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PREFACE



The results of this survey have been used as a weapon in attacking very sound economic proposals by any number of companies involved in gaming and entertainment projects… . Who is Robert Goodman and what are his credentials for undertaking such a study?1

—From a letter to Michael K. Hooker, President, University of Massachusetts, from James E. Ritchie Executive Vice President, Mirage Resorts



In early 1992, when I became the director of the United States Gambling Study, I began with a simple and straightforward goal—to examine the economic consequences of legalized gambling in order to provide policymakers and the general public with a more accurate basis for making their decisions.2 Our study didn’t take a moral position for or against gambling, but its conclusions turned out to be critical of gambling as a tool to revitalize depressed communities.

Almost immediately after the study became public at the beginning of 1994, I was inundated with requests for newspaper interviews and to testify at government hearings. I was asked to speak at local and national conferences and to appear on American and Canadian radio and TV shows. My presentations typically elicited heated attacks from politicians and leaders of the gambling industry. Some raised questions about my right to do this research at a state university, while others tried to cast doubt on my professional qualifications. People—sometimes posing as prospective students—phoned my department at Hampshire College to get background information on me.

Letters of complaint were written to the president of the University of Massachusetts, where the research was carried out, accusing me of maligning a productive industry. An investigation of my study and its finances was undertaken by a Massachusetts state senate oversight committee, headed by a state senator who was a leading proponent of gambling expansion.3 Unnamed sources called newspaper reporters to describe the Ford Foundation and the Aspen Institute, which funded the research, as “moral crusaders” against gambling. And in spite of the fact that I openly acknowledged that I gamble myself, I was also attacked as an antigambling moralist.

As a result of all this, I’ve developed a fairly good understanding of why gambling industry executives and politicians were so disturbed by our work. Casinos and electronic gambling machines can be extremely profitable, and public debate about their economic and social consequences was simply seen as threatening those profits. For politicians, criticism was also problematic, but for much more complex reasons. Many legislators have come to see government-sponsored gambling enterprises as one of their few remaining opportunities to create new jobs and public revenues in an increasingly difficult economy. Economic conditions have become so dire in some places that if, as our research indicated, gambling was not going to solve their problem—what else would?

Not much, many politicians apparently believe. The attitude of Mayor Robert Markel of Springfield, Massachusetts, who had unsuccessfully supported a casino referendum in his city, is typical. “The city of Springfield has its back to the wall,” said Markel. “This would not be my first choice, but we don’t seem to have a lot of choices right now.”4

This book is intended to contribute toward a broader debate that might uncover those alternatives to gambling. By examining the real reasons behind the rush to expand gambling and by examining what gambling can and can’t do for local economies, I hope to give readers a more accurate and more reasoned basis for drawing their own conclusions about whether or not such alternatives are needed. I also describe an example of a more constructive approach to gambling enterprise—one which government might want to consider for the future.

The research for The Luck Business is the result of more than three years of work with specialists in economic development, regional planning, and the law, including more than fifty interviews with politicians, business leaders, attorneys general, state lottery directors, gambling industry executives, newspaper reporters, and other researchers. It also involved reviewing a large body of existing research. In the course of all this work, I was consistently struck by how much misleading information is routinely used by decision makers and people in the media to estimate the economic benefits that new gambling enterprises will bring. The research to support these claims was almost always underwritten by the gambling industry itself, carried out by paid consultants, and trumpeted by legislators who were already committed to the projects. The result is that critical public policy decisions have been made on the basis of completely biased projections. Imagine what would happen if government acted the same way for other programs—if, for example, it assessed the economic impact of a new highway proposal using projections supplied by an asphalt company.

That such dubious information has often gone unchallenged in public debate tells us much about the desperate political scramble to find a quick fix for deep-seated economic problems. Legalized gambling is proliferating in a copycat pattern, as legislators adopt an “if-we-don’t-our-neighbor-will” mentality. In their rush to beat their neighbors to the punch, politicians and other community leaders are relying on slanted research about the impact that new gambling ventures will have on local and regional economies. In many cases they have simply made up their minds without any research at all.

One of the most surprising findings of our research is that we didn’t come across a single popularly based organization that lobbies for more gambling. Many other government prohibitions—such as laws against the smoking of marijuana—have inspired popular legalization movements. But not gambling. In fact, when given a chance to make its views known, the public usually rejects gambling. Indeed, the last statewide public referendum that approved new high-stakes gambling operations was held more than eighteen years ago when New Jersey voters legalized casinos in Atlantic City.

So if it’s not the public, who is behind the push for more gambling opportunities? Two parties are almost entirely responsible: legislators in search of easy answers to tough economic problems, and the gambling industry itself.

Campaigns to promote legalization hardly ever mention particular games or why anyone finds them fun to play. Instead, people are asked to support gambling for “economic revitalization” or “new jobs” or “needed public revenues.” These tactics underscore the fact that gambling legalization is driven not by any popular desire for more and better ways to gamble, but by a vision of economic and fiscal salvation.

The question that begs to be answered, then, is whether these “economic development” goals—the jobs, the revitalization of local businesses, the new public revenues—can actually be realized. Does gambling—as a strategy for economic development—really work?

This book sets the growth of new government-supported gambling ventures into the broader context of a troubling shift in the American economy—the growing tendency to rely on economic ventures of chance, as opposed to those involving skill and real work. A model of economic development that relies on gambling and chance to replace the jobs lost in productive industries is at least as disturbing for our future as the losses suffered by unsuccessful bettors. The shift in the role of governments from being watchdogs of gambling to becoming its leading promoters is also troubling. They have taken on the schizophrenic role of picking up the tab for the increase in problem gambling while, at the same time; spending even more to promote its causes. Instead of serving the needs of their citizens, these governments are becoming predators upon them.

While proponents exaggerate the benefits of gambling expansion, they downplay and often refuse to acknowledge its hidden costs, which, as our research indicates, can be immense—running into the hundreds of millions in a single state. These costs are showing up in a variety of ways. Huge portions of discretionary consumer dollars are being diverted into gambling, resulting in losses to restaurant and entertainment industries, movie theaters, sports events, clothing and furniture stores, and other businesses. In addition, police departments, courts, and prison systems must contend with a whole new range of criminal activity, much of it caused by addicted gamblers. Along with the devastating human tragedies of problem gambling come additional private and public costs, ranging from money lost by people who make loans to problem gamblers and aren’t paid back, to the cost of treating, prosecuting, or, in some cases, incarcerating problem gamblers who turn to crime to pay off their mounting debts.

While this book describes why, for most communities, the economic model of gambling on which they are pinning their hopes won’t work, it also suggests that government’s experience with the gambling industry contains the seeds of a potentially innovative and productive future relationship between business and government. In many gambling enterprises, governments have demonstrated that, under certain conditions, they can not only help create business enterprises, but, in many cases, can also effectively run them. At a time when many politicians and business leaders are looking for government to take a more aggressive role in supporting promising industries, the relationship that has developed between government and business in the gambling industry could, if properly redirected, become a model for the development of nongambling ventures.

There is a sad and ironic contradiction between the partnerships that state and local governments are setting up with the gambling industry and what the federal government is attempting to do in support of more productive industries. While both Republican and Democratic administrations have developed research assistance programs for emerging technologies and have negotiated trade agreements to protect American businesses against predatory foreign policies, state and local governments are undermining these efforts by encouraging the growth of an industry, which thrives on siphoning money out of other sectors of our national economy.

Choosing to bet on America’s luck business represents another case of governments resorting to a magic-bullet cure for their economic woes. For more than 40 years, such simplistic approaches have been tried again and again. In the 1950s and 1960s, it was called “urban renewal”—cities were torn to shreds to eliminate slums and attract more business and more affluent residents. During the 1970s and 1980s, it became a game known as “industrial recruitment” or “smokestack chasing”—local and state governments pitted themselves against one another in an effort to woo companies with tax breaks, subsidies, and promises of low wages and lax environmental standards.

I examined the causes and effects of these strategies in my two previous books, After the Planners and The Last Entrepreneurs. In both cases, government officials ignored more complex policies that might have solidified the existing strengths of their economies. Instead, they became obsessed with costly, high-profile efforts at reviving cities and states in one fell swoop. Both approaches incurred huge costs that we are still paying today.

Urban renewal uprooted low-income people, leaving many of them homeless and inadequately housed. The new malls, highways, and office towers that took the place of old neighborhoods failed to bring the promised benefits. In many instances, demolition was carried out for projects that were never built. Industrial recruitment also left many scars. Rather than creating new jobs, it merely shifted them around to different parts of the country. Cities left behind by companies were forced to contend with joblessness and poverty, while the cities that received them rarely received benefits that justified the government outlay. Often, they were just way stations on a firm’s route to Mexico or Taiwan. Neither urban renewal nor industrial recruitment led to broad and sustained economic development. Both were products of the often vainglorious politics of elected officials hoping to give the appearance of solving the deeply entrenched problems of economic decline.

The proliferation of gambling perpetuates the flawed logic of these discredited public policies. It helps to shape a society that harvests short-term profits, while accumulating a large residue of costs for the future. By turning to gambling expansion for economic development, governments are creating a legacy that will make long-term solutions even harder to realize. As new gambling ventures drain potential investment capital for other businesses, as existing businesses lose more of their consumer dollars to gambling ventures, more businessess are being pushed closer to decline and failure, more workers are being laid off, and enormous public and private costs are incurred to deal with a growing sector of the population afflicted with serious gambling problems.

This book does not argue for an end to all legalized forms of gambling. After all, people have always gambled and there is no reason to totally criminalize that activity. But it rejects the hasty rush by cities and states to seize on gambling enterprises to prop up their faltering economies. The book argues that as an economic—not a moral—matter, this attempt is failing. And it also raises a crucial question for the future: do we really want our governments so dependent on gambling that they are forced actively to promote an activity that takes disproportionately from those who can afford it least does great damage to existing economies, and can be highly addictive? If governments are going into business, couldn’t they find alternatives that create less trouble and offer more real long-term economic and social value?

To explore answers to these important questions first requires more willingness, on the part of legislators and citizens alike, to pass up what looks like an easy buck in favor of more difficult and more educated public policy choices. We should applaud governments for their entrepreneurial vision in attempting to improve the lives of their people. But we should also demand that they show more creativity, and less panic, in choosing the shape of that vision.



THE NEW LANDSCAPE OF LUCK



This may be as important to Davenport as the Bill of Rights and the Magna Carta.1

—L.C. Pike, Chairman of Iowa’s Racing and Gaming Commission, referring to that city’s first riverboat casino license



The luck business is a business like no other in which the government has ever been involved. It takes place in settings where bacchanalia coexists with bureaucracy—a world of fantasy and bone-dry accounting where government employees in suits and ties closely monitor the movements of dealers and players as half-dressed cocktail waitresses serve Scotch and sodas. Government-promoted casinos beckon people to relax and play in themed fairylands where their every move is recorded by video cameras behind one-way glass ceilings.

The luck business is a business where some Ph.D.’s write about treating neuropsychological disorders of addicted gamblers, while others research behavior modification techniques that will encourage more people to gamble. It is backed by sophisticated state-of-the-art marketing and ever-fresh enticements—where mathematicians develop new games, “theming” consultants create mythical dream worlds, and demographic experts conduct segmentation surveys to target the socioeconomic profiles of potential players.

While the expansion of legalized gambling has been no secret, the numbers are still somewhat startling. As recently as 1988, casino gambling was legal in only two states: Nevada and New Jersey. By 1994, six years later, casinos were either authorized or operating in twenty-three states and were proposed in many others. That year, the state of Mississippi alone had a million square feet of casinos—more gambling space had been constructed there in less than two years than had been built in Atlantic City in sixteen years.2 In just three years after the introduction of casino riverboats in Illinois, per capita spending on gambling in that state doubled.3

During the six years from 1988 to 1994, total yearly casino revenues nationally nearly doubled—from $8 billion to about $15 billion.4 In total, Americans bet nearly $400 billion on all forms of legal gambling in 1993, a figure that grew at an average annual rate of almost 15 percent a year between 1992 and 1994.5 In the early 1990s revenues in the gambling industry were climbing about two and a half times faster than those in the nation’s manufacturing industries.6

Legalized gambling spread across America in a host of venues—electronic slot machines in rural South Dakota bars; new casinos in old Colorado mining towns; casino riverboats in distressed industrial cities on the Mississippi River; tribal-run casinos on Indian reservations from coast to coast. The expansion was operating at all levels, from growing attendance at church bingo to the family-oriented theme-park casinos rising from the desert of Las Vegas. New Orleans planned what promoters touted as the world’s largest casino, while the mayors of other big cities, like Chicago and Philadelphia, became enthusiastic boosters.

Casino companies operated under economic conditions that were available to few other businesses. Since they were usually given exclusive government franchises to provide their services, they were able to generate short-term profits which other business owners could only dream about. Typical earnings for most American businesses are usually in the range of 5 to 8 percent. In the gambling industry 30 to 50 percent yearly profits were not unusual, nor was it extraordinary for companies to be able to pay off their total investments in one or two years. One Illinois riverboat company reportedly tripled the return on its investment in just six months.7

According to casino industry sources, the number of American households visiting casinos between 1990 and 1993 doubled, from 46 million to 92 million.8 More than three-quarters of this increase was the result of people visiting casinos outside of Nevada and Atlantic City, New Jersey. In 1994, gambling industry and other business leaders were predicting even more spectacular future growth. “By the year 2000,” said Phil Satre, President of Harrah’s Casinos, one of the world’s largest casino companies, “ninety-five percent of all Americans will most likely live in a state with legal casino entertainment.”9 That same year, Mark Manson, a vice-president of the Donaldson, Lufkin & Jenrette stock brokerage firm, predicted that lotteries, casinos, and other kinds of legal gambling “could surpass all other forms of entertainment in terms of total revenue.” “The movement towards gaming,” he said, “appears unstoppable for the foreseeable future.”10

Americans were rapidly escalating the amounts of money they spent on all forms of gambling. In the decade between the early eighties and early nineties, betting on legal games, including the lotteries that were conducted by thirty-seven states and the District of Columbia, grew at almost twice the rate of people’s personal incomes.11 By the beginning of 1995, legal gambling in the United States was generating over $37 billion in yearly revenues—more than the total amount Bill Clinton promised to use during each of his first four years in office to help rebuild America’s transportation system, create a national information network, develop the technology to clean up the environment, and convert the defense industry to a peacetime economy.12

The Answer to Economic Distress?

At the beginning of 1995, when over seventy casinos were operating on Indian reservations, tribal leaders proclaimed an end to more than a century of welfare dependence.13 State and city politicians bragged of having found an answer to catastrophic job losses and economic stagnation. Casinos were welcomed by these leaders with the fanfare they once reserved for the opening of large manufacturing plants. In Chicago, casinos were proposed to bail out the city’s overbuilt hotel business—in Gary, Indiana, they were going to compensate for declines in a once booming steel industry. In Detroit, they were proposed to counterbalance jobs lost in automobile manufacturing, and in Iowa, to revive cities devastated by losses in farm machinery manufacturing. In New Bedford, Massachusetts, gambling was going to provide jobs for out-of-work fishermen who had seen their industry crippled by massive overharvesting of the ocean.

Louisiana turned to gambling to boost an economy suffering from declining world oil prices, while politicians in Connecticut believed they had found a way to replace thousands of vanishing defense industry jobs. Casinos and riverboats, it seemed, had become magic bullets for dying economies. They had become the economic development strategies of last resort.

Politicians and local business leaders, desperate for almost any form of economic growth, turned to what had once been a criminalized activity—closely regulated and policed by the FBI and state and local police forces. What had been feared for its potential for moral corruption, its corrosive impact on the work ethic, and its potential devastation of family savings was suddenly transformed into a leading candidate to reverse the fortunes of communities across America.

Some proponents, eager to sanitize the older connotations of gambling, could not contain their hyperbole. “Much of the moral argument against legalization is based upon the belief that gaming is mainly about money or greed,” Phil Satre of Harrah’s told the National Press Club in 1993. “It is not. It is about entertainment. … It is a true social experience. And there are no gender-based, race-based or physical barriers to access.”14

Activities once limited to clandestine settings or available legally only in a few distant cities were now just down the road from many Americans. Instead of referring to “gambling,” with its negative overtones of seedy characters in smoky rooms, politicians would now talk about “gaming,” “casino entertainment,” and other such euphemisms. An industry created by gangsters like “Bugsy” Siegel and Meyer Lansky, financed through laundered drug monies and other ill-gotten funds, was now operated by business school graduates, financed by conglomerates, and listed on the New York Stock Exchange.

Copycat Expansion and Defensive Reaction

In 1985, Montana became the first state to allow slot machines in bars. Legislators allowed drinking establishments to operate up to twenty machines, effectively creating mini-casinos throughout the state. Four years later, South Dakota legislators gave its state lottery agency authority to use a version of slot machines (euphemistically called “video lottery terminals,” or VLTs) in bars and convenience stores. Soon afterward, Oregon, Rhode Island, West Virginia, and Louisiana legalized similar machines. By 1991, Oregon had also legalized betting on sports teams as well as electronic keno machines through its state lottery.

Nineteen ninety-one marked a turning point in government-sponsored gambling when Iowa became the first state to legalize casino gambling on riverboats. To keep its enterprises low-key tourist operations, Iowa legislators limited stakes to $5 per bet and total losses of any player to $200 per cruise. But Iowa’s restrictions were soon dropped as politicians in Illinois, Mississippi, and Louisiana authorized their own form of riverboat gambling with unrestricted betting.

Signs of a Political Backlash

While the gambling industry touts ever greater expansion, by the end of 1994 there were already signs of a tough road ahead. As this book will show, the casino boom of the early 1990s lacked a broad base of popular political support. Rather, it was the result of unprecedented, well-financed campaigns by the gambling industry, countered only by the underfunded, ad hoc efforts of opposition groups. Indeed, as casinos proliferated, and their social and economic consequences became more widely known, more and more communities rallied to defeat them.

Where statewide referenda have been held on casino gambling, voters have usually rejected them. In 1994, despite ever more hyperbolic and optimistic predictions of expansion by the gambling industry, not a single new casino referendum passed. In Florida, where casino companies spent more for their promotional campaign than they ever had in any other state, the casino measure lost decisively. Where casino gambling was successfully legalized, it was usually done by direct action of state legislators, or through state legislatures allowing local referenda conducted on a town, city, or county level where the industry has regularly been able to gain approval by concentrating its promotional efforts on destitute communities starved for jobs and tax revenues.

In fact, as the next chapter will demonstrate, the elaborate promises made by gambling proponents are rarely, if ever, realized by cash-strapped cities and towns. Their hopes are based largely on what’s happened in Las Vegas—a remote desert city that for decades held a virtual monopoly on gambling. The city was thus able to draw huge numbers of tourists, who not only wagered away their dollars, but also emptied their wallets on local hotels, restaurants, entertainment, and gifts. Thus Las Vegas was able to build its entire economy around gambling, enjoying a resurgence in the 1980s that ranked it among the fastest-growing cities in the country.

But there aren’t likely to be many Las Vegas-style success stories in the future. With the proliferation of casinos around the country, the nature of the game has changed. Cities and towns entering the gambling market now face a fiercely competitive field, and they will be hard-pressed to draw patrons from outside their region. As a result, most of the people pouring money into their slot machines will be local residents. Instead of bringing new dollars to the local economy, gambling will siphon away consumer dollars from other local businesses. At the same time, these communities will incur enormous new costs as they have to deal with the economic and social consequences of an enlarged local population of chronic gamblers in their midst—costs that could far exceed any future economic benefits they might derive from their gambling ventures. The sad lesson of gambling as an economic development strategy, as we will see, is that it creates far more problems than it solves.

Old Wine In New Bottles

Using gambling to raise public revenues is a very old approach to solving shortfalls in government revenues. England had a lottery as early as 1566, when the Royal Family found it could use betting to pay for some of its expenses.15 In this country, public and private lotteries have existed, off and on, since earliest colonial times. When the Virginia Company, the English enterprise that financed that country’s first American settlement in Jamestown, fell on hard times, it resorted to selling lottery tickets in England to sustain its military and other expenses in the New World. During the American Revolution, the Continental Congress used a lottery to help finance some of its military efforts. Privately run lotteries were sometimes used to pay for early road and bridge construction projects, as well as for the expansion of some of America’s first colleges, including Harvard and Columbia.

As the use of lotteries expanded, state governments chartered private companies to run them. But as these companies grew during the early 1800s, so did the number of fixed prize drawings, skimmed profits, and payoffs to politicians. In 1833, Pennsylvania became the first state to ban lotteries, and by the late 1870s, every state but Louisiana had outlawed them because of corruption.

This effectively gave Louisiana lottery operators a national monopoly. Using a nationwide advertising campaign, they were able to sell more than 80 percent of their tickets to out-of-state residents. It was reported at the time that one-third of all the mail in New Orleans involved lottery monies. The lottery company was controlled by a New York syndicate using a New Orleans front with two ex-Confederate generals enlisted to give an air of respectability to the prize drawings. The Louisiana legislature gave the company, which had yearly profits as high as $13 million, a twenty-five year monopoly for a $40,000 annual fee. The money-laden enterprise bribed politicians and kept the press quiet with its advertising dollars.

But after years of ineffective attempts to restrict the Louisiana lottery, the U.S. Congress finally passed a law in 1893 which prohibited any form of lottery sales and promotion. The next year, after the Louisiana company shifted its operating base to Honduras, Congress pulled the final curtain by passing another law prohibiting the import of lottery material, as well as any form of interstate commerce involving lotteries. Not until 1963, nearly seventy years later, when New Hampshire legalized its state lottery, would there be another legal lottery in America.16

New Hampshire’s lottery was not a result of Americans clamoring for a chance to once again bet legally on the numbers—it was a calculated strategy to ward off tax increases while raising government revenues. But that was just a benign beginning. Since then, politicians have grown ever more dependent on an expanded menu of lotteries, casinos, and electronic gambling machines to generate public revenues and to justify their claims of creating jobs for their constituents. In the process, the role of government has been dramatically altered, from regulator of a potentially harmful enterprise to promoter of that enterprise.

Nationwide, state governments pour hundreds of millions of dollars every year into their gambling promotions, constructing fantasies of instant wealth to lure people into betting more money.

But as politicians devote more effort to expand gambling, they are spending little time or money to promote more productive enterprises in their communities. Nationwide, state governments spend only a total of $50 million a year to promote their small manufacturing enterprises—only one-sixth of what they spend to advertise their lotteries. Florida currently spends three times more per year to promote its lottery than it does to support its government-sponsored public-private partnership programs to spur economic development.17

Once You Hold ’em, It’s Hard to Fold ’em:
A Powerful New Voice in American Politics

One of the most problematic long-term consequences of legalizing gambling is the difficulty, if not impossibility, of undoing it. Gambling isn’t an economic policy that can be turned on and off, at least not easily. New gambling ventures create powerful new political constituencies that will fight to keep gambling legal and expanding. These operations can radically alter the balance of power in the state and local political landscape.

“Casino gambling is not a ‘try it and see’ experiment,” according to Stephen P. Perskie, the politician who led the battle to legalize gambling in Atlantic City and a former chairman of New Jersey’s Casino Control Commission. “Once 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.”18 Perskie, who went on to become Vice President of Players International, a casino development company, elaborated: “You’ve got economic realities created. You’ve got infrastructure investments, you’ve got public policy commitments.… The public official who will stand up and say close that casino and put those 4,000 people out of work is somebody I haven’t met yet.”19

Once the novelty of a new casino or a new game wears off, as it inevitably does, revenues tend to fall or flatten, forcing legislators to look for new gambling ventures and gimmicks to keep their budgets afloat. And as enterprises suffer lower revenues from increased competition or fading consumer interest, they naturally turn to government for regulatory relief and sometimes direct subsidies.

America’s pari-mutuel racing industries provide us with a preview of how the new gambling constituencies could become a future political force for granting public subsidies and relaxed regulations to bail out declining casinos. During the 1980s and early 1990s, racetrack owners throughout the country found themselves with a shrinking base of players and new competition from lotteries and casinos. Faced with declining revenues, the racetrack industry demanded tax relief, subsidies, and eased regulations. The survival of their industry, as well as the jobs of its workers, they argued, depended on government help. In most cases, governments complied, loosening regulations, slashing taxes, extending credit, and handing out cash grants.

Even in New Jersey, where the casino industry is prohibited from lobbying by law, casino operators wield enormous political power. Because of the jobs it controls and the revenues it supplies to the public sector, the casino industry is arguably the most potent political interest group in the state. New Jersey’s gambling moguls don’t have to make specific political contributions in order for their voice to be heard in city halls and state capitols.

New Jersey also offers an instructive example of the ways in which gambling regulations weaken over time. In Atlantic City, the original rules governing casinos included regulations that sought to reduce problem gambling—by prohibiting twenty-four-hour gambling, restricting the amount of floor space that could be used for slot machines (considered by many experts to be one of the most addictive forms of gambling), outlawing games like electronic keno, poker, and sports betting, and by creating rules for jackpots and prizes to ensure that players wouldn’t be taken advantage of too outrageously.

But over time, especially as competition from casinos in other states increased during the early 1990s, casino companies pressed for relief from these restrictions. Gambling got its way; by 1994, all of these rules with the single exception of limits on sports betting had been dropped. Since federal law restricts sports betting, New Jersey’s Casino Control Commission ruled that it simply had no legal power to change the rules.

New Jersey’s powerful casino constituency was the force behind a number of public projects underwritten by tax dollars which were designed to reassert Atlantic City’s fading reputation as a tourist destination—and thereby bolster the gambling business. In 1993, the state announced plans to spend about $100 million to expand Atlantic City’s airport, rebuild the city’s convention center, and beautify the approach roads to the casinos and their surrounding boardwalk areas.20 The plans had little to do with reversing the massive deterioration of noncasino sections of Atlantic City. Instead, they were aimed at further concealing these areas from visitors traveling to the city’s casinos. According to the New Jersey Casino Journal, a voice for local casino owners, “The need to negotiate passage through a depressed and deteriorated urban war zone is not especially conducive to a memorable entertainment experience.” Extensive redesign of the city’s major access routes was needed, it said, “so that visitors will gain a favorable impression on their arrival and, especially on their way to the beach, the Boardwalk, and the casinos.”21

The new public debt that accompanies gambling expansion will also tend to lock communities into a future of gambling dependency. Cash-poor cities and towns have had to borrow large amounts of money to build the infrastructure to support their new gambling operations, including boat docks, parking facilities, and the improved highways, water and sewer systems needed to accommodate the surge of people coming to their casinos. Communities hope that the future will bring a continuous stream of taxes on their gambling revenues which they can use to pay off this debt. But if casino revenues decline, either through market saturation or simply because the community decides it no longer wants the casinos, these communities will face a serious dilemma. Since they now depend on their casino revenues to service this debt, they will find themselves extremely reluctant to close or curtail these operations; indeed, they will more likely try to promote even more gambling, as a way to meet their debt payments.

As new gambling ventures expand, the national political voice of the gambling industry will expand along with them. A clear indication of the political clout this industry already wields came in the spring of 1994, when the Clinton administration proposed tapping into the nation’s gambling revenues to fund new welfare reform programs. The gambling industry’s response to the proposed 4 percent federal tax on gross gambling revenues was swift and forceful. Thirty-one governors wrote to the President, complaining of the potential damage to their gambling-dependent state budgets. Nevada Governor Bob Miller flew to Washington and presented Clinton with a tableau of closed casinos and thousands of laid-off workers. Horse and dog racetrack owners lobbied Congress with similar visions of economic devastation. The Clinton administration quickly withdrew its proposed tax.

The Price of Missed Opportunities and Grand Illusions

Some of the biggest costs of gambling expansion are those which are the hardest to quantify—what economists refer to as “missed opportunity costs.” By focusing so much of their energy on the use of gambling as an economic development strategy, government and business leaders are shifting their attention away from supporting and developing other existing and new business enterprises. These other ventures may be more difficult to establish, but they are potentially much more productive over the long term.

To the extent that America’s limited pool of public and private investment dollars is increasingly used to expand ventures that encourage more local consumer spending on gambling, other American businesses are deprived of human skills, private capital, and government financial and political support. With the creation of more casinos, other businesses find themselves with less money to research, develop, and market their products and services. Since, moreover, private casinos are usually given an exclusive right to operate in an area, other local businesses must struggle to survive in an unfair competitive environment.

While America’s unprecedented gambling boom has provided some politicians with the political capital of appearing to be economic development activists, these benefits will be short-lived. This expansion is faux expansion—it is a grand illusion of new jobs for the unemployed and fresh revenues to replenish depleted public treasuries. In their flush of enthusiasm about the power of gambling to revive distressed communities, these politicians are making fundamental miscalculations. Beyond the ever-hopeful crowds trying to beat the odds at the slot machines and black jack tables, there is the real calculus of costs and benefits which must be reckoned. The seed that was planted in the Nevada desert some fifty years ago is bearing very different fruit as it gets transplanted to moribund Illinois manufacturing cities, depressed Louisiana bayou communities, and remote Colorado mining towns. It is producing a very different and much more troubling gambling economy than this country has ever experienced.



THE NEW GAMBLING ECONOMY


Convenient Gambling, Inconvenient Results


The problem with this industry, and I’m now part of it is that it doesn’t create anything. It offers entertainment and leisure, which is obviously of great value, but it doesn’t create anything in the long run.1

—Stephen P. Perskie, Vice President, Players International (Casino Developers)



About twenty-five years ago, Robert Venturi, Denise Scott Brown, and Steven Izenour, who were then teaching at the Yale School of Art and Architecture, took their students west on a field trip to study Las Vegas. In a seminal book that stemmed from that experience, they described how that much-maligned city offered hope for creating a whole new approach to architectural design, an alternative to the then-fashionable, but boring, Bauhaus puritanism. On the Las Vegas Strip, they gleefully reported in their book Learning from Las Vegas, “people, even architects, have fun.”

Their message to other architects was loosen up and enjoy yourselves. Beneath the garish chaos of the Strip, there lived a pleasurable, if elusive, architectural order where the crass and the ordinary mixed comfortably with the monumental and serious. “It is not an order dominated by the expert and made easy for the eye.” As in Renaissance Italy, they said, the Strip represented harmony between “the vulgar and the Vitruvian.”2

Since that time many architects have learned a lot from Las Vegas, and in that small niche of the habitable world they reign over, they have created a stylish, postmodern formalism of the vulgar and the Vitruvian. In million-dollar residences, corporate office buildings, and elegant shopping malls, motifs of the silly have been lovingly juxtaposed with the serious.

But while architects were loosening up and letting go, other people were turning to Las Vegas for a very different, and arguably more profound, lesson—one that drove more closely to the heart of the Las Vegas experience. Amid the knights, circus clowns, and faux volcanos of the Strip’s themed gambling palaces lay the seed of America’s new and unprecedented explosion of casino gambling.

The Miracle In the Desert

When state and local politicians looked toward Las Vegas in the early 1990s, they saw the nation’s fastest-growing metropolitan area being built on an economy of gambling. Nearly 6, 000 people were settling in Las Vegas every month.3 Investors were pouring more than $2 billion a year into gambling-related projects alone in an urban area that already had thirteen of the twenty largest hotels in the world.4 Throughout America, political and business leaders believed they had finally found a solution to the scourge of lost jobs and declining tax revenues left in the wake of corporate flight and local economic deterioration.

These were communities like Davenport, Iowa, or Joliet, Illinois, America’s older industrial cities, where major industries had downsized or had shut down completely, but where there were still large populations and significant numbers of smaller businesses and manufacturing operations. Here, politicians and business leaders wanted to use gambling casino dollars to create thousands of jobs—not just in the gambling enterprises themselves, but also in other local businesses. But in their embrace of gambling, what many of them failed to see was the disparity between the economic conditions in their own cities and states and those which produced the Las Vegas boom.

In Las Vegas, as well as in other parts of Nevada, gambling was nurtured in a very different geographic and economic environment. Las Vegas casino gambling, which was legalized in 1931, developed in a relatively unpopulated desert area, where casinos had few other local business enterprises to compete against for consumer dollars. In such an environment, the introduction of casinos had little impact on existing local economies, since there wasn’t much in the way of a local economy to begin with.

And there was another important difference between the Nevada casinos and those which developed later in other parts of the country, one which gave the Nevada industry a powerful and, some might argue, unfair advantage. Since its casinos were the first to be legalized, Nevada’s gambling enterprises were in effect operating in a monopoly export economy. For nearly fifty years, Nevada had no competition from any other states and its gambling products mostly attracted consumers from outside its borders.

At first, a major “feeder” region for Nevada’s gambling customers was southern California, which became, especially after the beginning of World War II, one of the fastest-growing regions in the country. Later, the availability of relatively inexpensive air transportation opened the Nevada, and particularly the Las Vegas, gambling market to the rest of the country and to other parts of the world. Most of the money that poured into the Nevada economy came from outside of the state. Tourists left not only their lost bets, but also the money they spent on hotels, cab fares, and a host of other activities.

Operating gambling as an export product gave Nevada another important advantage that other states turning to casinos in the 1990s would not have. Those tourists who either had, or would develop, pathological gambling problems, took their problems—such as losing their jobs, getting involved in criminal activities to pay off debts, and a host of other costly consequences—back home with them.

Meanwhile, the money that tourists lost on gambling and that they spent on other activities in Nevada was cycled through the state’s local economies as casino workers spent their salaries in local businesses and the casinos contracted with local companies for services. This process, which economists call a “multiplier effect,” continued as workers in these casino-related businesses spent their salaries on local groceries, furniture, doctors, auto repair, and the other expenses of living. The grocery store owners and doctors, in turn, spent the money they earned on still other goods and services, and so on, eventually rippling through several rounds of spending and job creation.

But the economic effects of casino gambling introduced to Atlantic City, New Jersey, in 1978, as well as those in most of the communities that legalized casinos in the 1990s, would be a different story. While Atlantic City attracted enormous numbers of visitors to its casinos, that city would never benefit in the same way as Las Vegas did. The Atlantic City casinos, which enjoyed an East Coast monopoly for fourteen years, not only failed to improve local business conditions, but, by most measures, actually contributed to their decline. The critical differences in the historic development of gambling in Nevada and New Jersey accounted for the very different economic results.

When gambling came to Nevada, the state’s major industries consisted of mining and some cattle ranching—hardly competitors for local consumer dollars. Today, a major part of Nevada’s economy is based on gambling. A much more sparsely populated state than New Jersey, Nevada has a relatively small budget to support with gambling revenues. Although Nevada has no lottery, taxes on gambling in 1994 constituted about 40 percent of the state budget.5 By the early 1980s it was already estimated that roughly one-half of all jobs in Nevada were either directly or indirectly dependent on the gambling industry.6

Nevada has had the advantage of being a tourist destination, since most of the people who come to gamble stay for a while—from several days to a week on average. New Jersey, on the other hand, was a state that already had a large and diverse economic base and had a much larger state budget to support when casinos were introduced. By the late 1980s, all of New Jersey’s many gambling products, including horse racing, a state lottery, and twelve casinos, contributed less than 6 percent of the state’s budget.7 In 1986, direct employment in the state’s gambling industry was only 2.5 percent of statewide jobs, while direct and indirect personal income from gambling was 3 percent of total state personal income.8

A Place Where Normal Judgments Don’t Apply:
Renting Privilege

Like the politicians promoting gambling expansion today, the drafters of New Jersey’s original Casino Control Act in the 1970s promised a new day. The New Jersey legislation described casino gambling as “a unique tool of urban redevelopment for Atlantic City,” which would “facilitate the redevelopment of existing blighted areas, and the refurbishing and expansion of existing hotel, convention, tourist and entertainment facilities.”9 The Atlantic City casinos were supposed to create jobs for unemployed local residents and to bring new customers to the city’s declining restaurants, retail stores, and other businesses.

That same year, Reese Palley, a flamboyant Atlantic City real estate operator, also pitched a bright new future, both for himself and for the city. His promise of things to come captured the euphoria and hype of the moment. “Thousands of new jobs are on the way,” said Palley, who also publicly boasted of buying and selling an old hotel to a casino company for a quick million dollar profit. According to his 1977 predictions:


In three years, as you walk down the Boardwalk, it’s going to tingle…. We’re going to have great places to take your kids. First-rate rides cheek and jowl with Gucci. Lots of good restaurants and bars. High-priced call girls on their way in already…. The city will shed its poverty population, will shed its senior citizens…. It’s a natural process as property values go up…. I’m buying cheap land on the north side right now. Near the Boardwalk. The most precious real estate in America. I give them a profit, they take their money and leave…. I’d like for people who come here to have a safe space to be as natural as they possibly can. A space where the normal judgements and constraints of their neighbors don’t apply…. It’s for people who have the money and would like to have the privilege. I want to rent them some privilege.”10
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