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e. "Educational Organization" means a civic, service, or charitable organization 24 05.15.690
in the state, not for pecuniary profit, whose primary purpose is educational in 
nature and designed to develop the capabilities of individuals by instruction.

f. "Established Village" means an unincorporated community that is in 24 05.15.690
A. the unorganized borough and that has 25 or more permanent residents, or

B. An organized borough, has 25 or more permanent residents and
(i) is on a road system and is located more than 50 miles outside the 
boundary limits of a unified municipality or
(ii) is not on a road system and is located more than 15 miles outside the 
boundary limits of a unified city

g. "Police or Fire Department or Company" means a civic, service, or charitable 27 05.15.690
organization in the state, not for pecuniary profit, consisting of members of a police
department or fire company established bv the state or a political subdivision of the

h. "Political Organization" means an organization or club organized under or 27 05.15.690
formally affiliated with a political party as defined in AS 15.60.010.

i. “Religious Organization" means an organization, church, body of 27 05.15.690
communicants, or a group, not for pecuniary profit, gathered in common
membership for mutual support and edification in piety, worship, and religious 
observances, or a society, not for pecuniary profit, of individuals united for religious 
purposes at a definite place and that is recognized as a religious organization 
under the federal income tax laws and the selective service iaws.

j. "Veterans Organization" means a civic, service, or charitable organization in 
the state, or a branch or lodge or chapter of a national or state organization in the 
state, not for pecuniary profit, the membership of which consists of individuals who 
were members of the armed services or forces of the United States or persons 
who serviced in the Alaska Territorial Guard.

3. Permit Application 31-32 05.15.020 160.200

(1) Department of Revenue provides a form for annual permit application
(2) Annual fee of $20 to $100 depending on amount of prior year gross receipts is 1 
submitted with application. Annual fee of 1% of the net proceeds is submit’ ed with
an annual report.
(3) It incorporated, a certified copy of articles of incorporation
(4) If partnership, copy of partnership agreement
(5) Copy of bylaws or charter with a provision that provides for disposition of net 
proceeds from charitable gaming to anothe qualified charitable organization

(6) Certification that applicant has at least 25 members who are state residents

. (7) If exempt under IRC as 501©, copy of letter of exemption or certificate
(8) Must be in existence for 3 years and submit documents to prove it
(9) Must submit 2 copies of application to each city or borough in the location 
applicant seeks to conduct a gaming activity.
(10) Applicant must designate an individual as "member in charge" and an 1 
"alternate member in charge"



4. The most common forms of conducting bingo puiltabs and raffles are as
follows:
(a) Self Directed - Permittee conducts the games using its own volunteers or paid 
employees.

(b) Multiple Beneficiary - Up to 6 Permittees join together to form a partnership 11 
for the purpose of conducting gaming. Profits from the operation are distributed to
the Permittees.I. '
(c ) Operator - Permittee contracts with an Operator to conduct the gaming 13
activity on its behalf. An Operator must pay an annual fee of $500 and post a bond 
equal to $25,000 per Permittee, not to exceed a total of $100,000. The Operator 
collects the gross receipts, pays out the prizes, pays operating costs, including a 

■ fee to him or herself, and pays the balance to the Permittee. For Puiltabs, the 
Operator must pay out at least 30% of adjusted gross income to the Permittee.
For Bingo or Raffles, the Operator must pay out at least 10% of the adjusted gross 
income to the Permittee. Adjusted gross income means gross receipts, less prizes 
paid out, less taxes calculated on gross receipts.

(d) Vendor - Permittee contracts with a Vendor to conduct the sale of Puiltabs on 19-20
its behalf. The maximum amount a Vendor can charge to a Permittee is 30% of 
the ideal net (gross receipts - gross prizes). In other words, the Permittee receives 
70% of the ideal net from the Vendor when the game is delivered to the Vendor.
The Permittee must purchase and deliver the pulltab games to tho Vendor. The 
Permittee incurs the cost of purchasing the game, the State Tax of 3% of the ideal 
net, and the Federal Excise tax on Wagering. After the Permittee pays the 30% to 
the Vendor, and pays for the cost of the games, etc. they are usually left with about

The choice of metnods used by Permittees to conduct gaming activities as 
described above, depends on the Permittee, and how actively involved they want 
to be in the fundraising process.

The Operator p-ovides the Permittee organization a chance to receive usually from
330,000 to $40,000 per year, depending on the percent of profit on the games 
sold, with minimal involvement. Many charities like this as it does not distract them 
or their volunteers from their charitable purpose. Prize limits for puiltabs when you 
use an Operator are 3500,000 per year.

The Vendor provides the Permittee the chance for more funds because they have 
higher prize limits per organization and they return a higher percent of the ideal net 
profit to the organization. The Permittee using a Vendor must have volunteers in 
the organization willing to be involved in purchasing and delivering the pulltab 
games, and the record keeping is a little more detailed as they have to report sales 
from specific games purchased. A Permittee maximizing his prize limit of 
$1,000,000 would net about $120,000 to $135,000 depending on the percentage 
of profit on the games sold.
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The Multiple Beneficiary Permittee is a business partnership between 2 to 6 
Permittees. It operates very similar to an Operator, and has the same 
requirements for returning 30% of puiltabs and 10% of bingo adjusted gross 
income to its Permittees. However, the prize limits for the MBP are dot ble what an 
Operator can do per Permittee, and the Operator fee is retained by the 
organization to pay for management. Any remaining profits are distributed to the 
Permittees. The MBP provides the Permittee with the opportunity to increase the 
amount of.money they receive annually, if the business is successful.

Some Permittees conduct charitable gaming on their own, however most 
organizations find that it distracts from their primary purpose if they do much more 
than just raffles.

5. The State of /  laska currently taxes 3% of ideal net, which is gross receipts less 
prizes in any given set of puiltabs.

Certain municipalities also charge sales tax of 3 to 5%. Some charge the tax on 
the gross receipts and some charge the tax on the ideal net or adjusted gross. For 
the municipalities that charge the tax on the gross sales, it takes a very large 
portion of the profit margin out of puiltabs, and it makes it more difficult for 
Operators and MBP's to return the required minimums to the Permittees. For 
instance, Juneau has a sales tax of 5% on the gross sales. That is the same as 
taxing 25% of the ideal net. In order for MBP's and Operators to meet their 
minimum payouts to their Permittees, they have historically ventured into other 
parts of the state to open operations where they do net have a sales tax. This 
allows them to blend their sales from with in Juneau area with sales outside of 
Juneau, and perhaps meet the minimum payout requirements of 30% of adjusted 
gross.

When Permittees from one geographic region venture into other regions, this can 
and has caused bad results. The most recent example in Fairbanks was a couple 
years ago when an Operalor from Juneau opened up a bingo parlor in Fairbanks. 
This competition upset the market and resulted in existing Permittees that had run 
clean operations for years suddenly found they could not meet the minimum 
payouts. The result is that one of the long-standing Permittees in Fairbanks has 
recently gone out of the Bingo business.

AS 05.15.040 prohibits a municipality from conducting gaming activities outside the 
geographic boundaries of the municipality. However, there are no restrictions on 
Permittees, Operators or MBP's from conducting gaming activities outside of their 
geographic area.

Limiting an organization to geographic boundaries is somewhat troublesome for 
Permittees that are organized on a statewide basis, and that do not necessarily 
have a physical presence or office in a community, but clearly do on a state-wide 
basis.



I believe it is very unfair to tax gross receipts, because such a high percentage of 
the sales is paid back out to the players as prizes. Also the "playback " 
phenomenon is very mis-understood by those not directly involved in the gaming 
industry. The b; sis of the "playback" phenomenon is that there is a limited amount 
of money that is spent on gaming on an annual basis. This pool of money that is 
spent by the players, is basically used in the following areas:

A player buys puiltabs. He has some winners, which he cashes in and plays them 
back to try to win more. Sometimes the winners are turned in to cash which is 
used to fund gaming activities on another night.

In either case, the player still has a set amount of money available to spend. 
Assuming the player had $10,000 over the course of a year. If a player purchased 
puiltabs only with that money, and the prizes paid out on the games was 80%, then 
the player would have received back $8,000 of the original 310,000 that he played. 
Much as is the concept in Los Vegas, most people play until they lose thier stake, 
of money then they have to quit. If you win $8,000, then you have that much left to 
play with. Now when you spend you $8,000 you soon find that you have $6,400 to 
play with as the prize pauout was 80% again. Our hypothetical player does this 
again and again until he has used up his pot of money. The result is that the sales 
or gross receipts generated by this original $10,000 is almost $50,000 or 5 times 
what is originally started out as. Games with higher prize payouts will result in 
higher multipliers, and games with lower prize payouts will result in lower 
mulipliers.

Taxing the gross receipts or sales at 5% in this example would generate 32,500 of 
taxes on $50,000. This is really a 25% tax, since the player only had $10,000 to 
start with.



Sample ellecls of taxes on gross receipts

Example A Examplo B Example C
Assuming 5% tax on gross is

Assuming 0% tax on gross Assuming 5% lax on gross absorbed by lower operating
Puiltabs Bingo Puiltabs Bingo Puiltabs Bingo

Gross receipts 100.000 200,000 • 100,000 200,000 100,000 200,000

Prizes paid out (00,000) (180,000) (80,000) (180,000) (80,000) (180,000
Sales tax -5% - - i5,000) (10,000) (5,000) (10,000)

Adjusted gross 20,000 20,000 15,000 10,000 15,000 10,000

Current stale tax - 3% (600) - (450) - (450) -
Expenses ol operation (13,400) (18,000) (13,400) (18,000) {10,050) (9,000)

Net proceeds lo Permittee 6,000 2,000 1,150 (8,000) 4,500 1,000

30% 10% 8% ■80% 30% 10%1
For Puiltabs, ideal net is similar to adjusted gross income when there are no other taxes involved. There is a Federal excise tax of .0025 
of gross receipts, however it has been ignored lor simplicity ol this example._______«__________ ^ |___________ ____________

These examples assume lhat a player ol bingo and puiltabs has a lixed pool ol $20,000 to play with. Most players playback their 
winnings in one Iorm or another, either buying more puiltabs or playing more bingo games. II is very similar to Las Vegas. II you go there 
with $100 and you lose il, you quit playing and go home. II you have a 5% lax on gross, Ihen you still quit playing when you lose your 
m o n e y . _________ ___________ ___________ < j   .______ ________________ ____________

A higher minimum payout on Pulltab games was suggested as a way lo ollsot Ihe tax that was being proposed on Puiltabs last year. II 
that was implemented, it would have Ihe same elfect. The player Is not going to .ay more money because he has a limited pool. In fact 
he may play less because his odds of winning are a 25% less il you increase the ideal net from 20% to 25%. Clearly Ihe player will have 
5% less available for playbacks also.

I "I ' ---------1 I I  I I I  E
In example B, il the operating expenses do not change from example A, then Ihe Permittee will be out ol compliance and will loose his 
right to conduct gaming activities._________ ^  ̂ ^ ^ ^ ___________^ ^

In Example C, if the operating expenses are decreased, Hun Ihe Permittee can remain in compliance with the minimum requirements. 
However, in many cases, Ihe Permittee Is directly elfected by Ihe expenses of operation whether he is self-directed or acling as an MBP. 
Therefore it is ultimately Ihe Permittee lhat will be paying any lax on Gross.________________________________________ ______



Gerry Richards
Testimony before Commerce Committee
9-Nov-03

Page Ref Alaska Dept
Green St .tute Regulation
Book Ref Ref

B Ideas for simplifying and or clarify gaming statutes
1. Allow licensed operators lo pool gaming activities of all their Permittees. MBP's 

currently pool their activities. In other words, they combine their daily sales anc 
expenses in one pot and distribute it pro-rata at the end ol each month. An 
Operator pn the other hand must keep a separation for each game he conducts for 
a Permittee and likewise each expense. Operators tend to limit the number o 
Permittees they conduct games for because of the record keeping requirements, 
believe allowing pooling would result in operators spreading the sales between 
more Permittees and it would result in a more even flow of the net proceeds 
throughout the year.

41 AAC160.27

2. Change the required minimum payout for Operators and MBP's to a fixed payout. 
The current law reads that authorized expenses shall not exceed 70% for puiltabs 
and 90% for bingo. Permittees only in rare instances receive more then the 
required minimum for operators or MBP's. By changing the Statute to read a fixed 
%, then you could do away with much ol the complex reporting that currently is 
required on monthly, quarterly and annually. Eliminates all disputes over allowable 
expenses.

13 05.15.160

3. Eliminate the spousal equivalent rules currently in the State Regulations. They 
seive no purpose when Ihe Permittee is receiving Ihe 30% required minimum on 
puiltabs. They have no negative effect on Ihe Permittee.

86 AAC160.954

4. n many cases gaming operators also own bars and liquor stores that hold 
beverage dispensary licenses. Operators should be permitted to sell puiltabs in 
these establishments under their licensed authority as an operator, rather than 
requiring them lo be vendors. As operators they pay higher licensing fees, they 
provide cash bonds, and they are required to submit a reviewed financial 
statement annually. Current law needs clarification on this issue.

28 05.15.690
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"•apartment ol Revenue S t 3 t 6  O f A l a s k a

^  clvlslQn 2004 Gaming Permit Application
0 Box 110420

JUnoeu, AK 99811-0420 AS 05.15.020
Telephone 907.465.2320

This form is also available on the Interne: ac wv/w,tax,state.ak-us/pragrams/garnlng/
o r g a n iz a t io n  in f o r m a t io n
iFedoral EJN

f. 1
Pormit Number

Organization Namo Teiepnone Number

Mailing Address FaxNumoer

City Sliiin Zip Coda E-mail Addrasn

TYPE OF ORGANIZATION (cneck one box. For definition sea AS 05.15.630)

Chon table Pishing Derby Non Profit Trade Aaaoandon Religious
Civic or Sorvlco Fratornal Ourboa/d Motor Association Veterans
Oog Musburs Labor Police or Fra Oepa/lmenl IRA/Native Viltaga
Educational Munldpuilty Political'

ORGANIZED AS______________________________________
Q  Corporation___________________________ CD Partnership________________________________ □ Association

PERSONS IN CHARGE OF GAMES. Potsons most bo active mombors ot ttio organisation, or on employee of Ihn municipality, and designated by 
the organization. Members may not bo Dconsed as an operator, vendor, or employee ot a vondor.
Primary Momoer first Name Primary MemDer Last Noma AJternato Mamoer First Name Aitornato Member Last Name

Social security Numsor Oayurne T elepnone Number Social Socurliy Number Oaytime Tolophono Numbor

tailing Address MBiling Address

City State Zip Cade City Stale Zip Code

Has me primary mombor taken and passed Iho lest? Q  Yes Q  No 
Pormil numbor under which iho last wax taken.

Has the altomatu memaer taken and passed tho lost? CD Yea Q  No 
Pnrmil number unde/ which t/io lest was takon..........

MANAGER OF GAMES-As dofir.ed in ISAAC 160.33S.Vid ISAAC 160.365
Managor Namu Social Socurlty Numoor Daynme Telephone Numoor

Muiiing Address City Stoto Zip Code

THESE QUESTIONS MUST BE ANSWERED, (see IruUuclions)

Q  Yes D  No h a : any momDor ol management or any person wno Is responsible tor gaming activities ovor boon convictod of a felony, oxionion, or
a violation of a lav< or ordinance ot this atato or another jurisdiction that ki a crimo involving Utah or dishonesty or a violation ot 
gambling Inwa7

Q  Ym  Q  No Docs any momDor ol manogemonl of any porson who Is rosponstblo tor gaming activities nave a pronioilaa financial internal
as defined by l S AAC 1 60.354 - 353.

Wo aoclaro undor per,airy o l unsworn hilclthoilon, trior ms flaw  axumlnod Ibis application, including any atlactvnunla, and lhal to iho boat o l our knowledge and 
boliol, it is in jo and complete. Wo undoroiond lhat any faloo olaiomom made on I hid application or any attachrponls is punishable by taw,

Pllmu/y Member Signature
X

Printed Noma Data

Presidom or Vico Ptusldont Signatuie (see instructions)
X

Primed Name Dale

Marling Address ol Piesidont or Vjca Presidoni Doylimo Teiepnone

Pormit Poo: Check the appropriate box and enclose the correct amount.
Tho perm it foe la baaed on 2003 osdmatad gross receipts. M akoC heck3 Payable to tho State of Alaoka;

D  50 - S20.000 = S20.Q0 .20,001 - 5100,000 a  550.00 □  5100,001 ol Moro 5100.00

T OV«34ISlaio o{m m s moiitco u»o only:

Form 04-826 (Rav 09/03) Pago 1 s«o Inairucilo, .a tor mandatory attachmunis•- '*» -»«i:*nKU miinfrinnKtia* and hrwnl inhfi



03-2003 07:15PM FROM-Richards Johnson 4 Granbarry 9074523155 T-590 P .002/002 F -|

Organisation Name Federal EIN Pormit Numoer

OnmoTypo: cneck oaGh game type, (uao lor completing information selow.)
r- Bingo — Deep Freeze Classic — Qooso Classics — Raca Classics

Rallies Oog Mu3bor's Contest lea Classics Rain Claiaica
Pull-Taaa Dog Mushers Bwecpsiakns King Salmon Classics Satmcn Classics
Contest ol Skill i' Roh Oerbiaa Mercury Classics Snow Machine Ctaoaia
Carna’d Salmon Classic Special Draw Ro/llo

ACTIVITES CONDUCTED BY ORGANIZATION
Fadiiiy Name Physical Ad or sea Qame'TypoJs) Is Fadlliy

Q  Ownod 
O  Leased 
Q  Derated
Q  Owned 
Q  Leased 
Q  Oonaled
Q  owned 
Cl Leased 
Q  Donated
Q  Owned 
Q  Leased 
Cl Denoted
□ Owned 
Q  Leased 
Q  Denoted
Q  Owned 
Q  Laaaed 
Q  Donated

ACTlVtTlES CONDUCTED BY VENDOR (pulHaCo are the only gomoa a vendor can conduct) Vu-tdor rogialnat/cn and too must bo anachod.

Natno ot Vondcr Physical Address Vonaor Number

ACTIVITIES CONDUCTED SY OPERATOR
Name ol Operator PhysicaJ Address Qemo Type(a) Opnralors Ltcanae

ACTIVITIES CONDUCTED BY MULTIPLE-BENEF1CIARY PERMfTTEE
Nama oI MBP Physical Adoross Qnmo Typo(a) MBP Number

DEDICATION OF NET PROCEED".Tho organization must pianta use the not procuedn from gaming octivltlaa lor political, educational, tsvlc, public 
charilaHe, patriollc at religious ueoe at .Alaska. (3oo siatutea and regulations lor apeo'fia ruleo.) In iho space provided, toll how your organizsllcn Intends 
lo uoa tho nef procaoda from naming activiiioj fBa 3 p o c i ) i c t _______ ___



Alaska State Legislature

Senator Con Bunde 
Senate District P

Vice Chair: Senate Finance Committee 
Chair: Senate Labor & Commerce Committee 

Member: Legislative Budget & Audit Committee

During Session:
State Capitol 
Juneau, AK 99801-1182 
Phone: (907) 465-4843 
Fax: (907) 465-3871
E-mail: senator.con.bunde®leois.state.ak.us

During Interim: 
716 W. Fourth Avenue 

Anchorage, AK 99501-2133 
Phone: (907) 269-0181 

Fax: (907) 269-0184 
website: www.akrepublicans.org/bundeA G E N D ALabor and Commerce Meeting Wednesday, October 1st 2003 11:00 a.m.-6:00 p.m. Anchorage LIO , Rm220

I. 11:00- Call to Order and Roll Call

II. 11:15 -11:30- Explanation of Fiscal Note Implications and Comment from Larry 
Meyers, Department of Revenue

III. 11:30-12:30- Public Testimony on SB 178, SB 186 and Gaming in General
Testimony will not be separated by bills in an effort to accommodate
individuals' schedules.

IV. 12:30-12:40-Break

V. 12:40-2:00- Public Testimony

VI. 2:00-3:00-Lunch

VII. 3:00-4:30- Public Testimony

VIII. 4:30-4:40-Break

IX. 4:40-6:00-Public Testimony

X. 6:00-Adjournment

http://www.akrepublicans.org/bunde


Senate Labor and Commerce Committee
Wednesday, October 1,2003

A. Welcoming Words
B. Purpose of this meeting-To hear Public Testimony on Gaming 

and Lottery Legislation and gaming in general in the State of 
Alaska

C. Members Present:
D. Members Absent:
E. Today we will hear the following bills, SB 176 and SB 186 and also

hear testimony on the subject of gaming in general. We will take 
several short breaks throughout the meeting and also take a one- 
hour break between 2:00 p.m. and 3:00 p.m.

F. Agenda:

I. 11:00- Call to Order and Roll Call

II. 11:15 -11:45- Kelly Huber from Senator Taylor’s office to 
introduce bills and give a brief explanation.
Explanation of Fiscal Note Implications and Comment from 
Larry Meyers, Department of Revenue

III. 11:45-12:30- Public Testimony on SB 176, SB 186 and 
Gaming in General. Testimony will not be sepi rated by 
specific bills in an effort to accommodate indivl duals’ 
schedules.

IV. 12:30-12:40-Break

V. 12:40-2:00- Public Testimony

VI. 2:00-3:00-Lunch

VII. 3:00-4:30- Public Testimony

VIII. 4:30-4:40- Break

IX. 4:40-6:00- Public Testimony

X .  6 : 0 0 - A d j o u r n m e n t



The Economics of Gambling: Summary Points
Professor Earl L. Grinols, Dept, o f  Economics, University o f  Illinois 

Senate Finance Committee (30 April 2003,9:00 am. Room 8E-B, East Wing. Main Capitol, Harrisburg, PA)
House hnancc Committee (30 April 2003, 1:30 p.m., Room 205, Ryan Office Building, Harrisburg. PA)Studying economics of gambling since 1990.> Independent research.

> Not funded by gambling or anti-gambling organizations.Gambling attracts clientele disproportionately> 30% don’t gamble at all; most gamble rarely, minority 10% account for 66-80% o f wagers.> 30-50 % o f revenues der've from problem and pathological gamblers (e.g. 48.2% o f gaming machine revenue, Aus. Inst, for Gam bling Research, 2001; 37 % Montana keno machines; 1/3 Australia National Productivity Commission study, 1999.)> Convenience casinos, racinos, draw from nearby (over 70% from less than 35 miles)
> Bulk o f casino revenues are from slot machines.Gambling creates economic costs for society and taxpayers, including non-users.> Crime: E .g . Aggravated assault, rape, robbery, larceny, burglary, auto theft, embezzlement, fraud.> Business and Employment Costs: Lost productivity, lost work time, unemployment-related employer costs.
>• Bankruptcy
>  Suicide
> Illness: E .g. Stress-related, cardiovascular, anxiety, depression, cognitive disorders.> Social Sen'icc Costs: Treatment, unemployment &  other social services.
>  Direct Retaliatory Costs> Family Costs: E .g . Divorce, separation, child abuse, child neglect, domestic violence.
>  Abused dollars
>  (NB Electronic Cttmblinv Devices typically represent 60-80 % o f  typical Class III (casino style) 

revenues.)Gambling fails n cost-benefit test.> Even using ccnservative cost &  benefit estimates, costs to benefits are greater than $3:S1.
>  Social costs (mid-range) from gambling are approximately $214 per adult annually (of which crime = $63). Costs o f ,'ntroducing gambling depend on starting base, but typically exceed $130 per adult.> Social benefits (preferred number) are less than $42 per adult.> On a per pathological gambler basis, studies in different parts o f the nation conducted since 1994 conservatively estimate costs to be $10,100 per year.Economic Development; Failure of Impact Studies> IM P A C T  S T U D IE S  A R E  N O T  C O S T -B E N E F IT  S T U D IE S . More people working next door to you may have nothing to do with the well being o f citizens in your area. Well being may actually decline.> The value o f an additional job  has been estimated to be worth as little as zero to the community, or between S0-$ 1,500.' In a typical county o f 100,000 adults the introduction o f casinos would create additional social costs o f $12.7 m annually and direct social benefits o f $4.2 m. Using S750 as the average value to the rest o f the county o f a job means that casinos would have to increase the total number o f jobs in the county by more than 11,333 to improve well being o f residents, an unlikely outcome.> Gam bling promoters argue gambling creates regional jobs. This is sometimes possible, as in the case o f an Atlantic City or Las Vegas where the area has effectively converted itself into one large casino and entertainment center that serves primarily tourists. In general, however, gambling:— Loses area jobs when local gambler dollars are removed from the area (when they otherwise would not have been) in the form o f taxes or are spent by the casino owners or employees outside the area.— Creates area jobs when outside gambler dollars are spent locally by the casino and,—  Loses net jobs when the first flow is larger than the second.—  A  full accounting o f dollar flows, therefore, is needed to determine if  gambling will create more jobs than it loses.



GAMBLING, 
PSYCHOLOGY, 

AND 
STATE POLITICS

b y  R ic h a r d  E. V a t z  a n d  L ee S. W e in b e r g

"Those who gam ble too  much and suffer 
s ign ifican t losses— w hethe r th rough  lotteries, slots, 
or o the r means— cho o se  to  do so irresponsibly. No 

force extrinsic to w illp o w e r makes them. “

L EGAL GAMBLING has been in­
creasing significantly in recent years, 
as have the apposed expenditures lor 
pathological or compulsive gam­

bling. Congress created the National Gam­
bling Impact Study Commission (NGISCl in 
1999 "to conduct a comprehensive study of 
the social and economic impacts of gambling 
in the United States." The NGISC found that, 
over the last three decades, lotteries have be­
come the most-prevalent form of gambling in 
America and represent the pvxircst percentage 
payoff per player. Lotteries now exist in 37 
states and casinos are legal in more than half 
the states, according to NGISC. Gambling in 
some Ibnn is legal in all slates but Hawaii and 
Utah.

The University of Buffalo’s Research Insti­
tute on Addictions reported in 2IX)2 that X20 
of people gamble. Its previous surveys indi­
cated much-smaller numbers, such as the 
findings in 1*173 that fil'-'i- of the public gam­
bled and 03'-i as recently as I99S. Pan of the 
increase can be attributed to the considerable 
growth of lotteries.

Gambling in general thus having it. cased 
substantially over the years, it is interesting 
that the desire for slot machines—even limited 
by venue—to help balance the budgets in state 
governments is often opposed even by states 
with extant lotteries. The battle in Maryland 
over whether to approve a proposal to in­
crease legalized gambling in the form ol slots 
has Ivcomc a mttelsli it. fueled by a variety 
of issues, but none so b.isic as the v|ucstion of 
whether playing slot machines can lead to the 
alleged psychiatric disease called pathological 
or compulsive gambling.

Leading the opposition to sluts. Maty land 
Hot.se Speaker Michael I:. Bttscli wants to 
"study" the issue lot a year lust. He is moti­
vated, according lo The Wiisliinvlon Post. by 
his lather’s "alcohol and gambling problems 
which devastated the family." Thus. Busch 
becomes the equivalent of the reformed ad­
d'd—in this ease, the son of the addict—who 
is going to make all of Maryland pay for his 
perceptions or misperceptions regarding the 
cause of bis family \  difficulties.

Maryland is an interesting case for the 
fight over legalized slot machines. The state 
has run lotteries lor years, and people who 
oppose slots, one would think, would have to 
justify their apparent distinguishing Ivtvvcen 
the two forms of gambling.

In fact, there litis been little effort to recon­
cile the points of view except for periodic 
claims that the lottery is acceptable only be­
cause it has established a "squatter's right ” by 
being there al the current lime. There are 
Itx'sc claims periodically that, somehow, lot­
teries are less addictive than slots, but this 
point is made sparingly.

What makes the issue more poignant al 
this time in Maryland and perhaps in some 
other locales as well is that the state is facing 
huge deficits ami by law must come up with a 
balanced stale budget. Compounding the lius-
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trat ion of those w ho support slots is that hun­
dreds of millions of dollars are perceived to 
be lost to Maryland through its eili/cits going 
to nearby states, such as Delaware and New 
Jersey, and belling huge amounts of money 
that would otherwise l>c bet in Mary land.

In 2UU2. in Delaware, the state to which 
slotlcss Marylanders often go to gamble, the 
Rev. Lawrence \V. Wright claimed in his 
bribery and money laundering trial that Ins 
slot machine "addiction" made hint illegally 
use most of the $150,000 in city grants that 
were given to his church in 1999 ami 2000. 
The money had been intended for community 
programs, including support for senioi citi­
zens. Wright pilfered money to subsidize 
heavy gambling and subsidize the debts from 
his losses, sparing • oily SI0.000 for social ser­
vices foi which the money was intended.

Maryland (iov. Bob 1-Tit licit has argued 
lhat gambling is an "adult decision” involv ing 
the willingness to tcsiq temptation. This is 
rhetorically as close as a politician can gel to 
deny ing the litct of compulsive gambling that 
is out of the control of the individual player, 
Despite the disinclination of the Governor to 
acknowledge pathological gambling, his pro­
posals have included an amount of money set 
aside for compulsive gambling, including
0.1'.7 of the .SI.IOO.OOO.OOO in revenues ex­
pected from the eventual passage.

The major newspaper in the state. Tin■ llol- 
tiiiunr Sun. has utilized its news pages—as 
opposed to its editorial p;iges--to argue for 
more money and concern for gambling "ad­
dicts." never questioning the accuracy of the

term. The frustration of arguing the proposi­
tion that compulsive gambling is a myth is 
this; So many people who have become ac­
customed to the lent! "compulsive gambling" 
lielieve lhat to say it is a myth is to deny that 
there tire individuals who destroy their lives 
through heavy gambling.

The issue, simply put. is whether it is by 
conscious iin/in■ dial some people devastate 
their lives by gambling and losing amounts 
they cannot afford. The assumption that unit- 
fw h ir f  gambling—again, gambling over 
w hich the person has no control—is measur­
able by behavioral scientists is crucial to the 
understanding of its mythology. There have 
been a variety of measures which have pur­
posed to gauge the cuiiipnlsivity of gam­
bling. Years ago. there was the South Oaks 
Gambling Screen (sample question: "Have 
ivople criticized your gambling.‘"i and now. 
comparably, there is the Diagnostic Interview 
Schedule tDISi. based on the American I’sy 
chiairic Association’s Diaenusiic and Statisti­
cal Manual Version IV tDSM-IV). I’ltc IMS 
gauge lias Iven cited to "prove" the existence 
of compulsive gambling, but most people do 
not know it is simply a qucstion-aiul-answcr 
test that assesses how much misery respon­
dents have suffered through gambling.

In an o|j-ciied study in the Journal >‘J 
Cdinbliiifi Sludirs by John W. Welle, ft ol., in 
2(K)2. it is explained lhat the DIS contains 13 
items that correspond to 1(1 criteria for alleged 
compulsive gambling, tit should be noted that 
the DIS makes specific references lo lotteries, 
which Maryland already /no. t Typical of such
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surveys. this one is administered through the 
telephone—not ;i gisxl way. even if the con­
cept w ere clear, lo inter lack of control. While 
the numbers apjietu* precise, when one looks 
tit the operational definition of "pathological" 
and "problem" gambler. it is possible to see 
how arbitrary the terms are. Endorsing three 
criteria qualifies one as ti “problem gambler" 
ami endorsing five ei|u;tls "pathological gam­
bling." Moreover, even if one accepts the per­
centage !l.4 '< ) who are /Hitliolui'iail gam- 
blers tts gospel, this estimate represents a 
much-smaller percentage than the double-dig­
it estimates of the |x:rceniage of people who 
are addicted to alcohol. That said, the criteria 
of Ihe DSM-IV and Ihe HIS do not—and am 
not—measure v olition.

Questions in the DIS include* "Have you 
ever spent a lot of lime thinking about ways 
to gel money together w> you could gamble'.’": 
"Have you bet. bought a lottery lieket. or used 
a sic machine MORE Isiel than 5 limes in a 
SINCiLc YKAR Isiel'J"; "In the past 12 
months how often has your gambling ever 
caused you trouble with your s|xiuse/partner 
or a family member?’’

This last question is interesting because 
it—tilong with several others—allows the in­
terpersonal ramifications of gambling and the 
respondent's own allegation of the causal link 
of problems to gambling to affect what the 
psychiatrists "diagnose." 'Fite only question 
relating lo self-control is: “Have you more 
than once tried to quit or cut down on your 
gambling WITHOUT isir) being able to.’" 
How is il validated that the subject was un­

able to curb his or her actions? It is not.
The DSM-IV diagnostic criteria for the 

pathological type refer to the intensity of sub­
jects' urges to win back losses as well as the 
commission of crimes and antisocial acts al­
legedly as the result of losses. They include as 
one criterion of self-control the claimed in­
ability to stop gambling, but the psychiatric 
manual oilers no way to measure lhal either.

A somewhat parenthetical point one 
which consistently has implications for the 
politics of gambling, especially in Mar. laud, 
is the alleged disproportionate linaticia. dev­
astation suffered by African-Americans. Yet. 
Welle [xiinis out lhal blacks actually are less 
likely to gamble than whiles, but those who 
tlitl gambled in greater frequency with larger 
amounts of money lost. Welle claims that 
blacks suffer twice as often from pathological 
or problem gambling as whiles, but the num­
ber of gamblers is proportionately smaller. 
Specifically. African-Americans gamble less 
than whites on lotteries, hut evidenced mote 
involvement when they tlitl gamble.

To call heavy gambling an "addiction" 
falsely loads the argument against slots. Htere 
are no nourochcmieal or neurophysiological 
changes causally linked to heavy gannling. 
only some lhal occur as the result of its ex­
citement (increased adrenaline, temporaly rise 
in blood pressure, etc.). Those who gamble 
too much and suffer significant losses— 
whether through lolieries, slots, or other 
means—ehoost• to do so irresponsibly. No 
force extrinsic to will|x»wer makes them.

To some extent, the social battle over

whether to legalize more and more gambling 
has become a liberal-conservative issue. The 
Cato Institute, a conservative think tank, has 
issued many policy papers arguing against le­
gal harriers to Internet gambling, which is le­
gal in more than ."il) countries and many U.S. 
states.

The conservative contention, with some 
dissenters like syndicated columnist William 
Salire. is tli.tt gambling is just another vice in 
which a free people should be free to engage. 
Steve Chapman argues in Slate Magazine— 
similar to satirist Tom Lei tier’s famous point 
lhat the major argument recommending por­
nography is that "pornography is lun”—that 
the "central benefit" of gambling is the "di­
version and pleasure it provides to millions of 
people." Chapman neatly sums up by staling 
that. "To incurable bltienose.s, gambling is an 
infuriating seam. Hut why assume gambler*, 
are being fooled? It's more reasonable to as­
sume that they know they will probably lose 
but are happy to take that chance for 11 the 
pleasure of play ing and 2i the chance of com­
ing out ahead. In the end that’s a decision they 
ought to be free to make, unimnedcil by 
moralists and MX'iul reformers who think or­
dinary people cannot be trusted to look alter 
their own interests. If gambling weie the grim 
scourge portrayed by its opponents, il would 
not have gone from a contemptible vice to an 
innocent diversion in a single generation.. . .  
Gambling has become a widespread pastime 
for the simple and unassailable reason that it 
adds to the sum of human happiness. That’s 
reason enough to leave it alone."

Even those who believe in gambling addic­
tion cite small percentages relative to the per­
centages claimed for drug and alcohol addic­
tion 1 1.6.6.2. and I3.S'.». respectively, accord­
ing to the Harvard Medical School's Division 
on Addictionsi. The arguments that support 
expanded op|xirtunities short of casinos sim­
ply are more persuasive then the psychologi­
cal warnings of the antigambliug forces.

Concern about gambling addiction is not 
the only argument raised by those opposed to 
slot machine gambling, casinos, and the like. 
There are other issues, such as the cultuie ol 
gambling—cspeei** with expanded oppor­
tunities—and the s me increase that some 
disputedly maintain is unavoidable when 
gambling takes hold in a stale.

To the extent, however, that people cite 
pathological or compulsive gambling as their 
reasons for opposing slots or other types ol 
gambling, it reduces their objection to a desire 
for a "nanny stale." one in w hich the state acts 
in laid parentis lo prevent its citizens Irom 
hurting themselves. *

Richard Vat:. Associate / ’< vi 7/o/oey /alitar 
i if  USA Today, is pro/e war <>/ rhetoric ami 
eommiatieotion. line urn ti\ld.i University,
l.ev .S'. Weinberg, Assot iate I'sycliolony htli- 
lar of USA Today, is t;n associate / tmfcssnr 
in the Graduate School oj I'unlie ami Interna- 
liomil Affairs. I ’niwrsiiv ifl'ltisbnruh t l ’a.i.
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C O M P A S S :  Points of view from the community
By THE REV. MICHAEL KEYS

As bu d g e t d e fic its lo fnn o v e r Juneau 
and o th e r p a r ts o f A laska , m an y a re seek­
in g  easy so lu tio n s to d if f ic u lt p rob lem s . A 
se rie s o f re g re ss ive and Hal la x so lu tio n s
—  a f i r s t pa yche ck "h e a d ” la x , Ih e e lim in a - 
1 ion o f th e lo n g e v ity bonus o r Lite redue l ion 
o f H ie P e rm a n e n t F lu id d iv id e n d — have 
been p roposed , w h ic h ta rg e t the w o rk in g • 
p o o r in  ways th a t show ju s tic e ; fa irn e ss and 
a b il i ty  lo  pay have been abandoned . W ith 
re d u ce d fe d e ra l and s ta le  se rv ic e s because 
o f p ro g ra m  eu ls , the w o rk in g  p o o r a re be­
in g  h i t b y a “ p e r fe c t s to rm ”  o f econom ic ■ 
d isas te r.

N ow  g am b lin g is p roposed as an easy 
w ay lo so lve A la s ka ’s p rob lem s . G am b lin g 
p rom o te rs w il l pa rade th e s ta tis t ic s show ­
in g how  m uch m oney lo tte r ie s and video 
p o ke r w il l g ene ra te fo r U tc s la te . “ T h is is 
a v o lu n ta ry  a c tiv ity ,”  th e y w il l p ro c la im , 
“ l l te tc fo re  no one is u n fa ir ly  im pa c te d .”
Yet, w il l w e ho n e s tly eva lu a te H ie tru e 
cos ts lo  A laska and Ihe poor?

As a pas lo r, 1 have sa l w ith  m any fam i­
lie s de vas ta te d l>y the consequences o f 
“ p la y in g ”  v ideo poker, pu ll- ta b s am . lo tte r ­
ies. One s tu d y o f g am b le rs in Iow a show ed . 
lh a l th e ra le  o f com pu ls ive g am b lin g rose 
from  1.7 p e rc e n t in 19119 (be fo re cas inos 
w e re in tro d u c e d ) lo 5.‘1 p e rce n t o f ( lie a d u lt 
po p u la t io n in 1995 (a fte r seve ra l yea rs o f 
cas in o o p e ra tio n ) .

In  1995, the E vange lic a l L u th e ra n 
C h u rc h in Am e ric a pub lis h ed a s tu d y gu ide 
on ( lie  im p a c ts o f g am b lin g on th e com ­
m u n ity  and Hit; p oo r (www .e lca .o rg /dcs / 
g am b iin g .h lm l) : “As s tud ie s have show n
—  in c lu d in g  those conduc ted by lo tte r ie s 
th em s e lv e s — p o o r peop le spend a m uch 
la rg e r p ro p o r t io n  o f th e ir in com e on the 
lo t te ry  I l ia n  do llio s c  in m id d le - o r uppe r- 
in com e b ra c k e L . In  fa c l, re ce n t s tud ie s 
sugges t th a t the poo r spend m o re on Ihe

I  challenge our representatives and the 
governor to not he seduced into easy 

solutions. Do not let Alaska'promote values 
which contradict that which has made Alaska 

strong— virtues o f  thrift, hard work and  
responsibility..

lo t te r y  in abso lu te , n o t m e re ly p ro p o r­
tio n a l, te rm s . I f  w e co n d u c t s u ite  lo t te r ie s  
p r in c ip a lly  because l l ie y  ra is e  p u b lic  fu n d s , 
then lo tte r ie s seem to v ie •to o u r s tro n g  
c om m itm e n t lo  p ro g re s s iv e ta x a tio n  —  ( lie  
idea l l t a l those w h o a re  b - t ie r  ab le to pay 
shou ld b e a r a g re a te r p c i * ion o f p u b lic , 
bu rdens . A l the v e ry  leas . I lie  eos ls o f o u r 
com m on p ro je c ts s h o u ld  n o t fa il d is p ro p o r­
t io n a te ly on H ie poo r.”

T hose who a rg u e fo r g am b lin g  t ire  n o t 
hones t a bou t w ho is la rge ud. L o t te ry  
a d ve rt is e rs ta rg e t th e poor, p re y in g  on a 
sense o f e conom ic hope lessness , c la im in g  
lo o ffe r a re a l chance o f fin a n c ia l success , 
p rom is in g  lo la ke yo u fro m  “ y o u r s t re e t lo 
easy s tre e t.”  T h e odds fo r w in n in g  in s la te - 
sponso red g am b lin g a re  o fle n  o ve rs ta te d 
by the p rom o te rs ; lo t te r ie s  g e n e ra lly  pay 
ou t a ro u n d 50 p e rc e n t o f th e am o u n t w a ­
ge red . T h e E LC A  s tu d y re p o r ts :

"B il lb o a rd s and ra d io  com m e rc ia ls fo ­
cus on low c r- in e om e a re a s and m a rk e ts , 
w h ile  ad cam pa ign s an d new  gam es a re 
lim e d .to co in c id e w ith  th e re le a se o f g o v ­
e rnm e n t b e n e fit checks . L o tte r ie s  a rc  so ld 
the sam e w ay as an y o th e r p ro d u c t: id e n ­
t ity  lik e ly con sum e rs , th e n s t im u la te  th e ir 
des ire .”

W hen A tto rn e y G ene ra l Jo h n A s h c ro f t 
se rved in the U.S. Sena te , ne com m en te d 
t lu i l com m un itie s em b ra c e g am b lin g

because th e y ’re  bu y in g in to a lie , a q iiic k - 
f ix  m e n ta l i ty  th a t re s u lts in bankrup tcy ,
, h ig h e r c r im e  and pe rsona l des tru c tio n . 
B is h o p W ill ia m  M o r r is  o f N ashv ille -U n ite d 
M e th o d is t C h u rc h com m on led :

" T h e re  is no o i l ie r w ay to say it. A lo t­
te r y  is an im m o ra l m eans l l i . i t ba lances 
o u r s la te  m id g e t on the backs o f the poor.
... T h e c h u rc h has no cho ice In t i to be in ­
vo lved , ... We be lie ve g tm il i l in g  is a menace 
lo  soc ie ty . Wo be lie ve gove rnm en ts need lo 
seek sou rce s o f fu n d in g th a t o ffe r balanced, 
lo ng te rm  so lu tio n s .”

P u b lic o ff ic ia ls shou ld look a t th e w ide 
ra n g e o f con ce rn s exp ressed b y na tiona l 
re lig io u s leade rs and denom ina tio n s 
c o n c e rn in g  s ta le -sponso red gam b ling . I 
ch a lle n g e o u r re p re se n ta tiv e s and Ihe gov­
e rn o r Lo n o t lie  seduced in to  easy so lu tions . 
Do n o t le t A la s ka p rom o te va lues lh a t con­
t ra d ic t those I h a t have m ade A laska s trong 
—  v ir tu e s o f th r i l l , h a rd  w o rk and respon ­
s ib ility . P u b lic o ffic ia ls need lo ho held 
a cco u n ta b le fo r tho fisca l gap and Ihe dec i­
s io n s a b o u t lu xa tio n . W hen the comm on 
good is a t s ta ke , l l t c  com m un ity shou ld 
fu n d i l . R eg ress ive o r lin t taxes a re no t Ihe 
so lu tio n , n o r is  p rom o tin g gam b ling . Real 
s o lu tio n s re q u ire  rea l leadersh ip .

H  Tlio (icv. Mlcliacl F. Keys Is the pastor of Central Lutheran 
Cliumh In Anclmrago,
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VOTE NO ON MEASURE 66

March 12, 1997: "Gambling in Oregon"*, Report o f the Independe nt Study 
Committee formally affiliated with the City Club of Portland.

Executive Summary:

Oregon is addicted to gambling.

hi less than two decades, the state has gone from being one where gambling 
activity was mostly illegal, to one where the level of gambling rivals that of 
Nevada. Revenue from state-sponsored gambling, once an incidental source of 
funds, is now second only to the income tax as a discretionary source of 
revenue for this state.

The presence of gambling in our state is not new, but the existence o f a virtual 
state monopoly is relatively recent wrinkle in gambling's history in Oregon.

The purpose o f the Lottery, as stated clearly in the original initiative, is to 
generate revenue in a manner that "is commensurate with the public good." 
What has never been make clear is what is the State's interpretation of that 
mandate as it relates to overall public policy. This lack responsibility on the 
part of our elected officials has led to a host of associated problems; these 
problems are only compounded by die massive amount of revenues generated 
by the Lottery. Such problems include:

The presence of the state in actively promoting gambling, which presents a 
clear conflict of interest with respect to die role of the State in protecting the 
social, moral and material welfare of its citizens. The State should instead 
confine itselfto a regulatory role in relation to gambling, with the 
understanding that any other involvement on the part of the State threatens to 
devolve into a classic case of'the ends justifying, the means.'

Oregon's increasing dependence on video poker revenues specifically, which 
statistics show to be by far the most addictive form of gambling currently legal 
in Oregon. A majority o f state programs are already hostage to video poker 
revenues for their ongoing funding, and are therefore subject to a source of 
revenue which is prone to fluctuation from year to year, rendering precise 
budget forecasting impossible.

The seemingly "painless" money raised by state-sponsored gambling, which 
has allowed die Legislature to conveniently duck the greater issues surrounding

http://www.dweezil.org/~dweezil/no66/thoughts-on-state-sponsored-gambling.htm 9/3/03

http://www.dweezil.org/~dweezil/no66/thoughts-on-state-sponsored-gambling.htm


thoughts on State sponsored gambling Page 2 o f 2
me need to examine other sources o f  funding for the State; it cannot be only 

- coincidence that the passage o f  both Measure 5 and Measure 47 have brought 
calls for an expansion o f  gambling products in Oregon..

A marked increase in gambling addiction and related problems with no clear 
mandate to treat, let alone prevent, such tragedies. National research indicates 
that as many as 5% o f  our citizens are at risk o f  becoming gambling addicts, 
with all the attendant problems o f increasing rates o f  embezzlement and other 

j white collar crimes, as w ell as job losses and resulting family dysfunction and 
disintegration.

February 23, 1997: "Curbing a gambling habit", The Oregonian.

As we've said before, this growing reliance on state gambling to pay for key 
state services -- education, for example -- is irresponsible because it is a 
regressive tax on the gullible and because it invites the growth o f  the gambling 
industry in Oregon which is  not the kind o f  economic development that will 
make Oregon a better place to live.

"It's ironic that the legislators who absolutely don't want to raise taxes on the 
people don't define this (gambling) as a tax ...I don't want to reach a point in 
this state where the need for more gambling drives social policy. " Governor 
John Kitzhaber
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Home | About the Cot 'ition | Tribal Governments & Gaming | Current Gambling | Expansion Proposals | FAQ | Editorials &

Related Topics:

Entertainment Industry 
Coalition Proposal

Electronic Gamino-Current- 
and Proposed

Card Room and Restaurant 
Revenues

Impacts of Fxpanded- 
Gambling

Oregon-Case Study

Cost to Other Businesses

Oregon Case Study

Relying on gambling revenue is not without its consequences for a state-consider Oregon. Ir 
1991, the Oregon Legislature authorized the Oregon Lottery Commission to operate a state- 
run electronic gambling system with video lottery and draw poker machines throughout the 
state. The system was available to establishments that sell alcohol by the drink. In 1992, tht 
Oregon Lottery started collecting revenue from the video lottery and draw poker machines.

In 1997, after a state task force noted its concerns about the social impact of gambling 
addiction, Oregon Governor John Kitzhaber issued a new policy framework to balance the 
state's use of gambling revenue with the "the public good."

The folio.ring are highlights of Governor Kitzhaber’s revised gambling policy after just five ' 
years of experience with a system similar to one being considered by some legislators in 
Washington.

G ove rn o r K i t z h a b e r 's  F in d in g s
•  The legalization of video poker terminals resulted in greater dependence in the 

restaurant and bar business on video poker revenue.
•  There are lhree categories of gambling "addiction" or dependency in Oregon:

1. Gambling addiction among individuals.
2. Dependence on lottery proceeds by certain retailer establishments.
3. Dependence on lottery proceeds by the State of Oregon itself.

•  It is not commensurate with the public good to increase addiction or dependency in 
any of these three categories.

G ove rno r K itzh ab e r's  R e co m m en d a tio n s
•  Reduce gambling addiction among Oregonians by increasing funding for idenb'ficatioi 

outreach, treatment and other measures.
•  Reduce the dependence of retail establishments on lottery proceeds by tightening 

retailer commission regulations.
•  Reduce the dependence of the State of Oregon on lottery proceeds with new laws to 

limit the use and expenditure of gambling revenue.
•  Halt the expansion of the Oregon Lottery by prohibiting video line games and 

imposing a freeze on the number of lottery machines until the accompanying 
recommendations have been addressed.

Download this information

PO Box 4882, Seattle, WA 98194 • inftxawctsr.om • (206) 729-2166 
©  2002 The Washington Coalition for Tribal Self-Reliance. All Rights Reserved. 
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S t a t e s  P l a c e  T h e i r  B e t s  o n  G a m i n g

s state budgets continue to tighten, lawmtik- 
ers around the country are hoping to revive 

l their bottom lines by expanding legalized 
gambling. But gaming initiatives are not a sure thing. 
Backers often must endure long political battles only to 
leave the decision to a public referendum. Some high­
lights frcm around the country:

C o lo ra d o
Even though tounsm is Colorado's second largest 
industry, the state spends less than its neighbors to 
lure visitors, according to Mike Coffman, 
state treasurer. To address the short' 
coming, Coffman in March sub­
mitted a proposal to allow taxes 
collected frcm casinos in Black 
Hawk. Central City and Cripple Creek 
to be used in an effort to attract more 
out-of-state visitors. The measure, 
which is backed by the Colorado 
Hotel & Lodging Association 
as well as tne Denver Metro 
Convention and Visitors Bu­
reau. currently is undergoing 
a review by state legislators 
If approved, it could appear on 
the ballot as early as November 2004

Developers in Butte hoped to win state backing 
when they proposed Destination Montana — an ambi­
tious S1.3 billion plan with blueprints for to casmcs. 
music halls, a theme park, golf courses aid more than
10,000 hotel rooms Advocates said the project would 
generate more than 3100 million in annual revenues 
but state legislators voted no: supporters vow iney will 
revive the bill at the first opportunity.

Rbupp, 'sicj.
In April, a state commission called for a November ref­
erendum that would allow voters to decide if Rhode 
Island should have a destination resort-stylo casino 
Meanwhile, the Narragar.sett Indian Tribe has been in 
talks with Harrah's Entertainment to build a casino in 
West Warwick, a two-phase project that calls for a

1,200-room hotel, a health spa, meeting space, a spe­
cial event center and more than 4,000 slot machines.

AdiiUHi!
In November, voters will decide whether to allow the 
Passamaqucddy Tribe and Penobscot Nation to build a 
S650 million casino in the southern part of tne state. In 
addition to gaming options, the new property reported­
ly would offer convention space, a show room, restau­
rants and a nature presen/e. Under the terms of the ref­
erendum. slot-machine revenues must be paid to the 
state to relieve local taxes and fund education. Critics 
such as state governor John Baldacci are drumming 

up grassroots support to defeat the measure.

vitrb.'NSltai 
Legislators in Lincoln are re­
viewing a proposal to amend 

the state constitution to legal­
ize Class ill. Las Vegas-styie 

gaming. If approved, the measure 
would appear on the calloi this 

November. Initial plans call for up 
to eight casinos operated by Native 

American tribes.

State official .; facing a nearly SIC billion bud­
get deficit, are considering a proposal to legal­

ize casino gambling, Under the plan*, cas.nos would 
pay a 15 percent gaming tax on all revenue. The pro­
posal is currently under state review but could appear 
on a ballot as earlv as tnis November.

a .April residents ot Shutlsburg. near tne :owa and 
Illinois borders, voted overwhelmingly to build a casino 
with a 300-raom hotel, a convention center, a spa and 
a golf course The project, which awaits federal and 
state approval, would be operatec off-reservation by 
trie L.ic du Flambeau Band of the Lake Superior 
Chippewa Indians. Economic benefits would reported­
ly include S100 million m annual city and state rev­
enues. Supporters hope to see construction within trie 
next two vears. ■ar:uCLMn>ji v , 53
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State Lottery SB 178September 30, 2003 Page 2 o f2Revenue/ExpendituresOperating expenditures and revenues will vary from state to state depending on many factors including the number and type o f games, size o f maximum payoff, payoff percentage, state and local regulations, size o f population, geography, population density, propensity to gamble, personal disposable income and history o f gaming. For example, according to La Fleur’s 2003 World Lottery Almanac, net income (total sales -  prizes - expenses) to lotteries (excluding electronic gaming) varies between $8 per person in South Dakota and Montana to $140 per person in Massachusetts.Even if  it was possible to know the exact games that the Alaska State Lottery Corporation would choose, it would still be very difficult to estimate the operating expenses and revenue because o f  how hard it is to adjust for difference in demographic and socioeconomic characteristics. However, without knowing what type and number of games will be chosen, it is impossible to obtain any useful estimates.Because South Dakota is the state closest to Alaska in total personal income ($20.5 vs. $20.7 billion) and very close to Alaska in population (761,063 vs. 643,786) it may represent the best proxy for gambling revenues in Alaska. In F Y  2002 the net income to South Dakota from lottery games and instant tickets was $6.3 million. This includes powerball (the most popular multi-state game), cash lotto (South Dakota’s in-state lottery game) and instant tickets and other lottery games, but does not include electronic gaming machines. I f  we adjust for the number o f potential players in Alaska then our after-prize income estimate would be $10 million. If  we then adjust expenses using the average annual pay differential from the Bureau o f Labor Statistics then the total expense estimate for Alaska would be $8.7 million. The Alaska lottery would then only generate an estimated net income o f $1.3 million. In addition, a lottery will have an effect on charitable gaming. This is particularly true o f  instant tickets that are very similar to pull-tabs. In fiscal year 2002 the state received $2.5 million from fees and taxes levied on the charitable gaming industry. We expect that a lottery (particularly if  it included instant tickets) would reduce this amount.O f  course there are states with higher per person lottery sales and it is possible that Alaska would be closer to the median powerball or instant ticket per person sales. Using the medians, the estimated net income to Alaska from instant tickets ($7.0 million) and powerball ($3.0 million) would then be closer to $10 million a year. This estimate is probably high because it is skewed upwards by those states that attract cross-border traffic and does not account for higher costs in Alaska.
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NATIONAL GAMBLING IMPACT 
STUDY 

COMMISSION

L O T T E R IE S

In the words of one lottery director: "Lotteries a re different 
from any other gaming product. Lottery p layers risk a 
small amount of money against very long odds to win a 
large prize, with the net p roceeds going to the public 
g o o d . " 1

The lottery industry stands out in the gambling industry by 
virtue of severa l unique features. It is the most widespread 
form of gambling in the U .S .: currently, lotteries operate in 
3 7  states and the District of Columbia. It is the on ly form of 
commercia l gambling wh Lb a majority o f adults report 
having played. It is a lso the only form o f gambling in the 
U .S . that is a virtual government monopo ly . State lotteries 
have the worst odds of any common forr,; o f gambling (a 
chance of approximately 1 in 12 -14  million for most 
existing lotto games), but they a lso p rom ise the greatest 
potential payoff to the winner in abso lute terms, with prizes 
regularly amounting to tens o f millions of dollars.

Lotteries rank first among the various forms of gambling in 
terms of g ross revenues: total lottery sa le s  in 1996  totaled 
$ 4 2 .9  billion. 1982 gross revenues were $ 4  billion, 
representing an increase of 9 5 0 %  ove r the preceding 15
years , 1 9 8 2 -1 9 9 6 .2

Lotteries have the highest profit rates in gambling in the 
U .S .: in 1996 , net revenues (sa le s  minus payouts, but not 
including costs) totaled $1 6 .2  billion, o r  a lmost 3 8%  of 
sa les . They are a lso the largest source government 
revenue from gambling, in 1 99 6  netting $ 1 3 .8  billion, or 
3 2 %  of money wagered, for governments at all levels.

History

Although making decisions and determining fates by the 
casting of lots has a long record in human history 
(including severa l instances in the Bible), the use lotteries 
fo r  material gain is o f more recent origin, a lthough o f 
considerab le antiquity. The first recorded public lottery in 
the W est was held during the reign o f Augustus C ae sa r  for 
municipal repairs in Rome. The first recorded lottery to

http://govinfo.library.unt.edu/ngisc/research/lotleries.ht
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distribute prize money was held in 1466 in Bruges, in what 
is now Belgium, for the announced purpose of providing 
assistance to the poor.

Lotteries held a prominent place in the early history of 
America, including an important role in financing the 
establishment of the first English colonies. The first such 
lottery, in 1612, raised 29,000 pounds for the Virginia 
Company. Lotteries were frequently used in colonial-era 
America to finance public works projects such as paving 
streets, constructing wharves, even building churches. In 
the 18th century, lotteries were used to finance 
construction of buildings ut Harvard and Yale. George 
Washington sponsored a lottery in 1768 to build a road 
across the Blue Ridge Mountains, but it was unsuccessful.

Several lotteries operated in each of the 13 colonies in 
1776. In the American Revolution, Benjamin Franklin 
sponsored an unsuccessful lottery to raise funds for 
cannons to defend Philadelphia against the British. In the 
year of his death, 1826, Thomas Jefferson obtained 
permission from the Virginia legislature to hold a private 
lottery to alleviate his crushing debts. Held by his heirs 
after his death, it was unsuccessful.

Most gambling, and all lotteries, were outlawed by the 
several states beginning in the 1870's, following massive 
scandals in the Louisiana lottery - a state lottery that 
operated nationally -- that included extensive bribery of 
state and federal officials. The federal government 
outlawed use of the mail for lotteries in 1890, and in 1895 
invoked the Commerce Clause to forbid shipments of 
lottery tickets or advertisements across state lines, 
effectively ending all lotteries in the U.S.

Reestablishing the Industry

The revival of lotteries began in New Hampshire in 1964 
with its establishment of a state lottery. Inspired by New 
Hampshire's positive experience, New York followed in 
1966. New Jersey introduced its lottery in 1970, and was 
followed by 10 other states by 1975. Currently, 37 states 
and the District of Columbia have operating lotteries.

In virtually every state, the introduction of lotteries has 
followed remarkably uniform patterns: the arguments for 
and against adoption, the structure of the resulting state 
lottery, and the evolution of the lottery's operations all 
demonstrate considerable uniformity.

The principal argument used in every state to promote the 
adoption of a lottery has focused on its value as a source
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o f "painless" revenue: p layers voluntarily spending their 
money (as opposed  to the genera l public being taxed) fo r 
the benefit o f the public go id. According to one  expert, the 
dynamic is a s  fo llows: "Voters want states to spend more, 
and politicians look at lotteries a s  a way to get tax money 
fo r free." 3 A key e lement in winning and retaining public 
approval is the degree to which the p roceeds o f the lottery 
a re seen as  benefiting a specific public good, such as 
education.4 This argument is particularly effective in times 
o f econom ic s tress , especia lly  given the prospect o f tax 
increases o r  cuts in public programs. But studies have 
a lso  shown that the popularity o f lotteries is not 
necessari ly  connected to the state government's actual 
financial health, as lotteries have consistently won broad 
public approva l even when the state's fiscal condition is 
good. As C lotfe lter and C ook  report, "the objective fiscal 
circumstances o f the state do not appear to have much 
influence on whether or when states adopt lotteries." 5 In 
this sense  it appea rs  that the public's approva l of lotteries 
rests more on the idea o f lotteries reducing the potential 
tax burden on the genera l public than it is on any specific 
instance o f relief.

That being the case , lotteries have proven to be 
remarkab ly popular: in authorizing the lottery, virtually 
every state has required approva l by both the legislature 
and the public in a re ferendum on the subject. Yet in only 
one state - North Dakota -- has the public consistently 
voted against a lottery.

Once established, lotteries retain their broad public 
support: in states with lotteries, 6 0%  o f adults report
playing at least once a  year.6 In addition to the genera l 
public, lotteries a lso  deve lop extensive specific 
constituencies, including convenience store operato rs (the 
usual vendors fo r lotteries); lottery suppliers (heavy 
contributions by suppliers to state political campaigns are 
regularly reported); teachers (in those states in which 
revenues are ea rmarked for education); state legislators 
(who quickly become accustomed to the extra revenue), 
etc. Since New Hampshire initiated the modern era of 
state lotteries in 1964 , no state lottery has been abolished.

A second argument made by lottery promoters is that 
because illegal gambling a lready exists, a state-run lottery 
is an effective device both fo r capturing money for public 
purposes that otherwise would d isappear into criminal 
hands and a lso  for suppressing illegal gambling. The 
evidence suggests that this may be partially true for the 
so-ca lled "numbers" games . S om e  lotteries have explicitly 
designed their gam es toward this public policy goal. New

3 of 21 Q/d/9nm ,i-n d*.i

http://govinfo.library.unt.edu/ngisc/research/lotteries.hlr


Lotteries http://govinfo.library.unt.edu/ngisc/research/lotteries.ti

York's lottery, fo r example , reports that as  a result, "illegal 
numbers activities have been eliminated for the most part 
in most a reas  o f  the State with the exception o f New York
City." 7

Critics counter, however, that whatever the impact on 
revenue and illegal gambling may be, the benefits o f the 
lottery are more than o ffse t by its expanding the number of 
people who a re drawn into gambling. W orse , lotteries are 
alleged to promote addictive gambling behavior, are 
characterized a s  a m a jo r regressive tax on lower-income 
groups, and are said to lead to other abuses . Even more 
troubling, however, is the genera l criticism that the state 
faces an inherent conflict in its desire to increase 
revenues and its duty to protect the public welfare. These  
criticisms will be d iscussed further below.

The Evolution o f the Lottery

Once established, the various state lotteries have followed 
similar paths: the state legislates a monopo ly fo r itself; 
establishes a state agency o r public corporation to run the 
lottery (as opposed  to licensing a private firm in return for 
a share o f the profits); begins operations with a modest 
number o f relatively simple games; and, due to constant 
p ressure fo r additional revenues, progressively expands 
the lottery in size and complexity, particularly in the form of 
adding new games .

Revenues typically expand dramatically after the lottery's 
introduction, then level off, and even begin to decline. This 
"boredom" factor has led to the constant introduction of 
new gam es to maintain o r increase revenues. Be fo re  the 
m id-1970s, state lotteries were little more than traditional 
raffles, with the public buying tickets for a drawing at som e 
future date, often weeks or months in the future.
Innovations in the 1970s , however, have dramatically 
transformed the industry. The first such innovation was the 
so-called "instant games ," especia lly in the form of 
scratch-off tickets. These  had lower prize amounts, 
typically in the 10s o r 100s  o f dollars, with relatively high 
odds o f winning, on the order o f 1 in 4. As important, the 
purchaser could immediately determine if he had won or 
lost, thus increasing the excitement value.

A more far-reaching deve lopment was the advent of 
on-line computerized vending. The first major innovation 
from this was a daily numbers game, modeled on the 
illegal numbers gam es historically present in all majoi 
American cities. The advantages to the player of this new, 
legal game included the ability to choose his own "lucky"
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number, thereby giving him a greate r sense  o f 
participation (even if his actual odds o f winning remained 
unaffected by his choices) and allowing him to determine 
that day if he had won. As the patrons o f illegal numbers 
g am es typically p layed quite frequently, many playing 
every day, the income generated for the state lottery from 
this activity grew enormously .

In the 1980s , this on-line system a lso permitted the 
introduction o f lotto, the game most c lose ly associated 
with the lottery in the public mind. Lotto differs from its 
counterparts in having eno rm ous jackpots, often reaching 
into the millions and even tens o f millions of dollars. It is 
a lso  the only form of lottery game played by the genera l 
public. The tremendous publicity generated by the prizes 
and by the stories o f winners has made the lotto part o f 
the genera l culture. In recent years , the figures for the top 
prize have continued to increase as multi-state consortia 
have been formed with a joint jackpot.

The most recent, and most controversia l innovation, as 
well as by fa r the fastest growing element in revenues for 
the lottery, is electronic gambling o r Video Lottery 
Term inals (VLTs), most prominently in ihe form of the 
machine version o f keno. O ther types o f electronic 
wagering are in deve lopment for use by the lotteries, with 
a focus on a m ore  intense and repetitive interaction 
between p layer and machine, including on-line slot 
machines installed in public vendors. These new products 
m ay further blur the line between casino gambling and the 
lottery.

The introduction o f these new types of games - instant 
tickets, daily numbers, the lotto, and VLTs - has entirely 
displaced the original sweepstakes form o f the lottery. 
Driving these and other changes, and the ongoing 
expansion o f the industry, is the "relentless" p ressure for 
revenue. O regon has been a leader in adding new games 
to its existing portfolio, introducing sports betting in 1989  
as part o f its lottery. The p ressures to expand show no 
sign of diminishing, guaranteeing the continuing evolution 
o f new gam es likely to generate ever-greater controversy: 
"No one thought they were legalizing slot machines when 
they voted for the Delaware Lottery, but now any game 
owned by the state lottery is legal." 8 Nevertheless, 
innovation in g am es will a lmost certainly continue because 
"it appea rs  that the primary instrument for converting 
moderate o r inactive players into active players is product
innovation, rather than advertising." 9

The Evolution of Debate
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innovation in gam es will a lmost certainly continue 
because  "it appea rs  that the primary instrument fo r 
converting m odera te  or inactive p layers into active p layers 
is product innovation, rather than advertising." 9

The Evolution of Debate

Once the lottery has been established, debate and 
criticism change focus from the genera l desirability of a  
lottery to m ore  specific featu res o f its operations, 
including the orob lem  o f compulsive gamblers , a l leged 
regressive impact on lower-income groups, and other 
p rob lems o f public policy. T hese  criticisms both a re 
reactions to, and drivers of, the continuing evolution o f the 
industry.

P romoters  o f  state-run lotteries usually invoke the 
concept that, regard less o f one's views about the morality 
o f gambling, a  lottery can be used to support the genera l 
welfare, either as a  m eans o f increasing funding fo r public 
works o r by reducing the necessity to raise taxes. In 
recent years , however, there has been increasing 
criticism that the public's perception of where the money 
generated by the lottery is going is incorrect, o r  even that 
the public is being deliberate ly misled. In a minority of 
states, the p roceeds of the lottery are sent directly to the 
genera l fund fo r the legislature to appropriate as it s ee s  
fit. Far more comm on is the "earmarking" of lottery money 
fo r identified programs. Currently, 10 states ea rm ark  
lottery money exclusively for education; in 15 others, it is 
directed toward uses as varied a s  tourism, parks and 
recreation, econom ic development, construction o f public 
buildings, etc. C o lo rado  targets revenues to 
environmenta l protection programs; the Virgin Is lands 
uses part o f its earnings to help fund a local children's 
hosp ita l .10 In Massachusetts , lottery revenues are 
redistributed to local governments, amounting to ove r 
$ 5 0 0  million in FY 1 9 9 7  and acounting for 3 /4 o f the 
state's aid to cities and towns.11

Critics charge, however, that the "earmarking" o f funds is 
misleading: lottery p roceeds used for a specific program , 
such as public education, in fact simply allow the 
legislature to reduce by the sam e amount the 
appropriations it would otherwise have had to allot fo r that 
purpose from the genera l fund. The money “saved" 
remains in the genera l fund, to be spent on whatever 
purpose the legislature chooses . Critics add that, a s  there 
is little o r no evidence that overa ll funding has increased 
fo r the targeted recipients o f lottery revenues, the on ly 
result has been to increase the discretionary funds
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availab le to the legislature, which may be a key reason  fo r 
the popularity of lotteries in the state houses .

Critics cite exam p les  such as Florida. In 1988 , the first 
yea r o f the lottery in that state, Florida spent 6 0%  o f  its 
budget on education. In 1993 , with lottery revenues 
earm arked  fo r education, education's sha re  had declined 
to 5 1%  despite the apparent windfall. G iven variab les 
such as  inflation, the annual fluctuations in expenditures, 
etc., such figures in themse lves a re not conclusive, but 
neither do they support the contention that the lottery has 
improved funding fo r education .12 A recent study o f the 
impact o f  lotteries on education funding conc luded that 
"regard less o f  when o r where the lottery operated, 
education spending declined once a state put a lottery 
into e f fe c t . " 13 According to a study by Money magazine , 
states without lotteries spend a g reater portion o f their 
total budget on education than do states with lo tteries.14 
Ga ry  Landry, spokesman  for the Florida Education 
Association, says  "We've been hurt by ou r lottery...The 
state has simply replaced genera l revenues with lottery 
m oney - at a time when enrollments a re increasing. It's a 
big shell g a m e . " 15

The  perceived utility of tying lottery p roceeds to popu la r 
cau se s  such as  education is so great that real abuses  
have occurred. For years following the introduction of 
Virginia's lottery in 1988 , for example, lottery spokesm en  
and  state officials publicly touted the benefits to the public 
schoo ls  stemming from lottery revenues. This linkage was 
em phasized  in advertising and in public statements by 
state and lottery officials. But the p roceeds of Virginia's 
lottery have a lways gone directly into the genera l fund, 
and were only earmarked for education in 1995 . But, 
according to S. Vance Wilkins, Jr., the Minority Leade r in 
the Virginia House : "There's abso lute ly no point in 
earmark ing except for fooling peop le into thinking we 
were doing something for education when we didn't do  a 
thing...It didn't change the budget one penny. It's a 
sham ." In 1997 , Virginia lottery officials publicly 
apo log ized  for implying that lottery funds were added  "on 
top of" the legislature's annual appropriations for 
education, and the lottery has since changed its 
advertising to now say  that "Lottery profits go to the 
G ene ra l Fund which supports education." 16

The prob lem  is not confined to any one state. J e f f  Pe r lee , 
D irector o f the New York State Lottery, commenting on 
past practices, stated that "lottery funding has NOT 
rep resen ted  the supplementa l funding that education was
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promised. " 17 This conclusion was backed up in a report 
by the New York State Comptroller regarding the state 
lottery's role in financing education, which concluded that 
"the widespread belief that lottery dollars are used to 
increase funding for education is simply a myth, at least 
here in New York. The study outlines that Lottery money 
never supplemented state aid to education and probably 
never will. We found that over the years the lottery has 
been used repeatedly as a source for closing budget gaps 
rather than increasing aid to education. " 18

One state which has recently addressed this problem is 
Georgia. In establishing its lottery in 1994, Georgia's state 
officials decided to mandate use of the proceeds for 
funding programs which the state previously had not 
funded at all. As a result, the sole designated recipients 
are programs for college scholarships, pre-kindergarten 
classes, and technology for classrooms; it is illegal to use 
the funds for any other purpose. As of the end of 1997, 
lottery proceeds in Georgia paid for 62,000 children to 
attend pre-kindergarten classes and provided assistance 
to 275,000 students attending college in the state. 19 New 
Mexico has adopted a similar approach: in establishing 
the state's lottery in 1995, the legislature mandated that 
60% of the revenues go toward the construction of public 
schools and 40% to tuition assistance for residents 
attending state colleges. None of the money may go to 
the general fund.20

Pressures for Revenue

Despite the extensive praise these and other states have 
received for their innovative programs, it is uncertain how 
widely their example can or will be copied, as to do so in 
states with existing lotteries would force legislatures to 
cover the resulting deficit in the general fund with 
politically unpopular spending cuts or tax increases. The 
most basic fact driving all lottery operations is the 
pressure for revenue: "To judge from their public 
statements and their actions, all lottery directors feel 
pressure to maintain, if not to increase, existing levels of 
revenues," a pressure that is "relentless." 21

This has produced a second set of issues stemming from 
the fact that the growth in revenue from traditional forms 
of lotteries has plateaued, prompting expansion into new 
games such as keno and video poker, along with a more 
aggressive effort at promotion, especially through 
advertising.
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Although strong sales growth for lotteries has continued -- 
totaling 11.7%, 12.9%, and 11.7% in 1994, 1995, and 
1996 respectively -- these figures obscure an important 
shift in the sources of revenue in recent years. As the 
traditional lottery industry has matured and fully 
penetrated its various markets, sales growth has leveled 
off. Most of the recent growth has come from the 
introduction of new forms of wagering, such as machine 
keno and video lottery devices, revenues from which grew 
by 41.8% in 1996 alone.22 These machines are 
commonly licensed to bars, convenience stores, etc., thus 
dramatically increasing their presence in public life. They 
also have prompted concerns that these new games 
exacerbate existing alleged negative impacts of the 
lottery, such as the targeting of poorer individuals, 
increased opportunities for problem gamblers, presenting 
the latter with far more addictive games, etc.

The evolution of the Massachusetts lottery is instructive: 
the lottery began operations in 1975 with a 50-cent ticket 
and a once-a-week drawing. Scratch tickets with instant 
payoffs were introduced in 1974. In 1993, the lottery 
introduced keno games and currently there are nearly 
1600 keno vendors in Massachusetts, most of them in 
stores open to the general public. Lottery revenues have 
risen from $71 million in 1975 to more than $3 billion in
1997.23

There have been several controversies regarding these 
issues in Massachusetts and elsewhere, as well as 
several attempts to deal with them. The legislature 
passed the Keno Reform Act in 1996 to address some of 
the more prominent complaints, reforms which included 
allowing communities to ban keno or restrict without 
suffering a fiscal penalty (money from the lottery is 
distributed to local communities on a complicated formula 
that is based on how much money each community 
generates for the lottery), capping the number of keno 
licenses statewide, etc. However, neither opponents or 
proponents have indicated any satisfaction with the
existing situation.24 

Advertising

Lotteries have also come under increasing criticism in the 
area of advertising, especially regarding alleged 
aggressive advertising practices aimed at lower-income 
groups. Many critics have long been uncomfortable in 
general with state governments promoting what they see 
as a vice. The federal government banned lottery 
advertising until 1975; once this prohibition was lifted,
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increasingly larger sums have been devoted to the 
promotion o f lotteries: in fiscal yea r 1 997 , state lotteries 
spent over $ 4 0 0  million on advertising and promotion .25

Becau se  the lotteries are run a s  a bus iness with a focus 
on maximizing revenues, advertising necessari ly  focuses  
on persuading target g roups to spend their m oney on the 
lottery. The questions a re 1) d oes  this promotion o f 
gambling lead to negative con sequences  fo r the poor, 
p rob lem gamblers, etc .?; and 2) even if these p rob lems 
a re  minimal, is this an appropriate function fo r the state? 
Is running a lottery at c ross -pu rposes  with the la rger 
public interest?

Critics charge that lottery advertising se ek s  "to stimulate 
rather than merely accom m oda te  demand," a  role fo r the 
state that "may be inconsistent with other functions of 
government...Lottery advertisements must either 
encou rage existing p layers to buy more tickets or entice 
non-p layers into becoming p layers." 26 T h e se  and other 
opponents a l lege that lottery advertising is targeted to 
appea l to the irrational e lements in the public’s 
imagination, seeking to pe rsuade potential p layers that 
they can influence their odds through the choices of 
numbers they pick and a lso  that it attempts to convince 
the individual p layer that his chance is winning is far 
g reate r than the odds would suggest. In the words o f one, 
lottery play depends on encouraging people's "magical 
thinking," which advertising must target.27 According to 
New Jersey's lottery director, the purpose of advertising is 
to "tak[e] an infrequent user and [try] to convert him into a 
m ore frequent user." 28

To this end, lotteries use traditional marketing methods, 
such as identifying likely p layers, compiling extensive 
soc io -econom ic profiles, conducting focus group 
research , test marketing new products, etc. The media 
p lan for the Iowa lottery stated its strategy as  "to target 
ou r m essage  demographica lly against those that we know 
to be heavy users, while encouraging pu rchases among 
light o r non-users ." 29 The research leaves few a reas  
untouched: the Co lo rado state lottery reportedly "spent 
$ 2 5 ,0 0 0  for a study called Mindsort to ana lyze  the left and 
right sides of the human brain to understand how to 
manipulate p layer behavior." 30

Critics charge that much lottery advertising is deceptive, 
common ly  presenting misleading information about the 
odds o f winning the jackpot, inflating the va lue o f the 
m oney  won (lotto jackpot prizes are usually paid in equal
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annual installments over 2 0  years, with inflation and taxes 
dramatically eroding the current value); and so forth.

Growing criticism has helped to persuade some 
legislatures to mandate restrictions on lottery advertising. 
In Massachusetts, the legislature imposed a significant 
reduction in the money allotted for lottery advertising, 
from $12 million in 1993 to $400,000 in 1997. Lottery 
advocates claim that the Massachusetts lottery spent no 
money on advertising in 1997 outside of 
point-of-purchase sites (i.e., no television, radio, 
newspaper, or billboard advertising). As a direct result, 
there was an absolute decline in lottery revenue for the 
first time. Despite the increasing salience of the issue, 
only three states -- Minnesota, Virginia, and Wisconsin -- 
have imposed significant restrictions on lottery advertising 
(Massachusetts' legislature did the same by means of its 
virtual elimination of the advertising budget; other states 
have similarly reduced the advertising budget, but for a 
variety of reasons). But many state lottery organizations 
claim to have significantly reduced their overall 
advertising on their own initiative, or to have changed it in 
ways to make it more "socially responsible."

Criticism of the advertising practices of lotteries is not 
confined to critics outside of the industry. Speaking to a 
meeting of his fellow lottery directors, Jeff Perlee, Director 
of the New York State Lottery, warned that although most 
lottery advertising was responsible in its claims, lottery 
officials:

must confront the fact that the product they market is 
a vice that is not universally accepted...[Some state 
lottery advertisements] are so far-fetched and so 
fanciful that they would not stand up to the same 
"truth-in-advertising" standards to which advertising 
conducted by private industry is held. Add to that the 
fact that our advertising is often relentless in its 
frequency, and lottery critics and even supporters are 
left wondering what public purpose is served when a 
state's primary message to its constituents is a 
frequent and enticing appeal to the gambling instinct. 
The answer is none. No legitimate public purpose 
justifies the excesses to which some lottery 
advertising has resorted.31

A Maryland state budget examiner's report on that state's 
lottery advertising stated that it contained "misleading 
gimmickry" that exaggerated the benefits to the public 
from lottery revenues. 32 In fact, state lotteries are exempt 
from the Federal Trade Commission's truth-in-advertising
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standards because  they a re  state entities and, in terms of 
their advertising, can in fact ope ra te  in a m anner that true 
commercia l bus inesses cannot.33

Reqressivitv

The focus on convincing non-p laye rs o r infrequent p layers 
to utilize the lottery, a s  well a s  persuading frequent 
p layers to p lay even more , is the sou rce o f  an additional 
a rray o f criticisms. Giving fo rce to this concern is the 
w idespread conception that the lottery is a regressive tax 
because  it draws a d isproportionate amount o f its 
revenues from lower-income groups. The image o f the 
state promoting a highly reg ress ive schem e among its 
poo rest citizens by playing on their unrealistic hopes is a 
highly evocative one . The most frequently cited, and most 
egregious, examp le  o f this was a  billboard in one o f 
Chicago's poorest ne ighborhoods that touted the lottery 
as : "How to go from Wash ing ton  Bou levard  to Easy  Street
- P lay the Illinois S ta te Lottery." 34

This assumption, however, may not be accurate . Much 
depends on the definition o f "regressive." Econom ists 
define a regressive tax as  one  that takes an increasing 
percentage o f income as  income falls. In that sense , 
given the fact that a lottery ticket is the s am e  price to all, 
regard less of income, it is by definition regress ive (and is 
considered an "implicit" tax b ecau se  the revenues go to 
the state). But this simple approach  does not capture 
such variables as  frequency o f p lay and the amounts of 
m oney generated by the lottery by income group. Here 
the evidence divides by the type o f game p layed. The 
data suggests (although is fa r from conclusive) that the 
bulk of lotto p layers and revenues com e from 
middle-income neighborhoods, and that far fewer 
proportionally com e from either high-income or 
low-income a reas . C lotfe lter and C ook  cite one  study in 
the 1 97 0 s  which concluded that '"the poor' participate in 
the state lottery gam es at leve ls disproportionate lv less 
than their percentage of the population." 35 By contrast, 
those playing the daily numbers games , including scratch 
tickets, a re drawn quite heavily from lower-income 
neighborhoods.

The popu lar belief is that the p oo r a re much heavier users 
o f the lottery than the rich and the middle c la sses . In fact, 
however, although "lottery p lay is systematically re lated to 
socia l c lass, [it is] perhaps not a lways as  strongly as the 
conventional wisdom would suggest." The data "do not 
demonstra te any consistent relationship between lottery 
p lay and househo ld  income ove r the broad middle range;
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the average expenditure in dollars for households making 
$1 0 , 0 0 0  is about the same as for those making
$60,000." 36 "On average, people bet the same amount 
on the state lottery regardless of income. Absolute 
expenditures appear to be remarkably uniform over a 
broad range of incomes." 37

Assuming this is true, the lottery may still be termed 
regressive because the state takes greater percentage of 
income from those with lower incomes. 3 8  Whatever 
similarity between income groups there may be regarding 
absoluie amounts spent on the lottery, Clotfelter and 
Cook agree that the poor spend a larger proportion of 
their incomes on the lottery. 39

Although total expenditures on the lottery may be broadly 
similar by income group, the type of game they play 
differs considerably. An analysis by the Chicago 
Sun-Times revealed that lower-income individuals 
concentrate much more heavily on the numbers games, 
"trading lower payoffs with a higher chance of winning. 
They also are likely to be frequent players, often daily 
players. Lotto - with its big-money jackpots and slim odds 
-- appears to appeal more to upper-income groups, most 
of whom are only occasional players, usually when the 
prize money reaches large proportions." 40

This tendency toward regressivity in certain types of 
lottery games is also borne out in the figures for the 
Massachusetts lottery. In FY1997, the Massachusetts 
lottery grossed $3.2 billion, of which instant games (of 
which the lower-income groups played disproportionately) 
accounted for 65%, numbers for 12%, and keno for 13%, 
all other, including the lotto, 10% 41 The data from the 
Massachusetts lottery do seem to bear out the 
disproportionate impact: although the state-wide per 
capita amount spent on the lottery was $547 in 1996 (the 
highest in the country), the Boston Globe reported that 
the per capita lottery expenditures in the economically 
depressed Boston suburb of Chelsea had climbed to over
$900 in 1996 42

Less compelling, although significant, evidence exists in 
the media plans of the lotteries. Clotfelter and Cook report 
that lottery marketing strategies do seem to explicitly 
target lower-income groups. For example, the advertising 
plan for Ohio's SuperLotto game stated that lottery 
promotions should be timed to coincide with the receipt of 
"Government benefits, payroll and Social Security 
payments."
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Income aside , there a re  c lea r d iffe rences in lottery p lay by 
soc io -econom ic group and other factors. Men tend to p lay 
more than women; b lacks and Hispanics more than 
whites; the old and the young p lay less than those in the 
middle a g e  ranges; and Catho lics tend to play m ore than 
Protestants . Interestingly, "lottery p lay falls with fo rma l 
education" even though non-lottery gambling in genera l 
tends to increase.

O ther Criticisms

Compulsive Gambling

There  is growing evidence that the new games the 
lotteries have introduced to increase sa le s  are more 
addictive, and are compounding the problem of 
compu ls ive gamblers . Dr. Lance Dodes , Director o f the 
Cente r fo r P rob lem  Gambling at Mt. Auburn Hospital in 
Cambridge Massachusetts , estimates that 4 0%  o f his 
patients a re  lottery p laye rs .43 A 1 9 9 6  survey in New York 
found that 9 %  of lottery p layers , and 1 4%  of keno p layers, 
have been compuls ive gamb le rs at som e  point in their 
lives. The study a lso  conc luded that keno in particular 
foste rs  addiction.44 One  study of the effect o f VLTs on 
compu ls ive gamblers found that the number of individuals 
in South Dakota seeking treatment for problem gambling 
declined significantly during a temporary downtime fo r the 
lottery's VLTs and rose sharp ly once they were returned
to serv ice .45

This link is widely recognized, even by those in the 
industry. In the words o f one lottery director: "[GJambling, 
including playing the lottery, is ... potentially addictive and 
can be dangerous  and destructive for som e peop le , s om e  
o f the time." 46 The new g am es "have created what was 
once an a lm ost unthinkable link between lotteries and
compu ls ive behavior." 47

Despite significant annua l revenues from the lottery, 
however, treatment o f compuls ive gambling receives 
relatively little money from the state. In Massachusetts , 
fo r example , the state budgeted on ly $ 4 5 0 ,0 0 0  in FY 
1 9 9 6  on compulsive gamblers , including only $ 1 2 0 ,0 0 0  
fo r actual treatment, even though the lottery revenues for 
the state amounted  to $ 7 2 0  million.48 The Ohio lottery is 
one  o f on ly a  few that ope ra tes  a compulsive gambling 
treatment operation as part o f its regular operations, 
employing six problem gambling experts. Five states 
require a te lephone number for help for problem gamblers
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be printed on its lottery tickets. 49 

Underage Gambling

The sale of lottery games to minors is illegal in every 
state. However, by all measures, it is commonplace. A 
survey in Minnesota of 15- to 18-year-olds found that 27% 
had purchased lottery tickets for themselves. 50 Even 
higher levels of 32%, 34%, and 35% were recorded in 
Louisiana, Texas, and Connecticut, respectively 51 In 
Massachusetts, Connecticut, and other states, lottery 
tickets are available to the general public through 
self-service vending machines. When one store owner in 
Boston was asked if minors purchased tickets from the 
lottery ticket dispenser in his lobby, he replied: "How 
would I know? No one's watching it." 52 Thus, it is not 
surprising that a survey conducted by the Massachusetts 
Attorney General's office found that minors as young as 9 
years old were able to purchase lottery tickets on 80% of 
their attempts, and that 6 6 % of minors were able to place 
bets on keno games. 75% of Massachusetts high school 
seniors report having played the lottery. 53

Charitable Gambling

The lottery has also apparently had a negative impact on 
charitable gambling. In 1984, charitable gaming in 
Massachusetts, such as church bingo, had revenues of 
$250 million. By 1995, those figures had declined to $200 
million. Competition from the lottery is usually blamed, 
especially following the introduction of keno. "We're 
getting slaughtered by Keno," said one local rabbi. 54

Impact on State Politics

The negative impact on state politics of money connected 
with the lotteries is often cited by critics, with the 
commercial suppliers and operators commonly used as 
examples. GTech and Automated Wagering International 
(AWI) are the two companies that dominate the lottery 
supply and lottery operations businesses. In 1997, of the 
38 lotteries, GTech had contracts to operate 29; AWI had 
7; Massachusetts and Virginia run their own systems.
These two companies have contributed heavily to state 
races. When GTech won the contract to operate the 
California lottery in 1986, it had been the 6 th largest 
contributor to state campaigns that year, having donated 
a total of $300,000 to individual state races. In addition, 
both companies devote substantial sums to lobbying state 
legislatures and officials. GTech is alleged to have spent
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$11 million on lobbyists in 1993 alone.5o 

Public Policy

It needs to be emphasized that although lottery officials 
are often lightening rods for criticism, they are not free 
agents operating on their own; they must respond to 
directions from state officials, which often contain 
conflicting goals. Thus, they may be told to reduce 
advertising even as their performance is measured by 
their ability to increase lottery revenues.

This schizophrenic approach can lead to many problems. 
For example, in Massachusetts, the pressure on the 
lottery to produce additional revenue remained even after 
the legislature dramatically reduced the funding for 
advertising. One result was that the lottery began using its 
"free play" coupons as money, reportedly using $ 8  million 
of them to pay for advertising (although the budget had 
been cut, no prohibition was made against advertising per 
se). This in turn generated an investigation by the 
Massachusetts Attorney General's office, but also 
prompted the IRS to investigate the alleged non-reporting 
of income (in its eyes, the coupons were being used as 
money) . 56

The most important issue regarding lotteries is the ability 
of government at any level to manage an activity from 
which it profits. In an anti-tax era, many state 
governments have become dependent on "painless" 
lottery revenues, and pressures are always there to 
increase them. A study done in Oregon found that one 
result common to every state financial crisis over the past 
couple of decades was that a new form of gambling had 
been legalized for the state to profit from. As a 
consequence, Oregon currently has more forms of legal 
gambling than any other state outside of Nevada. Clearly 
there are conflicting goals which can only be prioritized by 
political officials, be they in the executive or legislative 
branch. There have been surprisingly few attempts to 
grapple with this problem.

The evolution of state lotteries is a classic case of public 
policy being made piecemeal and incrementally, with little 
or no general overview. Authority - and thus pressures on 
the lottery officials -- is divided between the legislative and 
executive branches and further fragmented within each, 
with the result that the general public welfare is taken into 
consideration only intermittently, if at all. Few, if any 
states, have a coherent "gambling policy" or even a 
"lottery policy." Policy decisions taken in the

http://govinfo.library.unt.edU/ngisc/researoh/lotteries.r


Lotteries http://govinfo.Iibrary.unt.edu/ngisc/research/lotteries.ht

estab lishment o f a lottery a re  soon  ove rcom e by the 
ongoing evolution o f the industry. It is often the ca se  that 
public officials inherit policies and a dependency on 
revenues that they can do little o r  nothing about.

Many public officials, including som e  charged with 
oversee ing the lottery, have exp ressed  public and private 
discomfort about many aspects o f their state's lottery or 
even  about the wisdom in genera l o f the state's running a 
lottery, and often add that they and their co l leagues  a re 
powerless to change the system . This ra ises the troubling 
question o f whether the state :*self has becom e addicted 
to lottery revenues. In the words of Harvard University 
p ro fe sso r Michael Sande l:

"No politician, however troubled by the lottery's 
harmful effects, would dare raise taxes o r  cut 
spending sufficiently to o ffset the revenues a  lottery 
brings in. With state hooked on the money, they have 
no choice but to continue to bombard their citizens, 
especia lly the more vu lnerable ones , with a m essage  
at odds with the ethic o f work, sacrifice, and moral 
responsibility that sustains democratic life." 57
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CHARLESTON, S.C. -- Lottery proponents hit the jackpot in South Carolina on Election Day as voters approved a 
state lottery to fund education programs, including college scholarships. It was a hard-won victory, with activists 
both for and against the measure lobbying vigorously in television and newspaper advertisements. It passed with 
just 55 percent of voters approving the ballot question.

Debate over the issue mirrored arguments that have erupted since the first modern state It ery was created more 
than three decades ago. Advocates' predictions of a bonanza for school funding and critics' tears of moral 
degradation and a gambling trap for the poor are not necessarily in line with the evidence, according to a new study 
on state lotteries.

Of the 38 jurisdictions -  37 states and the District of Columbia -with lotteries, 20 earmark a portion of the proceeds 
for public education, according to La Fleur's 2000 World Lottery Almanac. But Ihe additional money may substitute 
for normal appropriations rather than supplement them, according to "13 Ways of Looking at a State Lottery," a 
study published in the October issue of North Carolina Insight. The journal, published by the nonpartisan North 
Carolina Center for Public Policy Research, found "four pluses, five minuses and four questions where the research 
findings are inconclusive," according to editor Mike McLaughlin.

"There are a lot of claims and counter-claims about state lotteries," he said. "We hoped to shed light on the issue."

The study found that while lotteries are a small but relatively stable source of income, revenues have declined as a 
percentage of state income, from 3.5 percent in 1989 to 1.9 percent in 1997.

The research is inconclusive on how much lottery revenues benefit education. In Georgia, the money has been a 
boon for college students, providing more than $600 million in HOPE scholarships since 1993. But, Ihe study says 
that in at least three states -- California, Florida and Michigan -- lottery funds "have merely substituted for normal 
levels of appropriations, despite the tact that lotteries had been promoted as boosting spending for education."

Moreover, a 1996 study by Money magazine found that states with lotteries spend a lower percentage of their 
operating budgets on education than those without a lottery. Pn the other hand, some criticism of lotteries may 
contradict reality, according to the study. Lottery tickets are purchased proportionally among participants from all 
economic backgrounds and they do not lead to excessive gambling, the journal found.

In South Carolina, 55 percent of voters approved a constitutional amendment that will allow for a state lottery to pay 
for college scholarships and fund public schools. Officials estimate that South Carolina residents cross the state 
border to Georgia to spend as much as $100 million on lottery tickets.

A state lottery has been proposed and rejected by legislators in North Carolina during every legislative session 
since 1983. But with tight budgets expected over the next several years, and with residents spending an estimated 
$86 million on ticket purchases in neighboring Virginia, pressure may mount again.

Voters in the stales of Washington and Virginia approved measures to earmark lottery funds for education, but 
Arkansas voters rejected a lottery proposal.
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Even education programs can't redeem state lotteries

In 1990, ZELL MILLER, RUNNING FOR Governor of Georgia, figured out a way to 
increase spending on education without raising taxes: Create a lottery to fund 
scholarships for high school achievers. Miller's proposal, "Helping Outstanding Pupils 
Educationally" (HOPE) caught on and helped sweep him into office.

HOPE works. It has financed higher education for hundreds of thousands of students 
in Georgia. It also) seems wondrously simple: a voluntary tax (no one is forced to buy 
lottery tickets) to fund a clear, concise, and universally acclaimed goal. Every high 
school student in Georgia with at least a B average now has the opportunity to attend 
one of Georgia's universities; if they keep up their Bs in college they're funded until 
graduation. HOPE brought Miller national attention and numerous state governments

But despite HOPE'S success, there's a trap in its seeming simplicity. Lotteries aren't taxes, but they certainly aren't 
free. They compromise values, feed a very dangerous industry, and end up snuffing out the success of even the 
most well-intentioned initiatives. Other states should copy the educational blueprint of the HOPE program, but they 
shouldn't copy the funding.

The trouble with lotteries begins when you hand over your dollar in a convenience store. The money doesn't go 
straight to the state government or to its college education fund; it is processed by a Rhode Island corporation 
called Gtech. Gtech prints the tickets for the states, provides the software for the gambling devices, organizes the 
drawings, and even trains convenience-store owners on how to run their computers. Gtech was founded in the early 
1980s and, of the 38 lotteries run nationally, the company has won the contracts to manage 29 -ge tting  about a 
nickel from every dollar ticket sold. It doesn't seem like much, but these nickels have added up. The company has 
annual revenues of just under 81 billion, and is traded on the New York Stock Exchange.

Much of Gtech's success comes because it has something good to sell and it sells it well. It has always been able 
to work efficiently and, by most accounts, it has scrupulously fulfilled its contracts.

But to many people in the business, Gtech's extraordinary success doesn't just come because it gets up at dawn 
and eats its vegetables. It's because the company knows how to 'ork the back alleys with sweet talk, hard 
bargains, and, its critics say, coercion. In California, a Gtech lob st on trial for bribing lawmakers was caught by a 
hidden tape recorder calling state lottery director Sharon Sharp "our gal" Sharp had handed Gtech the California 
contract without opening the process to competitive bidding. In Georgia, Lottery D irector Rebecca Paul called a 
closed-door session with the company when Gtech's bid came in S50 million above the low bidder. After Gtech 
agreed to drop its price by just S23 million, Paul inked the deal. Did Paul cut Gtech a break because she was 
offered a job? Probably not, but she certainly knows that the company takes good care of lottery directors who 
show it consideration. Three directors of the New York state lottery have gone to work for the company as lobbyists 
or consultants, as have numerous directors from other states, After a conflict over Massachusetts' lottery, director 
James Hosker, a close friend of Gtech's, took the job managing Kentucky's lottery and secured a sweet deal for the 
company in that state. W here did Hosker move next? A lucrative job on the Gtech payroll.

As one person close to the company said anonymously, “ If it loses a contract, it sues everybody. But it usually wins 
because it offers future jobs to every state lottery director" When asked why he insisted on being quoted off the 
record, he responded: "It's the third rail of the gambling industry. You touch it, you die'1

Contents
Capitol Hill Roulette 

The Industry 

Selling Sloth 

Sleeping W atchdogs 

Betting on Schools 

are considering copying the

1 of 5 9/25/2003 5:25 PM



EBSCOhost lnip:/Aveblinks2.epnct.com /citaiion.asp?...+2555199+sin+KS+BEDD&tb=0&cf=l&fn=l&rn=l&

But Gtech doesn't just make sure that what goes around comes around; it runs an operation that would make any K 
Street lobbying firm proud. One former gambling industry reporter recalled being taken out to play golf by Gtech. "I 
played 18 holes with the Gtech guy and he shot something like a 70 on a very hard course. That's almost like a pro 
and I was very impressed. I asked him at the end how he was so good if he also had to work for Gtech. He told me 
that Gtech had just hired him to play golf with clients."

Nor would Gtech be Gtech if it didn't understand the importance of well-placed friends, and the company corrals 
power from any angle it can find. In Texas, it hired the boyfriend of the state lottery director. In New York, it hired a 
dear childhood friend of Lottery Director Peter Lynch. In other states it retains former influential politicians simply to 
work the dinner-party circuit. In Texas, the company hired Ben Barnes-legendary former speaker of the Texas 
House of Representatives and the man who, according to many reports, got young George W. Bush out of the draft 
and safely into the National Guard-for the princely annual salary of S3 million. Other prominent Gtech lobbyists 
have included William Daley (now secretary of commerce) and William Broadhurst, an extremely close political 
advisor to the governor of Louisiana when Gtech was fighting for that state's contract. Broadhurst, of course, first 
came to the public's attention when he chartered the "Monkey Business" and introduced Donna Rice to his close 
friend Gary Hart. Hubert Plummer, the former president of one of Gtech's competitors famously once said, "We'd go 
out to dinner with the lottery director and find that Gtech had hired a yacht and taken out the whole goddamn 
legislature."

But if many of the company's critics are to be believed, Gtech doesn't just buy and schmooze with people, it 
intimidates them-charges that Gtech emphatically denies. When Bruce Mayberry, the Arizona lottery director in 
1993 (now an employee of one of Gtech's competitors) got into a dispute with the company, he soon found a crate 
of rotten mutton on his doorstep with a note attached: "Enjoy." A gruff Gtech spokesman explained that the meat 
was, of course, a goodwill present gone bad through a combination of Arizona heat and DHL's slow service. As he 
said later in a terse interview, "It's a rough business" Indeed.

Capitol Hill Roulette

But the rough business doesn't stop with Gtech. It climbs all the way up the political chain. Americans spent close 
to S600 billion last year gambling-more than we spent on movies, theme parks, and sporting events combined. Not 
surprisingly, swimming in this muddy river of cash, gambling and lottery interests have turned themselves into one 
of the most powerful interest groups in America. When Jim Hodges ran for governor of South Carolina, he was 
virtually pronounced dead until he decided that, despite his prior vehement opposition, he wanted to introduce an 
education lottery to South Carolina. Bingo. Money started pouring in and, with strong evidence of as much as S30 
million dumped into his bank account by gambling interests, he was able to defeat Republican incumbent David 
Beasley. As Glen Stanton, a South Carolina activist who worked on that election, said to Harper's Magazine,
"Hodges just took the lottery, turned it into a blunt instrument and clubbed Beasley senseless"

The gambling industry knew that introducing a lottery into South Carolina would help open the gates for casinos. 
Having a lottery empowers gambling advocates and undercuts government authority to prohibit gambling. If it's 
moral for the stale to do it, why should it be absolutely immoral for Donald Trump or a Native American tribe to do it 
too? Patrick Pierce of St. Mary's College in Indiana has shown statistically lhat by far the most important variable 
determining whether a state will introduce a casino in a given year is the existence of a lottery-it's much more 
important than state income, tax level, or even political makeup. Lotteries are "the camel's nose" for legalized 
casino gambling, writes Pierce.

Gambling interests also know that a lottery in one state often puts political pressure on its neighbors. Georgia 
estimates that 12 percent of their lottery ticket sales come from residents of neighboring states-one of the main 
arguments that Don Siegelman used while running for governor of Alabama in 1998 on a platform dominated by a 
proposal to create an initiative mimicking HOPE, Why, he argued, should residents of Alabama be supporting 
Georgia's educational system? Siegelman invoked the Georgia example 17 times in a 400 word op-ed piece in the 
Birmingham Nows supporting the initiative one year later. This also shows one of the core problems in our federalist 
system-when one state cuts harmful industries some slack, be they lotteries or sludge-belching factories, its 
neighbors often have to follow suit to stay competitive.

The Industry

The momentum of lotteries becomes particularly troubling for opponents because the gambling industry has 
wrapped itself around much of America's political leadership. House Leader Richard Gephardt's chief fundraiser, 
David Jones, has enlisted Mirage Resorts owner, Steve Wynn, in an effort to raise SI .5 million in soft money for 
upcoming congressional campaigns. Wynn has given at least that much to Republicans, but like many olher casino 
tycoons, he knows that a good way to win in politics is to bet on every horse in the race. An aide to Henry Hyde was 
covertly offered S10 million by Primadonna Resorts (see Memo of the Month) in return for landing them a casino 
license in Illinois; the plan was only foiled when a man chasing an unrelated conspiracy theory stumbled upon the 
critical files in a trash can. Senate Minority Whip Harry Reid (D-Nev.) unabashedly admits that he owes his career 
to gambling interests; Senate Majority Leader Trent Lolt (R-Miss.) is deeply involved in the National Republican 
Senatorial Committee (NRSC) that, according to the non-profit watchdog Public Citizen, received $1.26 million from
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the gambling industry in 1997-98. Mitch McConnell (R-Ky.), the man commanding the jihad against campaign 
finance reform, has raised at least $1 million for the GOP in the last three years from the gambling industry.

To see how clearly this money can burn up an open political process, consider what happened in March of 1998, 
when Sen. Dan Coats (R-lnd.) proposed eliminating the federal tax deduction for gambling losses-a tax deduction 
which counts money lost on the blackjack table as equivalent to money donated to Habitat for Humanity. Within five 
days, casino interests came up with at least $450,000 to donate to the NRSC and both the Democratic and 
Republican leadership grabbed their golden hatchets and worked to kill the bill before it could be debated. Sen. 
Reid promised to gut the bill with amendments. Senate Minority Leader Tom Daschle (D-S.D.) Immediately 
denounced it. Trent Lott tried to work out compromises that could railroad the bill before it came to the floor. 
According to one Republican aide cited b> Public Citizen, “Lott did not want us to get down there on the floor and 
debate it, because it was very difficult to defend." Not: surprisingly, the bill died a sudden death--just like virtually 
every other attempt to regulate gambling in the public interest. A bill to give the casino industry a special tax 
exemption for free meals provided to workers made a slightly different journey one month later. Senator Lott slipped 
it, without debate, into a House-Senate conference version of the IRS Reform Bill.

Selling Sloth

The trouble with lotteries, however, extends well beyond Gtech and the gambling industry lobbying machine. By 
adopting lotteries, state governments put themselves in the awkward and self-defeating position of having to betray 
the values that they usually hold dear.

First of all, lottery officials rely on deceptive advertising of the sort that state governments normally try to harness. 
The whoie business of lotteries depends on convincing people that their number might come up-in fact that their 
number will come up if only they play enough. After all, lottery officials reason, if people don't buy tickets there isn't 
as much money to fund education. The result is advertising like one television spot in Connecticut that showed a 
smiling young man: "When I was younger I suppose I could have done more to plan my future. But I didn't. I guess I 
could have put some money aside. But I didn't. Or I could have made some smart investments. But I didn’t. Heck, I 
could have bought a one-dollar Connecticut Lotto ticket, won a jackpot worth millions, and gotten a nice big check 
every year for 20 years. And I did! I won!" A voice-over followed as the young man grinned, "Overall chance of 
winning is one in 30" One in 30, of course, was the chance of winning a small prize and a smile from your 
convenience store owner, not of striking it rich.

Unlike other sweepstakes and raffles, state lotteries are not required to publish the honest odds of winning. Why 
don't they? Because the odds are virtually zero. Perhaps the best example of the likelihood of success comes from 
the North American Association of State and Provincial Lotteries, a pro-lottery lobbying organization seemingly 
oblivious to its own irony. ‘Anyone can be struck by lightning any time, any day. You can only win Powerball if you 
buy a ticket and then only on drawing days...Here's something to think about. Of the people struck by lighting in 
1995, some were golfing, some were picnicking, fishing, boating or hiking-.not one was playing lotto at the time."

States that run lotteries also focus their efforts, and in many ways their deception, on the people who are most 
susceptible to their message-the people who the state normally tries the hardest to support: the poor. One 
Massachusetts study found that the average resident of relatively unaffluent Chelsea spent $455 a year on the 
lottery while residents of nearby, prosperous Weston spent only S30. Taking advantage of this bias, an advertising 
plan for Ohio's SuperLotto read, "Schedule heavier media weight during those times of the month where consumer 
disposable income peaks .... Government benefits, payroll and Social Security payments are released on the first 
Tuesday of each calendar month."

States also often try to sell sloth as a way to convince potential customers that a lottery ticket offers a free ride to 
the high life. A 1996 Massachusetts state lottery ad contrasted two possible paths to millions on parallel sides of a 
poster. The first option: "Start studying at about seven years old, real hard. Then grow up and get a good job. From 
then on, get up at dawn every day. Flatter your boss. Crush competition ruthlessly, Climb over backs of 
co-workers... Do this every day for 30 years, holidays and weekends included. By the time you are ready to retire, 
you should have your money," The second option: two lottery tickets.

Worst of all, state lottery officials have incentives to turn moderate lottery players into compulsive gamblers. Five 
percent of the population buys 50 percent of all lottery tickets and these people need constant fixes. Although state 
lotteries started out 20 years ago as simple, uninspired raffles (write your name on the back of this piece of paper 
and one day we will tell you if you have won), lottery officials soon realized that, in America, instant gratification 
sells. In due course, states started promoting instant games, supergames, and even started running flashing 
casino-like games. The worst of the lot is high paced poker played on video terminals-frequently referred to as 
"video crack" because of its addictive powers. “Almost without exception, my video poker patients report not 
excitement but anesthetized nothingness. It's a twilight-zone experience for them," says Robert Hunter, an expert 
on compulsive gambling. Video poker is run by the governments of eight different states. "There was one machine 
that I could confuse the most," said Betty Yakey to The Washington Post. Yakey, a 65-year-old widow, wiped out 
her grandson's college saving fund (set up by the sale of her family farm) by playing state-sponsored video poker in 
Louisiana for five or six hours daily. "When I played that machine, I didn’t worry about nothing."
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Although state lottery ads are not regulated by the FTC or the Better Business Bureau, the press, particularly 
television, has not stepped in to play a watchdog role. One would be hard-pressed to find a TV station that explains 
the insane odds against winning when showing lottery drawings on the 7 o'clock news or that reports on state 
lottery ads with the same vigor with which it peers into political campaign commercials. There have been some 
exceptions, but the trend veers away from intense scrutiny.

The euphoric side of lotteries does of course fit better into our common television format: One winner jumping and 
screaming plays better than 20 million poor saps kicking the floor after they lose; a busty woman picking glowing 
balls out of a hopper has more appeal if there isn't a voice in the background explaining the futility of the charade. 
But another explanation for this one-sided coverage deserves consideration. State lotteries spend more than half a 
billion dollars a year on advertising on television, radio, posters, and in any other rewarding medium. The Maryland 
state lottery, for example, bought well over $1 million worth of ads with major television stations in the first nine 
months of 1999. As with all media advertising, there is scant direct proof that the purchases influence coverage, but 
commercial television producers know where every dollar their station or network: gets comes from. And like lottery 
advertisers who can justify their machinations by the greater good created in the long run (manipulative advertising 
may be bad, but it does help education), the news media have the same argument on hand. If they can't maintain 
their revenue stream, they won't be able to fund their public services.

Unfortunately, the propaganda is getting through to Americans. According to a July 1999 poll by the Consumers 
Federation of America and Primericam, 27 percent of Americans believe that winning the lottery is their "best 
chance to obtain half a million dollars or more in [their] lifetime." This is a grim statistic which would surely change if 
states were to cancel their lottery ads and instead publicize the wonders of compound interest: S50 invested weekly 
with a 9 percent return would yield over S1 million in 40 years.

Betting on Schools

In his victorious race for the governorship of South Carolina, David Hodges milked the Georgia lottery issue as well 
as one could, arguing over and over again that mimicking the HOPE program would be his state's ticket to success. 
One of his ads showed a convenience store clerk in a Georgia Bulldogs T-Shirt, "Here in Georgia, we appreciate 
you South Carolinians buying our lottery tickets, over S100 million worth. Those Georgia tickets y'all buy pretty 
much pay for our worldclass preschools.”

Hodges is right to want to imitate Georgia's educational success but he is wrong to draw inspiration from the way 
Georgia funds its HOPE program. Instead, he should draw inspiration from one of his predecessors, Richard Riley.

In 1985, Governor Riley, now Clinton's Secretary' of Education, decided that his state needed an educational 
overhaul. He didn't, however, look to a lottery. He convinced leaders in the business community that more skilled 
laborers would help South Carolina's commerce. He then convinced teachers' unions to support merit pay by 
offering them a 16 percent pay increase. Riley then mailed out thousands of copies of his plan to voters across the 
state and described his plan in hundreds of speeches. He pushed his plan through a reluctant state legislature by 
twisting arms, asking constituents to phone their representatives and arguing his case until he was hoarse.
Although he had initially met with near universal opposition, Riley's reforms passed and were paid for with a 1 
percent increase in state sales tax. A RAND corporation study that year declared that Riley's plan was "the most 
comprehensive single piece of legislation improving education to come out of any state" SAT scores went up and 
more and more of the most talented high school students decided to continue their education.

Next fall, South Carolina voters will have the chance to accept or reject a referendum on Gov. Hodges' plan for a 
lottery to fund educational improvements. There's little doubt that gambling interests will provide the referendum 
with strong financial support. But even so, there are encouraging signs that voters are starting to turn against 
gambling and realizing that, as Riley did, it is possible to create good programs without funding them through 
lotteries. In Alabama, voters recently rejected Don Siegelman's lottery referendum based on the HOPE program 
only a year after electing him in no small part because of his lottery proposal. Even in South Carolina, the state 
supreme court and state legislature recently banished video poker, against the wishes of Governor Hodges, with 
polls indicating that 60 percent of the population was in favor of the decision. Of the 25 state referendums on 
gambling since 1994, anti-gambling advocates have won 19.

That's good news for South Carolina and it's not terribly surprising: Pro-gambling sound bites work well when 
there's a lot of other stuff on voters' minds. Anti-gambling arguments work well when there's time to think. This is 
why governors can often use the issue as a wedge to get elected when there are scores of other issues on voters' 
minds; but it's also why referendums fail more often than not when they are put under the microscope

South Carolinians will have plenty of time to consider the issue next fall and, if I were a betting man, I'd put my 
money against Ihe initiative. After all, the HOPE program helps to create winners; but lotteries, no matter how 
well-intentioned, make losers of us all.
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July 21, 2003

Proposed “Charitable Gaming” Legislation

Frequently Asked Questions (FAOs)

Introduction:

The Alaska Legislature is entertaining the concept of Electronic Gaming 
Machines (EGMs) as a means of generating revenue to fill Alaska’s annual budget 
shortfall of approximately $400 million. In late Fall, members of the 22nd 
Legislature asked the Anchorage affiliate of the Cabaret, Hotel and Restaurant 
Retailers (CHARR) to form a task force comprised of members of Anchorage’s 
diverse community to study the issue. The Charitable Gaming Task Force was 
formed with current, or former, members of the Anchorage Education Association, 
the Alaska Department of Public Safety, a representative non-profit, the Anchorage 
Assembly, the Anchorage School Board and the Anchorage Baptist Temple.

Traditionally, gambling has earned a negative stigma of dishonesty and ties 
to organized crime! With today’s secure technology, gambling has become a 
respectable method of revenue production. Every state in the United States has 
legalized some form of gaming except Hawaii and Utah. The proposed EGM 
program is still in the conceptual stage but would be patterned mainly after the 
very successful EGM program operated by the State of Oregon. Pari-mutuel off­
track horse race wagering and other types of gambling are also legal in Oregon, but 
are not included in the proposal. Oregon has generated billions of dollars for the 
state legislature to fund its general operating budget. Oregon’s EGM program has 
been in affect for ten years (since April of 1992) and generates 80% of Oregon’s 
lottery earnings for the state.

Alaska’s system would differ from Oregon’s in that in addition to the State 
and vendor’s incomes, a portion of the income generated would go directly to local 
governments and certain non-profit organizations including charities. The 
Legislature would determine the percentage of total income generated and 
distributed to each group.

For clarity, the terms used in the legislation are:

V endor = Liquor licensee
Perm ittee = Certified non-profit organization.
Endorsem ent = Authority by the State to the Permittee to place EGMs.
Perm it = Authorization to a permittee to operate an EGM.
M anufactu rer = builder of the EGMs.
D istribu tor = A manufacturer or a manufacturer’s representative.
D epartm ent = Alaska Department of Revenue.



Frequently Asked Questions;

# 1) Q. W hat are  EGMs?
A. Electronic Gaming Machines (EGMs) are video monitors similar to your 

TV set or computer screen. They are electronically connected to a state owned and 
operated, central computer system. The EGMs would be connected by wireless 
communication, timed, programmed, and constantly monitored. At the first sign of 
any irregularities or tampering, the machine will automatically shut down. No 
reporting would be required by the permittee or vendor, as it would all be done 
electronically. The types of games played on an EGM will be at the discretion of 
the State, but would not play like Slot Machines!

# 2) Q. How do they operate?
A. The central computer system provides for each EGM unit to be 

programmed with electronic directions that determine which games the machine 
can play. It also monitors and records all plays and transactions incurred by that 
machine.

Bill acceptors in the EGMs taking up to a $20 bill, give electronic “credits” 
on the machine, which are then used electronically, to pay for each play. Credits 
may also be used to pay for options, which may increase your odds of winning or 
increase your wager level. No more than $2 in credits could be bet on any one 
play of a game.

“Credits” can be “cashed in” at any time on the EGM. When “cashing-in”, 
the EGM prints out a receipt for the value of the remaining credits. The receipt is 
then exchanged for cash from the in-house vendor’s cashier. A maximum of $600 
worth of credits could be redeemed at one time.

# 3) Q. W here would EGMs be authorized?
A. Vendors (liquor licensees), are already licensed, limited in number, 

regulated by the state and generally prohibit individuals under 21 from entering the 
their premises. EGMs would be placed only in bars. Restaurants and “beer and 
wine” establishments would not have EGMs, as minors are allowed access to those 
establishments. The legislation allows for EGMs to be operated in non-alcoholic 
clubs in “dry” bush communities (similar to VFWs, Elks, American Legion and 
Moose Lodges). These clubs would not be, nor could they ever become, with this 
legislation, casinos.

# 4) Q. Who owns the EGMs?
A. Each EGM would be purchased from an EGM manufacturer, and thereby 

owned, by the permittee (i.e., Easter Seals, Boys and Girls Club, Ducks Unlimited, 
etc). Each EGM would cost approximately $8,400. As proposed, the vendor may 
have up to ten EGMs on premise. Each permittee could place up to five EGMs



with various vendors. The vendor would decide which permittee’s EGMs would 
be allowed in their establishment. A contract between the vendor and the 
permittee is required which would also include a provision for the sharing of 
maintenance costs between the two. Each EGM would be labeled, so the person 
gaming could decide, through play, to which charity to donate. There would be no 
maximum limit on a permittee’s revenue.

# 5) Q. W hat would be the start-up  cost to the State for the EGM  program ?
A. Since all EGMs would be purchased by permittees, the only cost to the 

state would be the initial cost and installation of the central computer and recurring 
annual operating costs. The approximate one time cost of the central computer, 
monitors, back-up systems, printers, etc. and associated operating software is $3-5 
million dollars. Maintenance costs to the State for salaried technicians and 
associated operating expenses are indeterminate, however, Oregon at a very high 
maintenance level was at 9%. There would be no cost to the State until the entire 
system is installed and operating. Recovery of those start-up costs would begin 
immediately with the first EGM being installed and operating.

# 6) Q. W hat could the State expect in annual revenues, from E G M ’s?
A. Using Oregon’s EGM income numbers, (total income after payouts), a 

conservative estimate of Alaska’s gross income from a “mature” EGM 
environment in 2002 would have been $294 million. The State’s share, (30%) 
would have been approximately $88.4 million. In a beginning environment, that 
number could be somewhat less. It is estimated that Alaska would achieve 
maturity in approximately 3-5 years.

# 7) Q. How is the revenue distributed?
A. The actual cash in the EGM would be periodically removed by the 

vendor and deposited in the vendor’s separate EGM bank account. Each week, 
funds, in the proper percentage, are electronically withdrawn (swept) from that 
bank account and transferred:

1) To the State,
2) To the endorsed permittee owning the rights to that EGM and
3) To the local community.

The vendor retains their remaining share. The amount of money transferred to 
each contingent, depends on the percentage split as determined by the legislature. 
The current proposed proportion is 30% to the State, 30 % to the permittee, 30 % 
to the vendor and 10 % to the local community. This proposal, if approved, would 
be the first in the Nation to feature a distribution of this magnitude to charities and 
the State, in partnership!

# 8) Q. How will pull-tabs and bingo gaming be affected?
A. Pull tab and Bingo gaming laws and regulations would not be affected by 

this EGM legislation. They would both operate as they do now. EGMs and pull 
tabs are compatible. Vendors who place EGMs can, and may, also sell pull tabs.



# 9) Q. W hat would be the effect of EGM s on Native gaming rights?
A. Native communities are regulated the same as everyone else in the State. 

Native gaming on Native reservations, Native allotment sites and Native trust lands 
in Alaska are under the jurisdiction of the Federal Indian Gaming Commission. 
Owners of those sites cannot engage in any gaming activities that are not allowed 
in the rest of the State. To prevent “high stakes” gaming on Native lands listed 
above, casino nights were outlawed in Alaska, several years ago. Under a compact 
with the State, these sites are now allowed to operate puiltabs and bingo. They 
would have to enter into a new compact with the State, to allow EGMs. Also see 
Question #3.

# 10) Q. W on’t EGM s prom ote increased drinking?
A  ̂ Expendable income spent on gambling cannot be spent on alcohol. 

Drinkers tend to consume less alcohol while gaming than when not gaming. Many 
persons who participate in gaming do not drink. Gaming “payouts” do however, 
become discretionary income.

# 11) Q. W hat’s to prevent obsessive gam blers from  gambling away the 
fam ily’s paycheck?

A. Legal gambling in the form of puiltabs and bingo already exist. Illegal 
gambling is also very prevalent in Alaska and Internet gambling casinos are also 
available. Allowing EGM gaming will not alter a person’s gambling habits.
EGMs would be limited to a maximum wager of $2 on any play of a game. A 
“separate accounting” of a $100 license fee on each EGM, would allow the 
legislature to provide an equal amount of funding for abuse programs.

#12 Q. How would illegal gaming machines be kept from  “ mingling” with 
legal EGMs?

A. Legal EGMs would be required to have posted on each machine, the 
endorsement of the permittee, the permittee’s authorized location and the odds of 
winning each game. The illegal, so-called, “gray machines” are similar to legal 
EGMs but are not part of the central computer system and would not have the 
required postings. A substantial reward for reporting “gray machines” and a 
subsequent substantial penalty against the vendor having placed those machines, 
could be implemented to prevent such an occurrence.

# 13) Q. W ould the S tate benefit from  Non-residents?
A. Potential income from non-residents is essentially lost since only a few 

communities have a sales tax and Alaska has no income tax. Liquor 
establishments are frequented by non-residents in a higher percentage than the 
general, resident public. Gaming revenue from tourists, conventioneers, hunters, 
commercial and sport fishermen, oilfield workers, cannery and other seasonal 
workers would generate considerable EGM income that would otherwise be spent 
outside of the State and thereby be unavailable.



# 14) Q. Could EGM s be place on State ferries?
A. Yes, but because the liquor licensee on a ferry is owned by the State, a 

different set of laws apply. These laws could easily be changed to provide for 
EGMs. They could provide the needed revenue for running the ferry system.

Sum m ary

If EGMs were pursued as an income source, all segments of Alaska’s society 
would benefit. Eighty-five percent (85%) of EGM gross income would be required 
to be paid out in prizes. Any beginning economics student can verify that this 
monetary infusion into the economy would be an economic stimulus that would 
provide economic benefits to the State, similar to what our Permanent Fund 
Dividend yields, when spent in our local economies.

State funded and non-profit charity funded programs would benefit 
enormously from the “net machine income” (income after payouts) of EGMs. The 
non-profit charities provide beneficial programs for the disadvantaged, the disabled 
and the elderly. State and municipal programs would benefit education, roads, 
parks, trails, tourism, resource management and law enforcement.

Implementation of EGMs for charitable gaming, and as a revenue producer 
for Alaska, is a responsible and prudent alternative solution to reduce our looming 
deficit.



E s t i m a t e d  A n n u a l  R e v e n u e  f r o m  E G M ' s
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The estimated revenues listed below were arrived at by taking the number of Licensees eligible to participate (Beverage Dispensary and Clubs)
times an average number of EGMs per establishment (we've chosen 5) times the average weekly "net machine income" in Oregon.

No. o f Licensees* No. o f EGMs Total No. o f Term inals Avg. Weekly Net/Terminal** Estimated Weekly Revenue
Statewide 708 5 3540 $1,012.00 $3,582,480.00 Est. Weekly Revenue Statewic e

$186,288,960.00 Est. Annual Revenue Statew de

Distribution: Based on Est. Annual Revenue Statewide
30%  Charities $55,886,688.00
30%  Licensees $55,886,688.00
30% State Gov $55,886,688.00
10% Local Gov $18,628,896.00

$186,288,960.00 Est. Annual Revenue Statew de

State's Hiohest Populated Areas Annual Revenue
(10% Share)

Anchorage 173 5 065 $1,012.00 $4,551,976.00
Fairbanks 94 5 470 $1,012.00 $2,473,328.00
Juneau 31 5 155 $1,012.00 $815,672.00
Kenai Pen 84 5 420 $1,012.00 $2,210,208.00
Ketch 27 5 135 $1,012.00 $710,424.00
Kodiak 20 5 100 $1,012.00 $526,240.00
Nome 10 5 50 $1,012.00 $263,120.00
Sitka 12 5 60 $1,012.00 $315,744.00

* Includes Beverage Dispensary and Club licenses. Does not include the Ferry System.
“  Based on FY '02 statistics from Oregon. Represents "net machine income", after prize payouts.



E s t i m a t e d  A n n u a l  R e v e n u e  f r o m  E G M ' s  i n c l u d i n g  p a c k a g e  s t o r e  l i c e n s e s

7/21/2003
No. of Licensees* No. of Machines Total No. of Terminals Avg. Weekly Net/Terminal** 
Statewide 1032 5 5160 $1,012.00

Anchorage 
Fairbanks 
Juneau 
KP Borouah

299
115
55

109

5
5
5
5

1495
575
275
545

$1,012.00$1,012.00$1,012.00$1,012.00
Distribution: 30% Charities 

30% Licensees 
30% State Gov 
10% Local Gov

$81,461,952.00
$81,461,952.00
$81,461,952.00
$27,153,984.00

Weekly/Annual Revenue
$5,221,920.00 Weekly Revenue Statewide

$271,539,840.00 Annual Revenue Statewide

$7,867,288.00 Annual Revenue 
$3,025,880.00 Annual Revenue 
$1,447,160.00 Annual Revenue 
$2,868,008.00 Annual Revenue

* Includes Beverage Dispensary, Club and Restaurant/Eating Place Licenses. Does not include the Ferry System.
** Based on FY 02 statistics from Oregon. Represents net proceeds, after prize payouts.
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STATES HOPE LOTTERIES WILL BRING LUCKY BUDGET NUMBERS 
TO EDUCATION

CHARLESTON, S.C. -- Lottery proponents hit the jackpot in South Carolina on Election Day as voters approved a 
state lottery to fund education programs, including college scholarships. It was a hard-won victory, with activists 
both for and against the measure lobbying vigorously in television and newspaper advertisements. It passed with 
just 55 percent of voters approving the ballot question.

Debate over the issue mirrored arguments that Have erupted since the first modern state lottery was created more 
than three decades ago. Advocates' predictions of a bonanza for school funding and critics' fears of moral 
degradation and a gambling trap for the poor are not necessarily in line with the evidence, according to a new study 
on state lotteries.

Of the 38 jurisdictions -- 37 states and tne District of Columbia --with lotteries, 20 earmark a portion of the proceeds 
for public education, according to La Fleur's 2000 World Lottery Almanac. But the additional money may substitute 
for normal appropriations rather than supplement them, according to "13 Ways of Looking at a State Lottery," a 
study published in the October issue of North Carolina Insight. The journal, published by the nonpartisan North 
Carolina Center for Public Policy Research, found "four pluses, five minuses and four questions where the research 
findings are inconclusive," according to editor Mike McLaughlin.

"There are a lot of claims and counter-claims about state lotteries," he said. "We hoped to shed light on the issue."

The study found that while lotteries are a small but relatively stable source of income, revenues have declined as a 
percentage of state income, from 3.5 percent in 1989 to 1.9 percent in 1997.

The research is inconclusive on how much lottery revenues benefit education. In Georgia, the money has been a 
boon for college students, providing more than $600 million in HOPE scholarships since 1993. But, the study says 
that in at least three states -- California, Florida and Michigan -- lottery funds "have merely substituted for normal 
levels of appropriations, despite the tact that lotteries had been promoted as boosting spending for education."

Moreover, a 1996 study by Money magazine found that states with lotteries spend a lower percentage of their 
operating budgets on education than those without a lottery. Pn the other hand, some criticism of lotteries may 
contradict reality, according to the study. Lottery tickets are purchased proportionally among participants from all 
economic backgrounds and they do not lead to excessive gambling, the journal found.

In South Carolina, 55 percent of voters approved a constitutional amendment that will allow for a state lottery to pay 
for college scholarships and fund public schools. Officials estimate that South Carolina residents cross the state 
border to Georgia to spend as much as $100 million on lottery tickets.

A state lottery has been proposed and rejected by legislators in North Carolina during every legislative session 
since 1983. But with tight budgets expected over the next several years, and with residents spending an estimated 
$86 million on ticket purchases in neighboring Virginia, pressure may mount again.

Voters in the states of Washington and Virginia approved measures to earmark lottery funds for education, but 
Arkansas voters rejected a lottery proposal.
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SNAKE EYES

Contents
Even education programs can't redeem state lotteries

In 1990, ZELL MILLER, RUNNING FOR Governor of Georgia, figured out a way to 
Capitol Hill Roulette increase spending on education without raising taxes: Create a lottery to fund

scholarships for high school achievers. Miller's proposal, "Helping Outstanding Pupils 
The Industry Educationally" (HOPE) caught on and helped sweep him into office.

Selling Sloth HOPE works. It has financed higher education for hundreds of thousands of students
in Georgia. It also) seems wondrously simple: a voluntary tax (no one is forced to buy 

Sleeping Watchdogs lottery tickets) to fund a clear, concise, and universally acclaimed goal. Every high
school student in Georgia with at least a B average now has the opportunity to attend 

Betting on Schools one of Georgia's universities; if they keep up their Bs in college they're funded until 
'  graduation. HOPE brought Miller national attention and numerous state governments

are considering copying the program.

But despite HOPE'S success, there's a trap in its seeming simplicity. Lotteries aren't taxes, but they certainly aren't 
free. They compromise values, feed a very dangerous industry, and end up snuffing out the success of even the 
most well-intentioned initiatives. Other states should copy the educational blueprint of the HOPE program, but they 
shouldn't copy the funding.

The trouble with lotteries begins when you hand over your dollar in a convenience store. The money doesn't go 
straight to the state government or to its college education fund; it is processed by a Rhode Island corporation 
called Gtech. Gtech prints the tickets for the states, provides ihe software for the gambling devices, organizes the 
drawings, and even trains convenience-store owners on how to run their computers. Gtech was founded in the early 
1980s and, of the 38 lotteries run nationally, the company has won the contracts to manage 29-getting about a 
nickel from every dollar ticket sold. It doesn't seem like much, but these nickels have added up. The company has 
annual revenues of just under $1 billion, and is traded on the New York Stock Exchange.

Much of Gtech's success comes because it has something good to sell and it sells it well. It has always been able 
to work efficiently and, by most accounts, it has scrupulously fulfilled its contracts.

But to many people in the business, Gtech's extraordinary success doesn't just come because it gets up at dawn 
and eats its vegetables. It's because the company knows how to work the back alleys with sweet talk, hard 
bargains, and, its critics say, coercion. In California, a Gtech lobbyist on trial for bribing lawmakers was caught by a 
hidden tape recorder calling state lottery director Sharon Sharp "our gal" Sharp had handed Gtech the California 
contract without opening the process to competitive bidding. In Georgia, Lottery Director Rebecca Paul called a 
closed-door session with the company when Gtech's bid came in $50 million above the low bidder. After Gtech 
agreed to drop its price by just $23 million, Paul inked the deal. Did Paul cut Gtech a break because she was 
offered a job? Probably not, but she certainly knows that the company takes good care of lottery directors who 
show it consideration. Three directors of the New York state lottery have gone to work for the company as lobbyists 
or consultants, as have numerous directors from other states. After a conflict over Massachusetts' lottery, director 
James Hosker, a close friend of Gtech's, took the job managing Kentucky's lottery and secured a sweet deal for the 
company in that state. Where did Hosker move next? A lucrative job on the Gtech payroll.

As one person close to the company said anonymously, "If it loses a contract, it sues everybody. But it usually wins 
because it offers future jobs to every state lottery director" When asked why he insisted on being quoted off the 
record, he responded: "It's the third rail of the gambling industry. You touch it, you die"
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But Gtech doesn't just make sure that what goes around comes around; it runs an operation that would make any K 
Street lobbying firm proud. One former gambling industry reporter recalled being taken out to play golf by Gtech. “I 
played 18 holes with the Gtech guy and he shot something like a 70 on a very hard course. That's almost like a pro 
and I was very impressed. I asked him at the end how he was so good if he also had to work for Gtech. He told me 
that Gtech had just hired him to play golf with clients.”

Nor would Gtech be Gtech if it didn't understand the importance of well-placed friends, and the company corrals 
power from any angle it can find. In Texas, it hired the boyfriend of the state lottery director. In New York, it hired a 
dear childhood friend of Lottery Director Peter Lynch. In other states it retains former influential politicians simply to 
work the dinner-party circuit. In Texas, the company hired Ben Barnes-legendary former speaker of the Texas 
House of Representatives and the man who, according to many reports, got young George W. Bush out of the draft 
and safely into the National Guard-for the princely annual salary of $3 million. Other prominent Gtech lobbyists 
have Included William Daley (now secretary of commerce) and William Broadhurst, an extremely close political 
advisor to the governor of Louisiana when Gtech was fighting for that state's contract. Broadhurst, of course, first 
came to the public's attention when he chartered the "Monkey Business" and introduced Donna Rice to his close 
friend Gary Hart. Hubert Plummer, the former president of one of Gtech’s competitors famously once said, “We'd go 
out to dinner with the lottery director and find that Gtech had hired a yacht and taken out the whole goddamn 
legislature."

But if many of the company's critics are to be believed, Gtech doesn't just buy and schmooze with people, it 
intimidates them-charges that Gtech emphatically denies. When Bruce Mayberry, the Arizona lottery director in 
1993 (now an employee of one of Gtech's competitors) got into a dispute with the company, he soon found a crate 
of rotten mutton on his doorstep with a note attached: “Enjoy." A gruff Gtech spokesman explained that the meat 
was, of course, a goodwill present gone bad through a combination of Arizona heat and DHL's slow service. As he 
said later in a terse interview, "It's a rough business” Indeed.

Capitol Hill Roulette

But the rough business doesn't stop with Gtech. It climbs all the way up the political chain. Americans spent close 
to $600 billion last year gambling-more than we spent on movies, theme parks, and sporting events combined. Not 
surprisingly, swimming in this muddy river of cash, gambling and lottery interests have turned themselves into one 
of the most powerful interest groups in America. When Jim Hodges ran for governor of South Carolina, he was 
virtually pronounced dead until he decided that, despite his prior vehement opposition, he wanted to introduce an 
education lottery to South Carolina. Bingo. Money started pouring in and, with strong evidence of as much as $30 
million dumped into his bank account by gambling interests, he was able to defeat Republican incumbent David 
Beasley. As Glen Stanton, a South Carolina activist who worked on that election, said to Harper's Magazine,
"Hodges just took the lottery, turned it into a blunt instrument and clubbed Beasley senseless"

The gambling industry knew that introducing a lottery into South Carolina would help open the gates for casinos. 
Having a lottery empowers gambling advocates and undercuts government authority to prohibit gambling. If it's 
moral for the state to do it, why should it be absolutely immoral for Donald Trump or a Native American tribe to do it 
too? Patrick Pierce of St. Mary's College in Indiana has shown statistically that by far the most important variable 
determining whether a state will introduce a casino in a given year is the existence of a lottery—it's much more 
important than state income, tax level, or even political makeup. Lotteries are "the camel’s nose" for legalized 
casino gambling, writes Pierce.

Gambling interests also know that a lottery in one state often puts political pressure on its neighbors. Georgia 
estimates that 12 percent of their lottery ticket sales come from residents of neighboring states-one of the main 
arguments that Don Siegelman used while running for governor of Alabama in 1998 on a platform dominated by a 
proposal to create an initiative mimicking HOPE. Why, he argued, should residents of Alabama be supporting 
Georgia's educational system? Siegelman invoked the Georgia example 17 times in a 400 word op-ed piece in the 
Birmingham News supporting the initiative one year later. This also shows one of the core problems in our federalist 
system-when one state cuts harmful industries some slack, be they lotteries or sludge-belching factories, its 
neighbors often have to follow suit to stay competitive.

The Industry

The momentum of lotteries becomes particularly troubling for opponents because the gambling industry has 
wrapped itself around much of America's political leadership. House Leader Richard Gephardt's chief fundraiser, 
David Jones, has enlisted Mirage Resorts owner, Steve Wynn, in an effort to raise $1.5 million in soft money for 
upcoming congressional campaigns. Wynn has given at least that much to Republicans, but like many other casino 
tycoons, he knows that a good way to win in politics is to bet on every horse in the race. An aide to Henry Hyde was 
covertly offered $10 million by Primadonna Resorts (see Memo of the Month) in return for landing them a casino 
license in Illinois; the plan was only foiled when a man chasing an unrelated conspiracy theory stumbled upon the 
critical files in a trash can. Senate Minority Whip Harry Reid (D-Nev.) unabashedly admits that he owes his career 
to gambling interests; Senate Majority Leader Trent Lott (R-Miss.) is deeply involved in the National Republican 
Senatorial Committee (NRSC) that, according to the non-profit watchdog Public Citizen, received $1.26 million from

2 of 5 9/25/2003 5:25 PM

http://wcblinks2.cpnct.com/citation.asp?...+2555199+sm+KS+BEDD&th=0&cf=l&fn=


EBSCOhost http://wcblinks2.epnct.coin/cilatioii.asp?...+2555199+sm+KS+BEDD&tb=0&cf= I &fn=l & m =  1 &

the gambling industry in 1997-98. Mitch McConnell (R-Ky.), the man commanding the jihad against campaign 
finance reform, has raised at least $1 million for the GOP in the last three years from the gambling industry.

To see how clearly this money can burn up an open political process, consider what happened in March of 1998, 
when Sen. Dan Coats (R-lnd.) proposed eliminating the federal tax deduction for gambling losses-a tax deduction 
which counts money lost on the blackjack table as equivalent to money donated to Habitat for Humanity. Within five 
days, casino interests came up with at least $450,000 to donate to the NRSC and both the Democratic and 
Republican leadership grabbed their golden hatchets and worked to kill the bill before it could be debated. Sen. 
Reid promised to gut the bill with amendments. Senate Minority Leader Tom Daschle (D-S.D.) immediately 
denounced it. Trent Lott tried to work out compromises that could railroad the bill before it came to the floor. 
According to one Republican aide cited by Public Citizen, "Lott did not want us to get down there on the floor and 
debate it, because it was very difficult to defend." Not: surprisingly, the bill died a sudden death-just like virtually 
every other attempt to regulate gambling in the public interest. A bill to give the casino industry a special tax 
exemption for free meals provided to workers made a slightly different journey one month later. Senator Lott slipped 
it, without debate, into a House-Senate conference version of the IRS Reform Bill.

The trouble with lotteries, however, extends well beyond Gtech and the gambling industry lobbying machine. By 
adopting lotteries, state governments put themselves in the awkward and self-defeating position of having to betray 
the values that they usually hold dear.

First of all, lottery officials rely on deceptive advertising of the sort lhat state governments normally try to harness. 
The whole business of lotteries depends on convincing people that their number might come up-in fact that their 
number will come up if only they play enough. After all, lottery officials reason, if people don't buy tickets there isn't 
as much money to fund education. The result is advertising like one television spot in Connecticut that showed a 
smiling young man: "When I was younger I suppose I could have done more to plan my future. But I didn't. I guess I 
could have put some money aside. But I didn't. Or I could have made some smart investments. But I didn't. Heck, I 
could have bought a one-dollar Connecticut Lotto ticket, won a jackpot worth millions, and gotten a nice big check 
every year for 20 years. And I didl I won!" A voice-over followed as the young man grinned, "Overall chance of 
winning is one in 30" One in 30, of course, was the chance of winning a small prize and a smile from your 
convenience store owner, not of striking it rich.

Unlike other sweepstakes and raffles, state lotteries are not required to publish the honest odds of winning. Why 
don't they? Because the odds are virtually zero. Perhaps the best example of the likelihood of success comes from 
the North American Association of State and Provincial Lotteries, a pro-lottery lobbying organization seemingly 
oblivious to its own irony. 'Anyone can be struck by lightning any time, any day. You can only win Powerball if you 
buy a ticket and then only on drawing days...Here's something to think about. Of the people struck by lighting in 
1995, some were golfing, some were picnicking, fishing, boating or hiking-not one was playing lotto at the time."

States that run lotteries also focus their efforts, and in many ways their deception, on the people who are most 
susceptible to their message-the people who the state normally tries the hardest to support: the poor. One 
Massachusetts study found that the average resident of relatively unaffluent Chelsea spent $455 a year on the 
lottery while residents of nearby, prosperous Weston spent only $30. Taking advantage of this bias, an advertising 
plan for Ohio's SuperLotto read, "Schedule heavier media weight during those times of the month where consumer 
disposable income peaks .... Government benefits, payroll and Social Security payments are released on the first 
Tuesday of each calendar month."

States also often try to sell sloth as a way to convince potential customers that a lottery ticket offers a free ride to 
the high life. A 1996 Massachusetts state lottery ad contrasted two possible paths to millions on parallel sides of a 
poster. The first option: "Start studying at about seven years old, real hard. Then grow up and get a good job. From 
then on, get up at dawn every day. Flatter your boss. Crush competition ruthlessly. Climb over backs of 
co-workers... Do this every day for 30 years, holidays and weekends included. By the time you are ready to retire, 
you should have your money." The second option: two lottery tickets.

Worst of all, state lottery officials have incentives to turn moderate lottery players into compulsive gamblers. Five 
percent of the population buys 50 percent of all lottery tickets and these people need constant fixes. Although state 
lotteries started out 20 years ago as simple, uninspired raffles (write your name on the back of this piece of paper 
and one day we will tell you if you have won), lottery officials soon realized that, in America, instant gratification 
sells. In due course, states started promoting Instant games, supergames, and even started running flashing 
casino-like games. The worst of the lot is high paced poker played on video terminals-frequently referred to as 
"video crack" because of its addictive powers. "Almost without exception, my video poker patients report not 
excitement but anesthotized nothingness. It's a twllight-zone experience for them," says Robert Hunter, an expert 
on compulsive gambling. Video poker is run by the governments of eight different states. "There was one machine 
that I could confuse the most," said Betty Yakey to The Washington Post. Yakey, a 65-year-old widow, wiped out 
her grandson's college saving fund (set up by the sale of her family farm) by playing state-sponsored video poker in 
Louisiana for five or six hours daily. "When I played that machine, I didn't worry about nothing."

Selling Sloth
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Although state lottery ads are not regulated by the FTC or the Better Business Bureau, the press, particularly 
television, has not stepped in to play a watchdog role. One would be hard-pressed to find a TV station that explains 
the insane odds against winning when showing lottery drawings on the 7 o'clock news or that reports on state 
lottery ads with the same vigor with which it peers into political campaign commercials. There have been some 
exceptions, but the trend veers away from intense scrutiny.

The euphoric side of lotteries does of course fit better into our common television format: One winner jumping and 
screaming plays better than 20 million poor saps kicking the floor after they lose; a busty woman picking glowing 
balls out of a hopper has more appeal if there isn’t a voice in the background explaining the futility of the charade. 
But another explanation for this one-sided coverage deserves consideration. State lotteries spend more than half a 
billion dollars a year on advertising on television, radio, posters, and in any other rewarding medium. The Maryland 
state lottery, for example, bought well over $1 million worth of ads with major television stations in the first nine 
months of 1999. As with all media advertising, there is scant direct proof that the purchases influence coverage, but 
commercial television producers know where every dollar their station or network: gets comes from. And like lottery 
advertisers who can justify their machinations by the greater good created in the long run (manipulative advertising 
may be bad, but it does help education), the news media have the same argument on hand. If they can't maintain 
their revenue stream, they won’t be able to fund their public services.

Unfortunately, the propaganda is getting through to Americans. According to a July 1999 poll by the Consumers 
Federation of America and Primericam, 27 percent of Americans believe that winning the lottery is their "best 
chance to obtain half a million dollars or more in [their] lifetime." This is a grim statistic which would surely change if 
states were to cancel their lottery ads and instead publicize the wonders of compound interest: $50 invested weekly 
with a 9 percent return would yield over $1 million in 40 years.

Betting on Schools

In his victorious race for the governorship of South Carolina, David Hodges milked the Georgia lottery issue as well 
as one could, arguing over and over again that mimicking the HOPE program would be his state's ticket to success. 
One of his ads showed a convenience store clerk in a Georgia Bulldogs T-Shirt, "Here in Georgia, we appreciate 
you South Carolinians buying our lottery tickets, over $100 million worth. Those Georgia tickets y'all buy pretty 
much pay for our worldclass preschools."

Hodges is right to want to imitate Georgia's educational success but he is wrong to draw inspiration from the way 
Georgia funds its HOPE program. Instead, he should draw inspiration from one of his predecessors, Richard Riley.

In 1985, Governor Riley, now Clinton's Secretary of Education, decided that his state needed an educational 
overhaul. He didn't, however, look to a lottery. He convinced leaders in the business community that more skilled 
laborers would help South Carolina's commerce. He then convinced teachers' unions to support merit pay by 
offering them a 16 percent pay increase. Riley then mailed out thousands of copies of his plan to voters across the 
state and described his plan in hundreds of speeches. He pushed his plan through a reluctant state legislature by 
twisting arms, asking constituents to phone their representatives and arguing his case until he was hoarse.
Although he had initially met with near universal opposition, Riley's reforms passed and were paid for with a 1 
percent increase in state sales tax. A RAND corporation study that year declared that Riley's plan was "the most 
comprehensive single piece of legislation improving education to come out of any state" SAT scores went up and 
more and more of the most talented high school students decided to continue their education.

Next fall, South Carolina voters will have the chance to accept or reject a referendum on Gov. Hodges' plan for a 
lottery to fund educational improvements. There's little doubt that gambling interests will provide the referendum 
with strong financial support. But even so, there are encouraging signs that voters are starting to turn against 
gambling and realizing that, as Riley did, it is possible to create good programs without funding them through 
lotteries. In Alabama, voters recently rejected Don Siegelman's lottery referendum based on the HOPE program 
only a year after electing him in no small part because of his lottery proposal. Even in South Carolina, the state 
supreme court and state legislature recently banished video poker, against the wishes of Governor Hodges, with 
polls indicating that 60 percent of the population was in favor of the decision. Of the 25 state referendums on 
gambling since 1994, anti-gambling advocates have won 19.

That's good news for South Carolina and it's not terribly surprising: Pro-gambling sound bites work well when 
there's a lot of other stuff on voters' minds. Anti-gambling arguments work well when there's time to think. This is 
why governors can often use the issue as a wedge to get elected when there are scores of other issues on voters' 
minds; but it's also why referendums fail more often than not when they are put under the microscope

South Carolinians will have plenty of time to consider the issue next fall and, if I were a betting man, I’d put my 
money against the initiative. After all, the HOPE program helps to create winners; but lotteries, no matter how 
woll-intentioned, make losers of us all.
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NATIONAL GAMBLING IMPACT 

STUDY 
COMMISSION

LOTTERIES

In the words of one lottery director: "Lotteries are different 
from any other gaming product. Lottery players risk a 
small amount of money against very long odds to win a 
large prize, with the net proceeds going to the public 
good."1

The lottery industry stands out in the gambling industry by 
virtue of several unique features. It is the most widespread 
form of gambling in the U.S.: currently, lotteries operate in 
37 states and the District of Columbia. It is the only form of 
commercial gambling which a majority of adults report 
having played. It is also the only form of gambling in the 
U.S. that is a virtual government monopoly. State lotteries 
have the worst odds of any common form of gambling (a 
chance of approximately 1 in 12-14 million for most 
existing lotto games), but they also promise the greatest 
potential payoff to the winner in absolute terms, with prizes 
regularly amounting to tens of millions of dollars.

Lotteries rank first among the various forms of gambling in 
terms of gross revenues: total lottery sales in 1996 totaled 
$42.9 billion. 1982 gross revenues were $4 billion, 
representing an increase of 950% over the preceding 15
years, 1982-1996.2

Lotteries have the highest profit rates in gambling in the 
U.S.: in 1996, net revenues (sales minus payouts, but not 
including costs) totaled $16.2 billion, or almost 38% of 
sales. They are also the largest source government 
revenue from gambling, in 1996 netting $13.8 billion, or 
32% of money wagered, for governments at all levels.

History

Although making decisions and determining fates by the 
casting of lots has a long record in human history 
(including several instances in the Bible), the use lotteries 
for material gain is of more recent origin, although of 
considerable antiquity. The first recorded public lottery in 
the West was held during the reign of Augustus Caesar for 
municipal repairs in Rome. The first recorded lottery to
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distribute prize money was held in 1466 in Bruges, in what 
is now Belgium, for the announced purpose of providing 
assistance to the poor.

Lotteries held a prominent place in the early history of 
America, including an important role in financing the 
establishment of the first English colonies. The first such 
lottery, in 1612, raised 29,000 pounds for the Virginia 
Company. Lotteries were frequently used in colonial-era 
America to finance public works projects such as paving 
streets, constructing wharves, even building churches. In 
the 18th century, lotteries were used to finance 
construction of buildings at Harvard and Yale. George 
Washington sponsored a lottery in 1768 to build a road 
across the Blue Ridge Mountains, but it was unsuccessful.

Several lotteries operated in each of the 13 colonies in 
1776. In the American Revolution, Benjamin Franklin 
sponsored an unsuccessful lottery to raise funds for 
cannons to defend Philadelphia against the British. In the 
year of his death, 1826, Thomas Jefferson obtained 
permission from the Virginia legislature to hold a private 
lottery to alleviate his crushing debts. Held by his heirs 
after his death, it was unsuccessful.

Most gambling, and all lotteries, were outlawed by the 
several states beginning in the 1870's, following massive 
scandals in the Louisiana lottery - a state lottery that 
operated nationally -- that included extensive bribery of 
state and federal officials. The federal government 
outlawed use of the mail for lotteries in 1890, and in 1895 
invoked the Commerce Clause to forbid shipments of 
lottery tickets or advertisements across state lines, 
effectively ending all lotteries in the U.S.

Reestablishing the Industry

The revival of lotteries began in New Hampshire in 1964 
with its establishment of a state lottery. Inspired by New 
Hampshire's positive experience, New York followed in 
1966. New Jersey introduced its lottery in 1970, and was 
followed by 10 other states by 1975. Currently, 37 states 
and the District of Columbia have operating lotteries.

In virtually every state, the introduction of lotteries has 
followed remarkably uniform patterns: the arguments for 
and against adoption, the structure of the resulting state 
lottery, and the evolution of the lottery's operations all 
demonstrate considerable uniformity.

The principal argument used in every state to promote the 
adoption of a lottery has focused on its value as a source
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of "painless" revenue: players voluntarily spending their 
money (as opposed to the general public being taxed) for 
the benefit of the public good. According to one expert, the 
dynamic is as follows: "Voters want states to spend more, 
and politicians look at lotteries as a way to get tax money
for free." 3 A key element in winning and retaining public 
approval is the degree to which the proceeds of the lottery 
are seen as benefiting a specific public good, such as 
education.4 This argument is particularly effective in times 
of economic stress, especially given the prospect of tax 
increases or cuts in public programs. But studies have 
also shown that the popularity of lotteries is not 
necessarily connected to the state government's actual 
financial health, as lotteries have consistently won broad 
public approval even when the state's fiscal condition is 
good. As Clotfelter and Cook report, "the objective fiscal 
circumstances of the state do not appear to have much 
influence on whether or when states adopt lotteries." 5 In 
this sense it appears that the public's approval of lotteries 
rests more on the idea of lotteries reducing the potential 
tax burden on the general public than it is on any specific 
instance of relief.

That being the case, lotteries have proven to be 
remarkably popular: in authorizing the lottery, virtually 
every state has required approval by both the legislature 
and the public in a referendum on the subject. Yet in only 
one state - North Dakota -- has the public consistently 
voted against a lottery.

Once established, lotteries retain their broad public 
support: in states with lotteries, 60% of adults report 
playing at least once a year.6 In addition to the general 
public, lotteries also develop extensive specific 
constituencies, including convenience store operators (the 
usual vendors for lotteries); lottery suppliers (heavy 
contributions by suppliers to state political campaigns are 
regularly reported); teachers (in those states in which 
revenues are earmarked for education); state legislators 
(who quickly become accustomed to the extra revenue), 
etc. Since New Hampshire initiated the modern era of 
state lotteries in 1964, no state lottery has been abolished.

A second argument made by lottery promoters is that 
because illegal gambling already exists, a state-run lottery 
is an effective device both for capturing money for public 
purposes that otherwise would disappear into criminal 
hands and also for suppressing illegal gambling. The 
evidence suggests that this may be partially true for the 
so-called "numbers" games. Some lotteries have;explicitly 
designed their games toward this public policy goal. New

http://govinfo.library.unt.edu/ngisc/research/lotteries


. Lotteries http://govinfo.library.unt.edu/ngisc/research/lotteries.

York's lottery, for example, reports that as a result, "illegal 
numbers activities have been eliminated for the most part 
in most areas of the State with the exception of New York
City." 7

Critics counter, however, that whatever the impact on 
revenue and illegal gambling may be, the benefits of the 
lottery are more than offset by its expanding the number of 
people who are drawn into gambling. Worse, lotteries are 
alleged to promote addictive gambling behavior, are 
characterized as a major regressive tax on lower-income 
groups, and are said to lead to other abuses. Even more 
troubling, however, is the general criticism that the state 
faces an inherent conflict in its desire to increase 
revenues and its duty to protect the public welfare. These 
criticisms will be discussed further below.

The Evolution of the Lottery

Once established, the various state lotteries have followed 
similar paths: the state legislates a monopoly for itself; 
establishes a state agency or public corporation to run the 
lottery (as opposed to licensing a private firm in return for 
a share of the profits); begins operations with a modest 
number of relatively simple games; and, due to constant 
pressure for additional revenues, progressively expands 
the lottery in size and complexity, particularly in the form of 
adding new games.

Revenues typically expand dramatically after the lottery's 
introduction, then level off, and even begin to decline. This 
"boredom" factor has led to the constant introduction of 
new games to maintain or increase revenues. Before the 
mid-1970s, state lotteries were little more than traditional 
raffles, with the public buying tickets for a drawing at some 
future date, often weeks or months in the future.
Innovations in the 1970s, however, have dramatically 
transformed the industry. The first such innovation was the 
so-called "instant games," especially in the form of 
scratch-off tickets. These had lower prize amounts, 
typically in the 10s or 100s of dollars, with relatively high 
odds of winning, on the order of 1 in 4. As important, the 
purchaser could immediately determine if he had won or 
lost, thus increasing the excitement value.

A more far-reaching development was the advent of 
on-line computerized vending. The first major innovation 
from this was a daily numbers game, modeled on the 
illegal numbers games historically present in all major 
American cities. The advantages to the player of this new, 
legal game included the ability to choose his own "lucky"
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number, thereby giving him a greater sense of 
participation (even if his actual odds of winning remained 
unaffected by his choices) and allowing him to determine 
that day if he had won. As the patrons of illegal numbers 
games typically played quite frequently, many playing 
every day, the income generated for the state lottery from 
this activity grew enormously.

In the 1980s, this on-line system also permitted the 
introduction of lotto, the game most closely associated 
with the lottery in the public mind. Lotto differs from its 
counterparts in having enormous jackpots, often reaching 
into the millions and even tens of millions of dollars. It is 
also the only form of lottery game played by the general 
public. The tremendous publicity generated by the prizes 
and by the stories of winners has made the lotto part of 
the general culture. In recent years, the figures for the top 
prize have continued to increase as multi-state consortia 
have been formed with a joint jackpot.

The most recent, and most controversial innovation, as 
well as by far the fastest growing element in revenues for 
the lottery, is electronic gambling or Video Lottery 
Terminals (VLTs), most prominently in the form of the 
machine version of keno. Other types of electronic 
wagering are in development for use by the lotteries, with 
a focus on a more intense and repetitive interaction 
between player and machine, including on-line slot 
machines installed in public vendors. These new products 
may further blur the line between casino gambling and the 
lottery.

The introduction of these new types of games - instant 
tickets, daily numbers, the lotto, and VLTs - has entirely 
displaced the original sweepstakes form of the lottery. 
Driving these and other changes, and the ongoing 
expansion of the industry, is the "relentless" pressure for 
revenue. Oregon has been a leader in adding new games 
to its existing portfolio, introducing sports betting in 1989 
as part of its lottery. The pressures to expand show no 
sign of diminishing, guaranteeing the continuing evolution 
of new games likely to generate ever-greater controversy: 
"No one thought they were legalizing slot machines when 
they voted for the Delaware Lottery, but now any game
owned by the state lottery is legal." 8 Nevertheless, 
innovation in games will almost certainly continue because 
"it appears that the primary instrument for converting 
moderate or inactive players into active players is product 
innovation, rather than advertising." 9

T h e  Evolution of D e b a t e
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innovation in games will almost certainly continue 
because "it appears that the primary instrument for 
converting moderate or inactive players into active players 
is product innovation, rather than advertising." 9

The Evolution of Debate

Once the lottery has been established, debate and 
criticism change focus from the general desirability of a 
lottery to more specific features of its operations, 
including the problem of compulsive gamblers, alleged 
regressive impact on lower-income groups, and other 
problems of public policy. These criticisms both are 
reactions to, and drivers of, the continuing evolution of the 
industry.

Promoters of state-run lotteries usually invoke the 
concept that, regardless of one's views about the morality 
of gambling, a lottery can be used to support the general 
welfare, either as a means of increasing funding for public 
works or by reducing the necessity to raise taxes. In 
recent years, however, there has been increasing 
criticism that the public's perception of where the money 
generated by the lottery is going is incorrect, or even that 
the public is being deliberately misled. In a minority of 
states, the proceeds of the lottery are sent directly to the 
general fund for the legislature to appropriate as it sees 
fit. Far more common is the "earmarking" of lottery money 
for identified programs. Currently, 10 states earmark 
lottery money exclusively for education; in 15 others, it is 
directed toward uses as varied as tourism, parks and 
recreation, economic development, construction of public 
buildings, etc. Colorado targets revenues to 
environmental protection programs; the Virgin Islands 
uses part of its earnings to help fund a local children's 
hospital.10 In Massachusetts, lottery revenues are 
redistributed to local governments, amounting to over 
$500 million in FY 1997 and acounting for 3/4 of the 
state's aid to cities and towns.11

Critics charge, however, that the "earmarking" of funds is 
misleading: lottery proceeds used for a specific program, 
such as public education, in fact simply allow the 
legislature to reduce by the same amount the 
appropriations it would otherwise have had to allot for that 
purpose from the general fund. The money "saved" 
remains in the general fund, to be spent on whatever 
purpose the legislature chooses. Critics add that, as there 
is little or no evidence that overall funding has increased 
for the targeted recipients of lottery revenues, the only 
result has been to increase the discretionary funds
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available to the legislature, which may be a key reason for 
the popularity of lotteries in the state houses.

Critics cite examples such as Florida. In 1988, the first 
year of the lottery in that state, Florida spent 60% of its 
budget on education. In 1993. with lottery revenues 
earmarked for education, education's share had declined 
to 51% despite the apparent windfall. Given variables 
such as inflation, the annual fluctuations in expenditures, 
etc., such figures in themselves are not conclusive, but 
neither do they support the contention that the lottery has 
improved funding for education.12 A recent study of the 
impact of lotteries on education funding concluded that 
"regardless of when or where the lottery operated, 
education spending declined once a state put a lottery 
into e ffect."13 According to a study by Money magazine, 
states without lotteries spend a greater portion of their 
total budget on education than do states with lotteries.14 
Gary Landry, spokesman for the Florida Education 
Association, says "We've been hurt by our lottery...The 
state has simply replaced general revenues with lottery 
money - at a time when enrollments are increasing. It's a
big shell gam e."15

The perceived utility of tying lottery proceeds to popular 
causes such as education is so great that real abuses 
have occurred. For years following the introduction of 
Virginia's lottery in 1988, for example, lottery spokesmen 
and state officials publicly touted the benefits to the public 
schools stemming from lottery revenues. This linkage was 
emphasized in advertising and in public statements by 
state and lottery officials. But the proceeds of Virginia's 
lottery have always gone directly into the general fund, 
and were only earmarked for education in 1995. But, 
according to S. Vance Wilkins, Jr., the Minority Leader in 
the Virginia House: "There's absolutely no point in 
earmarking except for fooling people into thinking we 
were doing something for education when we didn't do a 
thing...It didn’t change the budget one penny. It's a 
sham." In 1997, Virginia lottery officials publicly 
apologized for implying that lottery funds were added "on 
top of" the legislature's annual appropriations for 
education, and the lottery has since changed its 
advertising to now say that "Lottery profits go to the 
General Fund which supports education."16

The problem is not confined to any one state. Jeff Perlee, 
Director of the New York State Lottery, commenting on 
past practices, stated that "lottery funding has NOT 
represented the supplemental funding that education was
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prom ised."17 This conclusion was backed up in a report 
by the New York State Comptroller regarding the state 
lottery's role in financing education, which concluded that 
"the widespread belief that lottery dollars are used to 
increase funding for education is simply a myth, at least 
here in New York. The study outlines that Lottery money 
never supplemented state aid to education and probably 
never will. We found that over the years the lottery has 
been used repeatedly as a source for closing budget gaps 
rather than increasing aid to education."18

One state which has recently addressed this problem is 
Georgia. In establishing its lottery in 1994, Georgia's state 
officials decided to mandate use of the proceeds for 
funding programs which the state previously had not 
funded at all. As a result, the sole designated recipients 
are programs for college scholarships, pre-kindergarten 
classes, and technology for classrooms; it is illegal to use 
the funds for any other purpose. As of the end of 1997, 
lottery proceeds in Georgia paid for 62,000 children to 
attend pre-kindergarten classes and provided assistance 
to 275,000 students attending college in the state.19 New 
Mexico has adopted a similar approach: in establishing 
the state's lottery in 1995, the legislature mandated that 
60% of the revenues go toward the construction of public 
schools and 40% to tuition assistance for residents 
attending state colleges. None of the money may go to 
the general fund.20

Pressures for Revenue

Despite the extensive praise these and other states have 
received for their innovative programs, it is uncertain how 
widely their example can or will be copied, as to do so in 
states with existing lotteries would force legislatures to 
cover the resulting deficit in the general fund with 
politically unpopular spending cuts or tax increases. The 
most basic fact driving all lottery operations is the 
pressure for revenue: "To judge from their public 
statements and their actions, all lottery directors feel 
pressure to maintain, if not to increase, existing levels of 
revenues," a pressure that is "relentless." 21

This has produced a second set of issues stemming from 
the fact that the growth in revenue from traditional forms 
of lotteries has plateaued, prompting expansion into new 
games such as keno and video poker, along with a more 
aggressive effort at promotion, especially through 
advertising.

g " Wllwnrin uaa a n

http://http.V/govinfo.library.unt.edu/ngisc/research/lotteries.hln


Lolleries http://govinfo.library.unt.edu/ngisc/research/lotteries.

Although strong sales growth for lotteries has continued -- 
totaling 11.7%, 12.9%, and 11.7% in 1S94, 1995, and 
1996 respectively -- these figures obscure an important 
shift in the sources of revenue in recent years. As the 
traditional lottery industry has matured and fully 
penetrated its various markets, sales growth has leveled 
off. Most of the recent growth has come from the 
introduction of new forms of wagering, such as machine 
keno and video lottery devices, revenues from which grew 
by 41.8% in 1996 alone.22 These machines are 
commonly licensed to bars, convenience stores, etc., thus 
dramatically increasing their presence in public life. They 
also have prompted concerns that these new games 
exacerbate existing alleged negative impacts of the 
lottery, such as the targeting of poorer individuals, 
increased opportunities for problem gamblers, presenting 
tho latter with far more addictive games, etc.

The evolution of the Massachusetts lottery is instructive: 
the lottery began operations in 1975 with a 50-cent ticket 
and a oncc-a-week drawing. Scratch tickets with instant 
payoffs were introduced in 1974. In 1993, the lottery 
introduced keno games and currently there are nearly 
1600 keno vendors in Massachusetts, most of them in 
stores open to the general public. Lottery revenues have 
risen from $71 million in 1975 to more than $3 billion in 
1997 23

There have been several controversies regarding these 
issues 'n Massachusetts and elsewhere, as well as 
several attempts to deal with them. The legislature 
passed the Keno Reform Act in 1996 to address some of 
the more prominent complaints, reforms which included 
allowing communities to ban keno or restrict without 
suffering a fiscal penalty (money from the lottery is 
distributed to local communities on a complicated formula 
that is based on how much money each community 
generates for the lottery), capping the number of keno 
licenses statewide, etc. However, neither opponents or 
proponents have indicated any satisfaction with the 
existing situation.24

Advertising

Lotteries have also come under increasing criticism in the 
area of advertising, especially regarding alleged 
aggressive advertising practices aimed at lower-income 
groups. Many critics have long been uncomfortable in 
general with state governments promoting what they see 
as a vice. The federal government banned lottery 
advertising until 1975; once this prohibition was lifted,
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increasingly larger sums have been devoted to the 
promotion of lotteries: in fiscal year 1997, state lotteries 
spent over $400 million on advertising and promotion.25

Because the lotteries are run as a business with a focus 
on maximizing revenues, advertising necessarily focuses 
on persuading target groups to spend their money on the 
lottery. The questions are 1) does this promotion of 
gambling lead to negative consequences for the poor, 
problem gamblers, etc.?; and 2) even if these problems 
are minimal, is this an appropriate function fez the state?
Is running a lottery at cross-purposes with the larger 
public interest?

Critics charge that lottery advertising seeks "to stimulate 
rather than merely accommodate demand," a role for the 
state that "may be inconsistent with other functions of 
government...Lottery advertisements must either 
encourage existing players to buy more tickets or entice 
non-players into becoming players." 26 These and other 
opponents allege that lottery advertising is targeted to 
appeal to the irrational elements in the public's 
imagination, seeking to persuade potential players that 
they can influence their odds through the choices of 
numbers they pick and also that it attempts to convince 
the individual player that his chance is winning is far 
greater than the odds would suggest. In the words of one, 
lottery play depends on encouraging people’s "magical 
thinking," which advertising must target.27 According to 
New Jersey's lottery director, the purpose of advertising is 
to "tak[e] an infrequent user and [try] to convert him into a 
more frequent user." 28

To this end, lotteries use traditional marketing methods, 
such as identifying likely players, compiling extensive 
socio-economic profiles, conducting fc .us group 
research, test marketing new products, etc. The media 
plan for the Iowa lottery stated its strategy as "to target 
ou" message demographically against those that we know 
to be heavy users, while encouraging purchases among 
light or non-users." 29 The research leaves few areas 
untouched: the Colorado state lottery reportedly "spent 
$25,000 for a study called Mindsort to analyze the left and 
right sides of the human brain to understand how to 
manipulate player behavior." 30

Critics charge that much lottery advertising is deceptive, 
commonly presenting misleading information about the 
odds of winning the jackpot, inflating the value of the 
money won (lotto jackpot prizes are usually paid in equal
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annual installments over 20 years, with inflation and taxes 
dramatically eroding the current value); and so forth.

Growing criticism has helped to persuade some 
legislatures to mandate restrictions on lottery advertising. 
In Massachusetts, the legislature imposed a significant 
reduction in the money allotted for lottery advertising, 
from $12 million in 1993 to $400,000 in 1997. Lottery 
advocates claim that the Massachusetts lottery spent no 
money on advertising in 1997 outside of 
point-of-purchase sites (i.e., no television, radio, 
newspaper, or billboard advertising). As a direct result, 
there was an absolute decline in lottery revenue for the 
first time. Despite the increasing salience of the issue, 
only three states -- Minnesota, Virginia, and Wisconsin -- 
have imposed significant restrictions on lottery advertising 
(Massachusetts' legislature did the same by means of its 
virtual elimination of the advertising budget; other states 
have similarly reduced the advertising budget, but for a 
variety of reasons). But many state lottery organizations 
claim to have significantly reduced their overall 
advertising on their own initiative, or to have changed it in 
ways to make it more "socially responsible."

Criticism of the advertising practices of lotteries is not 
confined to critics outside of the industry. Speaking to a 
meeting of his fellow lottery directors, Jeff Perlee, Director 
of the New York State Lottery, warned that although most 
lottery advertising was responsible in its claims, lottery 
officials:

must confront the fact that the product they market is 
a vice that is not universally accepted...[Some state 
lottery advertisements] are so far-fetched and so 
fanciful that they would not stand up to the same 
"truth-in-advertising" standards to which advertising 
conducted by private industry is held. Add to that the 
fact that our advertising is often relentless in its 
frequency, and lottery critics and even supporters are 
left wondering what public purpose is served when a 
state's primary message to its constituents is a 
frequent and enticing appeal to the gambling instinct. 
The answer is none. No legitimate public purpose 
justifies the excesses to which some lottery 
advertising has resorted.31

A Maryland state budget examiner's report on that state's 
lottery advertising stated that it contained "misleading 
gimmickry" that exaggerated the benefits to the public 
from lottery revenues.32 In fact, state lotteries are exempt 
from the Federal Trade Commission's truth-in-advertising
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standards because they are state entities and, in terms of 
their advertising, can in fact operate in a manner that true 
commercial businesses cannot.33

Reqressivitv

The focus on convincing non-players or infrequent players 
to utilize the lottery, as well as persuading frequent 
players to play even more, is the source of an additional 
array of criticisms. Giving force to this concern is the 
widespread conception that the lottery is a regressive tax 
because it draws a disproportionate amount of its 
revenues from lower-income groups. The image of the 
state promoting a highly regressive scheme among its 
poorest citizens by playing on their unrealistic hopes is a 
highly evocative one. The most frequently cited, and most 
egregious, example of this was a billboard in one of 
Chicago's poorest neighborhoods that touted the lottery 
as: "How to go from Washington Boulevard to Easy Street 
- Play the Illinois State Lottery." 34

This assumption, however, may not be accurate. Much 
depends on the definition of "regressive." Economists 
define a regressive tax as one that takes an increasing 
percentage of income as income falls. In that sense, 
given the fact that a lottery ticket is the same price to all, 
regardless of income, it is by definition regressive (and is 
considered an "implicit" tax because the revenues go to 
the state). But this simple approach does not capture 
such variables as frequency of play and the amounts of 
money generated by the lottery by income group. Here 
the evidence divides by the type of game played. The 
data suggests (although is far from conclusive) that the 
bulk of lotto players and revenues come from 
middle-income neighborhoods, and that far fewer 
proportionally come from either high-income or 
low-income areas. Clotfelter and Cook cite one study in 
the 1970s which concluded that "'the poor’ participate in 
the state lottery games at levels disproportionately less 
than their percentage of the population." 35 By contrast, 
those playing the daily numbers games, including scratch 
tickets, are drawn quite heavily from lower-income 
neighborhoods.

The popular belief is that the poor are much heavier users 
of the lottery than the rich and the middle classes. In fact, 
however, although "lottery play is systematically related to 
social class, [it is] perhaps not always as strongly as the 
conventional wisdom would suggest." The data "do not 
demonstrate any consistent relationship between lottery 
play and household income over the broad middle range;
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the average expenditure in dollars for households making 
$10,000 is about the same as for those making
$60,000." 36 "On average, people bet the same amount 
on the state lottery regardless of income. Absolute 
expenditures appear to be remarkably uniform over a 
broad range of incomes." 37

Assuming this is true, the lottery may still be termed 
regressive because the state takes greater percentage of 
income from those with lower incomes.38 Whatever 
similarity between income groups there may be regarding 
absolute amounts spent on the lottery, Clotfelter and 
Cook agree that the poor spend a larger proportion of 
their incomes on the lottery.39

Although total expenditures on the lottery may be broadly 
similar by income group, the type of game they play 
differs considerably. An analysis by the Chicago 
Sun-Times revealed that lower-income individuals 
concentrate much more heavily on the numbers games, 
"trading lower payoffs with a higher chance of winning. 
They also are likely to be frequent players, often daily 
players. Lotto - with its big-money jackpots and slim odds 
-  appears to appeal more to upper-income groups, most 
of whom are only occasional players, usually when the 
prize money reaches large proportions." 40

This tendency toward regressivity in certain types of 
lottery games is also borne out in the figures for the 
Massachusetts lottery. In FY1997, the Massachusetts 
lottery grossed $3.2 billion, of which instant games (of 
which the lower-income groups played disproportiona'ely) 
accounted for 65%, numbers for 12%, and keno for 13%, 
all other, including the lotto, 10%.41 The data from the 
Massachusetts lottery do seem to bear out the 
disproportionate impact: although the state-wide per 
capita amount spent on the lottery was $547 in 1996 (the 
highest in the country), the Boston Globe reported that 
the per capita lottery expenditures in the economically 
depressed Boston suburb of Chelsea had climbed to over
$900 in 1996 42

Less compelling, although significant, evidence exists in 
the media plans of the lotteries. Clotfelter and Cook report 
that lottery marketing strategies do seem to explicitly 
target lower-income groups. For example, the advertising 
plan for Ohio's SuperLotto game stated that lottery 
promotions should be timed to coincide with the receipt of 
"Government benefits, payroll and Social Security 
payments."
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Income aside, there are clear differences in lottery play by 
socio-economic group and other factors. Men tend to play 
more than women; blacks and Hispanics more than 
whites; the old and the young play less than those in the 
middle age ranges; and Catholics tend to play more than 
Protestants. Interestingly, "lottery play falls with formal 
education" even though non-lottery gambling in general 
tends to increase.

Other Criticisms

Compulsive Gambling

There is growing evidence that the new games the 
lotteries have introduced to increase sales are more 
addictive, and are compounding the problem of 
compulsive gamblers. Dr. Lance Dodes, Director of the 
Center for Problem Gambling at Mt. Auburn Hospital in 
Cambridge Massachusetts, estimates that 40% of his 
patients are lottery players.43 A 1996 survey in New York 
found that 9% of lottery players, and 14% of keno players, 
have been compulsive gamblers at some point in their 
lives. The study also concluded that keno in particular 
fosters addiction.44 One study of the effect of VLTs on 
compulsive gamblers fou>,d that the number of individuals 
in South Dakota seeking treatment for problem gambling 
declined significantly during a temporary downtime for the 
lottery's VLTs and rose sharply once they were returned 
to service.45

This link is widely recognized, even by those in the 
industry. In the words of one lottery director: "[GJambling, 
including playing the lottery, is ... potentially addictive and 
can be dangerous and destructive for some people, some 
of the time." 46 The new games "have created what was 
once an almost unthinkable link between lotteries and 
compulsive behavior." 47

Despite significant annual revenues from the lottery, 
however, ireatment of compulsive gambling receives 
relatively little money from the state. In Massachusetts, 
for example, the state budgeted only $450,000 in FY 
1996 on compulsive gamblers, including only $120,000 
for actual treatment, even though the lottery revenues for 
the state amounted to $720 million.48 The Ohio lottery is 
one of only a few that operates a compulsive gambling 
treatment operation as part of its regular operations, 
employing six problem gambling experts. Five states 
require a telephone number for help for problem gamblers
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be printed on its lottery tickets.49 

Underage Gambling

The sale of lottery games to minors is illegal in every 
state. However, by all measures, it is commonplace. A 
survey in Minnesota of 15- to 18-year-olds found that 27% 
had purchased lottery tickets for themselves.50 Even 
higher levels of 32%, 34%, and 35% were recorded in 
Louisiana, Texas, and Connecticut, respectively.51 In 
Massachusetts, Connecticut, and other states, lottery 
tickets are available to the general public through 
self-service vending machines. When one store owner in 
Boston was asked if minors purchased tickets from the 
lottery ticket dispenser in his lobby, he replied: "How 
would I know? No one's watching it." 52 Thus, it is not 
surprising that a survey conducted by the Massachusetts 
Attorney General's office found that minors as young as 9 
years old were able to purchase lottery tickets on 80% of 
their attempts, and that 66% of minors were able to place 
bets on keno games. 75% of Massachusetts high school 
seniors report having played the lottery.53

Charitable Gambling

The lottery has also apparently had a negative impact on 
charitable gambling. In 1984, charitable gaming in 
Massachusetts, such as church bingo, had revenues of 
$250 million. By 1995, those figures had declined to $200 
million. Competition from the lottery is usually blamed, 
especially following the introduction of keno. "We're 
getting slaughtered by Keno," said one local rabbi 54

Impact on State Politics

The negative impact on state politics of money connected 
with the lotteries is often cited by critics, with the 
commercial suppliers and operators commonly used as 
examples. GTech and Automated Wagering International 
(AWI) are the two companies that dominate the lottery 
supply and lottery operations businesses. In 1997, of the 
38 lotteries, GTech had contracts to operate 29; AWI had 
7; Massachusetts and Virginia run their own systems.
These two companies have contributed heavily to state 
races. When GTech won the contract to operate the 
California lottery in 1986, it had been the 6th largest 
contributor to state campaigns that year, having donated 
a total of $30C,000 to individual state races. In addition, 
both companies devote substantial sums to lobbying state 
legislatures and officials. GTech is alleged to have spent
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$11 million on lobbyists in 1993 alone.55 

Public Policy

It needs to be emphasized that although lottery officials 
are often lightening rods for criticism, they are not free 
agents operating on their own; they must respond to 
directions from state officials, which often contain 
conflicting goals. Thus, they may be told to reduce 
advertising even as their performance is measured by 
their ability to increase lottery revenues.

This schizophrenic approach can lead to many problems. 
For example, in Massachusetts, the pressure on the 
lottery to produce additional revenue remained even after 
the legislature dramatically reduced the funding for 
advertising. One result was that the lottery began using its 
"free play" coupons as money, reportedly using $8 million 
of them to pay for advertising (although the budget had 
been cut, no prohibition was made against advertising per 
se). This in turn generated an investigation by ihe 
Massachusetts Attorney General's office, but also 
prompted the IRS to investigate the alleged non-reporting 
of income (in its eyes, the coupons were being used as 
money) 56

The most important issue regarding lotteries is the ability 
of government at any level to manage an activity from 
which it profits. In an anti-tax era, many state 
governments have become dependent on "painless" 
ottery revenues, and pressures are always there to 

increase them. A study done in Oregon found that one 
result common to every state financial crisis over the past 
couple of decades was that a new form of gambling had 
been legalized for the state to profit from. As a 
consequence, Oregon currently has more forms of legal 
gambling than any other state outside of Nevada. Clearly 
there are conflicting goals which can only be prioritized by 
political officials, be they in the executive or legislative 
branch. There have been surprisingly few attempts to 
grapple with this problem.

The evolution of state lotteries is a classic case of public 
policy being made piecemeal and incrementally, with little 
or no general overview. Authority - and thus pressures on 
the lottery officials -  is divided between the legislative and 
executive branches and further fragmented within each, 
with the result that the general public welfare is taken into 
consideration only intermittently, if at all. Few, if any 
states, have a coherent "gambling policy" or even a 
"lottery policy." Pciicy e lis io n s  taken in the
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establishment of a lottery are soon overcome by the 
ongoing evolution of the industry. It is often the case that 
public officials inherit policies and a dependency on 
revenues that they can do little or nothing about.

Many public officials, including some charged with 
overseeing the lottery, have expressed public and private 
discomfort about many aspects of their state's lottery or 
even about the wisdom in general of the state’s running a 
lottery, and often add that they and their colleagues are 
powerless to change the system. This raises the troubling 
question of whether the state itself has become addicted 
to lottery revenues. In the words of Harvard University 
professor Michael Sandel:

"No politician, however troubled by the lottery's 
harmful effects, would dare raise taxes or cut 
spending sufficiently to offset the revenues a lottery 
brings in. With snte  hooked on the money, they have 
no choice but to continue to bombard their citizens, 
especially the more vulnerable ones, with a message 
at odds with the ethic of work, sacrifice, and moral 
responsibility that sustains democratic life." 57
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