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LEGALIZED GAMBLING AS A STRATEGY FOR ECONOMIC DEVELOPMENT

Introduétionz

Although the Controvefsy over legalizing gambling often
centers on issues of morality, the goal of this study was not to
explore whether or not people should gamble. The morality of
gambling is indeed worthy of serious debate. But our primary
concern was to assess the economic, social and legal consequences

that occur when goverhments try to use gambling as a way to

_improve their economies. Our research is intended to help give

communities and policy makers a more informed and objective basis

for making their decisions.

Our report does not recommend either for or against

legalized gambling in general. Rather it describes the

cdnsequences of the ways in which community leaders, the media,
and the public are learning and making decisions about
legalization. In our research, we discovered that not all forms

of gambling lead to the same social and economic consequences.

‘'We found, for example, that the latest kinds of legalized games

‘and those being-contemplatgd'for the future, such as electronic

gambling machines in stores and bars or interactive TV betting at
home, tend tg be more‘decentralized,:more available, more
addictive, and more profitable to the gambling industry. Our
findings and recommendations are directed at some of the specific

ways,in which governments decide to go into the gambling .
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business, and ebout the ways they operate gembling ventures once

there.

Expanded and Transformed

Legel gambling is one of the fastest growing industries in
the United States. By 1992, gress revenues from legalioperations
were running at nearly 530 billion a yeér - an averaée‘of more
than $100 for every person in the country. Between 1982 and
1990, legal gambling‘by Americans grew at almost twice the rate
of their personal incomes. Revenues in this business climbed
nearly two and a half'times faster than that of the nation’s

manufacturing industries.!

V.Tﬁis once officielly crimiﬁai activity is now being chosen
by business ahd.community 1eaéers as a'1inchpin for economic
development. By»the late 1980’5( the. country’s gaﬁbling menu -had
rapidly expanded - from electronic slot machines in rural Montana
bars te new casinos in oid quorade mining towns; from -

Mississippi riverboats to tribal-run casinos on Indian

reservations; from church bingo games to new mega-casinos in Las

Vegas and Atlantic City.

lChrlstlansen, Eugene M., "1990 Gross Annual Wager", Gaming
and Wagerin Business, July 15 - August 14, '1991. and = - )
Christiansen, Eugene M., "Gross Annual 92 Wager”, Gaming‘and
Wagering Business, August 15 - September 14, 1993, p. 12.; see
also: Manufacturing Industry calculations from Statlstlcal
Abstract of the Unlted States 1991 manufacturlng data,vp. 748.
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Many states which were never thought of as gambling centers
have been transformed. Rural ones like Iowa, Oregon, Louisiana,
Minnesota, Montana, and South Dakota and more urban ones like
Connecticut and Illinois now have a host of gambling products.
In 1992, Minnesota’s state lottery director claimed that, aftér
Nevada and New Jersey, residents of his state were spending more
money gambling than anywhere else in the United States.? At $558
per capita in yearly wagers, gambling expenditures in 1990
exceeded many categorigs of retail spending in Minnesota,
including home furnishings,'appliance,and electronic stores,
clothing and shoe stores, and hotel and lodging. That year,
total wagers in that state were nearly $2.5 billion, up from an

estimated $200 million only five years before.?

A New Role and New Dilemmas

The legalization ongambling has created a new role for
goyernment in directing economic development. Through ventures
like.lotteries, the states have refuted the stereotype of
government inefficiency. They’ve demonstrated that when given

the opportunity, they can create businesses and that government

managers can become as proficient in marketing and management as

their private business counterparts. Government has also

" ’Anderson, George R. "Casinos and Lotteries: Can They Co-
Exist?", Talk at the World Gaming Congress & Expo, Las Vegas,

" September 22-24, 1992.

3Minnesota Planning}.High Stakes: Gambling’in Minnesota,
Minnesota State Planning Agency, St. Paul, MN, March, 1992, pp.
2, 6. : . : :
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established a important model in which privately—run‘businesses'

share«fixed percentages of their gross income with thé public.

In the process of going into the gamblingibusiness,
.governments-have'also become more gambling dependent and havé.
shifted from beiné gambling regulators to being the leading

. promoters of gambling in this country. The net effect has been an

increase in the number of people who gamble.

"Proponents’ of legalized gambling have promised vastly
increased public fevenues and the'creatibn of large numbers'of.
jobs. Casinos and riverboats are portrayed as appealing to-
families and vacationing téurists‘in an atﬁosphere of

entertainment -and fun. 

‘The gambling ihdusfry has indeedlcreated many jobs in
gambling'entefprises as well as those in:related bﬁsinessesllikg
hotels.’ But by divértingiconsqmer dollars into gambling, it hés
also been responsible for the decline~ofnjqbs and fevenues in |
other‘businesses. In addition, the eipqnsion of legalized

gambling is increasing the public and private costs of dealing

with the,sécial~and economic problems among the risihg numbers of

people who gamble.

Studies indicéte that'péor and working .people spend a
disproportionate part of their incomes on gambling. There is
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also a direct»increase in the numbers of people with pathological
gambling problems as a result of increases in legalization. Some
researchers have éalled éambling the fastest-growing teenage
addictibn; with the ratg/of pathological gambling among high

school and college-age youth about twice that of adults.4

The Expansion of Games_and Players

Today, there are six major sectors of the legal gambling
economy, with new ones being planned for the future:
(1) State lotteries and instant games.

',(2) Casino-style gambling - including Indian casinos,
riverboats and "cruises to nowhere."

(3) Pari-mutuel racing and sports gambling; at the track,
off-track, and simulcast racing.

(4) The ﬂnon—profits“‘-_including bingo and "Las Vegas
nights" by churches, veterans organizations, and other
groups. :

(5) Indian high-stakés bingo.

"Mini-casinos" - created through the use of keno

machines, video lottery terminals, slot machines, and
pull-tab machines in bars, convenience stores and

racetracks.
On the horizon, the gambling industry is experimenting with at-

home interactive cable TV gambling.

- Initially, politicians argued that legalization was a way

for the state to capture money already being bet on illegal

‘Christian Science Monitor, April 25, 1990.
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gambling, tp eliminate the rele,played?by organized crime, and to
make sure that those who played weren’t being cheated. However,
-organized crime’s 1nvolvement in gambling act1v1t1es, stands in
sharp.contrast to government’s approach.v Organized crime doesn’t
prbmote its operations with public relations campaigns th
encourage more people to gamble. State governments'now spend

about $300 million dollars a year in lottery advertisements.

Goyernmentsbhave-also proneted gambling through organized
"public relations efforts which have resulted in valuable free>
publicity for their gameé through newspaper and TV stories about
enermqus‘jackpots and‘happy winners. As non-lottery gambling
ventures decline,,eome state governments hate even begun to

.provide them with subéidieé and favorable regulatory treatment.

QuestionS'and.Aneuers

Many’governmental‘functions in legalized gambling are a
radical departure'fronfgouernment(s traditional role in economic
'development and pose‘critical public policquuestidns. The
question we raise first is whether gambling 1s ultimately an
effective economlc development strategy to -raise revenues and
"create jobs? Second,:if it 15; should government actlvely

SSee for'example, "Communication by Mayor William O’Dwyer to °

the New York State Legislature," January 10, 1950 in "Gambling",

Annals of the American Academy of Political and Social Science,
Vol. 266, May, 1950, pp.35, 36. - o :
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encourage people to gamble? Third, what role, if any, should
state and local governments play in protecting their gambling
enterprises from competition, whether in their own states, or

from enterprises in competing states or on Indian reservations?

The rapid rise of tribal—run gambiiné poses additional
questlons, both about its effect on economic and social
condltlons within Indlan communities, as well as its effect on
the legal relationships between Indian tribes, the states and the

federal governments.

This study addresses these questions by assessing the way in
which both non-Indian and Indian communities have turned to
gambling solutions fqr'their financial difficulties in a number
of diverse states and iecalities. Among other things, we

attempted to determine:

1. The prlmary groups and individuals who are promoting
legalization and what strategles they use to do this.

2. The extent to which the studles, criteria and methods
used by legislators and communities in ‘evaluating gambling

- development proposals are useful. In particular, to what extent
- . are both negative as well as positive consequences of expanding
. legalized gambling being considered?

3. What are the'consequenceslof having specific state
budgets and programs directly supported by gambling enterprises?

4. What is known, and not known, about the community
economic impacts of gambling? This includes revenue and job.
creation possibilities and the publlc costs of legallzatlon, such
as police and criminal justice services, mental health services,
and the extent to whlch gambling affects other local bu51nesses
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‘5. The extent to which communities consider the changing
social characteristics promoted by legalized gambling in making
their decisions ~ such as changes in addictive and criminal
behavior and the extent to which new government- sponsored
gambling promotes more gambllng

6. The extent to which governments have been able to'plan
and control their gambling ventures: e.g., have they have been
able to keep gambling a recreational activity; do they have
state-wide gambling plans; how are gambling ventures initiated?

7. The legal and political environment in which tribal-run
gaming operates and the consequence of this environment on
.decisions to legalize gambling in non-Indian communities.

To‘find answers to these questions, we interviewed over
fifty public officials, business and media people. In addition,
we conducted several working meetings with government officials,
exchanged information with researchers, and reviewed local, as

well as national, studies.

Our original intention was to ekamine only a small number of
states, where particular kinds_of legalized gambling'were being
expanded. We chose Minnesota and Connecticut to look at tribal-,
. run gambllng, Iowa to examlne the. development of riVerboats,‘and
Oregon for the expan51on of state -run electronic gambling -

_machlnes. However,-after we began our study, we found that

_gambllng was expandlng rapldly in other c1t1es and states in ways

which would impact our orlglnally de51gnated sites.

:For example,;gambling proposals in New Orleans, Chicago,'and
elsewhere} could affect market‘saturation on a national ievel,

thus imbactingfthe'states we originally‘chose'to look at. ‘We

an s .
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also found a lack of economic impact studies either prior to or
after gambling ventures were in place in many of the original
states. At the same time, we were able to find other situations
in which such studies were available and could give us a much

better measure how communities aproach legalization.

In Chicago, for example, a number of impact studies had been
prepared to estimate the economic effects of a proposed casino
complex; in South Dakota an impact study looked at economic
conditions in_thét state.after the development of casinos in
Deadwood and after the creation of state-run electronic gambling

machines; in New Jersey we were able to look at studies which

"examined the long-térm effects of legalizing casinos in Atlantic

City. We also. found it useful to look at Montana, California,
and other states, where there had been considerable accumulated
experience earmarking state gambling-derived revenues for

specificvpurposes like education.

In describing tribal-run gamblihg we felt it necessary to

examine the complex legal environment in which state, federal,

~and tribal governments'interact. To do this, Stephanie A. Levin,

our legal consultant, prepared a separate section on the Legal

Environment of Indian Gambling, which not only describes the

| - legislative background leading to passage of the 1988 Federal

Indian Gaming Regulatory'Act (IGRA), but also addresses the legal

issues which are likely to affect the future of tribal-run




- gambling.

To Make a Choice
_The current risepof the gambling industry is a reflection of

larger economic dilemmas in rural and urban areas, a phenomenon

‘which is part of a broader national shift-away from the creation

of high wage jobs and one‘which'is emblematic of the paucity of

local and national long-range solutions to the problems of

economic development.

Government involvement'in expanding legalized gamhling may
at first seem an,encouraging“indication‘that-political leaders -
are taklng a more active role in helplng their local economles.
But’ compared with the 1nvolvement in gambllng, the commltment to
help other kinds of economlc growth is minuscule. In 1991 for

example, states w1th technology exten51on services that prov1de

research and marketlng help to small manufacturlng companies, one -

of the‘most-innovativeland job creating parts of the economy;,
.together spent -$50 million to sv.ipportthem.6 By contrast, New
Jersey alone spent more than’ that to regulate its Atlantic Clty
casinos,’ whlle lottery states spend six tlmes that . amount’ to_

advertise thelr products.

6"InduStrial Policy", Business Week, April 6, 1992.

, 7Lehne, R1chard Ca51no Polic ’ Rutgers Un1vers1ty Press,p
-New Brunsw1ck NJ, 1986 p. 66..
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The decision to expand legalized Qambling can have many
unforeseen consequences.' One of the most significant ones is
that it will be a very difficult decision to unmake. As a
politician who led the battle to legalize gambling in Atlantic
City said, "Casino>gambling is not a ’try it and see’ experiment.
Oonce the casino opens and the dice begin to roll, gambling
creates an instant constituency. ‘People depend on it for jobs.

Governments depend on it for revenues."?

As government and private gambling operations multiply,

‘'states and communities are being pitted against each other in a

struggle for competitive advantage. Hopefully, this report will
help people and their government leaders better understand the
connections between gambling and economic development in their
communities. We also hope it will help them to make more

reasoned choices.

sP_erékie, Stephen P., "The Word from New Jersey - What
Hartford Can Expect from Casino Gambling", Hartford Courant,
March 29, 1992, p. El. ’




"EXECUTIVE SUMMARY OF KEY FINDINGS AND.RECOMMENDATIONS

Key Findings

1. Initiatinq.'Planninq and Developing Legalized Gambling

There is no popularly-based movement for the expansion of
legalized gambling; expan51on has resulted from the efforts of
gambling industry companies and public officials. There are no
state gambling plans. Gambling has grown in an ad hoc, "“copy
cat" manner as states follow each others’ leads, responding to

revenue shortfalls and the fear that neighboring states or Indian

tribes will siphon off their gambling dollars.
Once gambling ventures are legalized and governments become

dependent on their revenues, the future form and spread of
gambling within a state becomes extremely difficult to control.

2. Knowledge Abeut Gambling Impacts: Hiding the Costs

There is a critical lack of objective knowledge and research

about the real economic and social costs and benefits of
.legalizing gambling. The research used by public officials to
‘evaluate projects is often done by the gambling industry itself.

‘While legalized gambling has produced increases in some -
forms of employment and tax revenues, the shifting of large

amounts of .consumer spending to state sponsored gambling also has B

negative effects on other local businesses. 1In addition, there
are. other expenditures, such as those for criminal justice,
regulation, problem gambllng behavior endlpublle,1nfrastructure.

3. Analysis of Gambling Economic Impact Studies

, In general, in the fourteen studies analyzed, claims of
economic benefits were exaggerated, while costs were understated.
'‘Most could not be considered objective descriptions of economic

benefits and costs. Ten of. the reports were either unbalanced or

mostly unbalanced,

N TN s Ny .
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4. Recruiting More Gamblers: Increasing Gambling Opportunities
and Problem Gambling Behavior

As the states legalize and promote more gambling ventures,

the number of people who gamble is increasing and the amount of

personal income being spent on gambling is also rising. This is
increasing the costs of dealing with gambling-related problems.

Based on projections of existing research, there may already
be as many as 9.3 million adults and 1.3 mllllon teenagers with
some form of problem gambling behavior in the United States.
State gambling revenues come disproportionately from lower income
residents. Problem gambling behaviors are highest among the poor
and minorities.

5. Future Implications for Rural and Urban Areas: Leqgalizing More
Addictive Games at Decentralized Locations; the Introduction of
Land Based Urban Casinos; the Development of Interactive
Television At-Home Betting

As state budgets become more gambling-dependent, legislators
are tending to legalize higher revenue producing games, like
video lottery terminals (slot machines) and keno at dispersed
locations. These constant, quick action games are considered
highly addictive by counseling professionals. State gambling

. dependence has also eroded prohibitions against locating casinos

in large urban areas.

There has also been a marked shift towards more slot
machines in existing casinos. In the future, as revenues from

‘existing gambling ventures are unable to keep pace with

government gambling dependence, the gambling 1ndustry and
legislators are likely to look towards expansion through the use .
of telephone and interactive TV betting.

While remote areas were historically favored for casino

. locations, more urban casinos may be developed in the future with

negative economic consequences for existing rural ones. The
increased use of state-operated slot machines and keno at
dispersed locations will also have negative economic consequences
for rural as well as urban areas. :
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6. The -Implications of Market Saturatlon. Relaxed Requlations and .
Increased Public Subsidies . _ o

. The growth of competing gambllng ventures is leading to
market saturation, putting many ventures in danger of collapse
Charitable . gambllng revenues are one. of the enterprises being
negatively. affected by this growth.

: A major result of market saturation has been a tendency
_towards more lax government gambling regulation and public
subsidies to help competlng private gambllng operations survive.
There are likely to be serious economic and social costs to
‘communities as the result of this boom and bust type- of
development. :

7. The Government as Gambllng Promoter. Advertising, Promotions
and Subsidies - L

In the process of gambling legalization, states have shifted
from the role of gambling regulator to that of gambling promoter.
In doing this, they are liberalizing regulations designed to
protect the public and spendlng more on gambling advertisements
and: promotlons.

In the future, if governments ‘do not find better ways to
raise public revenues, ~they.. will continue to move in the
direction of inducing more people to gamble more money. ‘- The
results are likely to be increased cannibalization of non-
gambling businesses and 1ncreased public costs of dealing w1th '
the soc1a1 and economlc consequences.

8. The Use of Gambllng Revenues and the Growth of the New
Gambllng Constituencies

Governments use gambling revenues for a wide varlety of
budget needs. New gambling ventures are sometimes difficult to
start because ex1st1ng constituencies with gambling monopolles
lobby to keep them from being legallzed.

S Funding spec1f1c state programs with gambling revenues has
tended to make them gambling-dependent. It has also tended to
make those groups who benefit from them part of pro-gambllng
'polltlcal constituencies.

As‘grow1ng numbers of people work in the gambling industry,
and come to be economically dependent on it, new pro-gambling"
constituencies will develop to protect these jobs. This will
make gambling ventures difficult for government to curtail or
terminate. '

. f .
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9. State-Tribal Relations: Tribal Benefits and Problems

Tribal relations with the states over the issue of tribal-
run gambling have been generally adversarial; conditions have
varied as a function of particular state politics and especially
as a function of the political strength of tribes within a state.

~ There have been dramatic immediate economic and social
benefits in many Indian -communities, but there have also been
controversies within tribes about the advisability of operating
gambling enterprises and about acceding to government mandates to
requlate tribal-run gambling.

Indian tribes are concerned about the long-term viability of
their casinos. As their revenues have dramatically expanded,
state governments have sought ways to tap into or curtail them.
There are currently serious legal challenges to tribes’ sovereign
relationship to the states. These conditions raise serious '
tribal, state and federal policy and legal questions for the
future. ‘
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RECOMMENDATIONS

1. In contemplating legalization, communities need to make more
use of objective and accurate information about probable economic
and social impacts. They should avoid reliance on forecasts and
.studies provided by researchers and consultants who work either
for the gambling industry or for pro-gambling constituencies.

2. There is a need for a national organization, independent of
the private and governmental gambling industries, to conduct
ongoing analysis of the economic and social consequences of
existing and proposed gambling ventures. Such analysis would
include the impacts of consumer gambling expenditures on other
businesses and on local job creation. and job loss. It would also
include research on the effects of using gambling revenues on
state and local budget processes. A

3. Governments should avoid gambling policies which conflict
with their other economic and social policies. For example,

since governments normally try to discourage socially destructive.

behavior. Therefore, when governments decide to legalize a
particular game, that they limit their role to that of making the
game available, rather than that of actively promoting it. In the
same sense, we recommend they - -avoid legalizing more addlctlve
games, such as electronic gambling machines, interactive
television and other home-accessed gambling.

4. As part of a process of understanding the long-term 8

- relationship between their gambling policies and other efforts,

we recommend that governments engaged in gambling ventures
prepare comprehensive gambling plans, which clearly describe
their goals and methods of achieving them. These plans should
acts as a gulde .to a state’s future gambllng operations.

5. Communities which decide to host private gambling ventures,

such as casinos and riverboats, should insist on legal agreements
- which stipulate that operators can’t terminate or relocate their

facilities without clearly defined arrangements which compensate

these communities for current and future social and economic

" costs. they incur as a result of the gambllng venture.

6. Governments should avoid the consequences of becoming

f1nanc1ally dependent on gambling ventures. When revenues from -

~ gambling do- not meet goals, important public programs can become
jeopardized.. To avoid these consequences, governments should
consider alternatlve ‘sources of fundlng public programs.

" R .' Ea——
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7. Government should réconsider,theif support for faltering
gambling ventures. Declining sales of gambling products are
usually an indication of declining consumer interest. While
retaining jobs may be a useful public policy in some industries,
public funds and subsidies may be better invested in supporting
local industries and businesses which are likely to have more
beneficial long-term impacts on jobs and public revenues than

gambling ventures.

8. Governments should reconsider their methods for distributing
their gambling revenues and their ways of publicizing these
methods. Currently, gambling revenues derived from poor
communities are often redistributed to wealthier ones. Policies
of earmarking revenues for specific public purposes like

‘education have also made these programs gambling-dependent By

exaggerating how much money goes into these programs in their

'gambling advertisements, governments have made it more difficult

for programs like education to find other sources of public
revenue.

9. While there is an obvious need for more money to pay for
counseling problem gamblers, we hesitate to simply recommend
increased funds for counseling. Since government’s expansion and
promotion of gambling itself causes more gambling and more
problem gambling, the answer is to simultaneously curtail
government’s promotion of gambling, while at the same time

eprov1d1ng more assistance to people with behavioral problems.

10. 'Gambling ventures should not be created simply to stop the
flow of state gambling dollars to out-of-state ventures.
Creating new ventures will likely help retain some gambling
dollars, but is also likely to induce even more in-state
gambling. This will lead to increased public costs for

- behavioral problems and the diversion of dollars from local

businesses to the gambling operations.

11. Governments should consider the possibility of using their
accumulated experience and expertise in efficiently and
profitably managing and promoting gambling operations to operate
more economically and socially productive ventures.

12. Tribes, while,having the right to make their own decisions
about whether or how to engage in gambling operations, should be

..attentive to using the capital generated by their successful

ventures to invest in diversified, long-term economic development
activities. :
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1. Initiating, Planning and Developing'Legalized Gambling

There is no popularly-based movement for the expansion of
‘legalized gambling; expansion has resulted from the efforts of
- gambling industry companies and public officials. There are no
-state gambling plans. Gambling has grown in an ad hoc, "copy
cat" manner as states follow each others’ leads, responding to
revenue shortfalls and the fear that neighboring states or Indian
tribes will siphon off their‘gamhling_dollars.

. Once gambling ventures are legalized and governments become
dependent on their revenues, the future form and spread of
gambling w1th1n a state becomes extremely d1ff1cult to control.

. The recent explosion of legalized gambling ventures in
America is not the result of a popular political groundswell for
more gambling. Initiatives have come from a gambling industry;
‘attempting to increase business and public officials attempting
to create jobs and raise revenues. 'Expansion has been

unsystematic and chaotic - typically, new ventures have grown in-

an ad hoc manner, as legislators, state gambling officials and

1

private companies respond to the financial and political
opportunlties of the moment - often by 51mply copying the

. gambling operations of other states.

N On

There are no states ﬁith state-wide or comprehensive plans
for their gambling ventures. Many state-and private proposals
for new Ventures were made'after lottery of other gambling.
~revenues-declined after Indian;tribes created casinos, or afte;
Qanother state legalized a new form of gambling such as the

introduction of-riverboat gambling in Iowa.’ Massachusetts, w1th

the highest-per capita spending on the'lottery ofvany state in-

the country, is considered the nation’s most successful model by
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many of the lottery dfficials we ihterviewed, and is widely

copied.

An Escalating Political Quest for Gambling Revenues

The historic pattern in legalization has been for state
governments to begin by legalizing a lottery and then, as
gambling revenues decline over time, to legalize more ventures -
from once-a—month lotteries, to weekly lotteries, to daily games,
instant tickets, and other forms of gambling. The history of
Cohnecticﬁt’s lottery illustrates thé elusive quest for

government revenues through legalized gambling.

Connecticut began its lottery with bi-partisan support more
thanAzo years ago, after‘Republican Governor Thomas J. Meskill
‘campaigned for the gambling venture as a way of avoiding a state
income tax. Since then fhe state has 1egaliéed betting on
'horses, dogs and jai?alai as other ways of avoiding the use of

 inc6me taxes. But by 1992, Qith lottery revenues at $228 million
or 2.8 percent of the statefs budget, the legislature approved
that state’s first income tax. Meskiil) currently a Federal
Appeals courf'judge,'recently said, "I would have been sétisfied

if we had stopped with the lottery."’

In 1993} still short of funds and jobs, legislators

’Hays, Constance L.; "Was the State Lottery Too Much of a
Gamble?" New York Times. Oct. 17, 1992.
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unsuccessfully promoted the creation of major gambling casinos in

Bridgeport and Hartford. While the lobbying effort was underway,

the governor conciuded an agreement with the Mashantuckett Pequot
tribe to share slot machine revenues, in exchange for allowing
the tribe the exclusive right to operate slot machines in the

state.

In New Jersey horse racing produced about 10 percent of
general fundlng revenues in the m;df1950’s. But by 1986, horse
racingiaccounted for only 1 percent of state general fund
revenues. In the 1nterven1ng years, new gambllng ventures were
legallzed - the state lottery in 1969, then Atlantlc Clty casinos

in 1977.

By 1988, a Governor’s Advisory Commission said, "New Jersev
offers more different forms of legal gambling than any other
state in the natlon."10 But-by that time all of the . state's
gambllng ventures comblned prov1ded only 7 percent of state
revenues. That number has further decllned to about 6 percent

today.

10Report and Recommendatlons ‘of the ‘Governor’s Advisory
Commlss1on of Gambllng, Trenton, NJ, June 30, 1988{ ppP- 5, 16.
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The Absence of Popular Mandates and the Lack of Econonic
Development Alternatives

The high-stakes gambling ventures created in the late 80's

‘and up to the present were accomplished almost exclusively

without direct state-wide voter approval. More than 16 years
ago, New Jersey residents became the last group to vote in favor
of high-stakes gambling, when they approved casinos for Atlantic

City. The methods used in all of the new ventures since Atlantic

City were laws passed by legislators and the interpretation of

existing laws.! Also, Indian gaming on the reservation has

stimulated non-Indian ventures regardless of voters’ opinion of

whether they want more casino gaming or not.

New ventures haye grown out of a sense of resignation and
desperation - an attitude that "if we don’t do it some
neighboring state or city will get all our gambling dollars." 1In

Chicago there was fear of riverboats in other Illinois cities,

~and casinos in nearby'étates. In Massachusetts legislators

fretted over players driving to the Pequot Indian casino in

Le&yard,fConnecticutAor to play at slot machines in Rhode Island.

In September, 1993, a Massachusetts state legislative
committee recommended the creation of four casinos in different

borneré of the state, largely to discourage local residents from

llRose, I. Nelson, "Gambling and the Law", Indian Gamin
(January 1992), pPp- 12 - 14.. '
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gambling in adjacent states and to impede the creation of casinos

in these states. According to the committee’s report, one of the

- new césinos would "block the development of a comﬁeting casino in
Providence, Ri," another'ﬁould "deter Massachusétts residents

- from Foxwoods Casino in Ledyard, CT," and yet another Qould
"deter the development of a competing casino in lower New

Hampshire or Maine.""

Economic diStress has led to a kind of "hold your nose and
legalize it" attitude ambng‘legislators} "In some'ways I think
its a disgrace that we may have to do it," said Mayor Robert
Markel of Spfingfield, an older industrial city in rural western
MassachuSetts, ﬁThe city of Springfield has its'back to the
wall...This would not be my first choice, but we don’t seeﬁ to

have a lot of choices right now."!

Mayor Edward Rendell'lobbies for riverboats in Philadélphia,

beliéving’that by the year 2000 "almost-every urban area will
.havé some fo:miof gémblingj.;whatevér harm (riverboats) do; is
harm that is going tb'be doné‘regardleés of whether they;exist in
’Philadelbhia;" Accofding to Rendéll, "if people are going to

_gambie'away their paychecks better they do it here than in

. ’Réport of the Senate Committee on Post Audit and Oversight,

Toward Expanded Gaming: A Preview Of Gaming in Massachusetts, -
Commonwealth of Massachusetts,  September, 1993, pp. 85, 86.

. Bzuckoff, Mitchell, and Bailey, Doug, "Cities weigh quick

cash vs. social costs," Boston Globe, September 30, 1993, p. 1. ”




- Atlantic City.""

For many legislators, a rejectioﬁ of gambling by the voters
would not only doom their proposals, but would also establish a
negative precedent for future ones. Rendell, who opposes a
state-wide referendum on riverboat gambling, says, "Why risk it?"
He believes that urban residents in the state’s big cities would .

support the idea, but rural ones would vote against it."

The Gambling Industry Lobby

Gambling induStryvfirms and local businesses are ofton the
initiating agents for new gambling ventures. In Oregon, for
example, slot machine manufacturers and distributors and bar
owners lobbied for the legalization of gambling machines. Years
before, in the same state, the GTECH Corporation, one of the
world’s leading makers of  lottery equipment and games, paid

workers $1 per signature to put a pro-lottery question in a state

"referendum.!® In South Dakota, pro-slot machine lobbyists spent

about $1 million - outspending their opponents by a 12 to 1

margin - in a successful campaign against a ballot proposal to

eliminate slot machines in that state.!

4yohnston, David, "On casinos, Rendell plays hard to get,"

- Philadelphia Inquirer, - August 15, 1993.

5Johnston, David,‘"On casinos...", op. cit.
prom interviews with state officials in Salem, OR.

"Rose, "Gambling and the Law...", op. cit., p. 4.
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From January to ddne, i§93, casino developers spent $2.36
million 1obbying therConneoticut Legislature to legalize casino
gambling in'seVeral cities,- According to state officials, it
was the most money everAspent lobbying the state for a single
cause. ,A major part of the effort came from a subsidiary of the
Mirage casino operations of Steve Wynn, a'prominent Las Vegas
casino developer. lThe money was spent for iobbyist salaries,
public relationaccs firms and trips,vand meals and materials‘for
local legisiators.18 During the campaign, Wynn flew a number“of‘
Connectlcut leglslators on his private jet for a weekend review

of hlS ca51no operatlons in Las Vegas.

In his attempt to_gain approval. of exclusive casino

development in Bridgeport and Hartford, Wynn said he would

guarantee‘the,state $90 millionfin tax revenues. ‘When shortly

after'this,Governor Lowell Weicker announced a deal‘in which the

Pequot tribe would pay the state $113 million a year in exchange
for the exclusive right to operate slot machines in the state,
Wynnruppedvhis bid to $140 million - about 1.6 percent of the

entire 1993 state budget.!

Fears of Economlc Decllne

In thelr lobbylng efforts, the gambling 1ndustry typlcallyh

18"Ca51no backers spent $2 million 1n Hartford " New York
Times, July 7, 1993, p. 24. .

19Hartford Courant February 12, 1993; NewIYork Timesl
- February 12, 1993. ’
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plays on local economic desperation. Richard Bronson, president
of New City Development, the Miragé subsidiary which operated in
Connecticut, described his company’s proposed Hartford casino as
a chance for new jobé in a moribund economy with no othef‘
choices. Mirage’s casino, said Bronson, would create, "22,000
jobs at a time when insurance and defense, the backbone of the
1oéa1;economy,'are in retreat...There’s no alternative...It’s not
like Boeing might put a big plant here, and people have to

decided whether they want Boeing or us."®

In 1992, a commission created by Chicago’s mayor recommended
a $2 billion complex of four casinos and entertainment
facilities, warning that other areas of the country were

competing with them for gambling dollars. The domplex, they

-said, "will prevént other cities from using the attraction of

casinos to siphon off visitors from Chicago. It will also
prevent smaller, less carefully regulated casinos in neighboring
states from diverting visitors who would otherwise come to

Chicago and Illinois."?

The Role of Public Relations
The Chicago campaign to gain legislative approval of that

complex proﬁides a rare window on the aggressive lobbying

Wzuckoff, Mitchell and Bailey, Doug, "Cities weigh quick

" cash vs. social costs," Boston Globe, September 340, 1993, p. 1.

Acity of Chicago Gaming Commission, Report to the Mayor,
Chicago, IL, June 10, 1992, p. 8. _
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techniques used by the gambling industry.22 Public relations_
consultants to three casino’ companies (Circus Circus, Hilton, and
Caesar’s World) recommended that they could build political
subport for their project with a campaign of gettingulocal'people
- to rethink "the relationship between cities and publicly- |

sanctioned sin."3

‘As éart of this éffbrt they cautioned against<using ﬁbargein
with the deVil“ apprceches in Which particular social benefits
are aCComplishedkthroﬁgh socially problematic activities 1like
gambling. According to the PR consultants, other gambiing
promoters discredited study approachee when they»claimed'that
revenues from a.prOpceed’state'lottery wouid solve the crisis of

" the state’s underfunded schools.

2From information in several 1992 internal documents
obtained by the Better Government Assoc1ation, a Chicago area
organization opposing the complex. Reprinted in Betteér Government

Association, Staff White Paper: Casino Gambling in Chicago,

Chicago, October, 1992. - See Glick, Joe and Dana Herring, A Jewel

in the Crown, Glick Associates, Chicago, IL, (April, 1992); and
Glick, Joe and Dana Herring, Notes on the Chicago Tourist and

Convention Entertainment Project, Strategic Communications,
Chicago, IL, (April ‘16, 1992)

Belick and Herring, A Jewel in the Crown..., op. cit., p.
32. ~ - ‘
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People have experienced a constant pullback of state

funding [for schools]...precipitous rises in property

taxes to fund school systems...And, now they are paying

an income tax surcharge partly targeted to education

funding...People will not believe it.*

The PR-consultants suggested that the public could be
convinced by using an economic impact study commissioned by the
casino companies, and prepared by the Arthur Anderson accounting
firm. (Our review of the Arthur Anderson study shows that it
describes only the benefits and not costs - see Finding 2). Such
studies, they said, could be used to enlist the support of black

and Hispanic media and churches by making "a compelling and

convincing case for the kind of jobs that will be created."?

" For minorities, they suggested focusing on ways of dispelling the

fear of crime. For higher income whites along Chicago’s

lakefront they suggested highlighting economic growth, increased

tourism, and the architecture of the new complex.

Traditional lobbying campaigns in which éasinp jobs are

shown to replace lost manufacturing jobs won’t work, they said,

since people tend to "dismiss or discount the economic impact of

»thé jébs to be created -~ ’‘real jobs are manufacturing jobs, not

card dealing jobs.’"

%Glick and Herring, A Jewel in the Crown..., op. cit., p.
19.

¥Glick and Herring, Notes on the Chicago Tourist and..., op
cit., p. 10. o ‘ .




Using focus group'reeearch with pecple'from the Chicago
area,‘they found skepticism about claims of economic benefits.
People believed thet "the claimed benefits reflect only a
redistrihution'and not a net gain.;.[the casino project] will
hurt other businesses...will_hurt other forms of gambling. [the
tracks; riverboats]...will bnt’money‘in Chicago and take it from
here." But accordlng to the PR consultants, publlc oplnlon on

beneflts and crime could be shifted:

‘'When people are led to think about issues of tourism,
the family entertainment and casino complex things take
on a different cast. .It comes to be seen as a solution
to the limitations and as an extension of the already
existing benefits of the tourism industry...Not only is
thinking about crime lessened - its victims change -
from "me and my family" to "tourists"/"others"...¥

We should drop all references to this as a "family" _
project...Rather, if the project is viewed in terms of
"tourists", "convention goers" and "vacations" (that is
in terms of supportive of the "family") it becomes
easier for people to accegt "casinos and families" in
one physical environment. ’ :

‘To counter_other oppcsition they,called for a "proactive"

:strateéy to:argue that if casinos aren’t built in Chicago, they '

'will be built eélsewhere and the city will lose out.

. %Glick and Herrlng, ‘A Jewel in the crown..., op. cit.,
pp. 14, 15.

YGlick and Herrlng, Notes on the Chlcaqo Tourlst and..., op.
01t., p. 3. :
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Once people are told that there are other developers
standlng by to aggre551vely pursue the legalization of
gaming in Wisconsin or elsewhere close by, people move
quickly to the position that "we shouldn’t make the
mistake of playing a game with the businesses on
"taxes."®

People’s perception of organized crime’s traditional
association with casinos presents the developers with a
difficult, but not insurmountable, obstacle. To change this

_ perception, they prescribe that the casino project be
"positioned" in- the public's‘consciouSness Qith impoftant,Chicago

- landmarks. They also suggest that those connected with orgénized
crime be portrayed as "businessmen" who may engage in illegal
activities like skimﬁing money rom casino revnues, but that there

will still be a lot of money left over.

By positioning thls project alongside other world
renowned attractions, (the Art Institute, the
Lakefront, the Museum of Science and Industry, the
restaurants, the Museum of Modern Art, etc.) we provide
some distance between it and people’s everyday lives,
thereby diminishing their concerns about the everyday
problems that will arise - drugs, prostitution, street
crime, etc.9

-People know in their hearts that gaming and increased
crime go hand in hand and there are no facts or
statistics that we can use to convince them otherwise.
Rather, we should acknowledge up front that increased

" street and organized crime are important issues to be

. 2Glick and Herring, Notes on the Chicago Tourist and..., op.
C'it., po 50 . ’

YGlick and Herring, "Notes on the Chicago Tourist and...",
‘op. cit., p. 4. : :
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addreesed, now, as the project is being debated.?

* We' will never be able to fully contest the association
of gambling with "the mob" and we believe it would be a
mistake to attempt to "protest too much". The real
-problem is to control the public interpretation of how
to think about the association which they will
1nev1tably make. . ,

Con51stently holding to a "business rationale" for
project development will maintain the more positive
interpretation of "the mob" as, in fact, what everybody
knows about business. And this is the klnd of business
that, even though there is money taken off the top,
there is a lot of money left afterward.

- This "buslness4ratlonale" when added to what everybody
also knows - that the'industry is heavily watched and

regulated, will tend to minimize the negative and scary
interpretation of the involvement of "the mob."*

Public Attitudes Towards lLegalized Gambling
In 1992, a Harris Poll indicated that at best, the public is
ambivalent about legaiizing casino gambling. People tend to be

strongly against it when it comes to locating casinos in their

back,yerds.‘ They alsoftend to support the right of Indian tribes

‘to runttheif own;caSines on their reservations.. A nation-wide
sur&ey of over lzbb adulte'in’Stetes other then Ne?éda and Neﬁ
.Jersef shoﬁed 51% opposed.gemblihg in theif.own,etate,‘46%
fevofed‘it and 3% were hot'sﬁre:' When asked if they wanted

easind gambling in their community 56% 6pposed it, 42% favored it

and 2% were unsure. (The_sﬁtyey had a'margin of error of plus or

minus 3%). The same survey, however, showed a strong preference

¥click and Herrlng, "Notes on the Chicago Tourlst and..."
op. cit., p. 4.

A“Glick and Herting,_A Jewel in‘the Crown..., op. cit., pp
25, 26. . ~ _ ' .
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"(62% in favor, 28% opposed, 4% not sure) to allow Indians to

operate casinos on their reservations.?®

Even in New Jersey statewide voters approved casinos for

Atlantic City in 1976 only after they had rejected, by a 3 to 2

margin, an earlier referendum which would have allowed casinos
anywhere in the state where it was approved by local voters. The
successful Atlantic City casino cémpaign was driven by
proponents, including Resorts Internatiohal, the single largest
contributor of campaign funds and the eventual owner of the first
Atlantic City casino, who outspent their opposition by a 60 to 1

margin.®

In 1992, only two years after Colorado voters approved low-
stakes gambling in three rural mountain towns, a number of
constitutional amendments were put before the electorate which
would have‘allowed,additional casinos in 26 towns. The proposals
were overwhelmingly deféated, in one case by a four to one

margin.®

%Harris Poll, "Public Ambivalent About Casino Gambling In
General, But Opposes Allowing It In Nearest City," October, 1992.
Cited in National Indian Gaming Association, Speaking the Truth
About Indian Gaming, Washington, DC. (Final position papers of
the Joint National Congress of American Indians and the National
Indian Gaming Association, 1993).

Sywarker, Kimberly J., Casino Gambling in Urban Redevelopment:

A Case Study of the Political Economy of Atlantic City, New Jersey,
College of Urban Affairs and Public Policy, University of Delaware

Ph.D. Dissertation, (1988), pp. 46 - 55.

¥pose, "Gambling and the Law...", op. cit., p. 6.
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A more significant méasure of public attitudes towards
government}é-role in promoting gambling is the reaction to video
'poker machines. Although these and'similar slot machines aré now
at theuleading edge of state and gambling industry’s efforts to.
‘expand, a 1992 Ga11u§ Poll found that only 38 percent of
Américans approve of using videovpoker to raise public

revenues.?¥

Other Ogédsition Grbups

One of thg major opposition groups against legalization has
been law enforcemént‘agéncies. In November 1993, the attorneys
genéral of five New Eng;and states and New York sighed a ﬁoiﬁt
statemént questioning the economic benefits; warning df.increased
crime and declaring fheir oppoéition.to ekpahsion. "Gambling is
not‘;he economic cure-all it purports to be." Vermon; Attorney

_ General Jeffrey L. Amesﬁqy said, ‘"I’d hate to see this economic

- downturn blind us to tﬁe long-term costs that gambling will bring

to New England."*

The clergy, another identifiable opposition group, have -

bftén‘cqmplained’about the lack of media coverage and respect for

the moral as opposed to economic considerations. Describing a

»Rose, "Gambling and the Law...", op. cit., p.véf

- 3zuckoff,; Mitchell, "6 attorneys general in bid to stop
‘legalized gambling," Boston Globe, November 23, 1993, p. 35;

- Massachusetts Attorney General’s Office, "Attorneys General from
"Five N.E. States and N.Y. Speak Out Against Expanded Gambling".
Press Release, (November 22, 1993). :
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meeting with the Chicago Tribune’s editorial board, Dr. William
Koehline of the Presbytery of Chicago said, "The frame of
discourse we engage in was meaningless to them. We weren’t
trying to persuade them to adopt our moral position, but to

recognize there was a moral position." According to Shelton.

| Duecker, bishop-of Northern Illinois, "It’s been almost as though

they haven’t had any respect for opposition forces."¥

Imgoftant Events in the Expansion of Gambling

A number of events during the late 1980’s and early 1990’s

helped spur lobbying efforts at further legalization . The

legalization of slot machines in Montana in 1985, passage of

fedefal legislation which allowed tribal-run gambling in 1988,
the legalization of Iowa casino riverboats and electronic keno
gambling in Oregon in 1991 encouraged gambling industry companies
and legislators in‘otherkstates to lobby for expansion. These
events accelerated already existing trends towards increaséd

gdverhmental promotion of new lottery pfoducts.

In 1991, soon after Iowa legalized limited-bet riverboats on
its side of the Mississippi River, Illinois politicians upped the
aﬁte by legalizing no-limit bqats on the opposite bank.'
Louisiana, Missburi, and Mississippi followed with their own

riverboat ideas. Now, a plethora of states, including

Ycited in Miner, Michael, "Morality? What Morality?" Reader
(Chicago, IL), October -1, 1993, Section 1, p. 4.
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‘Massachusetts and Pennsylvania, have some kind of casino boat

proposal before their legislatures.

Legislators and gambling dompgnies responded to the
introduction of tribal-run éasinos with their own casino,
riverboat or gambling ﬁéchine propdsalé. Untaxéd Indiah gaming
revenues became a potént poiitical argﬁment for»widespread
gambling éxpansioﬁ. No'sodner had Cohhécticut's Mashantucket .
Pequot tribe bﬁilt that state’s first'gambling casino, than state
politicians joinéd casino developer Steve Wynn in an intense
dampaidn'toylegalize non-Indian casinos in Hartford and

Bridgeport..

ﬁew York State’s 1993.agreemént to allow the Oneida Indian
Nation to.open'the state’s first gambling casino in over 120
years became a lightning rod for advocates of non-Indian«géming;
Arguing for his own proposal to legalize étate—wide gambling,
Senator Nicholas A. Spano; a Yonkers Republican, reéponded, "Now:
we’ll be giving great'bénefitsttovIndians while our_toufism

industry is dying and péqple’are out of work."

38Dao James, "Cuomo Signs Pact With Indians For Ca51no in
Upstate New York " New York Tlmes, Apr11 17, ‘1993, p. 1.
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2. Knowledge About Gambling Impacts: Hiding the Costs

There is a critical lack of objective knowledge and research
about the real economic and social costs and benefits of
legalizing gambling. The research used by public officials to
evaluate projects is often done by the gambling industry itself.

While legalized gambling has produced increases in some
forms of employment and tax revenues, the shifting of large
amounts of consumer spending to state sponsored gambling also has
negative effects on other local businesses. In addition, there
are other expenditures, such as those for criminal justice,
regulation, problem gambling behavior and public infrastructure.

Few of the places we studied prepared useful economic impact
studies prior to or after they legalized gambling ventures.

Where such studies were done they tended to be self serving,
examining gambling from a gambling industry, rather than an
objective community economic development perspective. We found
much of the research being used by policy makers and the media

was prepared by the industry itself or by industry-related

researchers to support the position of those who had already

‘decided in favor of gambling proposals.

Not surprisingly, we found that many government officiéls
and media people had no firm ideas about the broéd econonic
deVeiopment effects that 1egalization of particular gambling
ventures would or have héd on their locales. Little is known
about the extent of cannibalization of existing consumer
businesses caused by the diversion'of'existing consumer spending

to gambling ventures and how this negatively impacts the jobs and

revenues in existing businesses.
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While some stete governments require the tracking of lottery
‘revenues and some economlc 1mpact analy51s of thelr gambling
operatlons, none have mandated ong01ng and comprehen51ve studies
to analyze the broad effects on a state’s or communlty’s economy .
Studies may mentiontsuch economic‘and-social costs as increased
-gambling eddiction, problem\social behaviors, crime and
‘infrastructure expenditures, but few do sc with the precision
with:which they describe the revenue and job generating benefits

of these gambling operaticne.

According to a New Jersey GcVernor’s Advisory Ccmmission
study,l"Unlike'mcst policy areas, there is essentially no |
naticnal‘reseerch'ccmmunity focusing on most gambling issﬁes."39
The seme stﬁdy called for a_ﬁermanent ongoing institutional
review prccess,‘to collect and asSees_data on the impacts of
gambling;fincluding detailed studies cf the degree to_which |

various forms of gambling compete for the same dollars, and

whether gambling policy encouragee importation of entertaihment'

dollars, lessens or increases regressivity, and stimulates or
discourages ever-increasing expenditures on all gaming forms by

the Same”gfoup or groucs‘cf individuals."®

39Lehne,_Richard', "A Contempora:y Review of Legalized
Gambling," in Report and Recommendations of the New Jersey

Governor'’s Adv1sory Comm1551on on Gambllng Trenton, N.J., (June
30, 1988). o

“Lehne, op.cit., p; 6.
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Lack of Credible Research

Too often, the results of government sponsored research are
simply organizational critiques, calling for more coordination
and efficiency of the public agencies involved in gambling or for
new ways of increasing gambling revenues. Where the costs of
legalized gambling are recognized, they tend to be presented in a
cursory'manner. For example, a Minnesota report on the eéonomic
:effectsvof gambling in that stéte is'expansive about the benefits
of tribal-run gambling, yet it dismisses the potential negative
effects like cannibalization of existing businesses for lack of
résearch.‘ "Some.compéting entertainment and hospitality
-businesses may be hurt as Minnesotans shift their discretionary
épending)" says the report, "but little documentation is |

available yet."¥

In Illinois some economic impact studies of a proposed $2
billion Chicago casino-entertainment complex were preparéd for
gqvernment leaders by gaming industry companies. The studies
lacked useful information about the probable impacts on other
'étate bﬁéinesses, as well as on existing gambling ventures like

the ldttefy, racetracks and riVerboats;

Our own review of existing research of social and economic

4 “Minnesota Planning, High Stakes: Gambling in Minnesota,
Minnesota State Planning Agency, St. Paul, MN (March 1992),

p. 3.




.42
cost impacts of legalized gambling is- supported by other
researchers and rhe responses of public officials. Mike
Belletire, an economist, and an Executive Assistant to Illinois

Governor Jim Edgar, is one of number of public officials who

complained about the lack of a useful data base for making

decisions.

Frankly, the analyses that were done were pa1d for
largely by or .on behalf of those who are proponents of
this project...There is not a good reference base for
me to understand the economic effect of gaming either
in the broad economy or the derived revenue to the
state. I have not found very helpful data.®

Belletlre complained of the lack of 1nformatlon to support
projections of the mix of in-state re51dents and out-of-town
tourists who would.gamble at the casinos.

We don’t have enough understanding of tourism versus
local income substitution. What really happens, the
casino project is being sold as generous, almost 50
percent of its business from out-of-towners. That is a
powerful driving factor to one’s assessment to what
will happen to jobs in Illinois.. If you have that
induced income coming from outside the state, it .

- clearly has a far more powerful effect on your internal
economy, than if you substitute the income of the eight
and one half million people who live within 75 miles of
“this project and say maybe they don’t buy as much
clothing or go to as many ball games, but they go to
ca51nos.3

42Belletlre, Mike, "View from the State House", Talk given at

the World Gaming Congress and Expo, Las Vegas, Nevada, September
24, 1992. '

‘ 43Belletire, op.cit.
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- Massachusetts’s Attorney General L. Scott Harshbarger argues
proposals to expand gambling in that state:
...fail to assess the full costs to the Commonwealth...
(w)ith gambling in Rhode Island and Connecticut and its

present considerations in Maine and New Hampshire, will
any out-of-state dollars really be coming to

Massachusetts? Or will video poker or keno simply

transfer gambling dollars away from the Massachusetts

Lottery, thereby decreasing the money currently going

to cities and towns?“ :

In New Jersey, Governor Jim Florio underscored the lack of
information about the expansion of government-sponsored gambling.
Faced with a lottery commission proposal to start a pilot program

of keno gambling and opposition to this plan by Atlantic City

casino owners and a union representing race track employees, the

‘governor called for a broad study of gambling in New Jersey:

With the dramatic changes in the gambling picture
nationwide, it is time for government in New Jersey to
turn its attention to strengthening its understanding
of both the role that gambling plays and the
interaction among various forms of gambling...We need
to look at the objectives that various forms of
gambling serve, and consider what level of reliance on
‘gambling revenues is prudent.®

Exaggerating Claims of Benefits

Vernon George, an economic consultant for the casino
industry, who also provides feasibility studies for communities

contemplating riverboat gambling,-says‘private developers usually

44Harshbarger} Scott L., "Gambling Effort Needs Rethinking,"
Massachusetts Lawyers Weekly, May 5, 1993, p. 10.

, $Swpjorio Asks Lottery Group to Veto Keno," New York Times,
January 31, 1993, p. Bl.
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exaggerate publlc beneflts in order to make their proposals more
_attractive. ’ "G01ng 1n, typlcally he will overestlmate the volume
of business, because that overestlmates the city revenue. But in
. negotiating, all of a sudden it becomes c¢lear from him that is |

the upside and the downside is considerably lower."*

' The riverboat communities are in a weak bargaining position
in negotiating with developers, since owners can easily move
their boats to another community. Furthermore, says George,

developers have no inherent interest in increasing dollars for

other local businesses. The‘city,'meanwhile, often pays for off- -

site improvements, such as street Widening‘and building parking

areas.

Developere will tYpiéallyvcreate,a.local corporation,
according to George,:in which ownerehip is held by one of the
larger Las Vegas operations in addition‘to some;looal'busineSS
investors. The local corporation ﬁiilihaVe no assets and if
'neither'the‘LastVegas owners nor the local business people
personally Sign commitnents to the local oommunity, there will be

no guarantee of future revenues to pay for a city’e puolic

improvements.

4“George, Vernon, "Gambling and Communlty Development " Panel

at 1993 American Plannlng Assoc1at10n Conference, Chlcago, IL
May 1-5, 1993. &




Misleading Revenue Estimates

Another example of exaggerating benefits can be seen in the
case of Connecticut’s horse racing industry. Faced with
declining income in 1993, race track owners heavily lobbied state
legisiatprs to allow slot machines ("video lottery terminals") at

their tracks. The track owners trade lobbying group, the

Connecticut Pari-Mutuel Association, claimed that a proposal to

give them the right to opérate 6,250 machines would produce about

$131 million in new state taxes.

But the Association’s projections were based on slot machine

_experience in full service casinos in places like Las Vegas and

Atlantic City, where, according to Robert W. Werner, Executive
Director of Connecticut’s Division of Special Revenue (DOSR), the
state’s lottery agency, machines,produCe much higher returns than

would be‘likely at bars and at racetracks.

The Connecticut Parimutuel Association assumed each machine
would bring in about $192 a day - 30 percent of which would be
taxed. Yet using even the most optimistic figures of more

comparable machines, according to Werner, like those already

- operating at réce tracks in neighboring Rhode Island, which he

said} "aré‘outproducing_those of manquther states as a result of
aggtesSive marketing and high pay-out percentages," the accurate
projection would be about $72 daily per machine and a projected

annual tax revenue to the state of less than $50 million. This
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figure still does not include the likely revenue lost from other
- 'state operations as people shift some of their gambling dollars

to slot machines from the lottery and off-track betting.?

Another useful oomparison for estimating purpoSea would have
been the experlence of video lottery terminals (VLT’s) in other,.
states. At the helght of thelr popularity in South Dakota, for
,example,'shortly after they were introduced in 1989, VLT’s were
produoing onlj aoout $80 daily per machine. Months later revenue

per machine had declined to about $50 a day.®

47Werner, Robert W., Executlve Director, Connecticut" D1v1s1on,_

of Special Revenue, Letter to State Senator James Maloney and
tate Representative Rlchard Mulready, (April 27 1993).

" 48Madden, Michael K., Rachel A. Volberg, Randall M. Stuefen,

Gaming in South Dakota: A Study of Gambling Participation and

- Problem Gambllng and a Statistical Description and Analysis of
Its Socioeconomic. Impacts, Business Research Bureau, Unlver51ty
of South Dakota, Vermillion, SD, (November, 1991), p.18.
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Daily Video Lottery Terminal Revenues FY 1991-92%

State : Number of Machines Daily Machine Revenue
Montana 14,365 ' $30.85
South Dakota - 6,666 $52.81
West Virginia 165 $64.24
Oregon . 5,223 $60.85
Louisiana | 8,968 $47.87
Rhode Island 1,334 $71.55

Media Coverage of Legalized Gambling

The media has often contributed to the public;s
misunderstanding about the costs and benefits of legalized
gambling. While many réporters have attempted to examine all
sides of ﬁhe issue, the plethora of industry-related research,
and the lack of available objective analysis, puts them at a
disadvantage when covering gambling stories. A recent Columbia
Journalism Review article notes that reporters often use
information from gambling industry-related sources without
critical analysis and without describing the industry ties of the

researchers. Reporters will often limit opposition arguments to

. those of religious leaders, leaving the impression that the

negative aspects of legalized gambling are restricted to moral

¥Ygource: State of Connecticut, Division of Special Revenue.
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. differences of opinion or to zealous "do-gooders." ¥

A Chicago Tribune eqitorial ln 1952, for example, said,
"Illinois is already in the game. The only questlon is: Do we
play to wln?‘ That’s the only way to think about the prospect of
legalized casino gambling for Chicago. It’s no longer a question
of Whetner gambling is desirable or moral." 1In aﬁlater article,
the paper_noted, "Also lining up against the riverboats are

several of our city’s very own religious and do-gooder

organiZations... They choose to ignore that Chicago is in a life-

or-death competition for economic survival."S!

Even sources which mignt at first appear to be more critical
'of legalized gambllng expan51on are often unrellable places for
objectlve 1nformatlon. Accordlng to the Columbla Journallsm
'Rev1ewvart1cle:‘
| Almost no source is safe, it seems. ‘A reporter: calllng the
National Council on Problem Gambling in New York City, :for

example, might expect to get an anti-gambling perspective, -
or at least a view that is cautious about the spread of

legallzed gambling. Not so, says Jeanne Falzon, the group’s

- executive director. "That’s not what my board wants me to
do," says Falzon, whose board includes several gambling

_industry executives. 1Instead, the council focuses on
raising money, often from the industry, for research and
treatment.® : . ‘ B :

. ¥simurda, Stephen J., "When Gambling Comes to Town" ,
Columbia’ Journallsm Rev1ew, January - February 1994, pp. 36-38.

S'cited in Mlchael Miner, - "Morallty° What Morality?" Reader
(Chlcago), October 1, 1993 Sectlon 1, p. 4.

”slmurda, Stephen, J., "When Gambling Comes...", op. cit.
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Potential Positive Economic Impacts from leqalized Gambling

Gambling ventures like casinos and riverboats ean generate
government revenues directly through taxes on gambling revenues,
through business licensing fees and texes on items like sales,
alcoholic beverages, food, fuel, hotel occupancy, utilities,

property, and employees.”® They can also impact the local

Aeconomy by providing jobs to local workers and revenues to local

business owners.

Both positive and negative ripple effects of gambling on

state or regional economy can be calculated by using what are

called "multipliers." For every job created in the casinos,
additional jobs are often created elsewhere in service or suppoft
businesses like construction and transportation firms. Casino
revenues can also flow to surrounding communities in the form of

casino purchases of goods and services, and as purchases of

housing, health care, and other expenditures by casino

employees.*

But only new spending associated with a gambling venture,

like spending by tourists who come into a region to gamble or new

jobs, actually brlngs new money into the local economy. The

wages ‘of workers in. a new industry are injected into the 1oca1

%peloitte & Touche, Regort to the City of Chicago Gaming
Commlss1on, Chicago, 1992.

“Midwest Hospitality Advisors. Impact: Indian Gaming in the

- State of Minnesota. Minneapolis, MN: 1992.




.50
economy as they spend money for groceries, furniture, doctors,
etc. Store owners and professionals, in turn, spend the money
they receive from gambling industry.employees on additional
items, and so on, eventually going through several rounds of

spending in the local economny.

But when local people substltute spending on gambllng for
their other expenditures, this 1nduced impact has a negatlve

multlpller effect of decreasing spendlng on other forms of

recreation and businesses in the area. Nelson Rose, a lawyer and

casino developer, warns of ‘the polltlcal backlash of such

negatlve gambling impacts onvamlocal economy. "The best gambling'

operation is a tourist model, taking disposable income from non-

re51dents.. No.one cares 1f you suck money out of tourists, but

large scale casinos that do not brlng in more new tourist dollars'

_than they take away from local players soon find themselves

outlawed nss

The Costs:of'Increasing LegalizedAGamblinq |

C1t1es which attract large numbers of visitors to the1r4
gambllng ventures can expect hlgher costs for. such services as
pollce, health 1nspectors, emergency med1cal teams, and for
'upgradlng transportatlon fac111t1es, water and sewer systems;

They can also expect additional state government spending for

SRose, "Gambling-and the‘Law,.,ﬂ, op.cit., p. 17.
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licensing agencies and for personnel to énforce regulations,

including the investigatibn and auditing of gambling operations.

Cannibalization: The Diversion of Dollars From
Existing Businesses to Gaﬁbling Enterprises

Money for gambling is usually diverted from people’s
discretionary ekpenditures. Not only are dollars diverted from
other products'and services, but governments often also lose
saies.taxes which would have been spent on those products and

services.

. Richard Syron, president of the Federal Reserve Bank of
Boéton, describes gambling expenditures as money extracted from
_'other consumer spending. When a person spends an extra $20 for
‘ keno tickets, he or she may not buy a $20 shirt. "You’re just
taking moﬁey from oné areawand putting it somewhere else," sayé
Syron, ‘"I don’t think the reason you do this is jobs...In the
‘long run, you‘re not going to get a lot of additional jobs out of.

it.nse

other financial analysts have come to similar conclusions.
‘Margo Vignola, an entertainment analyst at Solomon Brothers,
-calls gambling "a zero-sum game." "The riverboats don’t

'necessafily stimulate demand for entertainment," said Vignola.

N $glanton, Kimberly, "Banking chief disputes claims for
. gambling," Boston Globe, October 9,71993, pP.- 1. :
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"They replace somethlng else.“. Money spent on a slot machine,

she sa1d is money. not spent on other entertainment.’’

One of theAmost.useful eccnomic impact studies we found
relatiQe to ﬁhe~diversion of consumer expenditures to gambling
was done for South Dakota after that state legalized casinos in
Deadwood and electronic gambling machines fhroughout the state.
After only a short~period (about .a year) the studY'indicated no;
appreciable statewide deciine in the post gaming period "taxable
retail sales" overall. However, ic did show significant declines
>for selected,activitiesrsuch as clothing stores; recreation
servides,‘rusiness services,'auto dealers and service Statiohs.
Sales of llquor continued in the upward direction of a prev1ous
trend whlch may be accounted for by 1ncreased drlnklng as the
result of people spendlng more t1me in bars playlng at the

electronlc gambllng machlnes.

'In 1993, there were other indications of a growing national
diversion of cohsumer-expendituree to gamblinglenterprises.‘The
Wall Street Journal reported{

..ﬁhiie it is impossible to assess with preciSidn,the'

: ”Yoshlhashl, Pauline, "The gambling 1ndustry rakes it in as
casinos spread across the U. S.," Wall Street Journal, October 22,
1993 p. Al.

ssMadden,,Michael K., Rachel A;'Vclberg, Randall M. Stuefén, -

Gaming in South Dakota: A Study of Gambling Participation and

Problem Gambllng and a Statistical Description and Analysis of
o Its Socioeconomic Impacts, Business Research Bureau, Unlver51ty

of South Dakcta.‘Verml;llon, -SD, (November, 1991)
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. effects of more gambling on restaurants, retailers, ,
movie houses, sports arenas and the like, economic data
indicate that at last some areas of leisure spending
have declined during the gambling boom. DRI/McGraw’s
figures show that broad percentage drops in
recreational spending have occurred in "commercial
‘participant amusements," that is, bowling, billiards,
tennis clubs and the like.® :
~Some economists assume that about 8 percent of consumer
dollars will be lost to gambling from existing entertainment
activities.® George A. Anderson, director of the Minnesota
Lottery, says his operation is "fighting movies".% Jim Davey,
former director of the Oregon Lottery, says, "We consider our

cdmpetition the entertainment dollar,'so we’re looking for the

people that are spending their disposable income on some sort of

. entertainment."® Casinos will often also have negative economic

impacts on nearby restaurants and bars.

As a way of enticing players to stay on the premises, casino

owners generally include a variety of low priced food services

and restaurants within their casino/hotel complexes. Food prices

%yoshihashi, Pauline, "The gambling industry rakes it in as

" casinos spread across the U.S.," Wall Street Journal, October 22,

1993, p.Al.

%Belletire, Mike, "View from the State House," Talk given at

the World Gaming Congress and Expo, . September 24, 1992, Las

Vegas, NV.

flanderson, George A., "Casinos and Lotteries: Can They Co-
Exist?" Panel discussion at the World Gaming Congress and Expo,
September 22-24, 1993, Las Vegas, NV.

. @Interview with Jlm Davey, former dlrector of the Oregon

‘ Lottery,_September 17 1992.
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~are often subsidized or "comped" - that is, given free to the
more avid gamblers.‘ ‘As a result, 1ndependent restaurants close

by have dlfflculty competlng w1th those in the casinos.

Acéordlng:to Soott Allmendinger, editor of Restaurant
Business, a natlonal restaurant trade journal "Forjls years,
m ca51no hotels have been dumplng mllllons of dollars worth of food
and beverage on Atlantic City - $234 million worth in 1991 alone
- in order to keep the gamblers as close to the tables as
‘p0551ble...The effect.on,Atlantlc City’s restaurants: 40% fewer:

units competing for 10% fewer dollars in a 10-year period...In

Minnesota restaurant business within a 30-mile radius of casinos

»_ﬁithvfood servioe fell by 20% to 50%."%

ImfAtlanticiCity the number of”restaurants dedlined from 243
in 1977' the year'after casimos were legalized there, to 146 ihA
1987. Ca51nos ‘can use their free meals and .drinks to promote
gambling as wrlte-offs agalnst thelr casino profits. By 1991,
.Atlantlc Clty‘ca51nos were dedlcatlng $234‘m11110n for.

promotional food and drinks.®

In New Orleans, a state wide restaurant trade association

sucoessfully;lobbied to limitlthe'number of‘restaurant seats

_'”Allmendinger, Scott, {Editorial}, "Can’t Compete wlth
Free". Restaurant Business, November. 20, 1992, p. 8.

. 64Oleck, Jan, "Are'They Gambling with Your Future?}"
-Restaurant‘Business,(,November 20, 1992,_p,‘110,

s
B

A .

| lI




N N

. vﬁ-‘ - I» ,' ﬂ . ,

I
\l

:
N .

55

‘which will be allowed in .a single casino to be built in that

city. But even there, spending is expected to be siphoned away

from existing businesses. According to Timothy Ryan, a

University of New Orleans economist, the new casino will direct

‘over $62 million from all retail businesses, excluding hotels.

That money, he says, will be shifting from the dollars which
would have been spent by residents as a tourist destination
without the casino. Some new casino visitors will go to good

restaurants outside the casino, but Ryan believes more visitors

~will tend to be "middle to lower income" people who "will take

advantage of the cheap, subsidized food service in the casino."®

The most straightforward assessment of the economic impact

of casinos on local businesses was given by one of the nation’s

largest casino developers. When Steve Wynn proposed a casino for

Bridgeport, Connecticut in 1992, he made a clear distinction
between employment énd buéiness in his casino and that of the
surrounding area:: |

Get it straight...there is no reasbn on earth for any

of you to expect for more than one second that just

‘because there are people here, they’re going to run
into your store, or restaurant, or bar...It is

%0leck, op. cit.
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illogical to expect that people who won’t come to
- Bridgeport and go to your restaurants or your stores
_today will go to your restaurants and stores just
because we happen to build this building here.®
Trends in casino development are towards larger enterprlses
with more ;n-house tourist facilities. As the number of smaller
casinos decline, smaller, lower capitalized retail businesses
must compete with the large casinos for tourist dollars. In the
four years following the introductionAof“casinos in Atlantic
City,»the number of retail business in that city declined by

about a third.¥

The Effects of Gambling Operations on Local Property Values

increased and‘decreased4propertypva1ues. If land is con51dered a
'possible casino site, speculators bid up its price. As a result
taieslon theSe properties rise.as well. These high property
values make it dlfflcult to run small businesses or rent to low-'ﬁ
income people. In Atlantlc Clty, homelessness increased after

the 1ntroduct10n -of casinos, while clothlng stores and eating and -

®Judson, George,."erage Resorts Offers Plan for Gambllng on.
the Brldgeport Waterfront," New. York Tlmes, November 13, 1992.

67Hamer, Thomas P.;'"Reglonal Economlc Impact of the Atlantlc
‘City Casino Industry." Paper presented at the Sixth National
Conference on Gambling and RlSk Taking, Atlantlc Clty, December
9-12, 1984. . o

Land speculation in areas near casinos can lead to both ' I
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drinking establishments declined. iny a few retail stores

opened in the off-Boardwalk and downtown areas.%

A study of the effects of casinos on réal estate values in
the Atlantic City region_éstimated that many communities which
weren’t potential casinp sites lost enormous sums of money as
réal estate values droppedfin the wake of increased crime levels.
As real estate buyers perceived more crime, they offered lower

prices for houses - a process resulting in homeowner losses on

their investments and city losses on property taxes. Researchers

calculated that the g:owth of crime in the Atlantic City region
reduced property values by $24,000,000 for each easily accessible

community to ‘Atlantic City, and $1i,000,000 for each community

‘which was close, but less accessible.®

The legalization of casino gamlng in Atlantlc Clty is often
c1ted by casino opponents as a major factor in the rapld growth
of that city’s crime rate. Since 1978 when casinos were first

developed in Atlantic éity, the city/s crime index exceeded that

‘nf the state as a~whole. 'By 1981; there was a near tripling of

$8Scott, Loren C., and Earl Ryan, The Economics of Casino
Gambling, Louisiana State University Press: Baton Rouge, LA
(1987) : | ~ ‘ :

¥Buck, Andrew J., Simon Hakim, and Uriel Spiegel, "Casinos,
Crime, and Real Estate Values: Do They Relate?" Journal of

Research in Crime and Dellnggencx Vol. 28, No. 3, (1991), pp.

. 288-303.
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total crimes.™ 1In just three years following the opening of
its first casino, Atlantlc City went from 50th in the nation in

per caplta crlme to flrst.

A study of the impacts. of casino gaming on Atlantic City and

its surrounding areas found that not only did crime spili over to
surrounding’areae which were easily accessible from Atlantic
City, but somerof these areas had no measurable economic benefit

from casino development.”!

Wbile,casino promoters in Atlantic City promised an economio
renaissance, what actualiy happenednwas far different.‘ In 1977,
an act'legalizing casinos in Atlantic‘city incorporated in
wrltlng a p051t1ve outlook. |

Legalized casino gambllng has been approved by the

citizens of New Jersey as a unique tool of urban _
redevelopment for Atlantic Clty...(lt) will facilitate the
redevelopment of ex1st1ng bllghted areas, and the
refurbishing and expansion of existing hotel conventlon,
tourist, and entertalnment fac111t1es.72

"Sternlieb, George, and John W. Hughes, The Atlantic City
Gamble, Harvard University Press: Cambridge, MA, (1983), Pp. 132-
153. :

71Frledman, Joseph, Slmon Haklm and J Welnblatt "Casino’
Gambling as a ‘Growth Pole’ Strategy and Its Effect on Crime,"-

. Journal of Reqgional Sc1ence, Vol. 29, No. 4, (1989),
pp. 615 - 623. ,

72Ca51no Control Act, New Jersey Statutes Annotated Sectlons
5:12-1(b) (4), (West Publlshlng Supplement 1981- 1982),tclted in
. Kimberly J. Warker, Casino Gambling in Urban Redevelopment:

- case Study of the Political Economy. of Atlantic City, New Jersez," .

_Ph.D. dissertation, College of Urban Affairs and Pub11c Policy,
Unlver51ty of Delaware, (1988), P- 57. =
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However, despite the approximately $6 billion in private
investment, Atlantic City'has become viftually two cities - one
of extravagant casinos manned by a largely outside work force,
and the other a city of boarded-up buildings, of a predominantly
minority population that suffers large-scale unemployment, that
has been given easy’access to gambling. A 1988 New Jersey
Governor’s commission stated; "It is clear that retail business
and retéil employmént in'Atlantichityvhave continued to decline
deépite the presence of‘gambling, and that rampant speculationA
has rendered the redevelopment of vast parts of Atlﬁntic City

difficult if not impossible."”

Problem Gambling Costs

A major cost of increased legalized gambling results from
the additional numberé of people who become addicted or problem
gamblers. The American Insurance Institute estimated that 40
pércent of all white-collar crime had its roots in’gambliﬁg.74
According to Henry R. Lesieur, the editor-of the Journal of
Gambling Studies, and Chéir of the Department of Criminal Justice
Sciénces at. the University of Illinois at Normal, "Available

evidence suggests that where more forms of gambling are legal,

BReport and Recommendations of the Governor’s Advisory

‘CommissionFOn Gambling, Trenton, New Jersey, June 30, 1988.

Minnesota Planning, - ‘High Stakes: Gambling in Mlnnesotal St.

Paul, MN, ‘March,1992.
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there is a higher incidence of problems and pathological

(compulsive) gambling.f'75

ReSearch compiled by Lesieur and others demonstrates that
the s001a1 and economlc costs of behav1ora1 gambllng problens,
while sometlmes dlfflcult to quantlfy, are considerable - not
only to the’ ;nd1v1duals and. families involved, but to the general
public.- Lesieur cites studies which indicate that "the mean
gamhling—related debt (excludingrauto loans, mortgages and other
'legitimate’ debt) of-people in compulsire gambling therapy'
ranged from about'$53,doo to $92,000,"76 »This is only the debt
they’ve accumulated, he says; not including debts already paid
off. 'He‘eStimated that compulsiye gamblers in New Jersey'were
accumuiating over $514 million in yearlf debt, an amount which
didn’t include other‘costs reiated to'this debt, iike bankruptcy
proceedlngs.ﬁr He also c1tes research in which 18 percent of the
men and 8 percent of women who sought treatment for problem

gambling had goneebankrupt as a result of the1r gambling debts.

, 75Les1eur, Henry R., "Compu1s1ve Gambling: Documenting the
. Social and Economic Costs," Aprll 23, 1991, unpubllshed
manuscrlpt from the author.

76Le51eur, Henry R.,. "Compu151ve Gambling," Soc1et ' May/June
1992, p.44. This article is an excellent qulck review of the
ex1st1ng research in thls area. -

. 7Les1eur, Henrva., "Compu151ve Gambllng. Documenting...";
op. cit.- o : :
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‘The work habits of problem gamblers are costly to their
employers. As Lesieur notes, people with gambling problems are

often preoccupied at work with their gambling losses or with

. trying to figure ways of winning back money they’ve lost. The

results are'"irritability} moodiness, and poor concentration on
work."”® He also reports that, "Pathological gambling appears to
comppund the already high costs of psychoactive substance

abuse...chemical dependency combined with gambling problems may

'pléce.pathological gamblers at greater risk of incarceration."

In one study, pathological gamblers were shown to have a suicide

rate five to ten times higher than the rest of the population.” -

Pathological gamblers tend to engage in forgery, theft,
embezzlement, drug dealing and property crimes to pay off

Qambling’debts. They are responsible for an estimated $1.3

billion worth of 1nsurance-related fraud per year. As a result

insurance companles paid fraud v1ct1ms an average of $65, 000.

Some of the most useful recent research on the costs of

problem gambling was done by Rachel Volberg, a medical

15001ologlst who has examlned this problem for the past ten years.

- Her estlmated cost to the public of the average pathological

gambler in 1981 was approx1mately '$13,600 -- a figure she

BlLesieur, "Compulsive Gambling", Society, op.cit., p. 47.
P®1bid., p.46.

- %Ipid., p.45.
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describes as a "much more-cbnserva;ive approach to cbsts" thah
"she found in previous etudies.81 4Her analeis.uses data from an
earlier study by researchers at Johns Hopkins University~who had
thained financial’histories of twenty-eigbt peopie‘randomly.
selected.from a group of 1624pathologicai gamblers in |
treatment;.g2 While her analyeis and previous ones are based on
small samples, they represebf, given the'1a¢k of such research,.a
significant initial effort:tp quantifyfthe public costs

associated with the increase in gamblihg‘opportunities.

' Our even more conservative analySis, based oanolberg's
findings, results in a smaller figure for yearly direct social

costs per pathological gambler,,but aleo‘recognizeS“a large range

~of additiohal social eohsequehces whieh are costly, but difficult ~

to‘quantify.

Volberg'S'analysis coVers three basic categories: 1) ‘the-

income whlch would have been earned by patholog1ca1 gamblers who

lost their jobs, 2);the costs of prosecutlng and»lncarceratlng

them for crimes caused by their gambling problems, such as

81Volberg, Rachel "Assessing the Social and Treatment Costs
_of Gambling," From an unpublished talk given at the Seventh
National Conference on Gambling Behav1or, sponsored by the
National Council on Compu151ve Gambling; New London, CT, (July 22
- 24, 1993). Data is from 1981 accordlng to Volberg, (Personal '
_cOmmunlcatlon), March 1 1994. : : . S »

82Pollt':zer, Robert M. , James S Morrow and Sandra B. Leavy, "Report
on the Cost-Benefit/Effectiveness of Treatment at the Johns Hopkins

Center for Pathologlcal Gambling, " Journal of Gambllng Behavior, Vol. _ ,_'

1, No. 2, Fall/W1nter 1985 pp. 131 142.
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embezzlement, fraud, and theft; and 3) "bailout costs" -- money

. given to them by family and others to cover their gambling

"expenses and living needs. We found this last category

problematic, since bailout costs don’t represent a direct
economic loss to society as a result of pathological gambling, in

the same way that lost income or criminal justice expenses do.

In our calculations, we take only 20 percent of Volberg’s
estimate of $6,000 in annual average bailout costs per
pathological gambler, or $1,200, on the assumption that as much

as 80 percent of the "bailout" may find its way back into the

- economy to pay for the gambler’s food, shelter, or other living

expenses. While this may be overly conservative, our estimate of
yearly social costs in 1981 would have been approximately $8,800
per'patholOgicallgambler. Adjustingathis’for inflation, social
césts are currently épproximately $13,200 per pathological

gambler.

Added to these .costs of patholdgical gambling are those

" which are less easily quantifiable, but no less significant.

According to the Johﬁs~Hopkins researchers, these include
impaired judgément and efficiéncy on the job, lost productivity

of spouses, unrecovered loans to pathological gamblers, divorces

~caused by gambling behévior, added administrative costs in
prbgrams'like unemployment compensation, the costs of depression

and physical illnesses related to stress, lower quality of family
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illfe and 1ncreased sulclde attempts by gamblers and spouses of

.pathologlcal gamblers

Volberg'’s 1991 analy51s of the social cost impacts of

pathologlcal gambllng in Connectlcut 1nd1cated that 2.7 percent

of the populatlon of that state were M"]lifetime probable
pathological gamblers" and that 60" percent of this group could be
con51dered "current probable patholog1cal gamblers." She
-estimated the total social cost of pathological gambling in
Connecticut that year was $554 million. ' During the same year,
‘total revenues to the state from legalized gambling were only

. $362 million --— a total which.includes purchases by gambling

’venturesrand the creation of 2,500 jobs.in these operations. The

costs of,legalization, according'to Volberg, were rnnning at one

and a half times‘the\benefits.

Using our own lower adjusted costs of $13 200 per
pathologlcal gambler, the 5001al cost of this problem in
Connectlcut are current1y4est1mated at $539 million per year.
This figure‘of conrse only represents the most extreme cases of
problem gambling and.does‘not,inciude the costs which result from
"normal® gamblers whobget into~financial_trOuble as a result of
their gambling.: ﬁor doesjlt inClndekthevless quantifiable social

costs we mentioned earlier.

- ®Bpolitzer, Robert M. et. al., op. cit.

N - . e . . .
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Volberg’s experience with the lack of useful government

gambling research prior to legalization was similar to ours. "In

considering initiatives to legalize different types of qambling,"

she says, "very few state and provincial governments have
attempted to balance estimates of economic benefits with

estimates of social costs."¥

' Additional Future Costs of Problem Gambling

~ Presently, there is considerable debate about whether or not
the behavioral probiems of gambling are a "disease", or health
probiem, or simply a problem of bad habits, a kind of moral
deficiency or lack ef'responsible behavior. How the problem gets

labelled, however, is not simply a matter of accurate

~classification, but one that 1nvolves enormous public and private’

costs and who pays for these costs.

The American fsychiatric Association, Gamblers Anonymous and
the National Council on Problem Gambling have described gambling
addiction as a disease -and are lobbying for more research and
treatment money to deal with the problem. Althdugn some health
insurance companies prov1de coverage for gambling problems, most
shy away from the disease definition and are generally unwilling
te pay for treatment, especially that involving expensive forms

of in-patient procedures.

- Myplberg, "Assessing...", op. cit.
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Some insurance paymeﬁts.fdr treétmeﬁt'are becoming
~available, howeVer, as treatment centers find ways to call
gambling probleméA"depressiOh" - a médical condition - raﬁher
than addiqtion.'”"Many professionals are coding compulsive
Agambling as‘depression;" acbording to Betty George, executive
director of‘the‘Minneapqlis Council on'Compulsivé Gambling. "The
real reason this is beiﬁg.done is so they'will get paid fof

_treating their cliehts;" John Kelly, a spokesman for Empiré Blue

- EE - aE NS e -

Cross and Blue Shield says, "If there are other mental problems
aésociated with compulsive.Qambling, for example, severe

depression,'we'wouid address fhat."“

At present an addicted gémblér éan-waifrup to 6 ﬁonths in
those states whiéh do haQe treatment services aﬁailable;86 As
gamblihg beéomes more prevalent thrbugh iﬁcréased Legalization,
there isilikely to be a_growing_éoﬁstituency that will advoéate

"mofe government and health insurance‘mdney for-tréatment.and |
reSearch._The resultlis likely'tb be increased government.
. expenditures aﬁd higher health insﬁrance'pféﬁiums to pay for

‘these additional costs.

- BMarriott, Michael, "Fervid Debate on Gambling: Disease or
Moral Weakness?" New York Times, Nov. 21, 1992, p. 1. )

. i' .
l
«

‘%Lesieur, "Compulsive Gambling: Documenting...", op. cit.




The Need to Acknowledde Costs

The most benign explanation for the tendency to gloss over.
negative impacts may be'fhe difficulty of identifying and
quantifying social costs. It might be argued that a cause and
gffect_relationship is difficult to prove and that some
-consequeﬁces arising after gamblihg‘is introduced may not
necessarily be the result of the casinos themselves. It might
also be argued that it takes longer for social costs to evolve
than it does for economic ones. waeVer, we believe that none of
these reasons are sufficient to simply ignore the probléms of

" costs or to provide misleading analyses of benefits.

. y" :




 3. Analysls of Gambling Economlc'lmpact Studies

- In general, in‘the fourteen studies analyzed, claims of economic
benefits were exaggerated, while costs were understated. Most'
could not be considered objective descriptions of economic
benefits and costs. Ten of the reports were either’ unbalanced or
mostly unbalanced.

We examlned a large number of reports and publlc documents
which purport to descrlbe the economic and soc1al 1mpacts of
.exlstlng'and proposed legallzed gambllng ventures. We chose
fourteen of tnese, which we believed broadly.represented the
kinds of_analysis and documentation being used by public policy
makers and‘tbe'media to analyze, promote or reject legalized
‘gambling. 1We‘judged these documents by how objective they were
.in examining all of‘the costs as well as the benefits'of»
legalized.gambling ventures. The reports were placed in one of
the following four categories aCCOrding to the extent to‘Which

this criterion was:actually met:

(1) Unbalanced Little or no mention is made: of the negatlve :
costs of casino. gambllng. -

(2) Mostly Unbalanced: Some negative aspects are. covered
but only marglnally so.

(3) Mostly Balanced"There is an attempt to be objective,
- but there are some 51gn1f1cant shortcomlngs.;

(4) Balanced. There appear to’ be objectlve views on most, if
not all, 1ssues of gambling.

We found that of the fourteen studies we analyzed, most were

either totally or mostly unbalanced in describing cost impacts.

These studies tended to cover the increase}in employment and tax

. : . I - L "
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revenue generated, while neglecting or downplaying the fiscal and
social costs associated with these ventures. Nearly half the

reports were considered unbalanced and only one of them could be

. considered balanced.

- UNBALANCED

Arthur Andersen & Co., Impact of the Proposed Chicago
International Entertainment Center on Chicago Metropolitan
Area Tourism, Employment, and Tax Revenue, (May 21, 1992).

Candace Evart Fox, Fiscal Impact Analysis - Casino Gambling and
the Public Sector, Institute for the Study of Gambling,
University of Nevada, Reno, NV, Presented at the Eighth
International Conference on Risk and Gambling, London,
England, (August, '1990).

. Midwest Hospitality Advisors/Marquette Partners, Impact: Indian

Gaming in the State of Minnesota, (Minneapolis, 1992).

Minnesota Indian Gaming Association, Economic Benefits of Tribal
Gaming in Minnesota, (1992). :

Oakland Econometrics, The Economic Impact of a Single Casino on

the New Orleans and Louisiana Economies, New Orleans, LA.,
(December, 1986).

Péneil,.Kerr, and Forster, Gambling Impact: An Overview of the

Effect of Legalized Gambling in the City of New Orleans,
Prepared for the Gaming Committee of the Greater New Orleans

Tourist and Convention Commission, New Orleans, LA, (April,
1986) .

H. Qualls, The Economic Impact of Riverboat Gaming on

Economic Activity in the Springfield, Massachusetts Area,
Micro Economics, Ltd., St. Louis, MO, (April, 1993).

Slusher, The Casino Gaming Industry and Its Impact on
Southern New Jersey, Atlantic County Division of Economic
Development, Atlantic City, NJ, (January, 1991).




MOSTLY UﬁBALANCED

Christiansen/Cummings Associates, Inc. Legal Gambling in

connecticut: Assessment of Current Status & Options for the
Future, New York, (1992).

Deloitte & Touche, Ecohomic"and other Impacts of a Proposed
Gaming, Entertainment and Hotel Facility, Prepared for the

City of Chlcago Gamlng Comm1551on, Chicago, IL, (May 19,
1992) C

'MOSTLY BALANCED

Michael K. Madden, Rechel A. Volberg, Randall M. Stuefen,. Gamlng'

in South Dakota: A Study of Gambling Participation and
Problem Gambling and a Statistical Description and Analysis
of Its Socioeconomic Impacts, Business Research Bureau,
University of South Dakota, Vermllllon, SD,; . (November,
1991).

Mlnnesota Plannlng, ngh Stakes: Gambllng in Minnesota, St;
-Paul, (March 1992) ’

Governor’s Adv1sory Comm1551on on Gambllng, Report and
Recommendations of the Governor’s Advisory Commission on
, Gambllng Trenton, NJ, (June 30, 1988)

BALANCED
Ryan, Timothy, Patricia J. Connor, and danet F. Spreyer, The

Impact of Casino Gambling in New Orleans, Division of
- Business and Economic Research Un1ver51ty of New Orleans,

(May, 1990)

Unbalenced Studies
A report commiSSioned by theespensors of ‘a proposed Chicago 

casino-entertainment complex and prepared by Arthur Andersen &

- r .
‘ o L -
: |y an I




i

W

. . b

71

Co., described the benefits of increased tourism, job creation,

and tax revenue generation. According to the report:

The complex will attract a large number of new tourist
visits to Chicago, which in turn, will create hundreds
of millions of direct and indirect spending...City,
county, and state government will benefit immensely
from the tax revenues generated by economic activity
created by the entertainment complex.?

After‘extolling such benefits, including the projected
creation of 66,000 new permanent jobs;_the report exempts itself

from any analysis of social or economic costs. "The project will

-undoubtedly affect Chicago in many ways other than tourism,

employment and taxes. However, the analysis of those effects is
beyond the scope of this report." A further disclaimer says that
the report fails to look at scenarios of national economic change
in gambling markets. 'fhese.faCtors will obviously impact the

consultant’s optimistic projections, and by excluding them, the

" report becomes a nearly useless base of information for decision

makers.

The combined effect of the national and local
economies, the possibility of gaming evolving in other
localities, the evolution of forms of entertainment
which would compete with the complex, all make our
study results subject to many ‘changes between’ the date
of 1ts release and the openlng of the complex.®®

¥Arthur Andersen & Co., Impact of the Proposed Chicago
International Entertainment Center on Chicago Metropolitan Area

Tourism, Employment, and Tax Revenue, (May 21, 1992).

¥Andersen, op. cit.,-pp} 2, 4, 8, 12.
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Tﬁo studies of‘Indian gamihg in Minhesota by theaMihneseta
Indlan Gaming Association and Mldwest Hospltallty
Adv1sors/Marquette Partners, presented only the p051t1ve beneflts
of caslnos. One of therstudles was publlshed-by an_qrganlzatlon
which.inclUdes members from each of”the eleven tribes involved in
‘tribal-rﬁn casinos in Minnesota. The other was commissioﬁed by
Sodak Gaming Supplies; inc., and was used for public relations

and lobbying efforts.

In 1986, two reports were prepared to estimate the eeonemic
impacts of proposed casinos in New.Orieans - one was done by an
"econometrics" eohpany working‘fer Reserts Interhatienal, a
casino developer,” and the other by an accounting firm; for the
‘Greater New Orleans Tourist and Conventlon Comm1551on90 Both:
studies were used by New Orleans’ Mayor Sldney J. Barthelemy in
1989, to support hls proposal to legallze a 51ngle large cas1no'

for that c1ty.

C1t1ng new job and economic 1mpact estlmates from a low of

about 6 000 workers and $870 mllllon in the accountlng flrm

lwoakland4Econometr1cs The Economic Impact of a Slngle
sCa51no on the New Orleans and Loulslana Economles, New Orleans,»
LA. (December, 1986) ' - ‘

90Pannell Kerr, and Forster, Gambllng Impact ‘An Overview of‘

‘the Effect of Legalized Gambling in the City of New Orleans,
Prepared for the Gaming Committee of the Greater New Orleans
Tour;st and Convention Commlss;on, New Orleans, LA., Apr11 1986.

- -l

|

. R . .
. . f .




. . . ) N
i R TR N G B
. :

73

report, to a high of 69,000 workers and $4.3 billion in the

other, the mayor concluded:
The development of a single 200,000 square foot
gambling casino in the City of New Orleans by any

analysis, would have a very dramatlc economic impact on
the city, as well as the state.®

While the mayor acknowledged the need to address the
additional requirements in criminal justice posed by the casino,
neither he nor the economic impact reports he used as a basis for
his judgments make mention of any 6ther costs, such as those
related to increased problem gambling behavior or the diversion

of consumer spending from other businesses to the new casino.

When the Atlantic Coﬁnty Division of Economic Development
examined the impacts of casinos on Southern New Jersey, only the

positive impacts of the casino industry were described.” The

,sfated.purpose of the repbrt'was to motivate citizens and

business people to become more involved with the economic

. development of the county, '

In an analysis of three cities which had or were proposing

'to offer casino gambling - Laughlin, Nevada, Council Bluffs,

lBarthelemy, Sidney J., A Review of Studies on Casino

- Gambling in New Orleans, New Orleans, LA, May 8, 1989, (Report by

the Mayor).

2glusher, G.M., The Ca51no Gamlng Industry and Its Impact on
Southern New Jersey, Atlantic County Division of Economic

" Development, Atlantic City NJ, January, 1991.
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.. Iowa, and Winnipeq, Canada - the costs of public services
provided to_the,casinos by the cities were said to.he less than
the publicvseCtor revenue generated by them.® However, no costs

‘for social impacts had been factored into this analysis.

In'the‘unbalanced categoryewe‘also list'a 1993 economic
impact report for a_proposed-riverboat‘casino,on the Connecticut
River in.Sprinéfield Massachusetts. We found this to be a
typlcal example of the study which purports to be a technlcal.
economic analy51s and is in fact a promotlonal document paid for'
by a cas1norcompany. A brochure for an unnamed casino developer
was used in ailobbying campalgn among local community leaders,»
residents and state legislators. The hrochure notes that "Micro

EconOmics Ltd. of st. Louis has studied'the economic impact of

rlverboat gamlng for Sprlngfleld " and follows with a descrlptlon .

of the thousands of jobs and mllllons of dollars 1n local and
state government revenues whlch would result from- the riverboat

‘development.

TO'eXamine~this proposal* we studied the Micro:ECOnomics
report Wthh again makes no reference to who paid for it; it
s1mp1y says "several publlc companles have expressed an 1nterest

in constructlng a rlverboat gamlng vessel and supportlng shore

. 93Fox, Candace E., Fiscal Impact Analysis - Casino Gambling
- and the Public Sector, Presented at the Eighth International
Conference on Risk and Gambling, August, 1990.
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facilities...The purpose of this report is to evaluate the impact

-that such a facility would have on the Springfield area economy

and on state and local tax collections."*

| The document lists projected jobs created, rises in area
ianme and_rises in local and state government revenues with no
indication of how they arrived at these numbers. An examination
of some figures raises doubts about their accuracy. For example,
average annual direct wages at the facility are projected to be

$25,000 before tips.®® Yet in Las Vegas beginning craps dealers

'make about $7,700 pefore tips, while advanced black jack dealers

make about $10,600.%

only a passing reference is made to cannibalization of other
businesses with no indication of how much income or the type and

number: of jobs that will be lost as a result of the new

. riverboat. "These are net new jobs," says the report, "after

allowing for spending diversions of area residents from existing
expenditure patterns."97 While the Springfield report purports

to evaluate the economic impact that the new riverboat would have

%oualls, John H., The Economic Impact of Riverboat Gaming on

'~ Economic Activity in the Springfield, Massachusetts Area, Micro

Economics, Ltd., St. Louis, MO, (April, 1993), p. 3.

%Qualls, o Q.Clt., p. 3.

%Nevada Employment Securlty Department cited in Better
Government Association, op. cit., p. 60. ,

7Qualle, op.Cit.;,p.‘l.;
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on thé,iocal and_étate ecoﬁomy, ﬁo'méﬁtion is méde»bf costs qu
increases in the qriminél jdétiée system, regulatory activities
or problem gambling. Ipstead; it concludes that riverboat gaming
"would haﬁe an;uﬁaﬁbigﬁousiy bésitive impact on the area’s |
economy, boost area sales;-empioymént, income,vand»both state and
local governments'-fak coilecti&ns."j Elsewhere it says the
operation'"appears to be a win-Win ecdnqmic proposition»for the
entire Springfield metropdlitan.érea and the state of

Massachusetts.""

Mostly Unbalancedxstudies
’ . In this group, a report by Deloitte & Touche, an aécounting

'énd business consulting firm,'fbr the.City of Chicago Gaming

Ccommission mentions some potential negative impacts, such as the

effect Qf.the proposal on Othér.touriét\attréctions and other
forms of ga}rnbling.é9 While it alsd comments»on local product :
substitution, municipal fiscal chts, and state fiscal ¢bstsf
 there is ho~mention_of economic.or soqial costs such as probléﬁ_
gambliﬁg treafment,»bankrﬁptbieé»énd family pfoblems related to

-compulsibe'gémbling.' "In énaljzingjthe fiscal cost'impacts,'We

%oualls, o }éit., p.lo;'

) Ypeloitte & Touche, ECOnbmic and Other Impadﬁs of a - -
. Proposed -Gaming, Entertainment and Hotel Facility, Prepared for .

‘the City of Chicago Gaming Commission, Chicago, IL, May 19, 1992.
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considered direct impacts only and focused on the services

provided by the City of Chicago and the State of Illinois."'®

In Chicago, the estimates of the economic benefits of four
new proposedvcasinos varied widely. The Deloitte and Touche
report assumes 45 percent new activity generated by the casinos
would result in 39,000 new jobs. Using the Illinois governor’s
offi;e assumption or 17 percent new activity, john Crihfield, an
economist} arrived at only 13,000 new jébs. Meanwhile, another
ecohomiét, Tim Ryan, estimated bringing casinos to Chicago would
leave the city’s existing restaurants with a $200 million

loss.!®

In order to portray positive economic impacts, the Deloitte
and Touche report‘drastically overestimated dollars spent by

gamblers coming to the casinos from outside the Chicago area,

while underestimating the amount of gambling by localrres;dents.

Accbrding to Earl L. Grinols, an economics professor at the

University of Illinois in'Champaign?ﬁrbana, and a former Senior

Economist for the President’s Council of Economic Advisors:

Even though three out of five or more gamblers will be
Chicagoans, D&T find that only 29 percent of revenues will
come from Chicagoans, but that a very generous 41 percent
will come from those further than 300 miles away.

®Wpeloitte & Touche, op. cit., p. 15.

Wigjeck, Joan, "Are They Gambling With Your Future?",

- Restaurant Business, November 20, 1992, p.110.
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How do they do this? Their assumptions imply that Chicago
casinos will get only $65.12 per person over 21 within 35
miles of Chicago, compared to Atlantic City’s $198.84 per

.person and Las Vegas’s $105.88 per person. Thus they assume-

~a number outside the range of experience of the only two - -
comparably large casino operations. Moreover, Chicago has
-17 percent higher income per capita on average than Las
Vegas. (Adjusting for income differences between Chicago
and Las Vegas places the Las Vegas experience at $123.73.)

D&T’s explain their ‘lower figure by assuming that Chicagoans

- will visit the casino only 1.38 times per year on average
compared to Las Vegas s 3.64 times and Atlantic Clty s 3.44
times. ‘Again, this 1s a number outs1de the range of
prev1ous experlence. : :

in.Connectiout an over'$206 000 dollar consultant’s'Study-'
on gambllng came to the conc1u51on that w1th the exceptlon of
casino gambllng, operatlons llke OTB jai-alai, and the Lottery,
were e1ther "mature"torrln_decllne, and that the state “mgst" |
consider-new gamblinu options in order to expand revenues. -

The contlnulng weak performance of existing games,
coupled. with new competition both from other States and

- from the new casino, will result in further erosion of
‘revenues both to the State and to its current legal ‘
gambllng industries...Connecticut’s private pari-mutuel
‘licensees, and its State—operated OTB system, are
projected to experience increasing deficits in the .

years ahead...Faced with this rather bleak future, the
State of Connecticut must consider new gambllng
optlons.“” (thelr underline)

- The study makes no 51gn1f1cant mentlon of ‘public and prlvate'

, costs other than to note that problem gambllng is a problem, that

1"ZGrlnols, Earl L., Summary of remarks to Senate ‘Executive

Commlttee, Subcommittee on Gambling, State of 1111n01s Center, Chicago, .’

(June 8 '1993), from the author.

108Chrlstlansen/Cummlngs Assoc1ates, Inc. Legal Gambllng in

'Connectlcut Assessment of Current Status & Ogtlons for the
Future, New York NY, (1992),'p. 111. - . . e
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the state’s percentage of cqmpulsive gamblers is 2 percentage

points higher than a number of other eastern states, and that the

state should take steps to prevent problem gamblers. There is no
mention of how spending substitution affects other non-gambling

businesses in the state.

A In an eighteen page summary of recommendations, most of
which are devoted to how to increase state revenues through

increased gambling,'only two paragraphs describe the negative

‘:aspects of legalized gambling in the state. These are limited to

general prescriptions about the need to prevent problem gambling
through education and treatment, and to provide more funds for
doing this.
Connecticut’s efforts to prevent and treat problen
gambling should be increased and reoriented. These
efforts should be focused in three areas: prevention
" and education, professional education and training, and

professional treatment services...Better funding
mechanisms should be established for these services.

104
- More particularly the study calls for a larger advertising
budget for the lottery, incentives to get lottery agents to sell

more tickets, the use of more enticing games, installing video

' lottery terminals (VLT’s) at the state’s existing pari-mutuel

betting operations and the development of more simulcast racing

facilities around the state.'®

‘“Christiénsen/Cummings...op. cit., p. xxi.

lo5Christia’nsen/Cummin'gs... op,‘cit., pp. Vv to ix.
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The Connecticut study Was the latest in a series of
consultant reports on the status of gambling in the state - these

reports are required every five years by state law. The lengthy -

report however, is a promotional rather than objective, view of
gambling, g1v1ng policy makers, re51dents, and the media a
}idistortedwperspective of the 1mpacts_of gamblingpin Connecticut.
'Eugene Christiansen, one of the.principals of ‘
VChristiansen/Cummings, the firm which prepared the report, is‘a
- frequent contributor toiGaming and Wagering'Business, a gambling
,industry trade magazine andvaccording(to a recent article in the
Columbia journalism Review, makes about half of his income:from'
the gambling industry.“’6 While Christiansen's writing tends to

be promotional, no. mention is made of his views in the

Connecticut report.!?

Mostly Balanced Studies,

A New Jersey Governor’s Advisory Commission on Gambling
report makes several recommendations to lessen negative social

1mpacts 1% It suggests balanced adﬁertising with information: on

. 1%gimurda, Stephen J., "When Gambling Comes to Town",
Columbia Journalism Review, JanuaryeFebruary 1993,

1"7For examples of Christiansen’s v1ewpoint see his two-part .
series in: Christiansen, Eugene, "1992 Gross Annual Wager",
Gaming and Wagering Business, (July 15 - August 14, 1993), and
"the continuation in Gaming and Wagering Bu51ness, (August 15 -
September 14 1993). : o

Report and Recommendations of the Governor'’s Adv1sorg
Commission on Gambling, Trenton, NJ, June 30, 1988.
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compulsive gambling, compulsive gambling programs and increased
efforts to control underage gambling{ It cautions state

governments against dependence on gambling revenues, since there

'is no assurance that revenue levels will stay high, and observes
~ that governments could become allies of the industry rather than

‘regulators.

ﬁhile the Commission believed that organized crime has been
keﬁt out of casino ownership, it nevertheless felt it had
infiltrated'the businesses and labor unions servicing the
casinos. It was aware of.increases in street crime, but said it

lacked-sufficiént research to know whether or not casinos had an

. independent effect on this crime.

A report published by the Business Research Bureau at the

 University of South Dakota contained- two studies of legalized

gambling in South Dakota - one, a survey of the prevalence of

problem and pathological gamblers in the state; the other, an

analeis_of the socioeconomic impacts of gambling, including the
‘economic impacts on nonjgambling business, and the effects on

,sp¢ia1 factors such as aid to dependent children, food stamps,

child abuse and neglect, divorces, bankruptcies, and

. foreclosures.!®

®Madden, Michael K., Rachel A. Volberg, Randall M. Stuefen,

Gaming in South Dakota: A Study of Gambling Participation and

Problem Gambling and a Statistical Description and Analysis of
Its Socioeconomic Impacts, Business Research Bureau, University

. of South Dakota, Vermillion, SD, November, 1991.
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While we did not consider this report a totally balanoed”
one (it 1acked, for example, any cost analysis of problem
gambling and increased crime); we did believe it one of the most
significant and useful of all therreports we-studied.l Tnis was':
the only study which attempted tolexamine the eCOnomio impacts of
new gambling actiyitiesron specific non—oambling industries in
the,state. It attempted to calculate the substitution effect
caused by the diversion of consumer expenditures into newly
establishedrstate;wide slot machines.and casinos in Deadwood,

.8.D. According to this. report:’

Those demonstrating a substitution effect include

" apparel and accessory stores, recreation services,
automobile dealers and service stations, and, to
_lesser degrees, furniture stores, and bu51ness
services. As expected many of the sectors in.which
spending has been substituted for gaming tend to be
dependent on discretionary income. Eatlng and

. drinking establishments have- experlenced increases in
sales reflectlng their obvious complementarity. to the
video lottery in particular. ' Liquor and. beer sales
have .also been p051t1vely 1mpacted because of the1r
complementarlty to gaming. S

In addltlon, the economic report noted that the advent of

‘new gambllng ventures had produced a decllne in taxable sales of

non-gambllng 1ndustr1es in the year follow1ng thelr 1ntroductlon.v

"Tt appears that approx1mate1y $60 mllllon in taxable salesvhave

1&Madden; op.cit., pp. 35, '3

\
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been substituted in‘favor_qf video lottery, Deadwood and perhaps

other forms of gambling."!!!

One of the most:serious drawbacks of this report was the
someWhat Qontradictory messages of its problem gambling study and
its economic impact analyéis. The prdblem gambling study
estimated that: |

...at a minimum, over 8,000 adults in South Dakota
have experienced moderate to severe problems related
to their involvement in gambling. For nearly half of
these individuals, their gambling problem or
pathology is current...the results of this study
. indicate that there are costs associated with
gambling involvement among South Dakota residents,
1nc1ud1ng f1nanc1a1 interpersonal and personal
problems.

Meanwhile, the economic report states:

Evidence accumulated to date- suggests that, except
for the unique cases of the City of Deadwood and
Lawrence. County, no 51gn1f1cant amounts of local
expenditure has occurred in connection with gaming.
~Although some communities can perhaps make the case
that additional law enforcement work activity has-
occurred it is difficult to document actual budgetary

" increases within units of local government. This
does not imply that additional services and therefore
costs will not actually take place in the longer
term. .Should gaming activity influence social
phenomena in the future, an ultimate cost may be .
incurred by local units of government.'?

The fact that governments were not presently paying direct

costs for problém gambiers doesn’t mean that governments weren’t

A‘”Maddeh, op.cit., p. 36.
12Madden, op.cit., pp. 12, 13.

I3Madden, op.cit., p. 55.

’ ' 2
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actually paylng for them 1nd1rectly When problem gamblers_have>

to pay for counseling treatment when they go bankrupt, lose
their jobs or have famlly problems, when they embezzle or wr1te
bad checks, governments lose tax dollars and pay for cr1m1na1
justice costs. The difficulty of documentlng current budgetary
increases can’t be'taken as’eyidence offlack of government |
financial stress. That a budget doesn’t increase may simply-
vmean,‘for example, that,there are insufficient public fundsi

available to cover needed expenditures.

Another mostly balanced.report was one by the Minnesota
state plannlng agency which mentloned such negative social
consequences as compu151ve and underage gambllng, famlly
disruption, cr;mes, and’ problems at work.!* The authors of the
report believed without:supporting'evidence, that more-general-
problems such as crlme, drug abuse, and alcohollsm are. of leSS'
© concern, slnce the cas;nos are dlspersed and isolated. The
report, however, was unique in~raising concernwthat cas;nos.are
‘not necessarily~a_good long-tern economic base.and suggested
usingvgaming revenues for inyestingKin_education and economic

diversification. .

ll4M1nnesota Plannlng, High Stake5° Gambling in Minnesota,
St. Paul, March 1992.__

| '
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Balanced Studies

The only study we considered balanced was a 1990 report on

"alternative proposals for casino development in New Orleans

prepared by three researchers at the University of New
Orleans.! This report looked at the potential social and
economic impacts of three possible casino developmenté: a single

"European style" casino (no slots or other machine games); an

~unlimited number of Las Vegas-Atlantic City type casinos; and

thirdly, the type of‘éasino development being considered by the:
state legislature at the time of their research -- a single,

state-owned "Las Vegas style" casino (this type was in fact

 built).

Werére critical of some assumptions used by these
researchers in making their projections, such as that "only those
above the poverty line in the area would play."!'s Their

estimated costs also lack an accounting for increased counseling

- and other social service care for problem gamblers as well as the

I5pyan, Timothy P., Connor, Patricia J. and Speyrer, Janet
F., The Impact of Casino Gambling in New Orleans, Division of
Business and Economic Research, University of New Orleans, May,
1990.

lsRyan, op. cit., p. 10. We were also critical of their lack
of clarity about the effect of a 51ngle large casino on the
business climate of the city - "it is not clear if the existence
of a single casino will severely diminish the attractiveness of
the area as a place to do business"..."The increased polltlcal
corruption, increased crime rate, and increased organlzed crime
activity that will likely result from a single casino all could
significantly diminish the image of the area as a place to do
bu51ness." PP. 67, 68.
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additlonal costs created by.business failures and deteriorated :
work habits of such gamblers. 'We nevertheless believe they were
1argely successful‘in bringing attention to many of the positive,

as well as negative, cost impacts.

While their'analysis was hampered hy the,lackrof an
existlngimodel of a single stateérun, full-service casino,'they
noted this drawback and were able to use a simulated LastVegas
casino model to make their'economic projections. They included a
_projected amount for non-gambling‘spending byycasino vlsitors,

'~such_as for hotel rooms, food, shopping, etc. as well as

additional amounts which non-gambling oriented tourists and 1ocal-

people would'spend at the new casino. Using Bureau of Economic

Analy51s multlpllers, they also calculated the additional amounts'

Wthh would be added to the local economy as the result of new
spendlng by people worklng for the cas1no, such as ca51no

employees spendlng money on groceries and rent. The researchers.

’ also cons1dered how 1ncreased tax revenues . from the ‘new -casino

would be offset by tax revenue losses 1n the ex1st1ng horserac1ng

_ industry.

. The researchers progected an annual total "w1n" of $3 344
B per square foot of casino floor space, an amount more than tw1ce
',the approx1mately $1, 500 per square foot win of a typical Las

Vegas casino. ("Win" is the amount retalned by the ca51no after

_player losses) . They attributed the}large’increase in win to the .
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monopoly situation.of the single New Orleans casino and the fact
that more tourists come to New Orleans than to Las Vegas - as
well as access to a larger local population than in Las Vegas.
Using the simulated Las Vegas casino model, they concluded:
The loss of non-hotel spending due to reduced spending of
existing visitors and local residents more than offsets the
new hotel and non-hotel spending of the new visitors. In
other words, the tourist industry, as a whole, is a net

loser due to gambling; however, the casino is a net
winner.!”(their emphasis)

They further note:

The existence of a single casino in New Orleans would
produce new spending in the area of $360.4 million and a
‘net total of $23.5 million in new state tax revenue and
actually reduce the amount of local tax revenue. 1In
addition, 13,971 new jobs would be created....these figures
do not include what the effect of the casino would be on
the crime rate, police and criminal justice spending and on
‘the business climate of the area.!'"®(their emphasis)

The University of New Orleans researchers also estimated

that the existence of gambling opportunities would lead to an

increase in budget ofvslightly.under $5 million for the criminal
justice system. This amount included the projected additional
coéts to the court system and goverhment prosecuting positions
whiqh.would be creéﬁed by the casinb; but not the costs of

kéeping people in prison after they were convicted.!?

WRyan, op.cit., pp. 16, 17.
l8Ryan, op.cit., p. 24.

YRyan, op.cit., pp. 46, 47.
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4. Recruiting More Gamblers: Increasing Gambling Oégortunities
and Problem Gambling Behavior ' - : : :

As the states legalize and promote more gambling ventures,
the number of people who gamble is increasing and the amount of
personal income being spent on gambling is also increasing.. This
is increasing the costs of dealing with gambling-related
‘problems. : :

Based on projections of existing research, there may be . as
many as 9.3 million adults and 1.3 million teenagers with some
form of problem gambling behavior in the United States. State
gambling revenues.come disproportionately from lower ‘income
.residents. Problem gambllng behav1ors are highest among the poor
and minorities.

| The  growth of government initiated gambling is recruiting'
increasing numbers of people to gamble and to spend greater
amounts on gambling. From 1980 to 1991, for example, the'average
pérSon(s spending in casinos as a percent of their income
increased at an annual rate of 2.18%. From 1991 to 2000,
revenues are expected to grow even faster, at approximately 5.7%
per year.'?
In the late 1980's, Charles Clotfelter and Phlllp Cook, two

-researchers at Duke Un1vers1ty, analyzed data from what they

descrlbed as "the most complete survey of~gamb11ng part1c1patlon.'

ever conducted." They concluded that the creation of lotterles

by state governments was encouraglng people into other forms of

gambllng, as well. Controlllng for.a large variety of varlables,.

including sex, race, religion, household income, age and

education, they said that "the likelihood of partioipation in’

120De101tte & Touche, Report to the Clty of Ch1cago Gaming
Comm1551on, Chlcago, IL (1992) , .
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commercial gambling was still heavily influenced by whether or

not the respondent lived in a lottery state...we conclude with
considerable confidence that the lottery is a powerful recruiting
device, which, in 1974, was responsible for inducing about oﬁe-
quafter of the adult population who would not otherwise have done

so to participate in commercial gambling."'?!

Recruiting More Illegal Gamblers

By giving better odds and non-taxable payouts, organized

crime, far from being eliminated from gambling, has remained an

‘active provider of gambling products with its own market niche.

According to some experts, legalization has increased the number

_of people who gamble,'providing organized crime with access to a

larger consumer pool. One FBI expert complained about legalizing

ﬁore betting opportunities. "All it‘would do", he said, "is make
Still'more people gamble, and that would make even more business

for bookmakers".!?

- Since most lotteries use some form of the older illegal

"numbers" game, players are recruited to illegal playing through

a familiarity with government lotteries. According to Arnie

Wexler, executive director of the New Jersey Council on

lclotfelter, Charles T. and Philip J. Cook, Selling Hope,
State Lotteries in America, Harvard University Press, Cambridge,
MA 1989, pp. 104-105. o ‘

2New York Times, January 11, 1979, p.1l. Cited in George
Sternlieb and James W. Hughes, The Atlantlc City Gamble, Harvard
Unlver51ty Press, Cambridge 1983, p.24.
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- Compulsive Gambling, ."Some of the people that learned the game

. legally are now'piaying.it illegally."!®

In.testimohy,to_the Chicago Gamipg Commission, William
Jahbda,_a former'operator of gambling ventures for organized
-crime in‘thé}Chicagb aféa, said, Fthefe always existed one solid
constan£ -,§ny new form orwexpahsionAdf legal gambling always:
increased our client'base;> Simpiy;put; the stooges’who approved
Las Vegas.nighfs,boff—tfaék bettihg, lotteries, etd. became ohrA
unwittiﬁg front men ana silent partners."

~TheFQreatest benefit‘ﬁo iliegal‘gambling; accofding to
Jahodé, were("(gambling} agency marketing and media gdver;ising
blitzes promoting gambling." Such publicity, he said, gave
' I'n, .

'péopleﬂa perception of gambling as "healthy entertainment. "'

1992; Bob Walsh, Assistant Qifector of'thé FBI in Chiéago,-tqld
the'éhicago.Metro Ethics Coalition,ﬁthat organized'crime had been -
'qontinﬁously involved‘in gambling. ' "Gambling génerateé:new
gambiing," said Walsh. "Thé more'aéqepted‘it‘bgcoﬁes, the more

all forms of gambling benefit."?

. ®Hays, Constance L., "Was the State Lottery Too Much of a
Gamble?" New York Times, October 17, 1992.

4Better Government Association..., op.cit., p. 92.

”Better Government AsSociétioﬁ.,f,vo .cit.,_p.A93,

T
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While there was initial concern among Las Vegas casino
'companies about the growth §f gambling in other parts of the
country, many of them no&rview expansion elsewhere as a way of
expanding their market. Once legalization exploded, majof
qésinds like the Mifage, Hilton Hotels, Caesar’s World actively

pursued new locations.

Jonathan Boulware, an executive at the Mirage casino in Las
Vegas, believes the expansion of casinos nationally has helped |
his casino. "We encourage that kind of thing because it exposes
people to casinos who’ve never been exposed to casinos before.
Las Vegas is the Mecﬁa...there's going'to be more people
gambling, more people are going to learn more about casinos and

then everyone is going to want to come to Las Vegas."!?

Expansion of Legalized Gambling and Problem Gambling Behavior

As the number of people who gamble increases, the social
problems associated with gamblin§ ére also increasing.
Reséarchers how call gamblihg the fastest growing teen age
addiction, with the rate of pathological gambling among high
school and college-age youth about twice that of adults.'”

‘According tb'Howard'J.‘Shaffer, Director of the Harvard Medical

- Tnterview with Jonathan Boulware at the Mirage Jobs
Information Fair, at the Cardinal Shehan Youth Center,
Bridgeport, CT, (March 27, 1993).

Zichristian Science Monitor, April 25, 1990.
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School Center for Addiction Studies, "We wili face in the next
decade or so more prohiems with youth gambling than weVil face
"with drug use".'® "There is an emergind body of evidence}“ he
says, "suggestlng that 1111c1t gambllng among young people is
increasing at a rate at least proportional to the opportunlty to

gamble legally."

Using a sample‘of over 2,000 students from nearly 100
Massachusetts publlc schools, Shaffer found that although.
prohlblted by law, there was exten51ve lottery play among
underage chlldren‘and‘adolescents. ~ Almost 70 percentAof seventh‘
graders have bought lottery tickets>and by their senior year,
nearly 90 percent purchased them.”’ During a single’month,"-
aboutz30 percent of seventh graders bought lottery tickets
illegally.. Some uererbuying at ieast one.ticket orvmore ber»

week.

~ Shaffer cites'other.studies<of sinilar'underage:betting at
gamblihg—casinos, A 1985 random sannle'of 332 students at an
Atlantic City high school disc0vered'that;64 percent of the
students had”gamhled illegally at the 1o;ai-¢asin¢s. oief 40'

percent of the‘students$had gambled at these -casinos by the age

"”New York Tlmes, Aprll 28, 1992.

ghaffer, Howard J., "The Emergence of Youthful Addlctlon.
The Prevalence of Underage Lottery Use and the Impact of
Gambling," Technical Report. No. 011394-100, Massachusetts COun011
on Compulsive Gambling: Boston, MA, (January 13, 1994)
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of 14. The lure of gamblinq is so strong in Atlantic City thet
about 29,000 underage people are either stopped from entering or

ejected from the city’s casinos every month.

The increase in officially sanctioned gambling has produced
more social pressure for young people and women to gamble. While
the majority of problem gamblers are now men, Shaffer sees the
situation changing as gambling becomes more culturally valued.!®
High school sehiors are now a unique group of Americans, he says.
"These young people are the only constituency who has experienced
gambling‘that is both state sponsored and culturally approved fof

their entire lifetime."

Some forms of gambling are more problematic than others.

“Those that_offer fast action and immediate payoff, for example,
tend to be more addictive. As state sanctioned gambling becomes

‘more convenient and ubiquitous, gambling becomes harder to

avoid.™?!

- Based on several previous studies of problem gambling among

adults and teenagers,:we_estimate that up to 5 percent of the

Bghaffer cites the following Atlantic City references:

: ACuri, A. F., D. Lester, and F.O. Smith, "Shaping adolescent

gambling behavior," Adolescence, XX, (1985), pp. 935-938;
Chavira, R., "The rise of teenage gambling: a distressing number

. of youths are bitten by the betting bug," Time, Feb. 25, 1991, p.
- 78. -

Biyinnesota Planning, High Stakes: Gambling in Minnesota,

- St. Paul, MN. (March, 1992).
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adult population and 8 percent of the.teenage population»have
some form of problem or pathological gambling'behaViorl132 Oon
-the basis of the 1990 US populatlon census, this means that there
may be as many as 9.3 mllllon adults and 1.3 million teenagers

with some form of‘problem behav1or. This describes the extremes,

‘leaving out a wide range of gamblers with less chronic problems -

people who gamble more than they can afford and find themselﬁes
wlth serious-economic andrsocial problems - from famil& disputes,
to the loss of jobs, to medical and’psychological problems. Such
problems become economic costs to the people thenselves as well

as to the rest of soc1ety.

Who Plays, Who Pays? k
Controversies about 1egalized gambling often revolve_around

the issue of which income groups lose the most money to

.government,gambllng enterpr;ses. Proponents of gambllng ventures"

tend to'describé»them as‘"entertalnment," or as a benign form~of
‘taxation - "a tax only on the willing."p They cite  statistics

showing large amounts of play by higher income people.

' Opponents, meanwhlle, c1te the regress1ve nature of these

operatlons. U51ng lotterles as an example, they argue that

relative to their income,” those with less money pay more,for ‘this f

B2yalters, Laurells.,'"éambllng and Young Peoplé: More Teens ' .

Play Games of Chance," Christian Science Monitor, April 25, 1990,
"p. '12.; Henry D. Lesieur, "Compulsive Gambling: Documentlng the:
Social and Economic Costs, " Apr11 23, 1991, unpublished paper
‘from the, author. . : L .
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form of taxation. They also argue that in the cases where
lottery funds are distributed to cities and towns, lower income
people are thé ones who are paying fdr-public services in

wealthier communities.

Moét of the available résearch on this subject is found in
studies of state 1otteriesvrather than casinos. However, since
trends in the expansioﬁ of state sponsored gambling‘are moving in
the direction of expanding non-skilled electronic gambling

machines, (like keno and slot machines in both casino and non-

" casino séttings) which approximate the unskilled play typical of

lotteries, it becomes possible to extrapolate some of the

‘research onllotteries for purposes of analyzing current trends of

"who plays and who pays.

.A number of. studies have shown that lower income people

‘spend a higher percentage of their incomes playing state

lotteries, in effect making lotteries a regressive tax on a
state’s poorer citizens.'” A person’s economic status or

economid vulnerability is likely to define_what gambling means to

them as both a financial decision and social experience.

Generally, the higher a person’s incdme, the more gambling tends

to be perceived of as éntertainment or way to socialize with

Bgee Clotfelter, C.T., and P.J. Cook, Selling Hope: State
Lotteries in America, Harvard University Press, Cambridge, MA,
'1989; Passell, P., "Lotto is financed by the poor and won by the

- 'states," New York Times, May 21, 1989, p. E6.
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other people. Conversely, as a person’s income decreases,

gl

‘gambling becomes moreystraightforwardly a way to invest or make

money. '*

In their 1989 comprehensive‘analysis of.state lotteries,
Charles T. Clotfelter_and Philip 56>Cook, analyzed‘data from both
nationwide studies.and‘a number of~individual states, includlng
Arizona, California;'uaryland, Massachusetts and New Jersey.

"The most definitive finding", they concluded, "is that as a
percentagerf household income, lottery expendituresvdecline
steadily'as income"risesl" Their’analysis showed that as a

percentage of their income, people in the lowest income claSs

E studled were spendlng four tlmes as much as those in the hlghest

1ncome group studled. They also determlned that "In sum,
members of certaln groups are more likely to play lotterles and
to play them heav1ly. males, Hlspanlcs, blacks, the mlddle aged
_Cathollcs, laborers,'and those w1th less than a college

degree."¥

State lottery off1c1als, however, tend to describe thelr

products as appeallng to hlgher 1ncome, more educated people."In>

&‘“Volberg, Rachel ‘A. and Randell M. Stuefen, "Gambling and’
Problem Gambling in south Dakota," Gaming in South Dakota,

'Bu51ness Research Bureau, Unlver51ty of South Dakota, Vermllllon,[

(November 12, 1991), p. .7.; See also Los Angeles Times Poll,
1986 cited .in Clotfelter, Charles T. and Philip J. Cook, "On the
Economles of State Lotterles," Journal of Economlc Perspectlves,
Vol. 4, No. 4, (Fall 1990), p. 109.. .

‘”Clotfelter, Qookt' Sellin Hoie,‘opf‘cit., p. 100.
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Massachusetts, Lottery Director Eric Turner says that 85 percent

of the lottery’s players earned more than $25,000 a year." a

-KansaelLottery Annual Report says, "Our typical ’‘customer’ is

female - has at least some college or post-high school education,

and is a member of a $20,000-plus family!!"'¥ However, research
in both Massachusetts, Kansas, andvelsewhere refutes these

‘claims.

Our  examination of the Massachusetts Lottery’s own research

‘indicates that only about 65 percent of its players had an income

of over $25,000 a year, not 85 percent as claimed by Director

138,13 A comparison of lottery play in various

Turner.
Massacnusetts cities and towns suggests the prevalence ofbmuch-
higher per capita betting amounts in cities with lower income
populations. In a relatively poor city like Boston, the average
annual betting per person is $365 per'year. In Worcester,

another low-income city, it 4s $366 per year, and in Chelsea, one

of the poorest cities in the state, per capita betting is $455

"“"Lottery- $2B bet in state," Dallz Hampshire Gazette
(Northampton, MA), June 22, 1993, p. 9.

.~ 'qobilia, Pamela, "A Little Bit More Evidence of Lottery
Regressivity: The Kansas State Lottery," Journal of Gambling
Studies, Vol. 8, No. 4, (Winter 1992).

B3HHCC Marketing Research and Planning, Quantitative

'Research Findings: The Massachusetts_ State Lottery Games Wave IV,

Prepared for the Massachusetts State Lottery, (January, 1990).

' 1%yalle, Paul Della, & Scott Farmelant, "A Bad Bet: Who
Really ‘Pays for the Massachusetts Lottery’s Success?" Worcester
Magazine (MA), January 27, 1993.
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‘per year.i Wealthier'Massachusetts towns like Weston average only"

’$30 per person per year, ﬁhile‘Amherst averages $42 and Paxton =

$62.14°

Pamela Mobilia, a researcher at-the National Bureau of
Economlc Research examined the Kansas Lottery s statement and

concluded that it "does. not do a satisfactory job of defending

the state from runnlng a regres51ve lottery." By calculating the'

average amount bet per capita and the amount bet as a percentage
"of income for each.Kansas_county; she demonstrated that lower
income people bet more as a percentage of their incomes than

those of higher income.

: ACcording’to Mobilia, the Kansas Lottery had the same
regressive properties of other state lotteries studiedrby_earlier
researchers.

, The total amount bet per capita does not 1ncrease as
Alncome ‘increases...the bet as a percentage of income
is higher-  in counties with lower incomes than in
counties with higher incomes. The results are even
stronger when the higher income class is defined as
those in the upper quartile of income...The results
show that counties with a lower income, educational
level, employment .rate, density, and population bet

. ‘more ‘as a percentage of income.. Counties with a ‘

'~ higher unemployment rate, and a higher percentage
"white’ populatlon bet more as a percentage of
income. :

- “valle, op.cit.

WiMobilia, op.cit.

N . . T . LY . " N . ' .
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A 1992 report commissioned by the Wisconsin State Lottery
Boafd usiﬁg phone interview techniques found similar correlations
between lottery play and income. The report demonstrated that
the peor were spending a larger percentage of their incomes on
lettery play than were higher income people. The Wisconsin sﬁudy
-alsp:found that Lottery spending was becoming concentrated among
fewer‘peopie who were spending more_honey on tickets. Aboﬁt 16
percent of lottery players, representing 10 percent of all State
"residents, accounted for neerly 75 percent of the State’s 1ottery

revenue.? There have been similar findings in other studies.

Wpjliavin, Irving, and Bradley R. Enter Wright. Lottery
" Play Among Wisconsin Residents: A Second Look at Who Plays and
How Much They Spend, Institute for Research on Poverty Special
Report No. 54, University of Wisconsin-Madison, (June 1992).
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5. Future Imgllcatlons for Rural “and Urban Areas: Lega11z1ng More
Addictive Games at Decentralized Locations;. the Introduction of
Land Based Urban Casinos; the Development of Interactive
wm' : a

As state budgets become more gambling-dependent,
legislators are tending to legalize higher revenue producing
. games, like .video lottery terminals (slot machines) and keno at
dispersed locations. These constant, quick action games are
‘considered highly addictive by counsellng professionals. State
gambllng dependence. has also eroded prohlbltlons against locating
casinos in large urban areas. .

There has also been,a marked shift towards more slot
machines in existing casinos. In the future, as revenues from
existing gambling ventures are unable to keep pace with
government gambling dependence, the gambling industry and
~ legislators are likely to look towards expansion through the use

of telephone and’ 1nteract1ve TV betting.

: Whlle remote areas were hlstorlcally favored for casino
locations, more urban casinos may be developed in the future’ w1th
negative economic consequences for existing rural ones. The
increased use of state-operated slot machines and keno at

dispersed locations will also have negatlve economic consequences

for rural as well as urban areas.

By the early 90’s, Americans were losing more than $10
billion a,year to 35 state and the single'Distfict pf>Columbia-
Jotteries. While an enormous sum, it nevertheless
represented a declining rate efigfowth.u During the late 1980’s,
lottery revenues in most states.began to flatten - in,Sone states
they actually dedlined( In response, eoncerned lottery
officials‘beéan to leok for new,éames and new gambiing ventures

to entice players.

4WnIn 1990, gross- sales for U S. lotteries were over $20
billion, and after payment of winning prizes, lotteries in the

aggregate returned more than $10 billion." from Eadington,

"Recent . National Trends...? Oop.. c1t., (August 1992), p. 53

.
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Their initial efforts produced meager results. 1In 1989,

the Oregon lottery intrsduced sports betting on National Football
League games, but revenues were disappointing. In 1991,
Massachusetts began an unsuccessful experiment in lottery betting
by phone which it dropped after only one year. That same year,
the Minnesota lottery proposed a trial venture in at-home betting
using Nintendo machines and TV sets in 10,000 homes. It scrapped
the idea after heated political opposition from state legislators

and the governor.

Despite initiai setbacks, government officials soon found
more potent, and in some cases, more politically acceptable
methods of increasing revenues by increasing gambling losses.
During the late 80’s and early 90’s, two kinds of electronic
gambling were successfully legalized by several states - Kkeno .
and a version of'olderrcasins—type slot machines alternativeiy
and eﬁpheﬁistically calledv"video lottery terminals" (VLT’s) or
wvideo poker," which had been*approvéd for use in Montana’s

.drinking establishments since 1985.

In Monténa, private businesses owned and opsrated the slot
macﬂihes and paid the state a tax on winnings. In many states
thch legslized these machines éffsr Montana, the machines were
owned by the state’s 1ottery,‘ahd opefated at business
establishments, with both the businesses and the state taking a

percentage of the winnings.




The Spread of M1n1-Ca51nos

Typlcally, states whlch legallzed keno and the VLT’s
~allowed them at bars and racetracks - although sometlmes also in'
restaurants.and convenienoe stores. Since the machines closely
’approximate, if are not identical to, casino slot machines and
casino keno:games, they allowed a smaller version of'casino
gambling in both urban and remote rural_areas. In effect; many
‘bars, raoetracks and other businesses were transformed into mini-

"casinos.

VLT olay is much the same as casino slot machines, where
the olayer.pushes buttons and-hopes the right set of numbers or .
images:come'on the'screen; In'one popular form of keno,'a video'
monitor dlsplays a range of ‘numbers to choose from. Players -
wrlte their selectlons down on a slip of paper, whlch they turn
1n w1th thelr bet to the bartender or store owner. Winning
numbers are . announced on the screen every 5 mlnutes. 'Slot
machlnes are among the most lucrative gambllng act1v1t1es that

state governments have legallzed.f Accordlng to psychologlcal

'experts, they are also among the most addlctlve forms of gambllng '

'avallable.

~State lotteries now operate some form of keno gamhling in
CaliforniaL‘Kansas( Maryland, Massachusetts, Nebraska, Oregon,
Rhode Island{ and Washington; In‘1989j South Dakota became”the

first state where a lotterylagency operated VLT’s. By mid-

r
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August, 1993, South Dakota had more than 10,500 of these machines

in operation. 1In 1992 they became available for state-wide

use in Oregon and Louisiana. Businesses in Louisiana and Oregon

were allowed to operate up to 5 machines, South Dakota, 10, and
in Montana, up to 20 machines were allowed per establishment.
Louisiana race tracks are permitted an unlimited number - one

race track there has 800 machines.'

Both West Virginia (in
1990) and Rhode Island (in 1992) made them available in limited

locations at race tracks. There are over 14,000 VLT’s operating

~in Montana, over 5,000 in Oregon, and 10,500 in Louisiana.

The preéident of one prominent gambling consultant firm
says, "virtually every lottery director in the country is
interested in VLT’s." Extrapolating the South Dakota: VLT
expgrience to the lottery states, he says, "would require many
times the 140,000 gaming devices presently installed in Atlantic
City and in Nevada".6 According to another gambling analyst

and casino developer, "We will soon have slot machines and near

44McQueen, Patricia A., "North America Gaming at a Glance",

Géming and Wagering Business, (September 15 - October 14, 1993),
p. 52. ' _

145Rose I. Nelson, "Gambllng and the Law: 1992 Elections,
Endless Flelds of Dreams," Unpublished paper from the author,
(1993), p. 5.

4christiansen, Eugene Martin, "The New Jersey Experience

and the Financial Condition of Atlantic City", The Newsletter of
- the Institute for the Study of Gambllng and Commercial Gaming,

(April, 1991).




104

slots, owned and operated by state governments in every Mom & Pop

store in the nation."¥

'Since'the machines are relatively ineXpensive to buy (they
. cost about $5,006 per machine), and require relatively little
maintenance and supervision, returns can be quite high.
ReSearchers in South Dakoﬁa found that VLT’s and slotAmachines'
attracted the highest mqnthiy spendingvon gambling and the
vlargest‘percentage of people who spenf oﬁer_$50 gambling per
mon'th.‘148 In that state, VLT sales inqreased nearly 40 percent
‘to $61 miliienAin 1992; When,Oregon inﬁ:oduced electronic
gambling machines.(boﬁh VLT’s and keno) in bars that sane year,
-its lottery saw'an additional $121‘million in sales, a one-year

‘increase of 83 percent in total lottery sales.'?”

In 1991 the SOuth Dakota government’ "win"‘before“

admlnlstratlve expenses from 1ts electronlc gambling machlnes (or'

“Rose, I. Nelson,‘"Gambling and the Law...", dp;'cit.

148Madden, Mlchael K., Rachel A. Volberg, Randall M. Stuefen,

~ Gaming in South Dakota: A Study of Gambling Participation and

. Problem Gambllng and a Statistical Description and Analysis of -
- Its Socioeconomic Impacts, Business Research Bureau,‘Unlver51ty

of South Dakota, Vermllllon, SD, November, 1991, p-8.

. 149LaFleur, Teri "U. S. Lottery Sales Rebound with 6% gain,
Canadian lottery sales rise 8%," Gaming and Wagering Business,
(June 15 - July 14 1993), p. 12. o - - B ‘
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losses by players) was approximately $150 million, or a per

capita yearly loss of about $150 by state residents.'®

During the first 9 months of 1991, South Dakota collected
$127 million from VLT players - four times as much as the
revenues from player losses at the state’s traditional lottery.
In 1992, the state was collecting $5 million from its traditional
lottery games and $45 million from its VLT’s." In Montana, a
total of $2.15 million was bet on lottery tickets in fiscal 1990,
as against $251.8 million at video gambling machines, a.nearly 12

to 1 ratio. South Dakota now has about one machine for every 75

~adults in this mostly rural state. In 1991, Montana had one

machine for every 40 adults and projections were for thousands

more machines in the coming years.!®

Electronic gambling machines are a quantum step towards

"increasing the social and economic costs of dealing with problem

gambling. For most people, traditional lottery games involve
going to a store, buying tickets and then stopping, at least

until_the next day. By contrast, keno and VLT’s are constant

19padington, William R., Emerging Public Policy Challenges

from the Proliferation of Gambling in America, Address at Second
Annual Australian Conference on Casinos and Gaming, Sydney, N. S.

" W., (October 27, 1992), Institute for the Study of Gambling and

Commercial Gaming, University of Nevada, Reno.
lpose, "Gambling and the Law...", op.cit., p. 4.

27ames, Raymond and Associates {Stock Brokers}, The
Dramatic Growth of Legalized Gambling in North America, Research

Report, St. Petersburg, FL, (September 3, 1991).
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quick acfion‘gameé with a calculated amount of payback to
encourage more play. It is not unusual to find people sitting in

bars, liquor in hand, playing for. hours at a time.

To entice playe;é, State and ﬁrivatg gambling machine
_ownefs typidally-adﬁertise relatively high paybacks to playérs

(usualiy from 80 to as high as 97 percent). The actual

percentages paid back, however, are uSuaily much lower, since the

longer playefs_stay at these machines the more. they are likely to

lose. State gfficials clearly understand the difference between
what’are being advertised aslhigh payouts énd what.players
actually‘get.;In Montané, whére slot machine losses ﬁaid'for.s

. percent of the state budget in 1990, the state’s Gaming Control
 Division eXplainéd why_only‘55 percentiwaé paid out to machine 

players:
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The 55 percent payout to players is substantially
lower than the statutorily required payback of at
least 80 percent (23-5-607, MCA) and requires
explination. All machines approved for play in
Montana meet the expected payback percentage of 80
percent. 1In fact, the probability of winning back
the wagers made on most machine models ranges from 85
percent to 92 percent. When credits won are compared
to credits played, the result is consistently above
80 percent. Credits won, however, are not the same
as credits paid out. Player behavior is such that
credits won are readily replayed, which eventually
results in more opportunity for losing. The result,
therefore, is not an 80 percent payout to players but
closer to 55 percent.

"Where YourCan See It, You Can Bet It"

On the leading edge ofrlegalized gambling research is
interactive television betting. In September 1991, the state of
Minnesota attempted to cross a threshold in decentralizing
gambling when it announced a joint plan with the Nintendo Company .

and the Control Data Company of Minneapolis to test market

lottery betting access in people’s homes through the use of new

- and retrofitted Nintende‘mechines. Massachusetts also tried a

one year experiment in a telephone lottery system. Although the
Minnesota project was cancelled as the result of public protest,

and the Maesachusetts one ended with disappointing revenues, the

future prospect of widespread at-home gambling could have

profound social and economic impacts.

153Montana Department of Justice, Gambling Control Division,

Annual Report: Fiscal Year 1990, Helena, MT, (1990); Montana
budget percentage from slot machlnes from Turner, Bruce, "Video

" Lottery: The State of the Industry," Address at the World Gaming

Congress, September 22 - 24, 1992, Las Vegas, NV.
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If present trendslin government sponsored'gambling
continne, statesvwill eventualiy find revenuesrfromrtoday’s
expansion of riverboats, VLT’s and Keno declining, and they are
likely to turn to at home interactivefgambling on the much touted
information superhighwayjtoﬁboost sagéing'rerenues. A number of
major communicationszfirms areialready'contemplating'this next

venue.

NTN Communications, a California firm is currently
Wdeﬁeloping a.computer software system in conjunction with the
‘California Association of Racetracks to allow at home parimutUel
bettlng._ By the year 2000, -ﬁTN viceepresident Dan'Downs expects_
gambllng operators w1ll have potentlal access to the 25 to 35
million people who w111 have 2—way interactive TV in thelr homes.

By‘then, he believes peopie‘will be able to gamble on games and

fhorse racing by charging bets to a pre-arranged account on their 4

credit card.

Raymond Smlth chalrman of Bell Atlantlc, expects off-track
and lottery bettlng -. what he calls one of the 1nformatlon
superhlghway s "category klllers" - will be a major source of hlS
company’s revenues., John Malone, chlef executive: oﬁ Tele- .
Communlcatlons, says 1nteract1ve "near gambllng" like ganes’of

skill for prlzes, "w111 be the largest business’ that doesn’t <

exist today within the next five years". CNN’sYTedATurnerkhas

‘l :
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said it may be possible to change existing anti-gambling laws to

allow for full TV gambling in the future.'®

Interactive TV betting could allow the gambling industry to

“expand the number of people who gamble as well as increase the

amounts they,gamble{ According to Downs:

[It] isn’t just directed to the hard-core bettor.
"You got to also be able to get the casual bettor, the
guy who’s sitting in his living room, who is a cable

subscriber, who gambles once in a while, who might
turn to a race and decide he wants to make a
wager...He can open a temporary account and charge it
to his VISA or MASTERCARD.

Downs says gambling companies will be able to use cable access to

peodple’s homes as a new technique for influencing their behavior.

'A company which is able to control a person’s cable signal, says

Downs, ncontrols his destiny... when they own the picture, they

'can send it where they want to send it, and where you can see it,

- you can bet it,"!%

The Movement Towards More Slot Machines
Electronic gambling machines are the fastest growing area

of the gambling industry. The recent shift to slot machine use

‘by private casinos as well as the shift to VLT’s by several

states is an important indication of these trends. Since 1990,

41,ippman, John, "Gambling-literally-on the media
superhighway", Los Angeles Times, December 24, 1993, p. D1.

15Downs, Dan, "Interactive Television Betting," Talk given
at the World Gaming Congress Expo, Las Vegas, NV, September 22-
24 .
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bettlng at Nevada and Atlantlc City casino table games fell by
about 15 percent while slot machlne revenues rose by nearly 40
percent;' Although a‘total of $l43.1 billion was wagered at

Nevada and'Atlantic City casino table games in 1992, only $3.1

billion was'WOn by the casinos from these games. - By contrast, on

$94.6 bllllon in slot machlne bets that year, the casinos won

$5.3 bllllon ”6,

In AtlantiC-City; slot machines accounted for 46 percent of
casino revenoe ih'1982 rising to 66 bercent in 1992. The
current relatlonshlp between slots and table games in casinos and
rlverboats find Iowa rlverboats with the highest percentage of e
slotimachlne.revenues (93 percent) and those in M1551551pp1 with

the lowest (53 percent)..

%perived from data in Gaming and Wagering Business, (July

15 - August 14, 1993), Chart 4, p. 15, and Charts A and 5, p. 16.

K}

l
‘l



Nl TN h . W Ea

I

111

Percentage of Slot-Table Game Revenue by State'’
State o Slots(%) Table Games (%)

Iowa (riverboats) - 92.7 7.3

Colorado (casinos) ' , 89.7 10.3

“Atlantic City, NJ (casinos) ‘ 66.0 34.0

Illinois (riverboats) 58.4 41.6

Nevada (casinos) ' 57.5

'Mississippi (riverboats) ' 52.7 47.3

Industry analysts attribute the shift to slot machines to

~an aging population of craps players, a younger geheration of

players brought up on video games, and the aggressive marketing

of slot machines. They also attribute the rise to more women

- playing slot machines and the intimidation that women feel at

traditional table games. According to Lenny Frame, a writer of

" video poker guides, "In blackjack,>the minute a woman makes a

mistake, the men give her all kinds of stares...you can play
(video poker) at your own pace and not have to worry about what
the person to the left of you is thinking."!® It is likely that

much the same applies to avYounger generatibn of male players.

S'Information from the state gaming boards and industry
reports as cited in Gros, Roger, Mike Epifano, and Gary
Schnorbus, "Turning the Tables", Casino Player, (January, 1994),
p. 14.

 ®Gros, Roger, et al, op. cit.
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'Slot nachines are especially appealing.to lower income o
players, since many machlnes allow for as low as 25 cents per
play. On some M1551s51pp1 rlverboats there are 5 cent slot
machines.‘ Accordlng to Jlm Rogot, vice pre51dent of TropWorld in

Atlantic City, "A bus customer comes ;n with $40 and has to make

a choice.;.it makes more sense to him to play quarters in a slot -

machine than to make $10 bets at a table game, "%

. While many'legislators and lottery officials are
contemplatlng the future use of- gambllng machlnes, there 1s
Aalready the beglnnlng of a polltlcal backlash against them.
Counselors and theraplsts have reported a.steady r1se in problem
vgambllng correlated with the 1ntroductlon of these machlnes.‘
Oplnlon polls in. Loulslana indicate. serious publlc feellngs
agalnst the use of the‘machlnes 1n'that state. In Nova Scotlap
instances of addlctive player behavior prompted éovernment
officials'to'remOVe nacnines from all places except those with
liduorilicenSes. Fronsa.total of approximately‘3 500 machines,
‘there are now only 1, OOO160 In Oregodn, a 1ega1 challenge the
State’s. lottery operated slot machlnes (v1deo poker) - 1s currently

before the Oregon Supreme Court.

}ﬂGros, Roger, et'al, op. cit.

E _ 160Zuckoff, Mitchell, and boug Bailey, "US turns to bettlng
as budget fix," Boston Globe, September 26, 1993, p. 1.
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Gaming and Wagering Business, the major gambling industry

" trade magazine, expressed concern over a recent South Dakota

ballot measure to repeal the use of state operated gambling

machines. Although the ballot ultimately lost by a wide margin

‘after pro—VLT lobbyists outspent their opponents by nearly 12-1,

the magazine noted 51gn1f1cant public concern about the
perception that excessive gambling problems are associated with
the machines, calling the South Dakota Vote "a straw in the
wind.ﬁ The spread of video poker through lottery operations,'

said the magazine, is likely to be slower than earlier

predictions. "The spreading consciousness [is] that VLT poker is

associated with excessive gambling losses."!

- Important Implications for Rural and Urban Areas

In order to reduce access to large populations of the urban
poor,_gambling casinos were historically located in remote rural

locations. These locations were also likely to have been chosen

.as a way of limiting the everyday temptations of the cities’

wealthier inhabitants. Favored European sites were distant
vacation resorts of the weaithy, 1ike Cannes, Deauville, Evian in

France, Monte Carlo in Monaco, Venice in Italy, and Baden in

-Germany. Until only recently, residents in certain parts of

Germany needed written permission from their local governments to

lchristiansen, Eugene Martin, "Gross Annual 92 Wager"

' Gaming and Wagerlng Bu51ness August 15- September 14, 1993, p. 12.
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}get~into'casinosﬂﬁe The same is still true in Enéland. In

Paris’ famous Palais-Royal of the late 1700’s, even the:

bourgeoisie were only.allowed entry to the gambling rooms of the

wealthy only a few days of the year.'®

In America, the relative remoteness of the country’s

gambling centers in Nevada and Atlantic City was thought to have:

the beneficial effect of reducing access to the masses of urban
poor who couldn’t affo;d the expense and time of getting to and
kstaYing at these placesJ“ In 1976, a federal commission
concluded that "densely populated areas are llkely to f1nd it
more d1ff1cult (than has Nevada) to cope w1th the effects of
overlndulgence," and recommended restrlctlng any. legalized

ca51nos to more 1solated areas. 165

12Eadington, William R., Emerging Public Policy‘ChallengeS'
from the Proliferation of Gambling in America, Address at Second

Annual Australian Conference on Casinos and Gaming, Sydney, N. S.

W., October 27, 1992, Institute for the Study of Gambling and
Commercial Gaming, University of Nevada, Reno (monograph).

13garnhart, Russell T., "Gambling in Revolutionary Paris: .
The Palais-Royale," in Eadington, William R. and Judy A.
Cornelius (Eds.), Gambling and Public Policy: International
‘Perspectives; Institute for the Study of Gambling and Commerc1a1
Gamlng, Unlver51ty of Nevada, Reno,hNV, (1991).

"“Eadlngton, Wllllam R., Emerglng Publlc Pollcz Challenges
eee, OP. cit. :

A v l6_5TheiFederal Commission on the Review of the National
"Policy Toward Gambling as cited in Illinois State Police,
" Division of Criminal Investigation, Intelligence Bureau, How

‘Gambllng Affects Law Enforcement, Sprlngfleld IL, (April 16,
1992), p.- 14. o :
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In the current phase of gambling expansion, similar

- arguments have been made in favor of rural and isolated

operations, such as those in Deadwood, South Dakota, the Colorado

towns of Cripple Creek, Black Hawk and Central City and for most

of the tribal-run casinos in Minnesota. In 1992, for example, a

report by Minnesota’s state planning agency, referring to the
state’s tribal-run casinos, noted, "Problems of crime, drug abuse
and alcoholism can be associated with the high influx of

tourists, the transient work force and the general fast-paced,

pleasure-seeking atmosphere surrounding casinos. Minnesota’s

current approach to gambling does ndt lead as readily to these

" problems, due to the isolated and dispersed nature of [its]

casinos. "%

Isolation is also presumed a virtue in the port cities and
towns where riverboats and "cruises to nowhere" have been

legalized. The poor are supposedly discouraged by having to pay

_an admission fee to board the boats. And since those who do come

on board can be seen and counted, this supposedly controls
criminai activities. It is as though the very act of lifting
anchor and sailing off sanitizes the opération and the host town

from crime.

‘Historically, the physicai difficulties of organizing and

collecting bets in remote locations did provide some deterrence

1Minnesota Planning, op.cit., p. 21
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to organized crime’s access to the local‘population. Dense urban

areas'were a more ideal situation for numbers runners,
-clandestine betting.parlors,'and 1ooa1'store owners who also
operated as bookies. " Several lottery officials told us they
attribute the success offtheir'lotteries to the traditional
illegal numbers -games in urban areas, especially those operating
on theteast ooast and in the mid-west. Their observations are
borne out- by noting thatrurbanized areas’generally have higher
'per capita lottery gambling than more rural ones. Massachusetts,
for example, has the highest per capita play and Vermont the

" lowest.

These trends, however, are beginning to change.v Gambling
revenues have 1ncreased in rural states with the increased
legallzatlon of electronlc gambl;ng machines which are easily

dispersed to hars‘and stores in remote locations. ~South Dakota,

for example,hsaw a major rise in per capita gambling losses after .

it legalized slot machines. ' Similar increases occurred when this

happened in Montana‘anngregon;“ In 1991, South Dakota residents

were spending an average of $8.78 on their "Lotto America"'games,’

10.93 on thelr "Instant Lottery" and $228.58 at. their state s
islot machlnes. - Gambllng has also 1ncreased in rural areas as

rural states have ]Olned w1th other rural states to prov1de

'_4b1gger jackpots (such as Powerball)

~..1Madden, op. cit., see Table 4,vpf'54.
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~While keeping casinos out of urban areas is still thought

of as a positive public policy approach, this is changing. 1In

1992, Louisiana became the first state to legalize a major U.S.

éity casino outside of Las Vegas. New Orleans will soon have a
single,.privately-operated casino. During the recent past
significant, though unsuccessful, efforts were mounted to
leQalize lahd—based casinos in Hartford and Bridgeport,
Conﬁecticut, Chicagq, Detroit, and Gary, Indiana. Floating
casinos are now being considered in Philadelphia, Boston and

other cities.

In all likelihood, there will be continued and aggressive
lobbying by the gambling industry as well as local and state
legislators, for more urban casinos. In Detroit, especially, the
reéent announcement ‘of a Province of Ontario-owned casino, to be
built across the river in Windéor, will'likely bring increased
lobbying pressure for a Detroit operation.

To the exteﬁt that future casinos are located in urban“
areas, there‘will be fewer, but by no means no incentives to
'locate'them in rurai ones. - If more urbén casinos ére built,
existingvrural ones will face additional economic competition
from a diluted base of customers. Conversely, to the extent that
legalization efforts in urban areas are unsuccessful, there will

be more political préséure»for legalizing them in rural areas.
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Tﬁe 1ntroductlon of state—sponsored gambling machlnes

(VLT(s, slots, . and keno) is also llkely to have extremely serious
impaéts on gambling in rural, as well as urban areas. There is
some disincentive for many states to 1egalize gambling machines.
once legallzed by the state, they automatlcally, by federal law,
can be used at casinos on Indian reservatlons unless otherwise
prohlblted by agreement between the trlbes and the state in a
state-tribal compact. On‘thé other hand, sincé these machines
compete directly withlqasinos, which:are themselves expanding the
use of slots, the new Indién casinos aﬁd riverboat casinbs are
likély to éee significant declines in their revenues should state

- governments continue to expand the use of these machines.
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6. The Implications of Market Saturation: Relaxed Requlations and

Increased Public Subsidies

The growth of competing gambllng ventures is 1eading to

- market saturation, putting some ventures in danger of collapse.

Charitable gambling revenues are being negatively affected by
this growth. :

A major result of market saturation has been a tendency
towards more lax government regulation of the gambling industry
and subsidies to help competing private gambling operations

‘survive. There are likely to be serious economic and social costs

to communities as the result of boom and bust type of

development.

In Las Vegas, older and smaller casinos are already
suffering as the result of competition from the mega-casinos that
have been built there, as well as from additional gambling
opportunities'being made available elsewhere; By early 1990,
three major casino-hotels on the Las Vegas Strip -the Aladdin;

the Riviera, and the El1 Rancho were in bankruptcy, and at least

. four others- the Dunes, the Sands, the Hacienda, and the Sahara-

were in serious financial trouble. 1In Reno, Nevada’s second

largest gambling center, employment in casinos actually declined

~during the 1980’s. Even in Laughlin, Nevada, where gambling

| operations expanded rapidly during the 1980’s, there was

significant flattening of net income and investment.in gambling

By the early 1990’s total U.S. lottery revenues had also

begun a significant'flattening out. Declines in twenty-five

18padington, "Recent National Trends..." op. cit., (August
1992), p.10. ' .
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percent of’ the state 1otter1es resulted in a small net total
decllne for the flrst time since lotterles‘were 1ntroduced. The
1argest decllnes were 1n.the states with the hlggest lottery
revenues. in 1991 ' six of the nine states, with sales over S1

billion each, decllned from a low of 2 percent ($40 million-

decllne) -in New York ‘State to 20 percent ($85: mllllon decllne) in

» Callfornla.

While iottery prizesvto Winners were traditionally at about
50 percentiof'iottery revenues, the decline in public interest
promptedrlottery agencies‘to increase prize payouts, in some
cases to as high as 65 percent.‘bhs a result, the lotteries’
"take" has decreased from 41 percent of total U.s. 1ottery sales

in the m1d-1980's to 37.5 percent in the early 1990’s.'7°

'Some lottery officials attributed the lottery declines to
the Gulf War and the nation’s econemic recession. Edward J.
Stamek, Commissioner_oﬁ'the Iowa Lottery, said;'"with'the.crisis_
inhthe Persian Gulf, retail sales‘slowed in Iowa and all over the
country. A sluggish economy and uncertalnty on the part of

But the 1ntroductlon of new

consumers added to the troubles."171

. 169See Chrlstlansen, Eugene Martln, "The Gross Annual’ Wager
of the United states - Part 1: Handle," Gamlng & Wagering
Bu51ness, (July 15 - August 14, 1992), p. 32. -

Minnesota Planning, "High Stakes...", op.cit., p,nSBQ

Viowa Lottery: 1992 Annual Report, Des Moines, Iowa.

X R . . , R )

et . .
N B . .




;1.21
gambling ventures, like riverboats and Indian césinos, was also
part of thié-change. Aé more gambling activities are legalized,
mény‘state sponsored gambling enterprises are increasingly

competing with themselves for the available gambling dollars.

Iowa, for example, saw a 13 percent decline in lottery'
proceeds in the same year its six riverboats were introduced.!”
As several riverboats left Iowa in 1992 for the more lucrative
venues. in Mississippi, Iowa’s'lottery proceeds improved slightly-

increasing 3 percent over the year before.

Iowa State Lottery Proceeds (in Millions)!'™

Fiscal Year - Dollars
1986 , 27.6
1987 . 312
1988 o 40.2
1989 49.2
1990 ' 50.5. -
1991 o 44.0

1992 : 45.5

After about a year of operation, one-third of the casinos

in the three Colorado mining towns where gambling was legalized

. M1owa Lottery: 1991 Annual Report, Des Moines, Iowa.
BT owa Lottery: 1992 Annual Report, Des Moines, Iowa.
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in 1991 Vere"closed.I74 In41992 two years after gambling was
legallzed in Deadwood, South Dakota, a town with a populatlon of
2,000 people, about €0 percent of the 80 casinos there were
estimated to be unprofltable and aoother.zo percent only

‘marginally profitable.!”

A few years-after a number of local governments legalized

- riverboat gambling in Mississippi,‘and“after several Iowa boats

had sailed downstream to Biloxi,Asigns of .market saturation”began'

to appear.: In July 1993, the financial pages of the New York"

Times reported:

The new state and local figures give the first
indication that the results could be disappointing. .
. as in any bubble market, the growth of casinos
continued long after demand was met. In June [1993],
the number of slot machines in Biloxi increased by
more .than 50 percent, growing to 3,500 slots . .
- .revenues are at best flat even as capacity has
continued to boom . . .Things are not much better
statewide. 'According to numbers put together by the
Mississippi state tax commission, gaming revenue grew
by less than $3 million in June from May, to about
$61.4 million. But over that time, casino capacity
climbed 51gn1f1cant1y, with the number of slot
A machlnes in operation hitting more than 8,000 at the
* end of June, up from about 6,850 in May.

'The Times also reported that in spite of these trends more

- riverboats ﬁere being developed in the state. "In Biloxi alone,

_vone-city official said, as many as‘30‘companies_have applied for

‘1“C11nes, Francis X., "As States Rush - to Gamble, Experts See;

RlSkS," New York Tlmes, April 26, 1993, p. Al2.

, 175Hevener, Ph11 "Has Deadwood Overdeveloped°" Gaming and
Wagerlng Bu51ness, March 15 - Aprll 14, 1992. R '
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gambling licenses and at least two are in the initial phases of

development. "7

While employment has increased at some gambling
enterprises, others like horse racing are losing ground. The
decline of horse racing has also reduced jobs in related
businesses, like horse breeding and veterinarian services.!”
Race trecks throughout the country ha§e found themselves with
declining revenues as competition from state sponsored gambliné
ventures increases. During the 1990’s total betting on horse
racing declined about 10.percent in constant dollars. The
industry has also been impacted by an aging clientele and the

overbuilding of racing operations.!”

As more gamblihg operations are created, their individual
effectiveness is being reduced, and sometimes put at risk of
collaése. As tribal-run casinos expand_in Minnesota, travel by
Minnesotans to out-of-state gambling eenters like Las Vegas and
‘Atlantic City declined. Air travel from Minneapolis/St.Paul to\

Atlantic City, for example, dropped from nearly 7,700 passengers

_ gjchenwald, Kurt, "In Mississippi, riverboat gambling
. rides rougher waters," New York Times, July 25, 1993, p. F9.

7Deloitte & Touche, Report to the Clty of Chlcago Gaming
Comm1551on, Chicago, 1992.

®*Minnesota Planning; High Stakes: Gambling in Minnesota,
St. Paul, MN, 1992, p.3.4 . -
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in 1989 to none in'J_.991.179 In Atlantic¢ City, market saturation
added to the financial problems of several casinos which recently

s

filed for Chapter 11 bankruptcy protection

Impacts on Charitable Gambling
Charitable gamblihg operatibns‘provide financial support

for.religious'organizations,‘medical research, secial‘service
_agencies,rcoﬁmuhity:Organizations, veterans’ groups, scholarship
'programs, YOuth sports aetiVitiee, and other non-profit |
‘operatlons. Many churches are in the position of belng morally
opposed to gambllng, yet 1ncrea51ngly dependent on 1t for
.flhanc1a1 ‘survival. Srnce churches may be at the forefront of
cemmunity oppeSition to legalizatien, while acting as gambling
operationshtheﬁselves, they have been criticized as‘oppoeing

etate sponsoredfgambling‘in order to preserve their menppoly.

The expanSioh of state‘sponsored gamhling appears to be
having:éubstantial'neéatiVe impatts oh«eharitablergambling '
revenues. During the 1980’s,lchar1table gambling was expandlng at .
an average yearly rate of about 30 percent.__By 1992, yearly:
growth had slowed to lessathan 4vpercent.W° Massachusetts, the

most suecessful lottery state in terms of_per capita bettihg, saw

: Minnesota Planning, High Stakes: Gambling in Minnesota,
St. Paul, MN March 1992 p. 16. 4 o iy

180Chrlstlansen, ‘Eugene Martln, "The 1992 Gross Annual Wager

of the U.S., Part 1: Handle", Gaming and . Wagerlng Business, July
15-August 14, 1993, p.12.
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its charitable gambling'revenues decline by about 30 percent over

the past 9 years. In Minnesota, gross charitable revenues

~increased at an average rate of about 45 percent per year betweed

1986 and 1990, but declined to an average loss of about -1

percent per year between 1991 and 1993.!%

'More state-sponsored gambling ventures produce a ripple
effect in charitable social services. As state gambling revenues

increase and charitable gambling revenues decline, charitable

-organizations which depénd on this type of income are likely to

provide fewer services. As a result, new demands may be made on

governmént resources to make up for the losses and jobs providing

‘services to charitable organizations may be lost. Governments

may also be asked to provide more funds to support these

'organizations. " In the process, governments may need to find

other sources of revenue, like increased taxes, to make up for

thé.ioés of charitable revenues.

Blpranklin, Robert, "Gambling rises, but charity doesn’t,"
Minneapolis Star Tribune, November 12, 1993. Part of the decline
in Minnesota may be attributable to negative publicity
surrounding charitable gambling in that state. Beginning in 1989
there were newspaper stories and state government reviews of
fraud and mismanagement at some charitable operations. From
personal interviews with Robert Franklin, staff writer for the
Minneapolis Star Tribune, and officials at the Minnesota Attorney

- General’s office.
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The thUre Conseggences of Boom and Bust bevelopment

",The rapid expanslon of gambling enterprises creates the
potential for serious economic and social dislocations. While
~expansion will leave some communities with longer term market -
jnlches, there are llkely to be many others whose opportunltles
will be short-lived. The overselllng of the economlc development
benefits of gambling will not only‘produce disappointing short-.
term'economic results, but it could leave communities with long;
term debt. to pay for the public infrastructure investments they :
' made to support thelr gambllng facilities. It could also leave_
them with the costs of paylng for the social problems created 1n1
the wake of gambling, as well as large numbers of gambling
industry Vorkers who may be unemployed or whose jobs are

. threatened as the result of declining gambling ventures.-

.There are already some indications of these possibilities.
In Iowa,'Several riverboats left after less than a year’s
operation, leaving local government with the longéterm costs of -

infrastrncture facilities, 11ke the docks 1t bullt to accommodate

the riverboats. In 1989, rlverboat developers in Davenport Iowa‘

sald they expected to invest $76 million in local land based
'development 1nc1ud1ng a hotel shopplng center and offlce
bu11d1ng - By 1992, the developers had spent 1ess than $20

mllllon, w1thout bulldlng any of the promlsed development.



Public Subsidies, More Lax Requlations and Lobbying for More

Gambling
States are being heavily lobbied by private gambling

ventures to allow more gambling, ease gambling fegulations,
provide tax breaks, loans and grants. In some cases governments

are béing asked to take over faltering operations.

As a result of lobbying by the casino industry, New Jersey
néw allows 24 hour gambling, and keno, in Atlantic City casinos
‘and the government has granted the industry other regulatory
fcdncessions. New- York State acquired the financially-troubled
Belmont, ‘Aqueduct, and Saratoga racetracks; Polk County, Iowa
.exténded payments and loans to bankrupt P:airie Meadows track.
Thé_Iowa legislature has provided horse and dog tracks with tax
.rebates,'loan guarantees and less restrictive simulcast racing
regulatiéns.182 |

In Texas, a new state lottery in 1992 sgverely impacted
‘vracetrack gambling. Soon after that lottery began, handles at

various tracks reportedly dropped in the range of 12 to 35

‘percent. By the middle of 1993, the state lowered the payments

2nphe Fool’s Gold iniGambling", U.S. News and World Report,
- April 1, 1991, p. 22. } '
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it received from,horserace betting from 6.5 percent to 2 percent,

in order to bolster sagging racetrack profits.!®

In order to help its declining racing industry, South
Dakota how allows racing reveﬁues which once went to the state%si
general fund to be returned to the horse rac1ng industry;'®in
that state, revenues from Deadwood casinos are also belng used to
subsidize the administrative oosts of the racing iudustry. In
'Nebraska, the horse racing industry can now be legally subsidiied
with 2 percent of keno}revenues.ﬁs Iliinois has drastically
lowered itsdtakvrate on horse racing and now has one of the
lowest rates in the country.!® In Massachusetts, private racino
‘enterprises pay‘almost no taxes, while the state pays for the

industry’s advertising.'?’

In New Jersey, casino,opératbrs,concerned about ‘the
1ncreased competltlon elsewhere, lobbied local and state
' 1eglslators for publlc funds to make the approach roads to

Atlantlc City more attractlve. A publlc.redevelopment‘agency

183Doocey, Paul, "Slow Trot to the Finish in Texas," Gamlng and
Wagering Bus1ness, (July 15 - August 14 1993), p. 43.

l¥Minnesota Planning, "High Stakes..g",'og; ¢it., p. 63.
'Minnesota Planning, "High Stakes}..“, op. cit., p. 63.

18‘"Sen. ‘Cullerton on Gaming in Illinois", Gaming and
Wagerlng Business, (June 15 - July 14, 1993).

_ . “¥peForge, Jeanett, "UMass expert wary of gambling boat"
Sprlngfleld ‘Union News November 5, 1993 p. 1.

’ k“.
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will spend $70 million‘on a corridor beautification project.!®
According to New Jersey Casino Journal, a voice for Atlantic City
casino owners:

The need to negotiate passage through a depressed and

deteriorated urban war zone is not especially

conducive to a memorable entertainment experience.

For that reason, Atlantic City most definitely needs

to comprehensively redevelop its major access routes,

so that visitors will gain a favorable impression on

their arrival and, especially on their way to the

beach, the Boardwalk, and the casinos.

The original state casino legislation for Atlantic City was
baccompanied by regulations designed to reduce problem gambling.
To eliminate continuous gambling play, the regulations, in
effect, forced people in trouble to take a break by prohibiting
24 hour gambling. In the last few years, however, the casinos

have used their declining revenues to successfully argue for

getting rid of such restrictions.

They have also been able to persuade state officials to

allow them to operate keno and more slot machines. Similarly

they’ve been able to change regulations about how much casinos
must pay winning gamblers. The New Jersey Casino Control

. Commission recently allowed casinos to drop their progressive

slot machine jackpots —jackpots which constantly added amounts
‘which weren’t won té_what winners ultimately received. Daﬁid

Johnston, a reporter who specializes in casino gambling for the

1BRpeijfe, Mark J., "Two Projects for the Price of

- . 'Everything," New Jersey Casino Journal, (April 1993), p. 8.
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,Philadelphia Inquirer, noted that half of, all casino profits in
Atlantic City in the spring of 1992 were the resuitvof

eliminating these restrictlons 189

In yet another effort to expand gambling, the Casino

Association of New Jersey, an industry trade association, argued

-»for casino betting on profe551onal and college sports events in
‘order to give its members "a permanent competitive edge." The
sports betting proposal was opposed by professional teams, as
well as by the gubernatorial campaign of Governor Christine Todd
Whitman. The state’s CaSan Control Comm1551on refused to
authorize the change, claiming a drastic change in state gambling
practices would require a state baiiot vote for a constitutional
.amendmentJ” - An appeilate~court‘confirmed that the Commission
had.no“power to authorize sports bettingrwithout approval of New
: Jersey‘voters. The Casino Association is now considering an

appeal to the New Jersey Supreme Court.

In New Jersey -and elsewhere, state tax rates have been
dramaticaliy lowered. By.1988, taxes on horse racing revenues.in

New Jersey, or what are called "take-outprates," were only one-

189J_ohnston,‘DaVid,,'"'I'he price of gambling goes up at the
casinos," Philadelphia Inggirer ‘AuguSt 21, 1993, p. D1.

190" New Jersey panel rejects sports—bettlng request," New

. York Times, November 18, 1993, p. B7; Sullivan, Joseph F.,
‘"Sports bets lose again 1n Trenton, New York Times, December 10
1993, p-B6. e
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half of one percent of the pari-mutuel handle. That year, a New

- Jersey Governor’s Advisory Commission report noted:

In the years since legalization, pari-mutuel betting
on ra01ng has been transformed from a tool for
raising revenue for the general fund into a means of
funding substantial subsidies for the horse racing
industry. These subsidies are now justified on the
grounds of job creation, the preservation of farm

- land, and the contribution of the Meadowlands to the
state’s national image.!!

In September, 1993, a Massachusetts state senate committee

recommended the expansion of new kinds of gambling ventures in

order to increase gambling revenues.!” Lamenting the state’s.

low rate of gambling growth (which already had an above national

average percent of personal income being spent on gambling), the

Committee called for expanding "the gaming client base" with new

gaﬁbling.venues like keno and riverboats.

The same committee also recommended legalizing of off-track

facilities with low take-out rates in order to save a moribund

yeérs, the 1992 rate was 5 percent for dog racing and three-

'quarters of one percent for horse and harness racing.

Yl ehne, Richard, -"A Contemporary Review of Legalized
Gambling", Governor’s Advisory Committee op.cit., p.93.

192Report of the Senate Committee on Post Audit and

Over51ght Toward Expanded Gaming: A Preview Of Gamlng in
Massachusetts, Commonwealth of Massachusetts, September, 1993,

23.

. private racing industry. After six adjustments in tax-outs in 12

p-
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Aecording-to the Committeé,-"Thertake-out rate has been
| periedically altered to reflect industry ‘standards, or to boost
lagging revenue returns."'” (eur undefline) It frankly
admitted:

The Commonwealth of Massachusetts derives very little
revenue .from pari-mutuel racing. The state’s A
’straight race take-out rate’ is one of the lowest in
the country and is essentlally an industry sop, ' “
prov1d1ng more monies for racing principals and
patrons in the hope of strengthenlng the 1ndustry

'In sbiteEOf recognizing this subsidy,‘it went on to recommend
that tfaék owners be 1icensed»to run theloff-track‘betting
facilitiee at similarly low take-out :atee to the state, in order
to keep them in business. o A |

The Committee makes no pretense as to the. impetus
behind the move to legalize off-track betting.
Simply stated, OTB will be another attempt at -
.assisting the racing industry. As such, the
Committee recommends that the Commonwealth’s
_percentage of off-track betting not exceed the
‘percenta?e of revenue it receives from 11ve
racing. oo

1%Report of the Senate Comm1ttee....og.c1t., September,
1993, p.34. a

194Repo;:'t of the Senate Conmittee...op.cit.,‘September, 1993,
p 42. : ) ‘ : t :

195Report of the Senate Comm1ttee...op.c1t., p. 47.
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7. The Government as Gambling Promoter: Advertising and
Promotions and Subsidies

In the process of gambling legalization, states have
shifted from the role of gambling regulator to that of gambling
promoter. In doing this, they are liberalizing regulations
designed to protect the public and spending more on gambling

advertisements and promotions.

In the future, if‘gdvernments do not find better ways to
raise public revenues, they will continue to move in the

"direction of encouraging people to gamble more. The result is -

likely to be increased cannibalization of existing businesses and
increased public costs of dealing with the social and economic -
consequences.

A Schizophrenic Role for Government

As legalized gambling expands, government officials are
increasingly putting themselves in a schizophrenic position.

While their official role was to regulate gambling, they are now

-using gambling to produce revenues and jobs. In order to do

this, they are liberalizing regulations, spending more on
advertising and promotions, and in some cases subsidizing
gémbling activities. In the process, they are encouraging more

peoplé to gamble.

A 1988 New Jersey Governor’s Advisory Commission warned of
the state’s growing dependence on gambling revenues. Its report

notes:

The casino industry’s response in the early 1980’s to
its decline in revenues was to wage a campaign
against state regulation, charging that such
regulation inflated the costs of operation, thereby
reducing revenues, and interfered with the efficient
operation of their casinos. The more entrenched is
‘gambling in the budget process, then the more
successful the industry may be in causing the
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relaxation ofdregulatoryggolicies and procedures with
which they do not agree.! : )

A 1993 Boston Globe editorial indicates how government
gambling dependency has been created through state sponsored

gambling. The editorial warnedlthat legislative proposals to

severely-cut the Massachusetts State Lottery’s advertising budget

would negatively impact city budgets. "An $8 million cut would
weaken the 1ottery s ab111ty to advertlse, whlch some might

-appre01atedon ethlcal and aesthetic grounds. But local aid might

be jeopardized if the lottery is unable to promote its games."”7

" By 1991, state lotteries were spending about $300 million a.
year in advertieing‘their gambling products. At about’that-time,
: the California lottery became the laréest purchaser'of

~advertising.in Los Angeles County 198

As states moved towards‘promoting more gambling they'found
themselves: 1ncrea51ngly concerned w1th the psychology of player
‘behavior to-sell thelr.products;; Kentucky S 1ottery dlrector,

fbr)example; describing the psYchology of people who gamble at

. 196Report and Recommendatlons of the Governor s _Advisory
Comm1551on on Gambllngv June 30, 1988, Trenton, NJ, p. 12.

®Boston Globe, June 23, 1993, p. 14.

198"Lottery Leads Llst of L.A. Radlo Advertlsers " I..A. A.
Business Journal, June 4, 1990. Cited in Rose, I. Nelson,'
"Gambling and the Law—Update 1993," COMM/ENT, Hastings
‘Communications and Entertainment. Law Journal, Hastlngs College
Law, Unlver51ty of Callfornla, (Fall 1992)

I -l N
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thé lottery, said they are people who play against enormous,odds;
_and( in doing so, they gamble primarily to "dream" and have
"fun." When they lose, ﬁe said, they tend to blame themselves
and nét the state. "(If) there’s any upset, it’s with themselves:
I didn’t pick the right numbers".!®® State lotteries use
sophisticated market research analysis, including consumer
‘surveys, penetration studies and focus groups, in order to

~stimulate more demand for their products.?®

'In some states lottery ads play on people’s fear of not

’playing; In a staged Massachusetts lottéry commercial, a newsman

attempts'to interview regulaf players who lost when they forgot
to play on the day their numbers finally came up. Lance Dodes,
operator_of a Massachusetts treatment center for problem gamblefs
bélieveé such ads induce more problem gambling béhavior. "They
are terrified not to play their numbgr, and the Lottery preys on

those fears."?!

One Massachusetts lottery advertisement says: "Don’t try

to fight it. 1It’s bigger than you are."?® "No matter what you

‘ .,‘”Katz, Jeffreny., "Waking Up the Lottery", Governing, Vol.
4, No. 12, (September 1991).

2Wcalonius, Erik, "The Big Payoff from Lotteries," Fortune,
March 25, 1991; also cite Minnesota and Massachusetts studies.

- Mgzuckoff, Mitchell, "State-run games flout ad standards,”
Boston Globe, September 27, 1993, p. 9. '

2M2guckoff, - ibid.




136

do for a living," says another, "there’s an‘easier way to make
money." 2% A New York City subway ad says in Spanish, "The New
York State Lottery helped me realize the American Dream." 2%
Accordlng to a Boston Globe artlcle.

... (state lotterles) 1gnore standards of fairness and

. accuracy...(51nce) the Federal Trade Commission,

which monitors ads for privately run games and

contests, has no jurisdiction over them. Moreover,

Congress has exempted state lotteries from most laws

that regulate marketing. Lotteries also don’t answer

to the advertising industry’s self-regulatory agency,

the National Advertising Division of the Council of
Better Business Bureaus.?®

Gregory Ziemak, a former Director of the Connecticut
Lottery and new Director of the Kansas Lottery, reflects the
schizophrenia of thelstate’s role in marketing gambling. As
Director of the'Connecticut Lottery,_ziemak was criticised by
. some 1egislators“and‘communitj leaders for his aduertisements.

"They sayijust the'fact that you'’re advertising the lottery is

wrong.™ But keeplng his ]Ob ultlmately depended on leglslators"

who Judged hlm by the bottom llne of the revenues he generated
"My success or fa11ure was how sales were. Were sales.better

than last year, or were they worse. "%

‘2mVa11e, Paul Della, 'p.c1t. ‘

204Zuckoff M1tche11 Doug Bailey, "US turns to bettlng as
budget flx," Boston Globe, September 26, 1993, p 1.

-2”Zuckoff, "State-run...', op.c1t.

?”interyiew w1th_Gregory A. Ziemak;‘iuly's,.1992.g
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The goal of gambling advertising is expanding the player
basé and altering consumer purchasing habits. The marketing
director of a Canadianllottery said it succinctly, "We believe
any promotion that can alter the regular purchasing habits of the
consumer is viewed as significantly benefiting our long-term

success. "2

Tovdo this, lottery managers cgnstantly invent new games
and promotional programs. "Lotteries are living things,"
according to\Ralph Batch, one of the industry’s pioneers. "“They
haveitb be massaged to retain the excitement of the public."?®
The Director of Kentuéky’s loftery also believes tickets must be

marketed like other consumer'products. "You’ve got to come up

‘with the ‘Improved Ivory Snow’ and the ‘New and Improved Ivory

~Snow.’ We've got to change the product. People get sick of‘_

anything." 1In keeping with his vision that his state’s game must
have a distinctly rural flavor, commercials feature a country

band singing the slogan, "It’s Easy Pickin’/s!"?®

Former Oregon lottery director James Davey says, "We’re a

_ market-driven organization and I mean we’re going to go out and

Waccording to Jourdain, J., Marketing Director of the
Western Canada Lottery, in "Quote of the Month," Gaming &
Wagering Business, (July 15 - August 14, 1992), p. 4.

281 ambert, Ralph, "Ralph Batch, Leader in Creating Lotteries
for States, Is Dead at 79," New York Times, April 26, 1992.

WRatz, Jeffrey Lﬁ, "Waking Up the Lottery," 'Governing,

September, 1991, Vol. 4 No. 12.
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- expand this business."”® He says the’waybto increase sales'isbv
to censtahtly change gaﬁes.,i"Offer semething that looks new...at
Christmas we do Holiday Cash. With Lucky Stars we play on
people;S’astroiogical signs;. We find that if you run two or .

Athree, four or f1ve games at the same tlme, you’ll sell more

‘t;ckets."“1

"According to Ziemak, the best way to promote the lottery is

to publicize the real winners. But sometlmes, winners shun such

pub11c1ty, and need to be persuaded.

What we tell the winners is, ’Look, you won $5
million, that’s news. 1It’s public 1nformatlon ’
whether you agree to talk to the press, or allow us
to release it to the press, we’re still going to have
to release your name, town and the amount won. And
if we do that the press might call you because you’re -
not -saying - anythlng.f Sometimes they get more
interested. "What we suggest you do- 1s go downstalrs
and talk with them...’

- People see a picture of a Lotto winner in the
paper who won $5 million...You know he’s a guy like
him; he works in the shop, he has kids, he’s going to

" use the money to put the kids through college. You
say, ‘You know maybe I could win.’?? -

Bret Voorhees, Communications Coordinator of the Iowa
Lottery, says the originai.legislatioh»legalizing‘the state’s

1etteryzmandated that his agehCyfmaXimiée sales and allowed it to

210Interv1ew with Jlm Davey, September 17, 1992.
211Cook James, "Lottomanla," Forbes, (March 6, 1989), p. 94.

??Interview with Gregory Ziemak, op.cit. L
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use 4 percent of revenues to advertise. "We’ll do silly stuff

all the time like with any other product."?!

The Iowa lottery referred to 1991 as "the year of the

- promotions", using special incentives "to reward regular players

and remind everyone to play." One promotion had a beeping sound

which went off at random in lottery ticket machines. The person

buying a ticket at the time received $5. 1In another, anyone who
bought five tickets in a row and lost, was given three free
ones.?™ At $5 million for promotional spending that year,

owa paid more per capita for promotion than most other states in

the country.

Typically the introduction of a lottery brings vast amounts
of new revenues and rapidly escalating increases over the first
few years, sometimes from 30 to 50 percent a year. This is

followed by much slower sales, typically in the rahge of 3

percent per year.? In recent years, there have been

vprecipitous drops in revenue. Twenty-five percent of the

lotteries have declined over the'previous year and sales in many

. states are flat.

MWphone conversation with Bret Voorhees, April 20, 1993.

MIowa Lottery 1991 Annual Report, Des Moines, Iowa.

Z?HCalonius, Erik, "The Big...", op.cit., p. 109.
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Declining or disappointing lottery revenues have led to
moreiéggressive promotional campaigns to induce more gambling.
The experience of New Jersey'’s lottery is typical of other
states. Between 1972 and'1975,\New Jersey state lottery revenues
declined by 45 percent. The result,‘according to a New Jersey
Governor’s Commission report‘was a major increase in gambling
promotions. According to the repOrt:

Faced with inadequate revenues, the lottery devised

new games for different income groups, hired market

research firms, created an incentive system for sales

agents, modified the prize structure of the games,

began the public release of the names of lottery

winners, implemented new marketing .programs, moved

the drawings to a later hour, and began advertising

on television.?¢

Until 1975, the federal government prohibited lottery

advertising on radio and television. Tdday,‘advertising‘is legal

in évery ldttery state, although sdme'statés are more restrictive-

than others.’

28Lehne, Richard, "A Contemporary...", op.cit., p. 71.

' Wcalonius, Erik, "The Big..:", op.cit., p. 109.
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States and Their Lottery Advertising Budgets?®

Fiscal Year 1991 - In Millions of Dollars

State ‘ Budget

‘Arizona : 6.7

California
Colorado
Connecticut

Delaware

-l BN

‘Washington, D.C.

Florida

idaho
Illinois

Indiana

Iowa
Kansas
Kentucky
Maihé

Maryland

Massachusetts
Michigan

Minnesota

MInformation provided by Bill Hennessey, Media and
Advertising Specialist, State of Connecticut, Department of
Revenue Services, Division of Special Revenue.




Missouri
Montana

.New Hampshiré
New. Jersey
New York
Ohio

- oregon.
Pennsylvania
_Rhode.Island
South-Dakqta-
Vermont
Virginia

Washington

West Virginia

Wisconsin

Total

©.291.47
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8. The Use of Gambling Revenues and the Growth of the New
Gambling Constituencies

_Governments use gambling revenues for a wide variety of
budget needs. New gambling ventures are sometimes difficult to
start because existing constituencies with gambling monopolies
lobby to keep them from being legalized.

Funding specific state programs with gambling revenues has
tended to make them gambling-dependent. It has also tended to
make those groups who benefit from them part of pro-gambling
political constituencies.

As growing numbers of people work in the gambling industry,
and come to be economically dependent on it, new pro-gambling
constituencies will develop  to protect these jobs. This will
make -gambling ventures difficult for government to curtail or
terminate. ‘

Most state gambling revenues go into their general funds.
But as part of the promotional effort to gain political
acceptance of gambling, legislators have often used all or part
of government gambling revenues for highly visible and popular
social programs - what one gambling executive calls "the three
big E’s - education, environment and economic development. "2

He could have added a fourth "E" for the elderly. Other earmarked

prograns include the arts and transportation systems.

Oregon specifically earmarks lottery funds for economic
development, which some state legislators complain is toovbroadiy
defined. It ranges from providing'capital to fledgling

businesses to building priSons.'IAs one Ofegon official noted,

2%yentworth, Bruce W., General Manager of Dubuque Greyhound
Park, in Walsh, Edward, "Despite Revenue Drop, States Continue To

" Bet On Gambling To Cure Economies," Washington Post, October 3,

1991.
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"Anything where a hammer hits a nail." In Minnesota, 40 percent

of lottery proceeds are earmarked for an eﬁvironmentai trust
fund, .with most of the remaining revenues going into the general

‘fund .20

In some states, like Connecticut, all lottery revenues go
inté a general fund The'slot'méchine"revenues the state
recelves from the Mashantucket Pequot casino at Ledyard are
shared w;th local communltles. Some leglslators have complalned
that wealthier suburbah communities are gettipg a larger

proportionate share than poorer inner-city ones.

By 1991, 13istatés.inéluding‘rural qnéé like Idaho and
Montana, .and drban ones like New York and california had
earmarked all or paft'of their»lottery'p:oceeds for education.?!
Both éeqrgia‘and Nebraska’s,new_ldtteries have earmarked funds
for'educétion, and lobbying:efforts‘are underway to éfeate a

lottery to generate monies for higher education in Oklahoma.

Earmarking lottery funds for specific programs is .
problematic. Many.educatofs complain that tyingbeducatiOn

budgets to lottery proceeds gives them an unstable source of

 money and hampers their ability‘to lobby legislators and voters -

'”ﬁﬁinhesota Planning; "High Stakes.;." p.55.

221Plpho, chris, "Watchlng the Leglslatures," Phi Delta
Kappan (January 1990), p. 342.
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for general revenue and local paxes for education. Most often,
they say, lottery money.replaces, rather than supplements school
budgets.‘According to Bill Honig, California’s public school
superintendent, "For evepy $5 the 1ottery gives to the schools,
the state takes awaf $4." 1In california, lottery funds for
education have been dependent on the fortunes of the state’s
lottery, declining by about 50 percent since 1988, from about $1

billion in that year to $500 million in 1991.%%

When the Florida lottery was created, lottery revenues were
supposed to supplement state budget help for schools. Wayne

Blanton, executive director of the Florida School Boards

‘Association, complained that insteadvit simply replaced existing

revenues and made it difficult to pass local school board issues.
"During the 10 years prior to the lottery, we passed 21 of 22
local bond issues (for school construction). After the lottery,

we’ve only passed four of nine."?

 2pagsell, Peter, "Lotto is financed by the poor and won by
the states," New York Times, May 21, 1989, p. E6.

Mywalters, Laurel Shaper, "Taking a chance on education,"

Christian Science Monitor, ' (August -16, 1993), p. 9.

Z'Walters, "Taking a chance...", op.cit.
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’A‘report by Minnesotaﬁs_state;planning agency echoes this
.oomplaintf'

States that have made key parts of their budgets,‘

such as education (Florida and California), dependent -

on dedicated revenues, have experienced instability

and undermining of public support for general

taxatlon.”5
Many legislators and educators are especially incensed that the
lotteries promote gambling by advertising their contributions to
schooling, espeoiaily‘since lottery funding has made other
educational appropriations more difficult, and since lottery
funding is usually only a small percentage of'their total
budgets. This ranges from a high of about.seven percent of
"education funds in Ohio and a low of less than one percent in

'Montana.v

Oth state representatlve Marc Guthrle, who believes that

lottery advertlslng "sells lottery tlckets on the backs of school_

children", tried unsuccessfully to bar the lottery from

advertising their help to schools. "It creates the perception inb'

the eyes of the publlc that the lottery prov1des a lot more for
educatlon than 1t does...lt causes c1tlzens to respond negatlvely

to local efforts to raise revenue 226

In_idaho and Montana,‘the iotteries_promote themselves as -

iﬁportant sources of education funds. Idaho lottery'

22SMirmesota'P'Zl.anning, "High'stakes;.,",,op.cit., p. 7.

‘yalters, "Taking a chance...", op.cit.
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advertisements say, "Bgnefiting Idaho public schools and
buildings." A promotional brochure fér the Montana Lottery says,
"Working fof Montana’s Youth...In just four years of operation,
the Montana Lottery has contfibuted $19,519,781 to Montana
schédls". The brochures and advertisements don’t say how smallya
percentage of the total education budgets these lotteries
provide.? In 1991, the Idaho lottery contributed about 2.5% to

education - in‘Montana it was 0.7%. .

Tom Bilodeau, research director_of the Montana Education

’ASSociation; complains about such misleading promotions. "wWe’1ll

get only $7 to $8 million from the lottery this year", says
Bilodeau, "which is no hore than one percent of the tofal $800
million budget for_K‘through 12 education in the state. Yet the
way it’s portrayed as such an importaﬁt‘benefit to education
uhdérmines our ability to convince local voters of the need for
édditipnélklevies or state legislators of the need for more

funds . "2

_.Earmarking lottery funds also tends to make people involvéd
in the "3 E’s" more dependent on expanded gambling as a source of
money-for their budgets. With a freeze on local property taxes

in Montana and with federal funds drying up, Bilodeau says

Zigrochure from the Montana Lottery, Helena, MT, No date

given; received in 1992.

>2”Phone interview with Tom Bllodeau, Research Director,
Montana Educatlon Assoc1atlon, Helena MT, July 14, 1993.
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_educators have had increasingly to turn to the lottery.
"Educators have become uneasy about their relationship to the

lottery," he says. "They have become reluctant supporters s1nce

' they have no place else to turn. n22

According:to Eric Feaver, president of.the'Montana
Educatlon Assoc1atlon, ralslng money from lotterles is more than
just a problem for educators and educatlonal budgets. "It's a
metaphor on our whole soc1a1 attltude toward services, taxes, and

_government programs . . . that you’ re~g01ng to get somethlng for

nothing. "0

The expan51on of gambllng ventures are creating ever larger

constltuenc1es in the form of new workers and gambllng-related

'bus1nesses that are- llkely to lobby for government protectlon 1n -

the future. As dlfflcult as it 1s for a state or local
government to dec1de to legallze gambllng ventures, these

constltuen01es make 1t even harder to unmake that dec1s1on.> As

‘one .of the pollt1c1ans who led the battle to legalize gamblingfin ,

Atlantic City said, "Once the casino opens and the'dioe begin to

Bilodeau, Tom, op.cit., (July 14, 1993)

'2”Dennlson, ‘Mike, "Lottery nets b1g bucks for b1g sky," '
Great Falls [Montana] Trlbune,-(July 11 1993) 4 :
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roll, gambling creates an instant constituency. People depend on

it for jobs. Governments depend on it for revenues."®!

— ‘-

-

Blperskie, Stephen P., "_'Ifhe Word from New Jersey - What Hartford
Can Expect from Casino Gambling", Hartford Courant, March 29, 1992,
p. El. S o
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9. State-Tribal Relations: Tribal Benefits and Problens
T e Teeeeee—==_=RatS daNd Troblems
' Tribal relations with the states over the issue of tribal-

‘run gambling have generally been adversarial; conditions have .
.varied as a function of particular state politics and especially

as a function of the political strength of tribes within a state.

There have been dramatic immediate economic and social
benefits in many Indian communities, but there have also been
controversies within tribes about the advisability of operating

gambling enterprises and about acceding to government mandates to
regulate tribal-run gambling. oo . : ’

Indian tribes ére_concerned about the long-term viability
-of their casinos. As their revenues have dramatically expanded,
state governments have sought ways to tap into or curtail them.

There are currently serious legal challenges to tribes’ sovereign

relationship to the states. These conditions raise serious
tribal, state and federal policy and legal questions for the-

future. -

V Siﬁce the Seminole Tribe of Florida opéned the firstbhigh-
stakes-bingo game on Iﬁdian'land in11979, commercial gaming én
Indian feservationsyhas mﬁshropmed;: Today more than 70 tribes,
more than one¥third_of'all~tribes outside of Alaska, rnnvmore
"than lob'gaming operatibns in 20 stétes.”? According to

industry estimates their casinos grossed about $6 billion in

1992. Charles Keechi oflthe Delaware Nation, past president of

Plprecise figures for the current .extent of Indian gaming -
are hard to come by. As of April 1993, carl Shaw, a spokesman - .
for the federal Bureau of Indian Affairs, stated that 62 tribes

were involved in commercial gaming, while a New York Times

~ article in January 1994 put the number at 74. (Meier, Barry,

- "Casinos Putting Tribes at Odds" New York Times, January 13,
1994, p. D1.) Given the rapid pace of expansion of Indian
'gaming, the number of tribes involved will undoubtedly continue

to grow.” Indian gaming operations are now underway in Arizona,

California, Colorado, Connecticut, Idaho, Iowa, Florida,: o
‘Louisiana, Minnesota, Mississippi, Montana, Nebraska, Nevada, New
York, North Dakota, Oklahoma, Oregon, South Dakota, Washington,
and Wisconsin, and are being sought by tribes in Massachusetts
~and ‘Rhode Island. ‘ : ' - :
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the National Indian Gaming Association, predicts that eventually
nearly every one of the more than 500 Indian reservations in the
United States (more than 300 of which are on the mainland, with

200 in Alaska) will have a gaming operation.??

Most states have opposed, at least initially, high-stakes
casinos on Indian reservations. They view Indian gaming as non-
taxable competition with.their existing and possible future
lotteries, racetracks, casinos and other gambling enterprises.

They also resent the fact that Indians can engage in commercial

"gambling in states where it is not generally permitted.

In a few cases, notably Minnesota, where there are 11
fedérally designated and politically active tribes, the state
government has been receptive to signing federally-mandated
compacts with tribes. In Connecticut, with one federally

designated small tribe, the state government began with an

-adversarial :elatiohship, refusing to sign a compact with the

" tribe until it was forced to do so by the federal government. In

Idaho, a state referendum to block tribal casinos by
constituﬁibnally prohibiting all casinos, but allowing lotteries,

éassed by a 58 to 42 percent vote.

ZReechi’s prediction is quoted in Connor, Matt, "Indian

Gaming: Prosperity, Controversy," International Gaming & Wagering
Business, (March 15, 1993 - April 14, 1993), p. 8. -
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In some states, Indian tribes have neen conciliatory to
state requests to temper their gambling operations, for fear of
encouraging political demands for competing non-Indian casinos.
In Mlnnesota, the tribes agreed to limit the table games to
blackjack. In Connecticut, the’ Mashantucket Pequots decided ro
share their slot machine revennes with the state as a way of
gaining_access to lucrative slot machines and to head off neavy
political and gambling industry lobbying for casinos in Hartford

and Bridgeport.

As Indian tribes began to open new casinos, the owners of.
non-Indian gambling enterprises and politicians used lobbying,
legal challenges and'foot dragging to curtail‘them. Many states’
’off1c1als refused to negotiate in good faith w1th tribes about
’ proposed casinos, as required by law, forc1ng the tribes to sue
them. ‘Later; more than ten states raised legal challenges to the
validity-of the 1988 federal Indian GamingiRegulatory Acf (IGRA),
'the‘lawypermitting Indian gaming. In May 1993,'Donald Trump.sned
-the-federal government and the tribes to'srop‘Indiaﬁ»gaming;w

claiming it violated the:Constitution.234

The experience in Connecticut persuaded some legislators in

other states to go forward with their tribal-state compacts. - In

234King, Wayne, "Trump, in a Federal lawsuit seeks to block
Indian casinos," New York Times, May 4, 1993, p. B6; Connor,

Matt; "Trump sues thé US over Indian Gaming issue," International_}l

Gaming & Wagering Business, (June 15 - July 14, 1993), p. 1.
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Connecticut, the state had failed to get the US Supreme Court to
stop the state’s single federally designated tribe, the
Mashantucket Pequot, from opening a casino, and was forced to

negotiate with the tribe.

In most other states, negotiations with tribes grew
‘increasingly contentious. In 1992 Arizona governor Fife
Symington signed compacts with four tribes, the Fort McDowell,
PréScott Yavapai, Cocopah and the Tohono 0’odham, on the Ak-Chin

. reservation, allowing each of them to operate up to 250 slot
machines. But after a federal mediator said the tribes could
operate other kinds of games at the casinos, the governor
persuaded the state legislature to pass a bill banning all casino
'gambling in the state, which would have severely limited Indian
casino ventures. The governor has been accused of taking an

anti-casino stance as the result of campaign contributions he

l’

received‘frdm horse and dog track owners. After more than a year
of bitter dispute, a éompromise‘proposed by Interior Secretary
Bruce Babbitt allowing slot machines, but'no table games in

reservation casinos finally appeared to be agreed upon. >’

In California, 17 Indian tribes have sued the state,
arguing that they have the right to operate electronic gaming

machines in their casinos since the state itself operates a

B5connor, Matt, "Finally an Indian gaming compromise is
reached in Arizona," International Gaming & Wagering Business,
(July 15 - August 14, 1993), p. 48. :
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1ottery and kené games which use the same technology as slot
hachines.} A federal judge agreed with the Indians in Sepfember,
but~Californié is‘appealingithe decision, which a high-ranking
officiai in Governor Wiléon's office called "ludicrous on the -
face of it.» Meanwhile{ the tribes met with Janet Reno after
their legal victéry, saying they had Justice Department

support.?

In April 1993 New York’s Governor Mario Cuomo signed an

agreement which has resulted in the Oneida Indian Nation building -

a $10 million bingo‘hall and Casiﬁo, near Verona, N.Y., about 40
miles east‘of'Syracuse.' There are no provisions for slot
machines in the agreement, and the pact will give New York police

and regulators broad power to 6ver$ee reservation gambling.?’

Other states are trying to preempt the creation of Indian

casinos wifhlexplicit laws that more clearly prohibit certain-
forms of gambling. In Nébrqska, a proposed amendment to-an
éxistinq 1aw.could strenéthén the state’srcurrent ban ‘against
casinos. The tribes, howevéx, wiil be allowed to operate kého
'games,whose numbef pickinq plays are similar to’the state’s

existing lottery. A similar strategy against. tribal-run gambling

23“Connor, Matt; "Federal court: California must negotlate

w1th tribes on electronlc ‘games," International Gaming & Wagering

Business, (September 15 - October 14, 1993), P. 3.

?”Dad,'Jémes,v"Cuomo Signs Pact with Indians for Casino in
‘Upstate New York," New York Times, April 17, 1993, p. 1.
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is being used in Wisconsin, where the governor and attorney

-general are promoting a referendum aimed at eliminating all forms

of gambling except the state lottery, bingo, raffles and pari-

mutuél betting. Indians opposed to this referendum are being

- joined by bar owners hoping to install slot machines in their

bars.2®

States are claiming that the Tenth and Eleventh Amendments

prohibit Congress from permitting Indian gaming.in the Indian

‘Gaming Regulatory Act (IGRA) that was enacted in 1989. Their

legal tactics have created additional delay in the negotiation
process, and slowed thevgrowth of Indian gaming. In cases where
negotiations are stilllgoing forward between states and tribes,
such technical 1egal defenses have shifted the balance of power.
These delays created time for the states to organize politically,
and they are now actively lobbying Congress for changes in the

IGRA.

Forty-nine governors have petitioned Congress to clarify
the law, and on February 2, 1993, the National Governors
Association adopted‘a policy which would significantly curtail
the typé of géming permitted under the Act. Inbthe governors’

view, Indian gaming should have to operate under the same

"restrictions as those that apply to all other gaming in the

state. For example, if the state permitted casino games only on

28ipid., p. 47.
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so-called "Las4Vegas nights,"]run‘for charitable purposes, the

Indian gaming would have to follow all the rules of charitable

gaming, including limits on betting, hours, employees, etc.

The tribes, believing thatlas sovereign entities they have

the right to'operate gaming independent of state regulation,

fiercely oppose such changes to the IGRA Many tr1ba1 leaders
contlnue to feel that the Act’s prov151ons are already too
intrusive on their autonomy, and believe that if amended, the
situation uiil only get worse. The official position of the
National Indian Gaming Association (NIGA) is to leave the Act
alone. According to Congressional.testimony-by the Chair of
.NIGA, "IGRA represents'a very delicateiy‘balanced compromise.

The NIGA tribes did not necessarlly like the compromlse, but a

deal was struck. We support a fair 1mplementatlon of that deal

and we expect that others w1ll also n239

State officials are not the only opponents to the growth of>,{
Indian gaming. Many spokespersons for Indlan gamlng belleve that
the real power behind the attacks on the IGRA and on Indian
gaming come from private gaming interests, such as the casino
1ndustry 1n ‘Las Vegas and Atlantlc Clty and the horse-racing
1ndustry natlonw1de.' Charles Keechl, former president of the

Natlonal Indlan Gamlng Assoc1atlon told Congress durlng his 1992

239Testlmony of Leonard’ Prescott Chalr, Natlonal Indian .
Gaming Association, before the House Committee on Interlor and
Insular Affairs, January 9, 1992.
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testimony that "Our ancestors were told to surrender their

weapons and now we are being asked to surrender again, not our

bows and arrows but our bonds and assets. "0

.On February 26, 1993, several Congressmen and Senators
introduced bills to severely curtail new tribal gambling -

operations.?' The bills would ban Indian casinos unless

‘individual states expressly allowed them as part of a

"commercial, for-profit entérprise," with specifically authorized
games, and would require that the tribes make records of income
available for government review. Bills were sponsored in the
House by Rep. Robert G. Torricelli of New Jersey, and in the

Senate by Nevada Senators Harry Reid and Richard Bryan.

These CongresSmen‘claimed their motivation was to stop
organized crime from infiltrating thé new Indian casino
bﬁsinésses. According to Rep. Torricelli, "There’s no doubt in
my mind [that] a number of these casinos ére fronts for organized
crime." He also said it would restore competition, since tribal

casino revenues are exempt from taxes.

Indian leaders called the bill a parochial move to protect

existing private casino interests and to hamper Indian economic

#Testimony of Charles Keechi before the House Committee on
Interior and Insular Affairs, January 9, 1992.

%] jghtman, David and Hillary Waldman, "Bid in Congress
Would Curb Indian Gaming," Hartford Courant, May 27, 1993, p. Al.
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development. According‘to Tim Wapato, Executive Director of the-
National Indian Gaming Association,’"ltfs an attempt to forestall
economic development of Indian tribes for the benefit_ef some

white man in New Jersey."??

More explicitly, Connecticut
Congressman Sam Gejdenson, whose district includes the

Mashantucket Pequot’s casino, eaid, "This is attempt‘by:Donald

Trump and the casinos in Las Vegas and Atlantic City to make suret

they have no competition."”® Rick Hill, chairman of the
- National Indian Gaming Association, calls the bills "the Donald

Trump Protection Acts."?

To date there is notevidence that organized crime has
significantly infiltrated Indian gambling operations. While a

report from the Interior Department’s Inspector General in the

Bush admlnlstratlon ralsed questlons about p0551ble corruptlon, a -’

later Justlce Department report said that the concern about
criminal involvement "does not stand up under close

.examlnatlon 124

In states where Indiaﬁ gaming has been successful, such as

Connecticut, where the Mashantucket Pequot tribe’s Ledyard casino

‘21, jghtman, David, et.al., "Bid in Congress...", op.cit.

243Lightman, ibid.

244Connor, Matt, "Nevada, N.J. Leglslators sponsor Indian
gamlng bills," Internat10nal Gaming & Wagering Business, (July 15
~ = August 14, 1993), p. 1.

A5ipid.
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became the highest-grossing gaming facility in the nation,
private non-Indian gaming interests lobbied to legalize off-
reservation gambling. In early 1992, Steve Wynn, an owner and
developer of casinos, courted Connecticut citizens and
legislators in a massive lobbying campaign to legalize casinos in

Bridgeport and Hartford, both economically depressed cities.

'~ The Governor, who opposed legalizing gambling, staved off
this preésure by sighing'ah agreement with the Pequot tribe which
permitted it to install slot machines at its casino in exchange
for -an annual payment of approximately $100 million to the State.
However, if gambling is legalized off the reservation,»this

agreement is nullified.

In some states controversey has arisen about whether the

'governor or the legislature has the final authority to enter into

compact agreements with the tribes. In Kansas, for example, the
dispute between the legislators and the governor became so heated

in had to be resolved in court. The Supreme Court of Kansas

‘ruled that it is the state legislature, not the governor, which

has this power.

President Clinton; who has close political ties both with

- some tribal leaders and with a number of the affected governors,
" has ‘attempted to avoid a showdown on the issue of state vs.

tribal sovereignty by workihg out a political compromise between
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the opposing sides. He delegated Secretary of the Interior Bruce
'Babbitt to meet with tribal and state representatives to see 1f
any negotiated resolution is pOSSlble. Senator Daniel K. Inouye
(D, Hawaii), one of the IGRA’s sponsors, has played a key
Congres51ona1 role on this issue and is trying to broker an
agreement that w1ll satisfy all parties. A task force with
representatives from the National Governors' Association, the
National Attorneys General Assoc1ation and tribal leaders has

been meeting to try to hammer out a compromise.

At tnis point, it remains unclear if IGRA‘will be amended,
and if so, how. - Whether or riot it is;-there.is sure to bei
r'continuing controversy and litigation about the Act and the
conflicting regulatory powers of the tribes, the states and the
federal government as both Indian and non- Indian gaming
_proliferates. The struggle between state legal authorities and
tribal leaders about,the scope of tribal antonomy to controlﬂ
gaming on the reservation isylikely to intensify, especially as
'competition between Indian andAnoanndian games increases.

-Congress may find itAincreasingly difficult to maintain the wary

neutrality it attempted to Create for itself in the IGRA.

lndeed, one possible ironic"outcome of the states’ lobbying
pressure on Congress for greater power to -control Indian gaming
is that Congress may dec1de 1nstead to set up uniform national

- rules to govern Indian gaming, clos1ng off state ‘input

| I , _
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- altogether. While the tribes may prefer this to dealing with

each of the states individually, some of whom are quite hostile
to Indian interests, it would hardly represent the endorsement of

tribal sovereignty which some native American leaders seek.

~The Continuing Struggle Over Sovereignty and Gambling

'~ Conflicts which once were fought out over land and
resources now involve slot machines and blackjack tables.
Lawyers and lobbyists have replaced warriors and cavalry as
tribal and state governments engage in legal battles over the
power to control gambling development. Many Indian leaders
expect that states and private gambling entrepreneurs will use
the proliferation of Indian-run gambling as a political argument
to press for the legalization of non-Indian gambling operations
to compeﬁe with them. The former Principal Chief of the Cherokee
Nation of Oklahoma, described tfibal-fun gambling as a "trojan
.horse"L'which will be used to expand non-Indian gambling
ventures.? Many state politicians argue that all state

gambling decisions should reside with the state’s electorate.

/
/

#gession on "The Economics of Indian Reservation Gambling"
at the World Gaming Congress and Expo ‘91, Las Vegas Convention
Center, Las Vegas, Nevada, September 24,1991. See especially
statements by Ross Swimmer, former Principal Chief, Cherokee .
Indian Nation and former Assistant Secretary for Indian Affairs,
Department of the Interior. ' :
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| "What happens within a state ought to be decided by that
state’s citizens," said Gov. Roy Romer of Colorado, ohairman of
the National‘Governor’s Conference. -\ stete ought to make that
decision for itself, andhit oughtrnot to heve a dictate from the
Federal'Government as to what should be the form of gaming and

gambling within that state." Gov. Romer led a delegation of four

governors to Washington to protest the IGRA, including Gov. Fife

Symlngton (AZ), Gov. Bob Miller (NV), Gov. Bruce Sundlun (RI),

and Gov. Joan Flnney (KS)

Another erea of conflict between state and tribal
governments has been over the issue of what qualifies as trlbal
reservatlon land. Understandably, some tribes w1th4remote or
poorly'accessed land would like tO‘eCQuire more attractive
parcels7for casino development. In Oregon, the Confederated
‘Trlbes of the Slletz Indlans are attemptlng to buy land for a
casino in Salem, the state capltal In Iowa, the Santee Sioux
tr1be proposes a ca51no on land in Counc11 Bluffs. 1In
Connecticut, the GOlden Hill Paugussetts, who are not recognized'
by the United States government have applled for federal
recognltlon and have gone to state court w1th land claims in

downtown Bridgeport and four suburbs."“7 In New Jersey the

Ramapough indians»have aroused Donald Trump’s ire by applying for

#inindian Tribe’s Lawsuit Feeezes Property Owners’ Land
Titles," New York Times, March 19, 1993, p.-B5; and Judson, _
- George, "Land Claim by Indians Is a Tactlc 1n Casino Bi4," New

York Tlmes, June 21, 1993, p. B1. , )
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federal recognition, the first step toward negotiating with state

officials for a gaming compact.

Although there is controversy even within the native
American community about the expansion of Indian gaming,??
generally the tribal leadership believes that gaming represents

one of the best current opportunities for Indian economic

~ development and self-sufficiency. 1In 1991, Gaiashkibos,

Prssident of the National Congress of American Indians, told a
Congressional subcommittee, "The harsh reality is that the
financial world has not histérically looked towards locating
business on Indian reservations. We had no competitive edge to
attract non-Indian busihess nor the financial resources to create
our own businesses and employ our people. But that window of
opﬁortunity which opened the wéy for gaming has given us the
competitive edge and opened the‘doof'for other economic ventures
as well...Gaming is all that ﬁany tribes have today that can

work" .2

%por example, on the Mohawk reservation in upstate New.

.York,'fierce battles between pro- and anti-gaming factions in

1990 about whether or not to permit casino gaming left two tribe
members dead, and recent negotiations by tribal leaders with New

. York Governor Mario Cuomo. to proceed with casino plans threaten
'to re-awaken this controversy. See Dao, James, "Casino Issue

Divides Mohawk Reservation in New York," New York Times, March
21, 1993, p. 33. ,

MGaiashkibos, Statement before the House Interior and
Insular Affairs Committee on Gaming on Reservations, National

Congress of American Indians, Washington, DC, (January 9, 1991).
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Another alternative for economic development which some
tribes are: cons1der1ng is to sell the use of their reservation
land as land flllS for materlals whlch are unacceptable for other
communities. At least five tribes are now studying the

possibility of doing this for atomic waste.

Since Indian tribes do not have to report their income or
pay taxes, there are no precise figures of their revenues. There
are, however, a nunber of estimates.. The New York Times reoorted
‘that in 1992, "(a)ccording to industry estimates Indian casinos
’generated $6 billion in revenues.“”° It reported that the Mille
Lacs Band'of Chippewas inlMinnesota were receiving annuai
revenues of $15 million.”‘Thispis,confirmed by statements to ns
by a Mille Lacs,official.whoAsaid’that the tribe in mid-1992 was

receiving about $1 million a month in gaming revenues.

The,NEW York Times also reported in'early 1993‘that.even‘

before Connecticut's-Mashantucket'Pequot‘tribe was given the
right to operate its lucrative video slot machines that "total:

bets can range from $500 000 on a slow day to $3 miiIion on a

busy weekend day, with the trlbe nettlng at least a thlrd in the .

estlmate of - one Foxwoods off1c1al " By m1d-1993 after the

_Pequots had concluded an agreement to share slot machlne revenues

25"Dao James, "Ca51no Issue Divides Mohawk Reservation 1n
New York.“ New York Times. March 21, 1993, p. 33.

'2”C11nes, Francis X., "Wlth Ca51no Profits, Indian Trlbes
Thrlve," New York Tlmes, January 31, 1993, p. Al.

I EE A W ar G ON I G Oy A an Wy I B W

ol o N - .




165
with the state, and therefore were required to make slot revenues
available, the Times reported that the tribe had gross profits of

$26 million in July alone.??

Although Indian casinos are exempt
from federal and state income taxes, state sales tax and
municipal real estate taxes, they are still subject to social

security and Medicare taxes.

Largely as the result of its Indian casinos and charitable
gambling operations, Minnesota now ranks as the nation’s third

largest gambling state, in terms of revenue, behind New Jersey

~and Nevada. 1In 1992, the state’s thirteen Indian gaming

operations employed approximately 5,700 people, with about 28% of
these jobs held by Indians and 72% by non-Indians. Four of these
casinos are the largest employer for their nearest city.? |
Empioyment numbers are predicted to increase to 11,300 by

1994 .5

Controversies within the Tribes
‘There is hardly unanimity within the Indian community about
the future of gambling operations on reservations. Within the.

tribes themselves, there is sometimes strong opposition to

Blgohnson, Kirk, "Indians’ casino money pumps up the
volume," New York Times, September 1, 1993, p. Bl.

3Mjdwest Hospitality Advisors. Impact: Indian Gaming in the
State of Minnesota, St. Paul, MN, (1992).

®Minnesota Planning. High Stakes. op cit.
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- gambling as an economic develepment}strategy.- In one struggle
several members of‘the Mohawk tribe were kiiled in qpstate ﬁew’
‘York during armed clashes between pro- and anti-gambling

factions.

As state compacts are signeﬁ;and eutside government
bufeaucrats, police ehd'judges become involved in regulating
tribal gambling, some argue that the ﬁribes will eventually lose
their sovereign status. An.iﬁportant ease is currently being
fought out'in court between the Miccosukee tribe of Florida and
the non-Indian management company, Tamiami Partners, which the
tribe'hired~to run ité'high‘stakes Binqo'OPeration. 'Whenlthe-
"tribe became disenchanted with Tamiami Partners’ performance, it
had tribal police investigate the company and terminated their
cont:act,kclaiming fiscal impfoprietiee and ties to organized
crime. The tribe fired Tamiami Partners’ managers and evicted
them from the reservation. But the company bypessed a tribal
" court and went'ﬁo a'federal judge, who ordered it reinstated.
After a tense stand-off ‘a higher court intervened and now w111
decide if the trlbal court or a federal court should have the

flnal say.”

There are also‘concerns,about the loss of traditional_tribal

values. Accdrding to Gerald Thompson, a tribal member who

BSnigsue of Indlan Sovereignty. Behind Gambling Case," New
York Tlmesj June 11, 1993, p. A26. .

R .E s
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opposes the proposed Oneida casino ih upstate New York, "It’s
been proven that there.is an increase of family breakdown,
domestic violence, and child abuse when people gamble. Is the

money worth the devastation that could happen to our people?"S

When the Navajo tribe debated 0vertufning its tribal rule

~banning casinos in order to get in on the Indian gambling boom,

some members feared the social consequences of commercial gaming.
"Many of our people were concerned that those on welfare would
run over to a casino with their government checks to win the big
'payout and end up going hungry," said Duane Beyal, a Navajo
spokesman. Nonetheless, the tribe adopted new rules permitting

casino gambling.?’

As Indian gaming prblife;ates, each tribe scrambles to get
its own operation up and running, and the corporations that
déminate Las Vegas and Atlantic City casino gambling are now
pfessing té invest in and manage these operations for the tribes.

Harrah'’s, Caesars World and Mirage Résorts, Inc. have all signed

‘agreements with tribes to help develop and run their casinos. 1In

response, the Shakopee Mdewakanton Dakota Community, which runs a

very successful casino in Prior Lake, Minnesota, has formed its

®pao, James, "Cuomo Signs Pact with Indians for Casino in
Upstate New York," New York Times, April 17, 1993, p/.1.

“’Meier, Barry, "Casinos Putting Tribes at 0dds," New York

'Times, January 13, 1994, p. D1.
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own consulting cbmpany to fry to retain more control in Indian

hands.

While many tribal‘leaders believe that Indian gaming will.
continue to grow and flourish‘in'the short term, and that’it
‘ fépreéénté the best opportunity for tribal economic developﬁent
now available, they are also fealistic about its limitétions.

Timothy Wapato, thé‘executive director .of the National Indian

Géming Associatién, says that ﬁhilelpresently "gaming is probab1y
the most viable»econoﬁic‘development fof Indian tribes," at the
present time, he expects it ﬁay ﬁapgr off in 3 - 5 years as more
stafes legalize more”non-Indién gambling. "Realistically," he
adds, "we kpow Indian tribes havé(d relatively short Qindow of‘:
opportunity to generate thaf cagh flow so oﬁher economic
opporéunities-can be explored, so a broader base for their

economy can be set up."!

Swrribes . ‘will not stand’ for further gaming restrictions,"
International Gaming & Wagering Business, (January 5, 1994), P-
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The Legal Environment of Indian Gaming
Stephanie A. Levin, Esq.

The legal environment within which Indian gaming operates is
both uniqué and controversial. It is unique because the Indian
hations, as conquered peoples not party to the Constitution, have
always occupied an uneasy place within the American legal
framework, at the'boundaries of the law of conquest, treaty, and
land purchase. It is controversial because Indian gaming from
its inception has provoked sharp debates between the tribes and
the state and federal govefnments over who has the right to
feéulate,_control and police gambling operations on Indian land.
Not only are these debétes unresolved at the present time, but.
they are growing in cohplexity and intensity as gaming operations

play an ever-larger role in the economic development planning of

~both Indian and non-Indian groups.

Controversy about the legél regulation of Indian gaming

echoes and amplifies long-simmering historical disputes about the

power relationships ambng the tribes, the United States federal

government, and the states. Each government asserts its own
rights>to,"sovereignty,".or.self-rule, independent of the others,
as well as certain rights of control over the policies of the

others. At different times in our history, the legal rules for

defermining the boundaries of these respective powers have

shifted, and many of the rules still remain contested.
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In our systen, the federal government has only those 1egal
powers delegated to it by the Constltutlon, whlle the state
governments retain all other legal power within their
jurisdictions, including the rioht to regulate civil and criminal
activity.4 This is spelled out in.the Tenth Amendment, whioh says
) that "[t]lhe powers not delegated to theaUnited States by-the

Constitution...are reserVed to the States..."

But where the federal government does have power to

»® Since Indian

act, it has legal supremacy'over,the states.
tribes occupy an unclear and still-evolving status between
nationhood and dependency, their place within this scheme remains

unsettled. -

. Since the early nineteenth century, the,states.ano the
federal gonernment'have repeatedly clashed over which couid
enforce its law upon the tribes. States believe they shouid have
the pbwer_to regulate activity on reservations which fall within»
their boundaries._ABut the federal‘government has relied onytwo-

-main constitutional provisione to claim that it has superior

ZArticle VI, clause 2 of the Constitution, called the "supremacy
clause," reads: "This Constitution, and the Laws of the United States
which shall be made in Pursuance thereof, and all Treaties made, or
which shall be made, under the authority of the United States, shall
be the supreme Law of the Land; and the Judges in every State shall
be bound thereby, any Thing in the Constitution or Laws of any State
to the Contrary notw1thstand1ng " : ,
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rights to deal with the Indians: the treaty power,?® which

.empowered it to enter into treaties with the Indian nations; and

the so-called "Indian commerce clause," which gives Congress the

power "[t]o regulate Commerce...with the Indian tribes."?!

The Supreme Court, which ultimately decides such
controversies, has agreed that federal, not state, law, is the

final legal authority where Indians are concerned.’ Through

'its decisions in specific cases, the Court has over time

developedvan approach to handling competing power claims. While
it acknowledges that Indian tribes "retain attributes of
sovereignty over both their members and their territory"?® which
make them partially exempt from the legal power of the states
within which they are located, it has ruled that tribes are
éntirely subordinate td the federal govérnment’s power to

regulate them at will.?®

%0y, s. Constitution, art. II, section 2: "He [the President]
shall have Power, by and with the advice and consent of the Senate,

to make Treaties, provided two-thirds of the Senate present concur
L

¥y, s. Constitution, art. I, section 8.

%’gee United States v. Kagama, 118 U.S. 375 (1886).

ynited States v. Mazurie, 419 U.S. 544, 557 (1975)

#%The basic outlines of this doctrine were established by Chief
Justice Marshall early in the nineteenth century in Worcester v. State
of Georgia, 31 U.S. (6 Pet.) 515 (1832) and Cherokee Nation v. State
of Georgia, 30 U.S. (5 Pet.) 1 (1831), and further developed in

. Williams v. Lee, 358 U.S. 217 (1959).




'The Cabazon Case

After the Seminole andAothef tribes began operating
profitable high-stakes bingo and card games in the late 1970’s
aﬁd early 80’s,_state governﬁents threatened to shut them down
.because state laws prohibitéd commercial gaming activity. The
tribes challenged the states’ power to do this in cdurtﬂ“ with
the question finally reaching the United States Supreme Court in
1987, in a case,broughf by the Cabazon and Morongo Bands of
Mission Indians, which‘havé reservations in Riverside County,
Ccalifornia.?® The outcome of the Cabazon case has set the basic

parameters for developments in Indian gaming ever since.

Each Band in the case, with the approval of the Secretéry of
the Interior, had been operating bingo games, and the Cabazoh

'Band‘also ran a card club. These-gambling activities were the

‘Tribes’ sole source of income, and a major source of employment.

The Tribes conceded that their games'violated Caiifornia law, -
which permitted bhly charitabie’bingo games with low-stakes
prizes staffed by volunteers. However, they claimed that

California could nbt apply its -law to then.

]

#5gee, e.g., Barona Group of Capitan Grande Band of Mission
Indians, San Diego County, Cal v. Duffy, 694 F.2d 1185 (9th Cir. 1982),
cert. denied, 461 U.S. 929 (1983); Seminole Tribe v. Butterworth,
658 F.2d 310 (5th Cir. 1981), cert. denied, 455 U. S. 1020 (1982);
-Mashantucket Pequot Tribe v. McGuigan, 626 F. Supp. 245 (D.Conn.1986);
Oneida Tribe of Indians v. Wisconsin, 518 F.Supp. 712 (W.D.Wis. 1981).

o %6¢alifornia v. Cabazon Band of Mission Indians, 480 U.S. 202
(1987). L ‘
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California recognized that under the rules developed in
earlier cases, Congress, and not the state government, had the
ultimate power to regulate tribal activity. CcCalifornia aréued,
however, that in two federal statutes Congress had specifically
delegated its regulatory power to the states. The first was
Public Law 280,%" passed by Congress in 1953. This law gave six
states, including California, the unqualified right to enforce
their criminal laws against both Indians and non-Indians on the
rééervétion, and a limited right to extend the reach of their
civil law onto the reservation. The second was the Organized
Crime Control Act of 1970 (OCCA),® which California claimed

"also authorized the application of state law to reservation

gambling operations.

According to the Court, the critical issue was whethef-the
state laws regulating gambling_qualified as "criminal" or
"civil." -If they were ériminal léws, Public Law 280 meant that
fhey did apply én the reservation. ‘But if they were civil laws,
thé Court said, they cduld not be used on the reservation. To
support this, the Court cited an earlier case which had

4interpréted the civil.prdvision of Public Law 280 very harrowly,

saying it only gave states the right to let their courts

%7puyb. L. 280, 67 Stat. 588, as amended, 18 U.S.C. s.1162, 28
U.S.C. s.1360 ' ~ :

2384 stat. 937, 18 U.S.C. s.1955
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adjudicate civil lawsuits on the reservation, not the right to

enforce civil regulatory laws.? .

California insisted that its bingo etatute was criminal,
since violation,of any of its proyisions:(e.g., requiring only
volunteer employees, or limiting the size of prizes) was defined
as a misdemeanor, or minor crime. However, other lower courts

had already rejected this claim, saying that unless the law’s

purpose was entirely to prohibit the conduct at issue -- in which

case'it would be considered "criminal/prohibitory" and applicable‘

on the reservation -- the law must be considered
"civil/regulatory." This was because it permitted the conduct at
»issue, but regulatedllt. “As a c1v1l/regulatory law, 1t ‘was not
applicable on the reservation under Public Law 280. The lower
court explalned that the central test of- thlS dlstlnctlon was

"whether the conduct at issue v1olates the State s public- pollcy"

- and found that b1ngo and card games did not.

Although the Supreme Court ‘admitted that the 11ne was rather
cloudy, and a difficult one to draw, it endorsed the lower

'courts’;distinction between "criminal/prohibitory" and

"civil/regulatory" laws. It also agreed that California’s'gaming‘

statute was "civil/regulatory," pointing out that California had

no general policy prohibiting gambling,jbut_rather-ran»a'state

%9That earlier case was Bryan v. Itasca County, 426 U.S. 373

(1976), which held that Minnesota could not, as a result of Public -

- Law 280, enforce its tax laws on the reservation.
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lottery itself as well as allowing parimutuel horse-racing, card
games and bingo. The obinion stated, "In light of the fact that
California permits a substantial amount of gambling activity,
including bingo, and actually promotes gambling through its state
lottery, we must conclude that California regulates rather than

prohibits gambling in general and bingo in particular." ?7°

The Court also rejected California’s argument based on OCCA.
Although OCCA permitted tﬁe federal government to prosecute
gambling operations which violated state law, the Court pointed
out that the federal government did not want to prosecute Ihdian
bingo operations; indeed, "[w]e are not informed of any federal
efforts to employ OCCA to prosecute the playing of bingo on
Indian reservations, alfhough there are more than 100 such

enterprises currently in operation..."

Federal policy’ﬁnder the Reagan administration was to

encourage the development of Indian gaming, not to stop it. Even

assuming OCCA gave the federal government the power to stop'
Indian gambling because it violated state law (and the Court

explicitly refused to decide this, since it was not at issue in

' the case), it gave the state of California nothing.

Thus, the Court held that neither Public Law 280 nor OCCA

gave the state of California the right to enforce its bingo

70480 U.S. at 211
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statute on’the reservations. It’s significant that thé Court
didn’t simply stop theré,-bu£ added that even if there were né
congressional statute giVing states the power to apply tﬁeir laws
to the tribes} there might be some Yexceptional circumstanceé" in
which states nonetheless could enforée their laws én_the
réservation. Although the Court found no such~cir¢umstahces in
this case, the Cabazon case explicitly left the doéruopen for
state regulatioh of Indian activity on the reservation under

other sets of circumstances.

In Cabazon, however, the Court thought that state regulation
of Indian bingo was'precluded by Congress’s "overriding goal of

- encouraging tribal self-sufficiency and economic development, "%!

a policy reéffirmed by President Reagan in his 1983 Statement on

Indian Policy.” The Court noted that the Department of the

Interior had éctively promoted gaming enterprises on the

reservations, an approach summarized in an affidavit submitted to .

the Court by~thé'Director of Indian Services, Bureau of Indian

vAffairs:

It is the department’s position that tribal bingo
enterprises are an appropriate means by which tribes
can further their economic self-sufficiency, the
economic development of reservations and tribal self-
determination...Furthermore, it is the Department’s

71480 U.S. at 216

MThe Court quoted this Statement as saying "It is important

to the concept of self-government that tribes reduce their dependence’
on Federal funds by providing a greater percentage of the cost of’
their self-government." 19 Weekly Comp. of Pres. Doc. 99 (1983).
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position that the development of tribal bingo

enterprises is consistent with and in furtherance of

President Reagan’s Indian Policy Statement of January

24, 1983.

Against this clear federal policy of encouraging Indian
gaming operations, the Court balanced California’s only asserted
interest in using state law to stop them: the prevention of
infiltration of tribal games by organized crime. While
recognizing this was a "legitimate concern, "?? the Court found
it insufficient -- especially since there was no evidence of any

actual problem in this regard -- to justify state regqulation,

given the strength of the federal interest in the opposite

‘direction.

Three justices (Stevens, O’Connor and Scalia) dissented from

the majdrity’s opinion, finding that unless and until Congress

specifically endorsed Indian gambling and set up some regulatory

~scheme to deal with it, the states should be permitted to enforce

their laws on the reservation. While agreeing that "gambling

- provides needed employment and income for Indian tribes," these

justices worried that the majority’s approach would also "require

exemptions for cockfighting, tattoo parlors, nude dancing, houses

.of prostitution, and other illegal but profitable

enterprises."” The dissenters thought California had

M480 0.S. at 221

74480 U.S. at 222 (Stevens, J., dissenting). Actually, the

- majority opinion had already answered this concern by pointing out

that any activity which was totally outlawed by the state, 1like
cockfighting or prostitution, could also be prohibited on reservations,
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" legitimate interests in requiring reservatlon gambllng buslnesses
to comply with the same standards as .any other blngo or gamlng
operators:. both economic interests (e.g., trlbal'gambllng
revenues would drain funds from the state lotter§)<and protective

ones, to discourage potential criminal activity.

The Impact of Cabazon and the Indian Gaming Requlatory Act

Because the Cabazon decision in effect said that tribes

could engage in gamlng on thelr reservations regardless of State'

regulatory laws, 1t led to an exp1051on in trlbal bingo games,‘
Aw1th gross revenues going from $255 million dollars in 1987 to $1
billion in,1991. It also stimulated an outburst ot lobbying by
state. government officials‘who were alarmed at tnevpowerlessness
the opinion seemed to lmpose‘on‘them. Congress‘decided.to
respondwto.the'suggestion of the dissenters in cabazon that it
pass legislation to deal with‘the lssue. After holding hearings
and soliciting the opinions of both the trlbes and the states,
Congress passed the Indlan Gamlng Regulatory Act (IGRA),275 on
_October 17 1988, attemptlng to create a framework wh1ch
dellcately balanced federal, state and tribal involvement in the

further expansion of Indian gaming.

because this would be a "criminal/prohibitory" law. .See 480 U.S.
at 211, n.10. ‘

5pub. L. 100—497; 102 stat. 2467, .25 U.S.C. s.2701-2721

‘. e
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- IGRA opens with the congressional findings that: (1)

"numerous Indian tribes" were engaged in gaming activities for

- economic development purposes; (2) there were no existing "clear

. standards" for regulation of gaming on Indian lands; and (3) as a

result of Cabazon, tribes would have exclusive rights to regqulate
any gaming.on their lands not regulated by the federal government
nor criminally prohibited by the states.” Based on these
findings, Congress declared the purposes of the Act to be:

(1) to provide a statutory basis for the operation of

gaming by Indian tribes as a means of promoting tribal

economic development, self-sufficiency, and strong

tribal governments;

(2) to provide a statutory basis for the regulation of

gaming by an Indian tribe adequate to shield it from

organized crime and other corruptlng 1nf1uences, to

ensure that the Indian tribe is the primary benef1c1ary

of the gaming operation, and to assure that the gaming

is conducted fairly and honestly... ; and

(3) to [establlsh] Federal standards...and a National
Indian Gaming Commission...

The Act defines three classes of Indian gaming, each subject
to a different regulatory scheme. The first, "class I gaming, "
consists of "social games solely for prizes of minimal value or

traditional forms of Indian gaming engaged in by

individuals..."”® class I gaming on Indian lands was to be

entirely within the exclusive regulatory jurisdiction of the

tribes, not subject to IGRA.

Z6Phe full list of findings is set out at 25 U.S.C. s.2701
77725 U.S.C. s.2702

7835 U.S.C. $.2703(6)
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"Class II gaming" consists of bingo (whether or not
electronic or otherwise technologically—aided) and those card
Agames which were not:exnlicitly prohibited by state law, but-
"only if such card games are played in conformity with [state

- laws] regarding hours or periods of operatlon...or llmitations on

wagers and pot sizes" (note that this latter requirement changed

the law from_that articulated in Cabazon). IGRA also exp11c1tly
excluded certain card games from the definition of Class IT
gaming, namely “hanking card-games, including baccarat chemin de
fer, or blackjack" and electronic facsimilies of any game.
However, the law did include a grandfather prov151on which
permitted certain tribes that were already operating card games

that did not meet the IGRA test to continue doing so.?”

IGRA permitted Indian tribes to engage in and regulate class

.II gamlng on thelr own lands as long as such games were not
entirely illegal 1n_the state, the tribe’ S governing body had
adopted an ordinance permitting‘them, and the Chairman of'the
National Indian Gaming Comm1551on (NIGC) had approved the
ordinance as suff1c1ently ensuring that all proceeds of the
gaming would be used: only "to fund tribal government operations
or programs" and "to provide for the general welfare" of the

tribe and its members.??

7925 U.S.C. $.2703(7)

025 U.S.C. s.2710(b) -
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Finally, Class III.gaming was simply defined as "all forms
of gaming that are not class I gaming or Class II gaming."®! 1In
order‘to be lawful on Indian lands, this type of gaming (which
includes all forms of casino gaming-like blackjack, foulette,
slot machines, etc.) must meet three requirements. First, it
must, like Class II gaming, be authorized by a tribal ordinance ‘
approved by the Chairman of the NIGC. Second, it must be located
iﬁ a state which "permits such gaming for any purpose by any
person, organization, or entity." Third, it must be "conducted

in conformance with a Tribal—state compact entered into by the

Indian tribe and the State."®

The compacting process which was at the heart of IGRA
represented a delicaté éongressional compromise between the
sharply opposed positions of the tribes -- which claimed the
right to/conducf'gamihg operatiOns on their territory without any
réguiatory oversight by the states -- and the states -- which.

wanted the right tovapply their gaming laws both on and off the

%125 U.S.C. 5.2703(8)

%225 U.S.C. s.2710(d)
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reservations.? The goal?was to force the two parties at least

to talk with one another, and hopefully to reach voluntary

agreement on regulatory rules for gamlng on the reservations that

each could live with.

.Under IGRA, any tribe that wanted to conduct class III

gaming on its territory would requeststhe state goVernment where

it was located to enter into negotiations.toward a compact. The
state was then»required to negotiate with the tribe "in good

' faith" The COmpact'S’terms cOuld includevsuch subjects as how
the tribe and the state would d1v1de criminal and civil
Vregulatory authorlty over the gamlng, how taxatlon and fees would

be set, which games would be conducted, etc.

'If-f180 days after'its request for ~compact negotiations, the

tr1be belleved that the state was not in fact negotlatlng in good

- faith (e.g., 1f it belleved the state were stalling, or

stonewalling,-or 1n51st1ng'on'unreasonable demands), the tribe

- %As the Senate Committee which‘considered the bill reported: J.:

After lengthy hearings, negotlatlons and discussions, the Commlttee
concluded that the use of compacts...ls the best.mechanlsm to assure
that the interests of both sovereign entities are met...The Committee
notes the strong concerns of states that state laws and regulations
relating to sophisticated forms of class III gaming be respected on
Indian land...The Committee balanced these.concerns against the strong

_trlbalvopp051tlon to any imposition of State jurisdiction over -

activities on Indian lands.  The Committee concluded that the compact
process is a viable mechanism for settling matters between two equal
soverelgns.

' - Senate Report at 13, 1988 U.S.C.C.A.N. 3083.
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could sue the state in federal court. The state would then havé
the burden of proving fhat it was negotiating in good faith,_and
if it failed to do so, the court could order the parties to agree
on a compact within 60 déys. If agreement were not reached
within this period, the court was to select a mediator, each side
was to submit its last best offer to that mediator, and the
mediator was to choose one of these proposed compacts as the
final compact.” cClearly, the goal of these provisions was to
force the parties to interact and reach consensual agreement, if
‘at all possible, while providing a mechanism for resolution of a

compiete deadlock.

The Act also established a National Indian Gaming Commission
(NIGC) within the Department of the Interior, with three full-
time members: a Chairm&n appointed by the President and confirmed
by the Senate, and two associate members appointed by the
Secretary of the Interibr. At least two members had to be

enrolled members of an Indian tribe and no more than two could be

‘from the same political party. The role of the Commission was to

monitor Class II gaming, to approve tribal ordinances and

management contracts for Class II and III gaming, and to levy.

fines or orders of closure, if necessary, for violations of the
Act.? The Act provided that civil fines of up to $25,000 per

violation could be imposed on the tribal operators of a game or

W25 U.S.C. s$.2710(7) (B)

%525 U.S.C. S.2704-2706
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on management contractors running such games, for any violations

of the Act.?¢

A final important provision of the IGRA concerns its

applicability to lands acquired on behalf of Indian tribes after

the date of its enactment (Oct. 17, 1988). Opponents of Indian
gaming were concerned that gaming could spread well beyond the
confines of thé traditional rééervations if tribes aéquired

additional land after that date either through purchase or as a

result of land claims settlements. The IGRA answered this

‘concern by providing that generally gaming could not be conducted.‘

ph such' later-acquired lands. 'But«it also contained a complex
set of exceptions, including instanées in which the Secretary of
the.Intefior, with the consent of the felevant Governor, finas
that such géming.would be in the-"best'interest"_of the tribe énd
- would not bé'fdetriﬁental‘to the sufrbunding communiﬁy."”7.

As is often the caseAwitﬁlcompromisés,Vthe IGRA really
'éatisfied~no Oﬁe.‘ Many tribes felt it unjustly violated their
aﬂtonpmy‘by fbrqing them to negotiaté with the states, and some

sued to have it invalidated on the grounds that it was tod great

%625 U.S.C. s.2713

%725 U.S.C. s.2719

-y' - -
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an invasion of their sovereignty,éf‘mhe court ruled against
them, citing Supreme Court precedent which established that
"Congress holds virtually unlimited power over the Indian
tribes."?® Noting that many commentators had criticized this
doctrine, the>court admitted that, "[t]o put it plainly the

doctrine was invented in large part to take the Indians’ land,"

 ‘but nonetheless concluded that it was the binding rule.

Many states also opposed the IGRA, believing that it was
unfair to permit tribes to.engage in commercial gaming operations

which weren’t allowed to other state citizens. The crucial

- language was that tribes could develop commercial gaming for any

games the state allowed for "any purpose..." Thus, for example,
if the state permitted roulette at charitable gaming nights,

tribes could claim the right to run casino-style roulette.

In some states, such as Minnesota, negotiations went forward
smoothly, compacts were entered into, and reservation gaming
began. Howevef, in others, like Connecticut, hostile state
governments stalled or refused to negotiate meaningfully, forcing

tribes to go to court as provided by the Act.

%They claimed that the IGRA violated their right to self-
determination which had been guaranteed to them in certain treaties,
violated their inherent right of sovereignty, and violated the federal
government’s responsibility, as trustee for the tribes, to act in
their best interests.

%Red Lake Band.of Chippewa Indians v. Schwimmer, 740 F. Supp.
9, 11 (D.D.C. 1990), quoting Lone Wolf v. Hitchcock, 187 U. S. 553
(1903) .~ :
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Connecticut’s response to thefrequest on March 30, 1989 by

the Mashantucket Peéuot Tribe to enter into.negotiations so that
the tribe could expand its bingo operation into class III gaming

illustrates how governments tried to limit the mandate of the

Act. Connecticut’s Attorney General informed the tribe that it

would hot negotiate, as requested, about the tribe’s operating
games of chance that were permitted‘under;Connecticut law asApart
of charitable ﬁLas Vegas niéhtsﬂ”” unless the tribe agreed'to
adhere to all the requirements of the "Las Vegas night"'statute.
This p051tlon, wh1ch was contrary to the rullng in the Cabazon
de0151on as well as to the IGRA would have made any commer01ally
viable operation 1mp0551ble. The tribe sued the state for

failure to negotiate in good faith.

The- tribe Qon}in the federal district court, which ordered
the state to negotiate and conclude a compact within 60 days.
The state then appealed to the United States Court of Appeals,

- which upheld the oplnlon of the lower court - but not unt11

' Septemberv4 1990, nearly one and a half years after the trlbe s
~initial request to negotiate. The state then appealed to the
United States Supremelcourt. It was - only after that Court

' refused 1n 1991 to review the case further that actual

negot;atlons began.r Although the state‘s_p051tlon that it had no;'

‘legal_obligatioh to negotiateAto permit gaminq different from -

, Mconnecticut law permitted certain nonprofit organizations to
run "Las Vegas nights" featuring blackjack, poker, dice, money-wheels,
roulette, baccarat etc. Conn.Gen. Stat s.7- 186a- 186p
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that in its Las Vegas night statuté had been rejected by every

- court, the state had still managed to use the legal process to

delay the tribe for two years.

Other states began negotiations, but some reached deadlocks
on what types of games were permitted under the Act, resulting in
further lawsuits. In Arizona, for example, the two sides shagged
on the question of whether video gaming was ihciuded, and‘the
Yavapai-Prescott Tribe went to court to get an order requiring
the state to continue negotiating.”® 1In California, the tribes
and the state reached a deadlock on whether electronic games were
included, and agreed to go to court to resolve the quesfion. A
judge ruled in July 1993 that they were, because the California
Lottery included an electronic keno game, and the state is now

appealing that decision to a higher court.

Although the provisions of the IGRA giving the tribes the
right to sue states in federal court were intended to speed
negotiations, in fact the delays and technicalities inherent in
the legal process have often caused great deléy, benefitting
lawyers rather than facilitating the development of tribal
gaming. Eager to slow the process of Indian gaming down, many
state Attorney Generals remained alert for legal principles which

they could raise to delay the compact process.

¥lyavapai-Prescott Indian Tribe v. State of Arizona, 796 F. Supp.
1292 (D. Ariz. 1992)




V1A88
The Eleventh Amendment Argument
One-potentially powerful legal tool to do this was the
Eleventh;Amendment to the Constitution, originally ratified in
1798, whioh'protected the states from certain kinds of lawsuits
in federal court.?? In'1991, just as the compact process under
the IGRA was intensifying in many states, the U. S. Supreme Court

issued an opinion whosevimplications suggested that the states

might rely on the Eleventh Amendment to prevent tribes from suing

them under the IGRA.

The case, called Blatchford v. Native Village of Noatak and
circle Vlllage,”’lnvolved government fundlng of native tribes

'in Alaska and represented the first time the Supreme Court had
used the Eleventh Amendment to stop a lawsult against a state by
a Native American tribe. Although the circumstances in
Blatchford"were‘entirely different from those under the IGRAiand
had nothing tobdo with Indiandgaming,.eight states that had been_

asked by tribes to enter into compact negotiations soon ¢laimed

¥The basic idea behind the Eleventh Amendment is the ancient
notion of "sovereign immunity," originally developed as part of English
"common law to protect the Crown from being sued by its citizens.
Translated to this country, it protected governments, not monarchs.
The . language of the amendment, while old-fashioned,. is fairly
straightforward ("The judicial power of the United States shall not
be construed to extend to any sult...commenced...agalnst one of the

‘United States by citizens of another state, or by citizens or subjects

of any forelgn state"). But the Supreme Court has interpreted this
amendment in ways which go far beyond its language. Contemporary
Eleventh Amendment law is extremely arcane, riddled with illogical
pr1nc1p1es and exceptions which even lawyers hardly understand, and
is the bane of Judges and legal scholars alike.

23711 s.ct. 2578 (1991)
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that the same principle{é;plied té Iﬁdian gaming, so that they
couldn't be sued for failing to negotiate. States also relied on
the Tenth Amendment as a defense to suits by the tribes under the
IGRA, arguing that the federal government had no power to force
them to negotiate with the Indians. Donald Trump also relied on

the Tenth Amendment in his lawsuit challenging the validity of

the IGRA, which he filed in May,  1993.%

As of this writing, the courts are split on these issues,
and lower court decisions are being appealed to several of the

%  Whichever way the appellate

United States Courts of Appeals.
courts rule, the losing party is sure to appeal to the United

States Supreme Court, so it will be quite some time before these

-legal issues are finally resolved. Meanwhile, even if the courts

were to find that the Eleventh Amendment did bar the tribes from
suing the states under the ICRA, there is a legal end-run around
this problem. Under a legal doctrine developed by the Supreme

Court in 1908,? in most cases one can avoid the problem of

2%The leading recent case on the limits imposed by the Tenth
Amendment is New York v. United States, 112 S. Ct. 2408 (1992).

¥gee, e.g.,Poarch Band of Creek Indians v. State of Alabama,
776 F. Supp. 550 (S.D. Ala. 1991), appeal pending (11th Cir.); Pueblo

of Sandia v. State of New Mexico, No. 92-0613-JC (D. New Mex. 1992), -

appeal pending (10th Cir.); Sault Ste. Marie Tribe of Chippewa Indians
v. State, 800 F. Supp. 1484 (W.D. Mich. 1992), appeal pending (6th
cir.); Seminole Tribe of Florida v. State of Florida, 801 F. Supp.
655 (S.D. Fla 1992), appeal pending (11th Cir.); Spokane Tribe v.
State of Washington, 790 F. Supp. 1057 (E.D. Wash 1991), appeal pending
(9th cir.); Yavapai-Prescott Indian Tribe v. State of Arizona, 796
F. Supp. 1292 (D. Arlz. 1992), appeal pending (9th Cir.).

Wopy parte Young, 209 U.S. 123 (1908)
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Eleventh Amendment sovereign‘immunity by the simple technicality

of suing state officials rather than suing the state itself.

While these Tenth and Eleventh Amendment issues are being
fought out in the courts, a new legal issue has arisen in states
like Rhode Island, Maine and Massachusetts where the
Narragansett, Passamaouoddv, Penobscot and -Wampanoag Indians
received-land claims settlements from the states under special
legislation whioh required theAtribes to ablde by all state laws,
civil and criminal. Despite this,‘a federal court in Rhode
Island has held that the IGRA supersedes the terms of these land
settlements, permlttlng the trlbes to seek a compact for |
commercial gaming. Thls\dec1s;on, too, is being appealed to a

. higher court.?’

These legal maneuvers have s1gn1f1cant1y slowed the

compaotlng'process;down, shifting the focus of attention to the

political arena. Bills to amend the_IGRA have been introduced in

Congress,'but so -far have falled to gain pasSage{ In the hopeslr
of-reaching a satisfactory compromise, representatives of the
'states and trlbal leaders have been meetlng, separately and
together, with Senator Daniel . K. Inouye (D - Alaska), one of the

or1g1na1 sponsors of the IGRA, to try to agree on an

. understandlng of the law and on clar1fy1ng amendments, if any aref'

Ygtate of Rhode Island V. Narragansett Trlbe of Indlans appeal
pendlng (1st cir.). - : B

‘
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needed. Bruce Babbitt, the new Interior Secretary under the
Clinton Administration, has also been very active in attempting

to broker an agreement among the parties that everyone can live

with.

One of the tribes’ continuing goals throughout this process
is to gain the recognition of their sovereign status to which
they believe they are entitled. As Timothy Wapato, a member of
the Coiville Confederated Tribes of Nespelem, Washington and the
executive director of the National Indian Gaming Association
explains it,

The sovereignty issue won’t go away. What needs to
occur is an educational process, so the governors will
~deal with their local tribes on a government-to-
government basis, not as a government-to-special-
interest basis. Many of the state and local
politicians want to treat tribes as if they were Donald
Trump’s Taj Mahal or Caesars World -- as a commercial
special-interest group as opposed to a government...I
think the states that have been successful in resolv1ng
their issues on gaming have come to a
recognition...that a true negotiation has to occur
between the two governmental sovereigns.2®

Murribes ‘will not stand’ for further gaming restrictions,"
International Gaming & Wagering Business, Jan. 5, 1994: 17.
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List of Interviews

Abernethy, Pamela: Assistant,Attorney General, Oregon.

Allmon, Carolyn I.: Director of Pari-Mutuels and Flnance,
‘Minnesota Racing Commission.-

Atiyah, Vic: Former Governor of Oregon.
‘Barnett, Kerry: Legal Counsel to the Governor, Oregon.
Berg, Charles: Minnesota State Senator.

Boulware, Jonathan: Executive, Mirage Casino, Las Vegas

Bilodeau, Tom: Research Director, Montana Education Association.

Buffalo Jr., Henry: Interim Executive Director of the National
Indian Gaming Association, Minneapolis, MN.

Burgess, Brianﬁ Assistant Attorney General, Vermont.
Burton, Mike: Oregon State Representative.

Brunson, Corey Thornburg: Researcher, Citizen’s Research
Education Network, Hartford CT.

Clancy Jr., Edward J.. Massachusetts State Representative.

Coyle, Dledre' Publlc Relatlons Director, Massachusetts State-
Lottery.

Creighton, Lorenzo: Former Deputy Director, Iowa Racing and _
Gaming Commission. Former Executive Director, Mississippi
Gaming Commissidn., ‘

Cummings, Thomas: Executlve Dlrector, Massachusetts Counc11
on Compulslve Gambllng. :

Cortright, Joseph. Executive Officer, Legislative Committee
: on Trade and Economic Development Oregon Legislature.

Czeluniak, Cara: Reporter, House Commlttee on Post. Audlt and
- Oversight, Massachusetts Legislature.

Davey, Jim: Director, Oregon State Lottery.'
Fawbush, Wayne: State Representative, Oregon.

'Fenny, Don: Research Director, Minnesota_state Lottery.
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~ Franklin, Robert: Reporter;uﬁinneagolis Star-Tribune.

Frohnmayer, Dave: former Attorney General, Oregon.

Geraghty, Rick: President, Oregon Amusement and Music Operator’s

Association.

Goldstein, Bernard: Owner, Steamboat Development Corporation, (a
subsidiary of Alter & Co. in Bettendorf, Iowa).

Grinols, Earl L: Professor of Economics, University of Illinois in
Champaign-Urbana.

Hamby, Jennette: State Senator, Oregon.

Harehenko,_Elizabeth:ﬂSpecial Counsel to the Attorney General,
Oregon.

Hennessey, Bill: Media and. Marketing Specialist, Connecticut
Division of Special Revenue, [Connecticut State Lottery].

Hope, Anthony: National Indian Gaming Commission, Washington, DC.
Jaeger, Gregory: City Attorney, Bettendorf, Iowa.

Johnson, Thane: Senior Research Analyst, Legislative Service
Bureau, Iowa.:

Krueger, Richard: Executive Director, Minnesota Racing Commission.

‘Larson, Marc C.: Strategic Planning Specialist, Minnesota State

Planning Agency, St. Paul, MN.

Lesieur, Henry: Editor, Journal of Gambling Studies; Chair,
Department of Criminal Justice SClences, Illinois State
University at Normal.

Lura, Mira: Administrator, Iowa Racingrand Gaming Commission.

Madden, Michael: Researcher, University of South Dakota at
~Vermillion.

Magnuson, Mary: Assistant Attorney General, Minnesota.

McNab, Heather, M.: Commission Administrator, Duluth/Fond du Lac
Economic Development Commission, Duluth, MN. '

Mitchell, John W.: Senior Vice President and Economist,
- U.S. Bancorp, Portland, OR.

,Parker, Andrew J.: Senior Fiscal Analyst, Senate Post Audlt and

Over51ght Bureau, Massachusetts Legislature.
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Petroski, Bill: Reporter, Des Moineisegister, [Iowa].

Prescott, Leonard: Chairman, National Indian Gaming Association, and
Chlef of the Shakopee Mdewakanton Sioux Communlty, :
Shakopee, Minnesota.

Rae, Marla:kExecutive Assistant to_the‘Attorney General, Oregon.

Reckers, Steven C.: Strategic PlanningrSpecialist,’Minnesota State
Planning Agency, St. Paul, MN.

'Rosenberg, Stanley: Massachusetts State Representative.

Shaffer, Howard: Director, Center for Addiction Studies, Department of
Psychiatry, Harvard School of Medicine and the Cambridge |
Hospital. : ' ,

Statham, Ronald: Investigator, Mississippi Gaming Commission,
Jackson, MS. .

Stratham, Jim: Economlst School of Urban and Public Affairs, Portland
State Unlver51ty, Portland OR. _

Straub, Robert: former Governor of Oregon.

Twait, Doug: Commissioner of Corporate Affairs and Chief Legal
Counsel for Business and Economic Development Mille Lacs Band
of Ojlbwe Indlans, Onamla, Mlnnesota.

Volberg, Rachel: Gem1n1 Research Northampton, MA.

Walth,'Brent: Reporter, Eugene Reglster Guard, Eugene, OR.

White, Susan: Director, Connectlcut State Lottery.

Wilson, King: Executive Dlrector, Allled Charltles of Mlnnesota.

Zeimak, Gregory° former Director, Connectlcut State Lottery,
current D1rector, Kansas State. Lottery. ,
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