2SLS ND Instrums. Only 0.99
2SLS Educ Instrums. Only 1.61 -0.09
2SLS Road Instrums. Only 0.82 1.11
2SLS Both Educ and Road Instrums. 0.89 0.24

specifications, the first column of Table 3 provides the range of multipliers implied by the

foregoing analysis.

Several interesting points emerge. First, for the entire period of 1929 – 1939, we see that

the multiplier on road spending ranges from a low of 0.79 (implied by a partially instrumented

approach with only the New Deal Instruments) and 1.61 (implied by our fully instrumented

specification for road spending as well as for the largest magnitude on education spending).

The OLS baseline, however, is 1.04 for road spending and 1.09 for education spending, which

are strikingly similar, and approximately 1 in magnitude.

Over the restricted sample covering 1929 to 1933, however, we find multiplier to be a

bit higher for road spending, ranging from 0.97 to 1.32 in magnitude. The OLS baseline is

similar for the educational multipliers, at 1.05, though the educational instruments perform

poorly in this period. While both road and educational multipliers see a reduced sample

size from 1929-1933, the variation in spending is more useful for roads in this period tha for

education. These values for the mutliplier are somewhat lower than the values obtained by

other modern studies such as Chodorow-Reich (2019) of about 1.8, though higher than the

estimates obtained by Fishback and Kachanovskaya (2015) of 0.4-0.96 at the state-level for

New Deal spending.

7.2 Parish-level Agricultural Multipliers

Louisiana’s position as a small, open economy in a monetary union is best exemplified by the

response of the cotton industry to the large expenditure programs discussed above. Between
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1924 and 1933, cotton was the highest cash producing crop in the state, accounting for 46%

of all agricultural cash receipts. However, the demand for cotton was driven entirely by the

rest of the world. Louisiana farmers bore the brunt of the price declines of the early 1930s,

and the road building and education spending programs of the Long administration did little

to staunch the decline. To demonstrate this, we re-run our first OLS specification Equation

3, but with two changes. First, we run the regression in levels, i.e., regressing the level of

cotton production on the level of total parish spending (rather than in per-capita terms).

Second, we include cotton-growing area fixed effects, to reflect the 11 distinct cotton growing

areas in the state.9 Formally,

Ci,t = β1Roadi,t + β2Educ(i, t) + β3Taxi,t + β4Zi,29 + β5CGi + εi,t (3)

where Ci,t is the level of cotton production, and CGi is the cotton growing area to which

the parish belongs. We estimate this model only for the restricted sample period to avoid

the complications that arise from the introduction of the AAA in 1933.

We also consider two other agricultural products: corn and milk, using data from the

Agricultural Censuses of 1935 and 1940. All three products are tradeable to some degree,

with cotton being the highest value-to-weight. Corn is also very tradeable, though lower

value-to-weight. Milk has the lowest value to weight, and is perishable, unlike corn and

cotton. Milk also must be refrigerated, which makes shipping it much more expensive than

the other products. As a result, milk production is fairly local, and so would be more heavily

affected by local demand shocks stemming from fiscal policy than corn or cotton would be.

Corn in particular is important for the Southern food supply, both directly and indirectly

through feed for pigs. Milk of course is consumed locally as well, but cotton is different. The

entire cotton crop in Louisiana is exported to textile mills in other states or other nations,

and so cotton is one product that would be completely unaffected by fiscal policy through a

demand channel.10

The results of this and some alternate specifications are provided in Table 4. We find very

precisely estimated zeroes for cotton production in response to fiscal policy, consistent with

this theory. Corn could be affected by local demand shocks, but high tradeability means

that most corn production is “exported” from the parish, and so local demand shocks would

not have much effect on corn production. Similarly we find a statistically insignificant effect

9Data are derived from Montgomery (1949). Many thanks to Paul Rhode for suggesting the use of
agricultural commodity production for Louisiana in this period.

10The lack of any cotton manufactures in Louisiana was confirmed by the records of the Censuses of
Manufactures from 1927-1939.
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of fiscal policy on corn, though with larger standard errors. Milk could be affected by local

demand shocks due to its low tradeability, but even so tradeability mitigates the effects of

fiscal policy, resulting in insignificant results near zero. Indeed, the point estimates for corn

and milk are negative. These results are consistent with theory, and we should worry less

that our results for non-tradeable economic activity like retail sales and manufactured ice are

spurious. Given the agricultural orientation of the Louisiana economy of the 1930s, the lack

of a multiplier effect in the agricultural sector would tend to reduce the overall multiplier

relative to modern economies which are more reliant on nontraded economic activity like

services and which have a small share of economic activity in agriculture.
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Table 4: Impact on Agricultural Production

Cotton Production Levels Corn Production Growth % Milk Production Growth %
1929-39 1929-33 1934-39 1934-39

Coef tstat Coef tstat Coef tstat Coef tstat

Total road spend -0.00184*** -3.171 -0.00249** -2.579 2.73E-07 0.106 6.24E-07 0.258
Total education spend 0.00789*** 5.006 0.0111*** 3.096 -0.00000722 -1.384 -0.00000172 -0.403
Total Tax 0.000455 0.483 -0.000856 -0.552 0.00000199 0.59 -0.00000146 -0.593
Total AAA grants 1.15e-05** 2.324 0.00000194 0.413
Total PBRE spend -5.56E-07 -0.18 0.00000192 0.85
Constant 10,906*** 7.951 14,505*** 8.418 1002 0.683 1793 1.695

Observations 520 214 63 64
R-squared 0.662 0.65 0.827 0.47
Year FE YES YES NO NO
Controls YES YES
Cotton Area FE YES YES
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7.3 State Multipliers

If we just look at the aggregate spending by state, we find similar estimates on Louisiana state

indicators from the Huey Long spending program, even using this very disaggregated data.

These changes can be found in Table 5 We can look at the 1929 to 1931 period when there

was a surge in spending in Louisiana, particularly on roads. Highway spending in Louisiana

surged by $1.3 million over that period, while spending was cut in Tennessee by $2.1 million,

cut by $1.5 million in Texas, and increased by merely $0.3 million in Mississippi. Per capita

spending rose in Louisiana from $17.01 to $39.40, spending almost twice the state average

across all states in 1931 of $20.21. Meanwhile, state per capita spending in Mississippi fell

from $11.88 to $11.37 over those two years, with corresponding figures for Texas of $18.50

to $15.72 and of $23.54 to $29.59 for Arkansas over those two years. Louisiana personal per

capita income fell from $409 to $315 over those two years, a decline of 23%, while declines

in surrounding states were larger: 39% decline for Mississippi, 32% for Arkansas, and 27%

for Texas. In real terms, Louisiana real personal income per capita fell by 13%, lower than

Texas with an 18% decline, Arkansas with a 23 % decline, and Mississippi with a 31% real

decline.

Table 5: State Spending and Income per capita declines

per capita Spending Spending Income Income Income Real Income
State 1929 1931 1929 1931 1929-1931 1929-1931

Louisiana $17.01 $39.04 $409 $315 -23% -13%
Mississippi $11.88 $11.37 $277 $169 -39% -31%

Texas $18.50 $15.72 $474 $345 -27% -18%
Arkansas $23.54 $29.59 $303 $207 -32% -23%

We can comparing Louisiana to the most similar state in the Union, Mississippi. Louisiana

spent $23 more on total per capita from 1929 to 1931, and Louisiana saw a decline of $94

in personal income per capita while Mississippi saw a decline of $108 per capita, a $14 im-

provement. Louisiana spent $26 more per capita than Texas and saw its income per capita

decline by $35 less than Texas. Even here with these rough estimates, we see a multiplier

of roughly 1. Taxes were collected to amortize the bonds used to pay for the spending in

Louisiana, and so taxes rose, but much less sharply than spending.
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8 Is this multiplier high or low?

Overall, we are finding relatively low multipliers relative to modern estimates from Chodorow-

Reich (2019), who estimated a multiplier at the zero-lower bound (without monetary offset)

of about 1.7-1.8. This is somewhat surprising given that the US Economy of the 1930s was

extremely depressed, with average unemployment rates in the double-digits and peak unem-

ployment rates about 25%. With so much more slack than in the postwar period, theory

would predict that multipliers should be larger, not smaller. That said, other authors have

found similar multiplier, or even slightly lower multipliers, for the 1930s (Fishback et al.,

2005; Fishback and Kachanovskaya, 2015). In this section we discussion some reasons why

multiplier in Louisiana might be lower than in the average U.S. in modern times.

8.1 Fiscal Multipliers in Developing Countries

We argue that the same type of dynamics that make the multiplier relatively low in Louisiana

during the Depression are often present in developing countries today. Izquierdo et al.

(2019) find that public investment multipliers are higher in developing countries with a

smaller capital stock, consistent with standard growth theory. This effect does not seem to

be dominant for Louisiana’s case studied here. Ilzetzki et al. (2013) find that government

consumption multipliers are higher in more industrialized, high income countries, consistent

with our finding of a low multiplier for less-industrialized, lower-income Louisiana. They also

find that multipliers are lower in more open economies, consistent with very open Louisiana

having a lower multiplier. Guy and Belgrave (2012) similarly find low fiscal multipliers

for small, open, less industrialized Caribbean, a region which share many features with

Louisiana.

8.2 Lack of Industry in Louisiana

The Deep South had a minimal manufacturing base historically, and Louisiana at this time

was no exception. Louisiana’s share of the US population was 1.7%, while its share of indus-

try was roughly half that. The Census of Manufactures of 1929 shows how little manufac-

turing capacity Louisiana had relative to the rest of the United States, and how Louisiana’s

manufacturing capacity was focused primarily on processing of natural resources. The entire

American Sugar Cane processing industry was located in Louisiana, Louisiana accounted by

a bit less than half of the rice cleaning and polishing industry, and its share of the bone black

was roughly a third. On the other hand, there were more than 250 industries which were
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simply not recorded in the 1929 Census of Manufactures for Louisiana that were present

in more industrialized states. There was no mention of any manufacture of iron or steel

products, cast-iron pipe, cement, chemicals, coke, electrical equipment, lime, machine tools,

motor vehicles, paving materials, or rubber tires in Louisiana in 1929. The need to im-

port so much from other states (or from other nations) would increase the leakage from the

multiplier.

8.3 Human Capital and Multipliers

Louisiana was a state with one of the highest illiteracy rates in the United States. In 1930,

Louisiana’s illiteracy rate was 15.1%, surpassed only a similar southern state, South Carolina

(16.7%). Louisiana’s illiteracy rate surpassed that of similar states like Mississippi (14.8%)

and Alabama (14%), while other neighboring states like Texas (7.3%) and Arkansas (7.6%)

had illiteracy rates roughly half of Louisiana’s (Census Bureau 1963, p. 2). Naturally, this

reflected a broader lack of human capital in Louisiana, but it meant that almost one in six

workers could only perform the most menial and simple of tasks. This can be seen in Table

6.

Table 6: Illiteracy as Percent of Population Age 14 years and older (Census 1963)

State 1910 1920 1930 1950
Louisiana 29.9 23.4 15.1 9.8
South Carolina 27.6 20.9 16.7 7.9
Mississippi 24.4 17.8 14.8 7.1
North Carolina 20.2 15.0 11.5 5.5
Arkansas 13.4 10.2 7.6 5
Texas 10.6 8.9 7.3 5.4

When Long hired for his spending programs, he often had to hire out of state managers

due to the lack of trained professionals in Louisiana, reducing the multiplier. Long built a

new LSU Medical school in New Orleans, hiring the best faculty to rival Tulane’s (many of

them out of state) (Kane, 1971, p. 223). When Huey built a new Capitol in 1931, it had to

be the very best. While headed by the Louisiana firm of Weiss, Dreyfous, and Seiferth, the

door was carved by Loredo Taft, based in Chicago, with limestone from Alabama (Hitchcock

and Seale, 1976, p. 283). Due to a lack of trained engineers, Huey had to look out of state for

skilled engineers and managers, hiring away the chief engineer of the Highway department

on North Carolina, L. R. Ames, by more than doubling his salary. Long also hired twenty
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other employees of the North Carolina Highway department, as well as a Missouri purchasing

agent and a maintenance engineer from Oklahoma (Williams, 1969, p. 333).

8.4 The Corruption “Dismultiplier”

Developing countries are often plagued by corruption, which reduces the fiscal impact of mul-

tipliers. Corruption both redirects income from liquidity-constrained, lower income house-

holds to higher income, less liquidity constrained households, reducing the expenditure effects

of a given amount of spending. In terms of estimation, corruption also reallocated spending

from where it is recorded to where it is actually being allocated. Acconcia et al. (2014)

look at corruption as it relates to fiscal multipliers, though in a different context, of changes

in local spending stemming from mafia-related corruption in Italy. They exploit variation

in fiscal spending that results from the dismissal of local officials when evidence of mafia

infiltration is discovered, which tends to result in immediate spending cuts. They find mul-

tipliers of 1.5-1.9, higher that what we find for Huey Long’s Louisiana. No paper has tried

to estimate the first effect of corruption on the actual fiscal multiplier or the estimated fiscal

multiplier to the best of our knowledge.

The corruption of the Long administration, even in a state with a long history of cor-

ruption, was legendary. Huey was adept at getting kickbacks wherever he could, including

the use of patronage at all levels of the state government. Huey himself got kickbacks from

state employees. The famous deducts box (which eventually contained millions of inflation-

adjusted dollars) was filled with the 5% mandatory contribution of all state employees, who,

after all, owed their jobs to the Kingfish Williams (1969). Long was unparalleled in using

corruption to advance his political program, which largely kept him out of the cross-hairs

of federal prosecutors. He certainly shared the wealth with his subordinated, building a

well-oiled political machine that was able to rout the long-ruling political establishment in

Louisiana. However, he kept his subordinates under control and centralized corruption in

his hands, preventing underlings from getting themselves in trouble. Long was well-aware

of the necessity of this control: he famously said that without his restraining influences, his

subordinates would all end up in the penitentiary.

And they did. After Long’s assassination, Richard Leche was chosen to become gover-

nor in 1936. He would preside over corruption on a large scale, but was much less careful

than Huey. He would resign in 1939, and was convicted for corruption in 1940 in the fa-

mous “Louisiana Scandals”. These scandals erupted from suspicious activity related to WPA

project at LSU. This eventually uncovered a wide-ranging embezzlement scandal involving
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LSU’s president, Dr. James Monroe Smith, fraudulently creating university bonds to gen-

erate funds to cover losses related to a failed speculative scheme in wheat futures. More

corruption was uncovered as well. The construction superintendent of Louisiana State Uni-

versity, George Caldwell, received a 2% cut on all building constructed under Dr. James

Monroe Smith (president of LSU) (Daniell, 1939a).

Corruption could affect the multiplier in a few ways. Income would be redistributed

from needy areas to the location of corrupt individuals. If the corrupt tend to be higher

income than the needy, then their tendency to spend would be lower, reducing the actual

multiplier. We cannot control for this effect. Since corruption is illegal, there may be

measurement error as funds which are actually being spent in one parish are actually being

diverted and spent in another where the corrupt are located. Retail sales would then be

higher in locations where the corrupt as located relative to measured road spending, while

retail sales would be lower in other areas relative to their measured road spending. This

would then increase the standard errors and potentially bias the estimated multiplier toward

zero, especially if spending occurred out-of-state. We can attempt to correct for this effect

by reallocating road spending from the location where it was spent in the records to the

location of the politicians and politically-connected individuals. In general this kind of

counterfactual cannot be constructed, but in this case we can consult the records of those

individuals indicted for corruption in the famous 1939-1940 Louisiana Scandals to see where

we might expect corruption to have reallocate funds earlier in the 1930s.

The origin of the Louisiana Scandals related to corruption at Louisiana State University

(LSU) in Baton Rouge. Long lavished funding on LSU and installed his cronies there,

including Dr. James Monroe Smith, the LSU president who fraudulently sold university

bonds to embezzle funds for financial speculation. Additionally, East Baton Rouge parish

includes the city of Baton Rouge, the capitol of Louisiana. As many politicians spent a

significant amount of time there, we can assume that some of their ill-gotten gains were

spent there. One of Leche’s top lieutenants, James McLachlan, diverted WPA materials

and labor to construct a new home in Metairie, which is a western suburb of New Orleans

in Jefferson Parish (Daniell, 1939a). Moreover, significant corruption was tied to Louisiana

State University, which was the focus of the Louisiana Scandals, and that university is also

located in Baton Rouge, and so the top officials were also located nearby.

Weiss would also go to jail as part of the Louisiana scandals for defrauding the Louisiana

state government. After selling a hotel for $575,000, he then sold the furniture again (which

had been included in the original price), for an additional $75,000 (Daniell, 1939b)). This
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amount represented roughly 13% of the purchase price, therefore we will produce a counter-

factual where 13% of spending from all other parishes is diverted to East Baton Rouge and

Jefferson parishes, taking from all other parishes equally, as these are the parishes where ex-

pect the corrupt individuals spent their money. We also produce a counterfactual assuming

the 2% graft level instead, consistent with the degree of skimming at LSU discussed above.

The results are provided in Table 7 alongside the uncorrected multiplier from before. We can

see that multipliers rise slightly if we assume that 2% of road projects were skimmed and

these funds allocated to the two “corrupt” parishes. However, a 13% the results are a much

lower multiplier, consistent with an overcorrection. We also plot a whole range of multipliers

in Figure 13. We find that the multiplier increases up to about a 2% level of skimming,

where we reallocate 2% of road spending to East Baton Rouge and Jefferson Parishes from

all other parishes, and then decreases after this point. This is by no meant to constitute

a proof that this increase in the estimated multiplier was caused by corruption, but it is

consistent with a measurement error from corruption that can be corrected by reallocation

of spending.
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Table 7: Implied Multipliers for Fiscal Spending Programs

Baseline
Multiplier

@ 2% @ 13%
Adjusted
Multiplier

Corruption
Dismultiplier

Adjusted
Multiplier

Corruption
Dismultiplier

1929-39 1929-33 1929-33 1929-33

Road Multipliers
OLS Baseline 1.04 1.29 1.32 -0.03 1.07 0.22
2SLS ND Instrums. Only 0.83
2SLS Educ Instrums. Only 0.79 1.32 1.35 -0.03 1.10 0.23
2SLS Road Instrums. Only 1.45 1.03 1.03 0.00 1.01 0.01
2SLS Both Educ and Road Instrums. 1.61 0.97 0.96 0.01 0.85 0.12

Education Multipliers
OLS Baseline 1.09 1.05
2SLS ND Instrums. Only 0.99
2SLS Educ Instrums. Only 1.61 -0.09
2SLS Road Instrums. Only 0.82 1.11
2SLS Both Educ and Road Instrums. 0.89 0.24
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Figure 13: Multipliers implied at various levels of corruption/skimming.

9 Conclusion

Louisiana under Huey Long provides an ideal environment to study the effects of a large

spending program under depressed economic conditions. Just as the Depression was under-

way, the Long administration started a massive spending programs for unrelated reasons.

This spending surged from 1929-1931 before receding once Long went to Congress, falling

to lower levels by 1933 before rising again as the New Deal ramped up. This spending pro-

gram was focused on a single state, a relatively unique episode in a literature dominated by

national programs like the New Deal. We have looked at two major Long programs, focused

in education and road building, at the parish level, as well as overall government spending

at the state level. We also instrument for road spending with the current mileage in the

Louisiana state highway system by parish, and for education by illiteracy and the number of

children of each race in Louisiana parishes. We have also examined tax multipliers, as well as

spending multipliers, though we only use property taxes, which are not comprehensive and

don’t scale with income. In terms of outcome variables, we use multiple measures, given the

paucity of data during the 1930s. We use retail sales at the parish level, which has similar
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cyclicality as the overall business cycle, as well as various agricultural commodities. We find

multipliers around 1 for retail sales, which are largely nontraded, and multiplier of 0 for

the agricultural commodities, with cotton being a precisely estimated zeroes and corn and

milk being imprecisely estimated zeroes. Our multiplier estimates for road and educational

spending are little changed when using our instrumental variable approach, as well when we

instrument for New Deal spending.

We find similar results for manufacturing output at the state level, with a largely non-

traded good like manufactured ice seeing positive spending multipliers and negative tax

multipliers. Multipliers of state spending on personal income per capita is roughly 1 as well.

These multipliers are a bit lower than multipliers estimated for modern recessions, which

is puzzling given that we would expect larger multiplier when output is more depressed,

as it was during the Depression. We discuss some reasons why Louisiana’s multipliers in

the period are low, including the need to import manufactured products due to a lack of

domestic manufacturing capacity, and the lack of human capital that requires “imports” of

human capital.

We have proposed reasons why multipliers may have been lower in the past. While the

past is often useful to inform the present, we could be aware of changes in economic structures

over time which can cause estimates to differ, making apples-to-apples comparisons difficult.

This paper has contributed to our understanding of multipliers in the Depression, as well as

examining the impact of corruption on the estimation of fiscal multipliers, and has proposed

a method to correct for this mismeasurement. Given similar conditions between developing

countries today and Louisiana in the Great Depression, including corruption, low human

capital, and a small, open economy, these methods could be developed further in a modern

context with better data. This is left for future work.
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