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THE ECONOMIC IMPACTS OF LEGALIZED 
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I. THE STRATEGIC ECONOMIC PERSPECTIVE: REJECTING THE MYOPIC 
ECONOMICS OF THE LEGALIZED GAMBLING PROPONENTS 

The fundamental question regarding legalized gambling activities is 
whether gambling activities help or hinder the economy. Gambling affects local, 
state, interstate,.and national economies. I This Article extrapolates downward 
from national and interstate economic factors to the state economies and 
demonstrates how the strategic elements of gambling activities impact state and 
local economies.2 Gambling organizations traditionally focus their attention on 
local economies or specialized factors in those local economies or both. This 
narrow focus usually gives a distorted view of selected positives that the gam
bling activities allegedly bring to the local community. 

* Professor, University of Illinois at Urbana-Champaign. B.A" The College of William 
& Mary, 1972; J.D., University of Georgia. 1976; M,B,A,. University of Georgia, 1977: LL.M .. 
University of Virginia, 1978; SJ,D" University of Virginia. 1981. 

1, International economies and national economies other than the United States economy 
are beyond the scope of this analysis, For the classic work on economic theory, see ADAM SMITH. 
THE WEALTH OF NATIONS (1937), 

2, For general discussions of the interface between public policy and economics. see 
JOHN G,CROSS. A THEORY OF ADAPTIVE ECONOMIC BEHAVIOR (1983), 

51 
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A common example of a selected positive is the projected tax revenues the 
gambling organizations present to the local governments. These revenue projec
tions are commonly over-estimated to persuade local government officials to 
allow the gambling interests into their community.3 In some instances, the pro
jected tax revenues do not materialize at all,4 giving rise to the allegation that the 
legalized gambling organizations sometimes give their projections in bad faith.s 

3. See, e.g., BIITTER GOV'T AsS'N, STAFF WHITE PAPER: CASINO GAMBLING IN CHICAGO 
70-75 (1992) [hereinafter BIITTER GOV'T ASS'N]. This impressive report basically destroys the 
arguments of the proponents of the 1992 plan for a $2 billion casino complelt in Chicago. 

Gaming operations may experience seasonal slumps, as was the case in the riverboat commu
nity of Jo Daviess County, Illinois. "Jo Daviess County received $164,157 in November [1992], 
down $75,825 from October's $239,982. That's a 32 percent drop in county money." Finn Bullers, 
Eagle BOa/'dings Drop 41%, TELEGRAPH HERALD (Dubuque, Iowa), Dec. 10, 1992, at A3. 

Approximately one year after beginning operations, two out of Iowa's five riverboats left Iowa 
for Bilolti, Mississippi. 

In eastern Iowa communities that had placed large bets on riverboat gam
bling to develop tourism and to make their cities more attractive to industry, 
some officials said that they were flabbergasted and that they felt betrayed by 
[the steamboat company]. 

Fort Madison had spent $2.2 million on riverfront improvements and resi
dents will be paying off the debt over the neltt 15 years. "I think people in town 
will definitely feel betrayed," City Manager John Pick said. 

William Petroski & Ken Fuson, Boats Leaving; Bet Limit Cited, DES MOINES REG., May 28, 1992, 
at AI; see Thomas Fogarty, Steamboat Move Stuns Lawmakers, DES MOINES REG., May 28, 1992, 
at AI. 

In Quincy, Illinois, the company promoting an off-track betting parlor (OTB) projected 1992 
talt revenues of $200,000, but the actual talt revenues for the first eight months approltimated only 
$25,000 each to the City of Quincy and to Adams County in which Quincy was located. John 
Webber, OTB Revenues Falling Short of Expectations, QUINCY HERALD-WHIG (Ill.), Jan. 15, 1993, 
at A I. On a 12-month basis, these amounts constituted only 37% of the "promised" talt revenues. 
ld. 

Once the gambling interests are "voted" into a local community, their common tactic is to ask 
for and get tax waivers. See, e.g., Linda Busche, OTB Leaps New Hurdle, DANVILLE COMMERCIAL
NEWS (111.), Aug. 15, 1990, at AI; Laura Frank, State OKs OTB Rebate Plan, DANVILLE 
COMMERCIAL-NEWS (III.), Aug. 16,1990, at AI (waiving permanent "admission tax" and granting 
50% five-year tax rebate up to $50,000 per year from Danville and up to another $50,000 per year 
from Vermilion County, Illinois). Allegations were made that the tax rebate plan violated Illinois 
statutes. Frank, supra, at AI. 

The request for a five· year talt waiver has become a standard request, and the granting of such 
talt waivers has become almost pro forma. See, e.g., Letter from William H. Thurman, President, 
Inter-Track Partners, to Mayor's Office, City of Champaign, Illinois (May 31, 1990) (on file with 
City of Champaign, Illinois) (requesting "that the City pass an ordinance whereby the City would 
not levy an admission [talt] charge anytime during the neltt five years"). 

4. See INTELLIGENCE BUREAU, ILL. STATE PoLICE, How CASINO GAMBLING AFFECTS LAW 
ENFORCEMENT 13 (Apr. 16, 1992) [hereinafter ILL. STATE POLICE]. 

5. See supra note 3 and accompanying teltt. 

CLINTON LIBRARY PHOTOCOPY 



[Vol. 43 

revenues the 
'enue projec
t officials to 
Ices, the pro
ation that the 
bad faith.s 

ING IN CHICAGO 
Iy destroys the 
cago. 
erboat commu
vember [1992]. 
." Finn Bullers. 
ltA3. 
rboats left Iowa 

gam
ustry. 
ed by 

resi
town 

May 28, 1992. 
May 28. 1992. 

projected 1992 
roximated only 
located. John 

• Jan. 15. 1993. 
" tax revenues. 

. tactic is to ask 
, COMMERCIAL
Ian. DANVILLE 
t" and granting 
;0,000 per year 
'iolated Illinois 

ranting of such 
nan. President, 
J) (on file with 
the City would 

; AFFECTS LAW 

1994] Legalized Gambling 53 

In a 1992 proposal for a $2 bilIion casino complex in Chicago, Illinois, the 
alleged or projected tax revenues were between $327 million6 and $500 million,7 

and even up to a more unlikely $625 million to $644 million.s 

This projection of $625 million was disseminated in what appears to be an 
undated (but probably the Fall of 1992) press release by the sponsors of the 
casino complex.9 As of June II, 1992, the II1inois press was reporting the $625 
million figure. 10 The news release was interesting in that it claimed: 

An economic impact study conducted by Arthur Andersen & Co. concludes 
the proposed entertainment and casino complex will create up to 100,000 
new jobs-37,Ooo during construction and 66,000 permanent jobs on and 
off-site-and produce at least $625 million in new tax revenues. The study 
further predicts the center will draw 10.2 million new tourists to Chicago 
each year .... " 

These statements by the sponsors of the casino complex should be com
pared with their internal public relations documents, dated April 16, 1992.' 2 

These documents urged the sponsors of the casino complex to: 

[b]e proactive on "tax"'''revenue'' issues: It probably won't be enough for 
Arthur Andersen and Northwestern University to develop numbers that are 
"credible", although that is the essential first step to take. 

We must also use these studies to make a compelling and convincing 
case for the kind of jobs that will be created, with an emphasis on their 
"quality" and "career" potential. 13 

6. Editorial. Economically. Casinos are a Good Bet. CHI. TRIB .• May 24. 1992. § 4. at 2 
[hereinafter Casinos are a Good Bet]. 

7. Editorial. Daley, Developers Raise the Stakes. CHI. TRIB .• Mar. 26. 1992. § I. at 28 
[hereinafter Developers Raise the Stakes]. 

8. In the report sponsored by the proponents of the casino complex. the numbers have to 
be viewed very favorably for the totals to reach $500 million. See CHICAGO GAMING COMM'N, 
ECONOMIC AND OTHER IMPACTS OF A PROPOSED GAMING, ENTERTAINMENT AND HOTEL FACILITY 
270-71 (May 19, 1992) (prepared by Deloitte & Touche, Chicago, 111.) [hereinafter PROPOSED 
GAMING]. The $625 million to $644 million in estimated tax revenues resulted from several pre
dictions in a report by Arthur Andersen and Company, which was sponsored by the proponents of 
the casino complex. Ray Long, New Casino Studies Bolster Predictions of Big Por for City, CHI. 
SUN-TIMES, May 20, 1992, at I, 16. See generally, ARTHUR ANDERSEN & Co., IMPACT OF THE 
PROPOSED CHICAGO INTERNATIONAL ENTERTAINMENT CENTER (1992). 

9. News Release from Chicago International Entertainment Center, Chicago, III., News at 
a Glance I (undated news release, probably Fall of 1992) (on file with Drake Law Review) 
[hereinafter News at a Glance]. 

10. See. e.g .• John Webber, Chicago Gambling Plan Would Hurt Downstate: Expert, 
QUINCY HERALD-WHIG (111.), June II, 1992, at 1,3 (reporting the complex would "[r]aise more 
than $625 million in city. county and tax revenue annually after the complex opens"). 

II. News at a Glance, supra note 9, at I. 
12. BETTER GOV'T ASS'N. supra note 3, app. P. 
13. ld. app. P, at 10. 
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A comparison of these documents reflected poorly upon the sponsors of the 
casino complex and led to allegations that credible sources were being 
"manipulated" by the sponsors. 14 

With regard to the issue of jobs, the initial estimates promulgated by the 
sponsors of the casino complex were reported on March 26, 1992, as 10,000 
construction jobs and 20,000 permanent jobs. IS As one financial commentator in 
Chicago observed: 

Ten thousand ... construction jobs are supposed to be created by this 
project. This may very well be true. However, we could create plenty of 
construction (and permanent) jobs by building brothels and opium dens. If 
job creation is the aim of local government, why hasn't the mayor proposed 
such a project?16 

By May 24,1992, the estimated "new jobs" had grown to 38,10011 (that is, 
for the year 2001).18 As criticism of the casino complex increased, the sponsors 
of the project continued to increase the "jobs ante" from 15,000 to 36,000 to 
66,000 jobS. 19 By November 15, 1992, during the fall legislative session in 
Illinois, the so-called "Coalition for Jobs," apparently associated with the casino 
sponsors, had raised the estimates to 90,000 jobs.2o Under the aura of credibility 
provided by referencing a professor at Northwestern University and Arthur 
Andersen and Company,21 the jobs estimate then rose to 100,000 new jobs.22 
Therefore, during approximately an eight-month time frame, job estimates ranged 
from 15,000 to l00,OOO-raising serious doubt about the credibility of the spon
sors of the casino complex. It should be noted that the entire state economy 
would probably have lost more jobs than the sponsors of the casino complex 
promised to create-partially due to the migration of consumer dollars away 
from the pre-existing Illinois businesses, as concluded by the Illinois governor's 
office.23 

14. Compare News at a Glance, supra note 9, at I, with BEITER GOV'T ASS'N, supra note 
3, app. P, at 10. See generally BEITER Gov'T ASS'N, supra note 3, app. O. 

15. Developers Raise the Stakes, supra note 7, at 28; see also Long, supra note 8, at 16 
(reporting estimated creation of full-time equivalent employees of either 12,000 pursuant to the 
Proposed Gaming Facility Report or 18,000 pursuant to the report by Arthur Andersen and 
Company). 

16. Mark M. Quinn, Social Costs o/Casino Proposal Are Too High, CHI. SUN-TIMES, Apr. 
4,1992, at 16. 

17. Casinos are a Good Bel, supra note 6, at 2. 
18. PROPOSED GAMING, supra note 8, at 14. 
19. BETTER Gov'T ASS'N, supra note 3 (Personal Statement from the Executive Director). 
20. See News at a Glance, supra note 9, at I. 
21. ld. 
22. ld. 
23. Press Release, Office of JIlinois Governor James Edgar, Governor Warns Land-Based 

Casinos Could Bring Crime Surge as Well as Overall Loss of Jobs and State Revenues, Sept. 29, 
1992. See, e.g., Webber, supra note 10, at I, 3. 
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Chicago's financial commentators highlighted similar points. Proponents 
of the casinos argued that between 15,000 to 45,000 "permanent" jobs would be 
created not only in the casinos, but also the areas around the casinos.24 

To the extent that the casinos attract dollars, either from tourists or resi
dents, which would have been spent in other towns, some jobs will be 
created in Chicago. However, a large· portion of the money that will be 
spent in the casinos would have been spent elsewhere in Chicago. Those 
"elsewheres" will consequently suffer, having a decidedly negative impact 
on employment in the "elsewheres." The net increase in permanent jobs 
will not be as great as projected. It could conceivably be negative.25 

Similarly, the range of new tourists fluctuated from an initial estimate of 
2.9 million new tourists26 to estimates of "10.2 million new tourists to Chicago 
each year."27 It is even more revealing, however, to analyze the wide variations 
in theoretical tax revenues ranging from $327 million28 to $644 million.29 The 
most widely-reported estimate was $500 million, and therefore, that estimate 
should be analyzed in-depth. 

Generally, proponents of the casino complex used the higher estimates, 
particularly the $500 million figure, but they usually failed to mention that this 
number: (1) was basically a projection for the "tenth year" after the casino com
plex was initiated;30 (2) included not only "direct" tax revenues, but also counted 
all "induced" and "indirect" tax revenues;31 (3) ranged more precisely between 
$257 million and $371 million instead of between $500 million and $625 mil
lion;32 and (4) included tax revenues from the categories of corporate income tax 
(between $28 million and $42 million), sales taxes (between $34 million and $48 
million), and withholding taxes (between $26 million and $90 million).33 The 
estimate also included tax revenues from alcohol, automobile rental, franchise, 
fuel, hotel occupancy, licenses, real property transfer, telecommunications, and 
utilities.34 

These miscellaneous tax revenues would purportedly yield between $97 
million and $212 million in the tenth year.35 The "preferred" projected "gaming 
tax" to be paid by the operators of the casino complex was 7.7% or between $121 
million and $123 million,36 whereas an "alternative" 10% gaming tax was pro-

24. Quinn, supra note 16, at 16. 
25. /d. 
26. Casinos are a Good Bet, supra note 6, at 2; see also PROPOSED GAMING, supra note 8, 

at 44-51. 
27. News at a Glance, supra note 9, at I. 
28. See, e.g., Casinos are a Good Bel, supra note 6, at 2. 
29. See, e.g., Long, supra note 8, at 16; Webber, supra note 10, at I. 
30. PROPOSED GAMING, supra note 8, at 270-71. 
31. /d. 
32. /d. 
33. /d. 
34. [d. 
35. [d. 
36. [d. at 271. 
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jected to yield between $158 million and $160 million.J7 Although most of the 
public probably believed that the gaming tax was represented by the figure of 
$500 million,38 the actual optimistic gaming tax was between $158 million and 
$160 million,39 and the actual grand total of all taxes to be paid was apparently 
somewhere between $257 million and $370 million.40 The most important aspect 
of the tax issue, however, was stated by the Better Government Association of 
Chicago: "Why merely 1O%?"41 By comparison, there were serious suggestions 
in Colorado to raise its tax rate to 40%,42 and during 1992 and 1993, state repre
sentatives in South Dakota suggested a tax rate of 50%.43 

In the 1992 Chicago scenario, the public began to recognize the strategic 
economic negatives associated with casino gambling.44 The proponents of the 
casino complex alleged: 

more jobs, greater tax revenues and a floodtide of affluent tourists. But the 
reality may be something very different. Casino gambling may threaten the 
very tourist industry the city wants to enhance, create only miserable, low
paying jobs, and attract the mob-in short, negative results that far out
weigh the hyped economic benefits.45 

Furthermore, nothing ensures that gambling operations will continue to 
make money when "market saturation" occurs. Atlantic City, New Jersey serves 
as an example-in 1990, only five of its twelve casinos reported profits.46 

Specific gambling activities might not always continue to make money. 
"[Al 1991 report by the Atlantic County Division of Economic Development 
states that for the past two years the Atlantic City casino gaming industry's prof
itability levels had fallen to less than one percent of gross revenues."47 
Furthermore, the president of the Casino Association of New Jersey, Thomas 
Carver, has reportedly said, "Atlantic City, a town noted for taking suckers, has 
become the biggest sucker of all."48 "Not only does Atlantic City have a sorry 
record for those concerned about crime, welfare, business decline, home owner-

37. {d. 
38. See, e.g .• Developers Raise Ihe Slakes, supra note 7, at 28. For examples of the public 

relations campaign strategies regarding taxes, as conducted by the sponsors of the casino complex, 
see BEITER GOVT ASS'N, supra note 3, at apps. P, Q. 

39. PROPOSED GAMING, supra note 8, at 271. 
40. {d. 
41. BETTER Gov'T ASS'N, supra note 3, at 2 (Personal Statement from the Executive 

Director). 
42. Marj Charlier, The Payoff: Casino Gambling Saves Three Colorado TOWIlS bUllhe 

Price {s High, WALL ST. J., Sept. 23,1992. at AS. 
43. Chet Brokaw, Don 'I Bel Yelon Slale Lollery Take Fale. ARGUS LEADER (Sioux Falls. 

S.D.), Jan. 5.1993. at BI; Terry Woster, Pierson 10 Sponsor School-Aid Bill. ARGUS LEADER 
(Sioux Falls, S.D.), Jan. 9. 1993, at B2. 

44. Thomas F. Roeser. Chicago Casino Plan Gambles City Fulure. WALL ST. J., Aug. 12. 
1992. at A 10. 

45. /d. 
46. ILL. STATE POLICE, supra note 4. at 13. 
47. {d. 
48. {d. 
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ship, compulsive gambling or community atmosphere, but it has failed to bring 
economic development."49 Obviously, the lack of profits significantly reduces 
tax revenues. 

Most importantly, gambling interests often use an improper comparison 
with projected tax revenues to extrapolate upward from local communities to 
state, interstate, and even national economies. The gambling interests argue the 
alleged positive impact on the local community must also be a positive impact on 
state, interstate, and national economies. These arguments are usually specious, 
and the impacts are usually negative (even on the local community after a time 
lag).50 

Thus, the perspective is crucial to an accurate analysis of the impact of 
gambling activities on economic, business, social, and governmental issues. 
Focusing on local economies and short-term impacts is extremely misleading. 
Hypothetically, if a person walks into a local community and has $1 billion to 
spend, when the person begins spending money, there will be a short-term 
appearance of positive economic growth resulting in job creation and new tax 
revenues. These same short-term impacts would occur even if the $1 billion was 
spent on illegal activities, such as buying and selling illegal drugs. In the mid
term and long-term, however, there would be largely negative impacts on the 
local, state, and interstate economies and on their businesses and governments. 
Admittedly, the local economy would initially appear to benefit, and the tax rev
enues generated51 would look promising to government officials. Importantly, 
local elected officials would look to new tax revenues as a solution to pre-exist
ing governmental problems without having to raise taxes, which could alienate 
the electorate. United States Senator Paul Simon has criticized elected officials 
who look to this chimera to temporarily solve their problems of raising new tax 
revenues.52 According to Senator Simon, an article by a respected economics 
professor53 suggested "to me on a more· solid base what my instinct tells me: 
Communities and States and the Nation should be careful when they look for 
easy revenue cures that may do more damage than ... [officials] realize."54 The 
mid-term and long-term "social costs" would have to be borne by state govern
ments. Therefore, the states' elected officials would have to shoulder the 
responsibility of raising taxes to create funds to cover the social-welfare costs 

49. [d. at 13-14. 
50. See supra note 3 and accompanying text. 
51. Even in an environment of illegal activities some money will be spent in traditional 

businesses that generate tax revenues from the sale of legitimate goods. After the initial influx of 
buying. those same pre-existing businesses would feel the drain of the theoretically negative eco
nomic multipliers that the $1 billion of illegal activity was generating as a type of "reverse pump 
priming." The illegal activity in the hypothetical siphons money from the regular business econ
omy. Similarly. legalized gambling activities siphon money from the regular business economy. 

52. 138 CONGo REC. SI87 (daily ed. Jan. 22. 1992) (statement of Sen. Simon); see 
Interview with United States Senator Paul Simon. (WMAQ-AM. Chicago. III. radio broadcast. June 
19. 1992); Simon Urges Caution on Casino in Chicago, NEwS-GAZElTE (Champaign. 111.), June 21, 
1992. at A4 [hereinafter Simon Urges Caution]. 

53. 138 CONGo Roc. S 187 (daily ed. Jan. 22. 1992) (reprinting article of Economics 
Professor Earl Grinols. University of Illinois). 

54. 138 CONGo REC S 187 (daily ed. Jan. 22. 1992) (statement of Sen. Simon). 
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associated with the illegal (or "legalized") activity.55 This fact has obviously not 
been lost on Senator Simon;56 but unlike Senator Simon, poorly-informed gov
ernment officials have apparently missed the net drain that legalized gambling 
has on overall tax revenues: 

Gambling is not the only kind of business that can remove dollars from a 
local economy, but very few remove proportionally as much money for so 
marginal an increase in public revenue. 

As ... [some voters) have discovered, state lotteries have not been very 
successful at raising money. Nationwide, lotteries account for only 3.3 per
cent of the total revenue raised by lottery states-far below the amount 
raised by sales and income taxes. 

Customers of New York City's off-track parlor wagered $959 million 
last year, but after paying all its bills, the corporation had only $33 million 
left over for the city. This year [1992) the figure will be millions lower, 
according to Fortune magazine. Within a decade, some experts believe that 
the New York operation will be in the red-meaning the city would have to 
support it That's an ominous sign for ... taxpayers. 

Given the widespread evidence that gambling hurts a community, what 
rationale is there for government to act as a conduit for the profits of private 
promoters? 

The answer is none. But naive public officials, like addicted railbirds, 
remained convinced that some day they'll hit the jackpot. It's a delusion as 
old as gambling itself.57 

Thus, the maneuver of shifting costs and "passing the buck" is seductive to local 
elected officials, but this maneuver is poor public policy and is in reality unethi
cal legerdemain. 

It is essential to note that the $1 billion that is being hypothetically spent on 
illegal drug activities also constitutes money that is not being spent in. pre-exist
ing traditional businesses. There are also differences between the hypothetical 
spending of $1 billion for buying and selling illegal drugs and the hypothetical 
spending of $1 billion by legalized gambling activities. The legalization of an 
activity, however, does not change the social, economic, business, and govern
mental costs. In fact, overwhelming field research and authoritative data 
indicates that the legalization of gambling activities dramatically increases these 
costs. 58 

Comparing gambling activities to illegal drug activities may appear con
tentious, but without belaboring the similarities, there appear to be more valid 

55. For a discussion of the impact of legalized gambling activities on those who can least 
afford to gamble, see Irving K. Zola, Observations on Gambling in a Lower·Class Setting, 10 SOC. 
PROBS. 353 (1963). See also John R. Livernois, The Redistributive Effects of Lotteries: Evidence 
from Canada, 15 PUB. FIN. Q. 339 (1987). See generally, Martin S. Feldstein, Distributional 
Equity and the Optimal Structure of Public Prices, 62 AM. ECON. REv. 32 (1972). 

56. 138 CONGo REC. S187 (daily ed. Jan. 22, 1992) (statement of Sen. Simon). 
57. Id. (reprinting article of Economics Professor Earl Grinols, University of Illinois.) 
58. See generally CHARLES CLOTFELTER & PHILLIP COOK, SELLING HOPE (1989). 
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economi<; and social parallels between the illegal drug trade and legal gambling 
enterprises than parallels between legal gambling organizations and traditional 
business enterprises. Historically, the United States has flirted with legalized 
gambling activities and with gambling philosophies.59 Generation after 
generation, the public forgot and then relearned that the large social, economic, 
business, and governmental costs60 demanded that all gambling activities be 
criminalized.61 As a consequence, gambling activities remained illegal 
throughout most of the twentieth century.62 The gambling interests' contention 
that various fonns of gambling should now be legalized because previous 
generations were less sophisticated and less enlightened and because the 
economy of the nineteenth century was different is a specious argument. 
However, an examination of the gambling interests' argument that the economies 
of the United States in the twentieth century can support legalized gambling 
activities must be undertaken.63 

The social costs of gambling have not significantly changed over time 
because current data shows that when gambling activities are legalized, 
economies will be plagued64 with 100% to 550% increases65 in the numbers of 
addicted gamblers (probably within one to five years, but almost certainly within 
fifteen years).66 The social, economic, business, and governmental costs are 
enormous.67 Like alcohol and drug addiction, gambling is recognized as an 
addiction by the American Psychiatric Association (APA).68 

59. See id. at 35-37. 
60. /d. 
61. Id. at 37. 
62. Id. at 38. See generally Duane V. Burke, The Legalization of Gambling in the United 

States: An Analysis and Forecast, ill GAMBLING AND SOCIElY 39 (William Eadington ed., 1976). 
- 63. See generally Burke, supra note 62. 

64. 138 CONGo REC S187 (daily ed. Jan. 22,1992). 
65. See, e.g., CLOTFELTER & COOK, supra note 58, at 124-25; ALCOHOL & DRUG ABUSE 

ADMIN., MD. DEP'T HEALTH & MENTAL HYGIENE, TASK FORCE ON GAMBLING ADDICIlON IN 
MARYLAND (1990) [hereinafter GAMBLING ADDICTION IN MARYLAND]; VALERIE LORENZ, 
NATIONAL CTR. PATHOLOGICAL GAMBLING, AN OVERVIEW OF PATHOLOGICAL GAMBLING 3 (1990). 

66. See Henry Lesieur, Compulsive Gambling, So C'Y, May/June 1992, at 42, 43 
[hereinafter Lesieur, Compulsive Gambling]; Henry Lesieur, Compulsive Gambling: Documenting 
the Social and Economic Costs I (Apr. 23, 1991) (available from Professor Henry Lesieur,lIlinois 
State University, Normal, III.) [hereinafter Lesieur, Economic Costs]; see also CLOTFELTER & 
COOK, supra note 58, at 124-25; LoRENZ, supra note 65, at 1-3. 

67. Over time, the problems intensify. 
[Tlhere will continue to be an increase in compulsive gamblers. devastated 
families, serious emotional and physical complications, suicide attempts by 
gamblers and/or spouses, loss of work productivity, misuse of funds, crimes 
and bankruptcy from this very complicated, often hidden, but treatable, mental 
disorder. This increase will accelerate, as governments continue to legalize and 
promote gambling. The social and economic costs of compUlsive gambling 
will also increase, unless communities and legislatures take a more active role 
in combating and preventing this psychiatric disorder. 

LORENZ, supra note 65, at 10; see, e.g., CBS Evening News (CBS television broadcast, May 19, 
1992) (interviews with Dr. Valerie Lorenz, Executive Director, CompUlsive Gambling Ctr., Inc .. 
and Professor John Warren Kindt, University of Illinois); The 700 Club (television broadcast, Oct. 
1,1992) (interviews with Terrence Gainor, Director Illinois State Police, Thomas Grey, Director of 

CLINTON LIBRARY PHOTOCOPY 



60 Drake Law Review 

II. CLARIFICATION OF THE DEFINITIONAL PARAMETERS: 
REVIEWING THE STRATEGIC SOCIO-ECONOMIC COSTS 

OF LEGALIZING GAMBLING ACTIVITIES 

[Vol. 43 

The sociological, psychological, and psychiatric disciplines have their own 
definitions and debates involving what constitutes a "pathological gambler," an 
"addicted gambler," or a "compulsive gambler."69 These terms appear to be 
interchangeable, but the APA uses the term "pathological gambler."70 From the 
business-economic perspective, this analysis uses the term "compulsive gambler" 
or "compulsive economic gambler" (CEG), and the definitional parameters of 
these terms are basically the same as the APA's parameters for the "pathological 
gambler."71 Therefore, these terms can be used interchangeablyJ2 

In the business-economic context,73 however, the term "problem gambler" 
or "problem economic gambler" (PEG) refers primarily to anyone who is losing 
approximately $1000 per year on gambling activities,74 or more appropriately, to 
anyone who is a member of the 10% of the public spending 65%75 (or between 

Legislative Affairs, l\linois Church Action on Alcohol Problems (ILLCAAP), and Professor John 
Warren Kindt, University of lllinois). 

68. See AM. PSYCHIATRIC AsS'N, DIAGNOSTIC AND STATISTICAL MANUAL OF MENTAL 
DISORDERS § 312.31, at 324-25 (3d rev. ed. 1987) [hereinafter DSM-llIJ. Pathological gamblers 
exhibit 

a chronic and progressive failure to resist impulses to gamble, and gambling 
behavior that compromises, disrupts, or damages personal, family, or voca
tional pursuits. The gambling preoccupation, urge, and activity increase during 
periods of stress. Problems that arise as a result of the gambling lead to an 
intensification of the gambling behavior. Characteristic problems include 
extensive indebtedness and consequent default on debts and other financial 
responsibilities, disrupted family relationships, inattention to work, and finan
cially moti vated illegal acti vities to pay for gambling. 

[d. at 324. 
69. For an introduction to the definitional debate, see CLOTFELTER & COOK, supra note 58, 

at \05. See also GAMBLING ADDICTION IN MARYLAND, supra note 65, at 25; BETTER Gov'T ASS'N, 
supra note 3, at 6-7. 

70. See DSM-llI, supra note 68, at 324-25. 
71. "While the terms pathological and compulsive are technically not synonymous ... pro

fessionals and lay persons use them interchangeably." Lesieur, Compulsive Gambling, supra note 
66, at 43. 

72. [d. 
73. This "economic" differentiation from "sociological factors" is important and has 

precedent. CLOTFELTER & COOK, supra note 58, at 11-12 (citing JOHN ROSECRANCE, GAMBLING 
WITHOUT GUILT: THE LEGITlMIZATIONOF AN AMERICAN PASTIME 117 (1988». 

74. See infra notes 199-206 and accompanying text. The actual national average is closer 
to $900 than $1000 per year, but this amount is expected to rise and using $1000 per year simplifies 
the calculations for a wider readership. 

75. See CLOTFELTER & COOK, supra note 58, at 92-94 (reporting 1986 data). Most of the 
older data from the state lotteries suggested that \0% of the public gambled 50% of the gambling 
dollars to the state lotteries and that 20% gambled 65%. [d. at 92. A more recent 1986 poll that is 
given prominence in the book Selling Hope suggested, however, that \0% of the public gambled 
65% of the dollars to the state lotteries. Jd. at 92-93. Because other forms of gambling, legal and 
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50%76 and 84%77) of the legalized gambling dollars. Therefore, the PEG cate
gory includes not only the category of compulsive economic gamblers, or the 
APA's pathological gambler,78 but also includes sociological categories of 
"probable pathological gamblers," "possible pathological gamblers," "problem 
gamblers" (not to be confused with the PEG category), and other categories. 
Other than the pathological gambler category that is synonymous with the CEG, 
the other sociological categories (and academic debates involving their defini
tional parameters) are beyond the scope of this Article. From a business
economic standpoint, the only categories used are CEGs (consisting of 1.5%-5% 
of the public) and PEGs (consisting of 10% of the public that spends 65% of the 
legalized gambling dollars and includes the compulsive economic gamblers) . 

In this context, every addicted or compulsive gambler negatively impacts 
between seven79 and seventeenBO other people.BJ Although every person is 
responsible for his or her actions, it is specious to suggest that compulsive gam
blers should have "willpower" or that they only hurt themselves.B2 

"There is a general public attitude that if an individual is sufficiently 
foolish as to lose his or her wealth through gambling, why should society 
interveneTB3 A similar question involves the degree to which government 
should "adopt a paternalistic role in caring for its citizens."B4 On the other hand, 
if a state government creates and promotes "an industry that affects social 

illegal, involved 10% of the public gambling 84% of gambling dollars and because the state lotter
ies provided a good benchmark of fairly reliable data, it was reasonable to conclude (given the best 
data) that 10% of the public in legalized gambling states would gamble approximately 65% of the 
gambling dollars on all forms of legal (and perhaps illegal) gambling. Id. 

76. Id. at 92 (reporting 1974, 1984, and 1985 data). 
77. Id. at 93 (reporting 1974 data). Clinical evidence also tends to support the proposition 

that 10% of the public spends 65% (or more) of the gambling dollars. "[Alccording to the Field 
Institute's California Poll, 18 percent of the state's adults bought 71 percent of the tickets" for the 
California lottery when it began in 1985. Brad Edmondson, The Demographics o/Gambling, AM. 
DEMOGRAPHICS, July 1986, at 40. Dr. Robert L. Custer of the Veterans Administration Medical 
Center noted, "Compulsive gamblers, who become most addicted to fast-action casino and sports 
betting, make up only 3% to 4% of those who gamble .... " Chris Welles, America's Gambling 
Fever-Everybody Wants a Piece o/the Action-But Is it Good/or Us?, Bus. WK., Apr. 24,1989, 
at 112, 120. "But an additional 10% to 15% bet more than they can afford .... [nhese two groups 
may account for close to half of all money wagered." Id. at 120. 

78. See DSM-lI1, supra note 68, at 324-25. 
79. By comparison, the well-documented national statistics of Alcoholics Anonymous con

servatively calculate that each alcoholic negatively impacts on seven other people, while the 
National Center for Pathological Gambling (renamed the Compulsive Gambling Center, Inc., in 
1992) and an authoritative Maryland report calculate that 17 other people are negatively impacted 
by every compulsive gambler. GAMBLING ADDICTION IN MARYLAND, supra note 65, at 2. The 
range of 10 to 17 negatively impacted people has also been calculated. Id. at 60; BETTER Gov'T 
ASS'N, supra note 3, at 18; ct. Susan M. Barbieri, "The Addiction 0/ the '90s": Compulsive 
Gambling Comes into liS Own in Recessionary Times, WASH. POST, Nov. 30,1992, at 05 ("eight 
people are adversely affected"). 

80. GAMBLING ADDICTION IN MARYLAND, supra note 65, at 2. 
81. See LORENZ, supra note 65, at 5-7. 
82. See GAMBLING ADDICTION IN MARYLAND, supra note 65, at 2; LORENZ, supra note 65. 
83. ILL. STATE POLICE, supra note 4, at 12. 
84. Id. 
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behavior and leads to addiction, should it be obligated to deal with the 
consequences?"85 

As states legitimize the medical model of pathological gambling and fund 
treatment facilities, insurance companies will be pressured to do the same. 
Businesses will also be put in the position of providing resources to deal 
with employee gambling-related problems including higher health insurance 
premiums. As a result, the burden of this funding will fall, not only on 
those who gamble but also on those who neither participate nor approve of 
the behavior.86 

Blinded by the allure of legalized gambling's "fool's gold,"87 few state 
legislatures have recognized that legalized gambling activities create enormous 
pressures on social-welfare budgets,88 as well as large costs for businesses in 
general89 and insurance companies in particular.90 In 1992, for example, insur
ance fraud apparently related to legalized gambling activities (as distinguished 
from illegal gambling activities) was already $1.3 billion nationwide.91 

Pathological gamblers also borrow from life insurance policies, surrender 
their policies, and allow them to lapse or be revoked. This is costly for the 
insurance companies and the insurance buying public as well as the gam
blers' families. Gamblers operate uninsured automobiles, get into 
accidents, and become disabled or die without insurance.92 

Although these costs have not yet been calculated, one study of Gamblers 
Anonymous members "found that 47% percent had engaged in insurance related 
fraud or thefts where insurance companies had to pay the victims."93 The average 
amount ofthe fraud involved was calculated at $65,000.94 

These numbers are dramatic, but from a strategic perspective, the direct 
societal dysfunction caused by compulsive gamblers in a legalized gambling state 
(once gambling is legalized beyond the lottery)95 involves 1.5% to 5% of the 
public. The indirect societal dysfunction will be experienced by at least 10% to 
25% of the population, according to the most reasonable estimates, up to multiple 

85. /d. 
86. Id. at 12-13. 
87. Paul Glastris & Andrew Bates, The Fool's Gold in Gambling, U.S. NEWS & WORLD 

REP., Apr. I, 1991, at 22. 
88. See generally id. 
89. Id. 
90. See Henry Lesieur & Kenneth Puig, Insurance Problems and Pathological Gambling, 

3 J. GAMBLING BEHAV. 123 (1987). 
91. Lesieur, Compulsive Gambling, supra note 66, at 45. 
92. Id. 
93. Id. 
94. Id. 
95. There is academic debate concerning whether and to what extent the state lotteries con

tribute to the increase in compulsive gamblers. See CLOTFELTER & COOK, supra note 58, at 104-05, 
126-27. 
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impacts on 100% of the population. In other words, if every compUlsive gambler 
negatively affects seven to seventeen other people, in a saturated gambling com
munity or state, such as Nevada, 7% to 8% theoretical compulsive gamblers96 

multiplied by seventeen negatively impacted people yields 119% to 136% of the 
population. In such a scenario, some people are negatively impacted multiple 
times by compulsive gamblers, and multiple impacts are experienced by a subset 
of the popUlation. Of course, because taxpayers have to pay for these societal 
costs, the entire popUlation is negatively impacted by increased taxes. In this 
regard, Nevada's status as a comparatively low-tax state is misleading because 
Nevada exports its socio-economic costs to other states, particularly California, 
when Nevada's tourists return to their home states. This taxpayer scenario 
reveals only one of several ways in which the taxpayers directly and indirectly 
subsidize the gambling industry. 

Unlike traditional businesses, legalized gambling activities create eco
nomic, business, social, and governmental costs by creating addicted gamblers, 
similar to alcohol and drug addicts. In fact, there are numerous parallels between 
these three addictions.97 Clinicians treating the 1.5% to 5% CEGs note that 
CEGs are likely to have alcohol problems.98 Skeptics of gambling cite social 
studies indicating that, like a drug addict, a compulsive gambler is also a type of 
addict. 99 

One of the most persuasive, but invalid, arguments for legalizing various 
fonns of gambling is that illegal gambling occurs throughout society and that by 
legalizing the gambling, the gamblers can be taxed. A 1992 Gallup Poll indi
cated that 61 % of the public was still accepting this argument,IOO even though the 
public trend in general indicated a big decline in approval of legal betting on 
sports and marginal declines in approval of various games of chance--even the 

96. See LORENZ, supra note 65, at 3 (reporting 4% to 7.7% of adolescents may be compul
sive gamblers). In 1992, the majority viewpoint was that 5% compulsive gamblers was the top 
percentage for the adult popUlation. See GALLUP ORGANIZATION, NEWS SERVICE 3 (Dec. 16, 1992) 
[hereinafter NEWS SERVICE 12-16-92]. However, some clinical studies were reporting 7% to 8%. 
ALTA. LOITERIES & GAMING, GAMBLING AND PROBLEM GAMBLING IN ALBERTA 18 (Jan. 1994) 
(prepared by Wynne Resources, Ltd., Edmonton, Alta.) [hereinafter ALTA. GAMING]; see BETTER 
Gov'T ASS'N, supra note 3, at 30. For the adolescent population, Dr. Durand Jacobs of the Lorna 
Linda University Medical School was reporting 4% to 6%. See Durand F. Jacobs, Illegal and 
Undocumented: A Review of Teenage Gambling and the Plight of Children of Problem Gamblers 
in America, in COMPULSIVE GAMBLING: THEORY, RESEARCH, AND PRACTICE 249 (Howard J. 
Shaffer et al. eds., (989). Depending on definitional categories, the Gallup Organization in 1992 
was reporting 7% of the United States population in 1992 liked to gamble "a lot" and 9% admitted 
that they "gambled too much." NEWS SERVICE 12-16-92, supra, at 3. With a margin of error of 
.5%, these percentages obviously parallel and support the 1.5% to 5% figure for CEGs and the 10% 
figure for PEGs. 

97. See CLOTFELTER & COOK, supra note 58, at 96. In the family of the pathological gam
bier, "almost always there is a parental history of alcoholism." LORENZ, supra note 65, at 5. 

98. Lesieur, Compulsive GlUnbling, supra note 66, at 45-46. In 1992, a study of males in a 
sample taken from Gamblers Anonymous revealed that 48% "met the criteria for alcohol abuse or 
dependency." ld. 

99. See, e.g., CLOTFELTER & COOK, supra note 58, at 96. 
100. GALLUP ORGANIZATION, NEWS SERVICE 2 (Dec. 5, 1992) [hereinafter NEWS SERVICE 

12-5-92]. 
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popular state 10tteries.101 The "thrill factor," as well as the better odds, associated 
with illegal gambling dictate, however, that once a form of gambling is legalized 
the "thrill" is generally lost, and the illegal gamblers must then move their dollars 
into other forms of illegal gambling to recapture the thrill-thereby promoting a 
vicious cycle toward harder and harder forms of gambling. 

The often ignored gravamen of this debate is that the authoritative national 
statistics and the field research indicate that once gambling is legalized-once 
gambling becomes sociologically acceptable lO2-the number of compulsive 
gamblers increases lO3 from .77%104 to between 1.5% to 5% of the population. lOS 

101. [d. al 1-3. For analyses of the economic issues inherent in state lotteries, see Roger E. 
Brinner & Charles T. Clotfelter, An Economic Appraisal of State Lolleries, 28 NAT'L TAX J. 395 
(1975). See generally Gerald F. Kaminski, Promotional Games and the Ohio Lollery Laws, 39 U. 
CIN. L. REV. 163 (1970); David L. Rados, The Numbers Game: An Economic and Comparative 
Allalysis, 16 Q. REV. ECON. & Bus. 19 (1976). 

102. See BETrER Gov'" ASS'N, supra note 3, at 2. 
103. See generally CLOTFELTER & COOK, supra note 58, at 124-25. 
104. U.S. COMMISSION ON THE REV. OF THE NAT'L POL'y TOWARD GAMBLING, GAMBLING 

IN AMERICA 73 (Gov't Printing Off. 1976) (data collected from 1975) [hereinafter U.S. COMM'N ON 
GAMBLING]; see CLOTFELTER & COOK, supra note 58, at 124-25; see also U.S. COMMISSION ON THE 
REV. OF THE NAT'L POL'y TOWARD GAMBLING: FIRST INTERIM REPORT (Gov't Printing Off. 1975). 

105. CLOTFELTER & COOK, supra note 58, at 124-25. After the legalization of gambling 
activities, the percentage of the population who will gamble increases. In 1974, a state lottery "was 
responsible for inducing about one-quarter of the adult population who would not otherwise have 
done so to participate in commercial gambling." [d. at 105. In addition, the number of pathological 
gamblers began to climb dramatically. "[P]olls conducted in Ohio, the Delaware Valley, and New 
York State in 1984 and 1985 produced estimates of the prevalence of 'probable pathological gam
blers' between lA-percent and 3.4 percent." [d. at 125 (citing HENRY LESIEUR, REPORT ON 
PATHOLOGICAL GAMBLING IN NEW JERSEY 1(1988». 

More recently, the Minnesota Department of Health estimated that 2% of its 
adult citizens were suffering from this disorder. In 1986 the Ohio State Lottery 
Commission set the figure at 2 112% in its state, Rutgers University estimated 
the incidence at over 3% in the Philadelphia/Atlantic City area, and the New 
York State Office of Mental Health learned that 4.2% of New York state's pop
ulation could be classified as probable pathological gamblers (National 
Council, 1988). 

The rate among teenagers, 0% in 1979, has risen to a range of 4% to 7.7% a 
decade later. 

Both Gamblers Anonymous (a self-help group for compulsive gamblers 
established in Los Angeles in 1957) and the National Council for Compulsive 
Gambling (an educational agency incorporated in 1975) consider these figures 
to be conservative. They believe that there are at least ten million compulsive 
gamblers in the United States at this time. 

LORENZ, supra note 65, at 3. Over time, the percentage of the population that is addicted to gam
bling has risen along wi.th the increased legalization of gambling activities. In 1990, the percentage 
of the United States population addicted to gambling was approaching or was already within a 
range of approximately 1.5% to 5% and was continuing to increase. See, e.g., ALTA. GAMING, 
supra note 96, at 17-18; see also BETrER Gov'T ASS'N, supra note 3, at 28-30. As saturated gam
bling economies, Nevada and Atlantic City top the range at 3% to 5% (or more) compulsive 
gamblers. See loRENZ, supra note 65, at 3. 

Evidence suggests that in areas where more forms of gambling are legal, the 
incidence of problem and pathological (compulsive) gambling is also higher. 
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This phenomenon will definitely occur; the only debate is how soon it will hap
pen. 106 This increase could occur within one to five years, but some claim it 
could also take up to fifteen years before the upper numbers are reached. 
Furthermore, the next generation consisting of today's teenagers will double this 
range as they age; in 1992, the range of adolescents who were already problem or 
compulsive gamblers was between 4% and 15%.107 Theoretically, to maintain 
the same "quality of life" after the legalization occurs, social-welfare budgets 
would have to increase by 100% to 550%. The pressure on elected officials to 
increase taxes to address these social-welfare costs will be enormous. These 
costs do not include the costs of rehabilitating any compulsive gamblers. If soci
ety should choose to rehabilitate, the costs would be between $17,000 and 
$42,000 per person. IOS 

For example, in a population base of IO milIion people (such as the State of 
Illinois, which is approximately 11.43 million),I09 the number of compulsive 
gamblers before legalization would be 77 ,DOD, while the number after legaliza
tion would be 150,000 to 500,000. Because the minimum increase after 
legalization would double automatically to 150,000, this phenomenon should be 
referred to as the postlegalization "minimum doubling rule."11O Nationwide, "it is 

In 1974, fewer than 1 % of the adult population in the United States were recog
nized as compulsive gamblers while the comparable rate for Nevada was 2.5%. 
Recent surveys done in New York, New Jersey, Maryland, and Iowa and in 
Quebec, Canada, revealed that problem and pathological gambling in Iowa, 
where there is less legalized gambling, was about half that in other states and 
Quebec, where the studies were made. 

Lesieur, Compulsive Gambling. supra note 66. at 43. Among hospitalized psychiatric patients in 
one report, 6.5% were palhological gamblers. Id. al 45. 

106. LoRENZ, supra note 65, at 3-4. "Slot machine addicts, poker machine addicts, lottery 
players and bingo addicts tend to 'bottom out' in less time than other types of gamblers. usually 
within two to three years of starting to gamble on this particular activity." It!. at 4; see CLOTFELTER 
& COOK, supra note 58, at 124-25. 

107. BE'ITER Gov'T ASS'N, supra note 3, at 28; see also Art Levine, Playing the Adolescelll 
Odds, U.S. NEWS & WORLD REP., June 18, 1990, at 51. 

108. See GAMBLING ADDlCfION IN MARYLAND, supra note 65, at 29-30, 36-63. In 1990, 
Maryland already had eight clinics and treatment programs for compulsive gamblers. ld. at 38-49. 
As of 1992, the Compulsive Gambling Center in Baltimore, Maryland charged $17,000 to $20,000 
for the first month of treatment while the Philadelphia Psychiatric Hospital, which became the 
Belmont Center for Comprehensive Treatment in March of 1992. historically charged more. 
Interview with Dr. Valerie Lorenz. Executive Direclor. CompUlsive Gambling Ctr .• Inc .. in 
Baltimore. Md. (Dec. 10, 1992) [hereinafter Lorenz Interview). Treatment costs of up to $20,000 
per week for in-patients have been reported. /d. These costs did not include post-clinic/hospital 
treatments on an out-patient status. /d. Therefore, an average cost of $20,000 per person is proba
bly quite reasonable. Outpatient costs are significantly less. For example, "Two facilities 
supplying outpatient services for pathological gamblers provided ... estimates of $3,000 to $5,000, 
and $8,000 to $10,000 as the total treatment costs." BE'ITER Gov'T ASS'N, supra note 3, at 12. 

109. CENSUS BUREAU, U.S. DEP'T COMMERCE, 1990 CENSUS, reprillled ill THE WORLD 
ALMANAC & BOOK OF FACfS 387 (1993) . 

110. An example of the minimum doubling rule is theoretically re/lected in Maryland which 
had a doubling in the numbers of both pathological and problem gamblers between 1976 and 1988. 
GAMBLING ADDICTION IN MARYLAND, supra note 65, at 55. Of course, Maryland was not entirely 
gambling-free before 1976, but the legalized gambling then was much less extensive than in 1988. 
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evident that the prevalence of pathological gambling has doubled during a period 
of increased access to legalized gambling and significant growth in the legal 
wagering of Americans."1 I I This phenomenon is often identified as the result of 
both social acceptability and accessibility.1I2 The implication is that all of the 
socio-economic, business, and governmental costs associated with gambling 
addicts before the legalization of gambling could automatically be multiplied by 
two, or increased by 100%, because at a minimum these costs will double after 
gambling is legalized. A reasonable estimate from national statistics would place 
the number of postlegalization compulsive gamblers in Illinois at an average of 
about 2%, or 200,000 people. It should also be noted that the type of compulsive 
gamblers would also change from the romanticized view of unseen people gam-

,bling in back alleys to include the elderly,JJ3 the poor,114 minorities,lls 
housewives, 116 teenagers, 117 and even preteens. 118 All of these categories are par
ticularly susceptible to becoming compulsive gamblers. 

From a business perspective, the best employees are Type-A personalities 
because, by definition, they are aggressive achievers; they also constitute the 
personalities most susceptible to becoming compulsive gamblers. JI9 In 1974, 
"compulsive gamblers attending Gamblers Anonymous typically were white, 

''This estimate of doubling is also conservative because the gambling industry in Maryland has 
always exceeded the national norm." Id. 

111. Id. at 56. 
112. BETTER Gov'T ASS'N, supra note 3, at 2. 
113. LORENZ, supra note 65, at 3; see CLOlFELTER & COOK, supra note 58, at 96-97. 
114. LORENZ, supra note 65, at 3. Regardless of the compulsive gambling issue, the poor 

lose proportionately more of their disposable income, although the overall percentage of income 
gambled appears to be a constant, cutting across the socio-economic spectrum. Accordingly, a 
widespread criticism of legalized gambling activities, including the state lotteries, is that legalized 
gambling constitutes a "regressive tax" on the poor. CLOTFELTER & COOK,supra note 58, at 215, 
222-27. Those persons making under $10,000 per year gamble an average of 5.5% of their income 
(or $550 per year). See id. at 99; Earl L. Grinols, Analysis of the Major Impacts of Off-Track 
Gambling in Champaign, Illinois 3 (Sept. 23, 1991) (referencing this gambling of 5.5% of incomes 
under $10,000 per year as "sickening to contemplate"). 

115. LORENZ, supra note 65, at 3; see CLOTFELTER & COOK, supra note 58, at 96-99. 
116. LORENZ, supra note 65, at 3. 
117. The compulsive gambling rate among teenagers is 4% to 8%. /d. The trend is toward 

an increase in this rate. Studies by Dr. Durand Jacobs (reporting 4% to 6%) and other studies place 
the compulsive gambling rate among teenagers between 4% to 15%. BETTER GOV'T ASS'N, supra 
note 3, at 3D, app. G. 

118. In the United Kingdom, preteen gambling and preteen addicted gamblers have become 
a national disgrace, and these problems have had substantial negati ve impacts on the educational 
system and the economy. Sue Fisher, Measuring Pathological Gambling in Children: The Case of 
Fruit Machines in the U.K., 8 J. GAMBLING STUD. 263, 270 (1992) (reporting 9% of the children in 
one test scored as "probable pathological gamblers"). Legislation designed to make preteen gam
bling activities illegal was proposed in Parliament; specifically, the 1988 Gaming Machines Bill 
and the 1989 Amusements Machines (Protection of Children) Bill. Id. at 264. Neither bill received 
a second reading, but the controversy reappeared in 1992. Id. In any event, this legislation was like 
closing the bam door after the horse had already left. The best public policy is for governments to 
avoid initially becoming infatuated with the gambling seductress. 

119. See LoRENZ, supra note 65, at 3-6. 
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middle aged, middle-class men,"120 but by 1990 all groups of people were repre
sented,121 In other words, the addiction of gambling is both nondiscriminatory 
and an equal opportunity destroyer. 

The mix may change, but in a population base of ten million, there will be 
an estimated 200,000 compulsive gamblers. To go back to the quality of life 
existing before gambling was legalized, it would be necessary to rehabilitate 
approximately 200,000 people minus the pre-existing 77 ,000 compUlsive gam
blers. At a very conservative cost estimate of $5,000 to $20,000 per compulsive 
gambler,122 the total bill would be $665 million to $2.6 billion. From a cost-ben
efit perspective, the sensible conclusion is that states should never legalize 
gambling in the first place. 

Ironically, once a state legalizes gambling, that state can become addicted 
to the initial tax revenues. These revenues, however, usually constitute only a 
minimal part of a state's budget.123 A one-cent increase in a state's sales tax 
would generally bring in more revenues than all of that state's lottery revenues,124 
In Illinois, for example, a one-cent increase in the sales tax would more than 
compensate for the entire revenues from the state lottery (and all other forms of 
legalized gambling). 

By comparison with the $665 million to $2.6 billion rehabilitation cost for 
a state like Illinois, the entire 1992 budget for Illinois was approximately $26 bil
lion.12S The cost of rehabilitating compulsive gamblers should be referred to as 
"rehabilitative cost," and it consists of the cost of making a compulsive gambler 
"whole again." The estimate of a $20,000 cost per compulsive gambler is a fair 
and conservative estimate because some estimates are as high as $42,000,126 even 
before outpatient costs are included. 127 

If gambling organizations wish to legalize gambling in a particular state, it 
only makes sense that those organizations should pay at least in part for the 
rehabilitation.l 28 This policy conforms to the well-known principle of 
"internalizing the externalities," that is, costs should be borne by those organiza
tions creating the costs, not by taxpayers. In South Dakota, for example, 
legislation permitting legalized gambling also prodded the gambling interests to 
address the rehabilitative costs,129 Even so, the amounts involved are obviously 
inadequate because theoretically those amounts would only pay to rehabilitate a 

120. GAMBLING ADDICTION IN MARYLAND. supra note 65, at 20; LORENZ, supra note 65, at 
3. 

121. LoRENZ. supra note 65. at 3. 
122 See supra note 108 and accompanying text. 
123. 138 CONGo REC. S187 (daily cd. Jan. 22. 1992) (reprinting article of Economics 

Professor Earl Grinols. University of Illinois). 
124. See id. 
125. ILLINOIS STATE BUDGET: FISCAL YEAR 1992 7, 64·65 [hereinafter ILL. 1992 BUDGET]. 
126. As of 1992, the cost of an in-patient 30·day program at Ihe Philadelphia PSYChiatric 

Hospital was reportedly between $15,000 and $42.000 exclusive of posthospitalization costs. See 
Lorenz Interview, supra note 108; see also supra note 108 and accompanying text. 

127. See supra note 108 and accompanying text. 
128. Lesieur, Compulsive Gamblillg, supra note 66, at 49. Grinols Champaign Report, 

supra note 114, at 5 (Gambling'S Negative Externalities). 
129. See generally S.D. CODIAED LAWS ANN. § 42-7B (1991). 

CLINTON LIBRARY PHOTOCOPY 



68 Drake Law Review [Vol. 43 

few people. In Illinois, the Horse Racing Act provides that the Racing Board 
shall allocate and distribute $750,000 per year directly "to non-profit organiza
tions that provide medical and family, counseling, and similar services."130 
Under this wording, theoretically nothing need be allocated to the practical treat
ment programs. 

In any event, rehabilitative cost is only one factor in the "quality-of-life" 
calculations that need to be made before a state legalizes gambling. Projections 
of increased social-welfare costs also need to be included in quality-of-Iife calcu
lations. These costs are more difficult to calculate because gambling has been 
illegal in the United States throughout most of the twentieth century.131 
Therefore, specialized socio-economic data will not be available until after a 
developing gambling state like Illinois or South Dakota transforms itself into 
another Nevada-exploiting and being exploited by all types of gambling. 

The data from Nevada is not representative for two major reasons. First, 
Nevada is an anomalyl32 because it is basically a desert state whose economy is 
based primarily on people who visit Nevada and then take the costs and ramifica
tions of any problems back to their home states. 133 Second, the nonacademic data 
from Nevada has the reputation of being untrustworthy.134 

Therefore, a state with a traditional business-oriented economy has to be 
equivalently given over to gambling before reliable data can be generated. This 
is a high cost to pay, especially because practically all of the pre-existing eco
nomic projections and studies already undermine the promises made by gambling 
organizations. 

Given these constraints, the starting point for determining the increased 
social-welfare costs must necessarily be a direct calculation involving the antici
pated increase in compulsive gamblers from .77% to between 1.5% and 5% of 
the population. As might be expected, probably 5% to 8% of Nevada's resident 
population consists of compulsive gamblers, although many Nevada officials are 
reluctant to admit these numbers, and of course, these numbers do not include the 
many visitors who come to Nevada and return to their home states as new com
pulsive gamblers. 

Therefore, in a population base of 10 million, the increase in compulsive 
gamblers from .77% to a postlegalization range of between 1.5% and 5% would 
mean that social-welfare costs would increase by a multiplier somewhere 
between 2 and 6.5ps The conservative average "3% of the public" multiplier 
would be 3.9. Theoretically, social-welfare budgets would have to increase 
between approximately 100% and 550%, with the average being 300%. In 

130. ILL. REV. STAT. ch. 8, para. 31.1(a) (1992). 
131. See COLTFELTER & COOK, supra nole 58, al 38. 
132. See, e.g., ILL. STATE POLICE, supra nole 4, a15. 
133. "[Clompulsive gambling is a relalively invisible problem in Nevada and Atlantic CilY 

because most of the afflicted are lourisls. Consequently, the problems which arise from this addic· 
tion are likely 10 show up at the individual's place of residence and not in the casino city .... " Id. 
at 12. 

134. See generally BETTER Gov'T ASS'N, supra note 3. 
135. This multiplier as the lowest parameter obviously represents the postlegalization 

"minimum doubling rule." See supra notes 119-12 and accompanying text. 
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Illinois, for example, the social-welfare and service components 136 of the total 
1992 state budget of $26 billion were $7.3 billion.137 If only 10% of these com
ponents were related, directly or indirectly, to compulsive gambling problems, 
such as lost income or welfare checks,138 spousal abuse, child abuse and neglect, 
and associated health costs,139 the theoretical conservative increase would be 
from $730 million to between $1.5 to $4.75 billion. If these social-welfare com
ponents were utilized by a pure cross-section of society, 10% would be a fairly 
representative estimate.140 These social-welfare components, however, are 
designed to address the very types of problems experienced and reflected by 
problem gamblers and their families, but usually without directly addressing the 
compulsive gambling problem per se. Therefore. the 10% estimate is probably 
too conservative. Furthermore, because every compulsive gambler negatively 
impacts between seven and seventeen other people,141 virtually the entire popula
tion is negatively affected. Therefore, a 10% impact on social services is too 
conservative.142 

Even the conservative projected increases in social-welfare costs are so 
large that these numbers alarm governmental, charitable, and social-welfare 
administrators, but because the hard data will follow from those states that first 
leap into the abyss, these numbers are only starting points. The relative newness 
of the legalized gambling phenomenon means that the time-lag during which 
these numbers are reached will vary from state to state and cannot yet be calcu
lated within precise parameters. It is a virtual certainty, however, that these 
numbers will eventually be reached; the only questions are how quickly, and 
whether the social-welfare budgets can stay ahead of the increased demands. The 

136. In Illinois, these componenls include "medical assislance, income supporl. child and 
community care programs, and other health and social services." ILL. 1992 BUDGET. supra note 
125. at 8. 

137. ld. 
138. United States Senator Paul Simon has noted these problems: 

An example is the State lotteries. If you go into the poorest section of 
Chicago or East St. Louis. you will see people lined up to buy lottery tickets. I 
am not on a crusade to do away with State lotteries. and if you were to take a 
vote in those very communities. I think they would want to keep them. because 
those lotteries represent hope for people. 

We have to learn to give people more substantial reasons for hope. 
And we have to find way[s) of raising revenue that do not irnpose on the 

weakest and poorest in our sociely. 
138 CONGo REC. S187 (daily ed. Jan. 22.1992) (statement of Senator Simon). One study noted that 
18% of compulsive gamblers sought "public assistance." GAMBLING ADDICTION IN MARYLAND. 
supra note 65. at 94. Included in this 18% figure were 6% who sought medical Ireatment public 
assistance. /d. . 

139. The theoretical sociological costs are enormous. See generally Lesieur. Compulsive 
Gambling. supra note 66. at 44-48. 

140. See, e.g .• CLOTFELTER & COOK. supra note 58, at 92-94; GAMBLING ADDICTION IN 
MARYLAND. supra note 65, at 94 (reporting 18% of pathological gamblers sought public assis
tance); see also supra notes 79-80 and accompanying text. 

141. Barbieri, supra note 79. at D5. "For every problem gambler, it is estimated that eight 
people are adversely affected." ld. 

142. GAMBLING ADDICTION IN MARYLAND. supra note 65. at 2. 
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answer to the second question is that even under the most optimistic projections 
and scenarios, social-welfare budgets will probably not be able to meet 100% of 
the increased demands. With regard to the first question involving how quickly 
the increased social-welfare costs will develop, some interesting observations can 
be made from the experiences in South Dakota. 

III. LEGALIZED GAMBLING IN DEADWOOD, SOUTH DAKOTA: 
A BLACK HOLE OF ECONOMICS IN THE BLACK HILLS 

Before 1988, South Dakota did not permit any major form of legalized 
gambling except for the state lottery, which was initiated in 1987.143 In 1988, the 
electorate voted to allow limited casino gambling to begin in 1989 in Deadwood, 
South Dakota,l44 theoretically to help the local economy.145 The gambling inter
ests made their traditional promises to persuade the electorate, including the 
promises that only a few casinos would be allowed and only in Deadwood. l46 
Beginning November I, 1989, the casinos were moving into Deadwood, and by 
1990, gambling had been initiated on the South Dakota Indian reservations as a 
direct byproduct of the vote for the casinos. 147 Video-lottery terminals (VLTs),I48 

143. The 1986 public vote was 60% in favor of a state lottery, and the lottery began opera
tion in 1987. CLOTFELTER & COOK, supra note 58, at 146; see J. Nelson Rose, Gambling and the 
Law: 1992 Elections Endless Fields of Dreams (1992) (unpublished manuscript, on file with 
Professor J. Nelson Rose, Whittier Law School). 

144. Jeffry Bloomberg, State's Attorney for Lawrence County, S.D., Speech before the 
Coalition of Concerned Citizens Against Gambling in Jo Daviess County, (Nov. 17, 1991) 
[hereinafter Speech by Jeffry Bloomberg]; Letter from Jeffry Bloomberg, State's Attorney for 
Lawrence County, S.D., to John Warren Kindt, Professor, University of Illinois (Jan. 4, 1993) 
(containing crime statistics for Lawrence County. S.D.) [hereinafter Letter from Bloomberg to 
Kindt]. 

145. Speech by Jeffry Bloomberg. supra note 144; Richard Jameson. Speech before the 
South Dakota Citizens Forum Against VideO-Lottery Terminals (Oct. 18, 1992). Two of the most 
potent, but invalid, arguments used by the proponents of legalized gambling are that gambling 
activities will help the economy and contribute substantial revenues to education. This latter argu
ment has been used since 1964. when it was used in an unsuccessful campaign for a state lottery in 
California. CLOTFELTER & COOK, supra note 58. at 151. In fact, legalized gambling directly 
attacks educational interests both philosophically (e.g., "get rich quick") and fiscally, because edu
cation funding in state budgets usually shrinks proportionately as it is diverted to social-welfare 
programs as they are pressured by the increasing social ills caused by legalized gambling activities. 

146. "The voters were told the casinos would be isolated. low-stakes tourist attractions
mountain towns in Colorado; Deadwood, South Dakota; riverboats in Iowa." Rose, supra note 143. 
at 5. 

147. Pursuant to California v. Cabazon Band of Mission Indians, 480 U.S. 202 (1987), once 
a state legalizes gambling. that state cannot prevent the Indian reservations located in that state 
from developing the same type of legalized gambling enterprises. Id. at 210-12. This case 
prompted the Indian Gaming Regulatory Act of 1988. Pub. L. No. 100-497, 102 Stat. 2467 (1988) 
(codified at 25 U.S.c. §§ 2701-2721. 18 U.S.c. §§ 1166-1168). 

148. Video-poker machines in South Dakota were initiated on October 21, 1989. Video
machine gambling is known as the "crack-cocaine" of legalized gambling. It is not uncommon for 
a person who begins video-machine gambling to become addicted within one year. The South 
Dakota Lottery Commission reported a 1.4% compulsive gambling rate by October 1991, which 
was within two years of its inception. Another 1991 report that specifically referenced two years of 
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which were allowed under the same legislation as the lottery. began operating on 
October 21, 1989. and were commonplace throughout South Dakota by 1992. 
The residents of South Dakota were apparently unfamiliar with the basic princi
ple driving the legalized gambling interests-that is. gambling organizations 
continually need to ensure their survival via rapid expansion, finding unexploited 
geographic areas or new market shares, or both.149 In most cases. legalized 
gambling activities constitute reverse pump-priming and drain the economy. 
eventually pulling everything into what has been described as a "black hole of 
economics." tSO 

The legislators in Colorado apparently did not monitor the South Dakota 
experiences because a referendum was passed in 1990 allowing casino gambling 
in Colorado. Restrictions were built into the new Colorado law and were sup
posed to limit casino activities, but failed. lSI 

Certainly •... [three Colorado towns) have gotten more than they 
bargained for. Instead of a few slot machines. full-blown casinos owned by 
Las Vegas veterans and real-estate developers have swept in, swallowing 
many mom-and-pop businesses along the way. Water. sewer and traffic 
systems have been overwhelmed. crime has increased. non-casino busi
nesses face huge tax increases and the relative calm of local politics has 
been shattered. IS2 

One longtime resident, John Starkey, a NASA electronics specialist. who 
helped organize the campaign to allow casinos and who even stood on street cor
ners gathering signatures. regretted his former support despite a part-time job at a 
casino and planned to move out of town. IS) Mr. Starkey's reasoning was not 
atypical of similar scenarios. "We moved here because we liked the small town," 
he said. "We wanted a helping hand. but we didn't want devastation."154 

These objections and the business-economic scenario are almost identical 
to the experiences of Deadwood, South Dakota, two years earlier. ISS The busi
ness-economic environment caused by the Colorado casinos forced so many of 
the pre-existing local businesses to close that by 1992 residents of Central City 
and Black Hawk. Colorado. had to drive forty miles for a quart of milk.IS6 

In any event, the Deadwood, South Dakota experience serves as a micro
cosm of a developing gambling community-a black hole of economics in the 

VLTs calculated that over 2.5% of the South Dakota public was already addicted 10 gambling. 
BETTER GOV'T ASSN. supra note 3. at 10 . 

149. See 138 CONGo REC. SI87 (daily ed. Jan. 22,1992) (reprinting article of Economics 
Professor Earl Grinols. University of Illinois). 

ISO. See. e.g .• Alf. Siewers. CasillO Hopes alld Fears. CHI. SUN-TIMES. Apr. 12. 1992. at I. 
67 {referring to I. Nelson Rose of the Whittier School of Law "who likened gambling to a 'black 
hole sucking all of the money out of the local economy'" l. 

lSI. Charlier. supra note 42. at 1.6. 
152. [d. at I. 
153. [d. 
154. [d. 
155. Speech by Jeffry Bloomberg. supra note 144. 
156. Charlier. supra note 42. lit 6. 
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Black Hills of South Dakota. Given the limitations of its geographic location and 
the demographics of its population, South Dakota as a whole serves as a good 
example of what some other states and locales might expect if they accept gam
bling activities and the gambling philosophy. The Deadwood scenario also sheds 
light upon the time-lag problem involving the speed with which a socio-economic 
area is impacted and social-welfare costs increase. Although Deadwood was 
obviously not in a pristine economic petri dish and although arguments can be 
made that the influx of casino people impacted on the results, as of 1993, the 
South Dakota scenario served as the best case history of a rapidly developing 
casino economy. 

Shortly after the advent of legalized casino gambling, the Deadwood casino 
economy lurched forward. The state attorney's office in Deadwood l57 indicated 
that within approximately two years: 
I. Child abuse cases had increased 42% to 43% (from 350 to 500 cases); 158 
2. Police costs had increased 80% to 100%159 with a virtual doubling of the 

number of police officers; 160 
3. Although national statistics had increased only slightly, 161 crime in the 

Deadwood area had increased overall by 10% (although prior to 1989 the 
crime rate had been declining) with a 50% increase in felonies. 162 
Furthermore, there were 614 Class One misdemeanors or felonies in 1988, 
and 1070 in 1992. a 75% increase in four years;163 

4. Domestic violence and assaults had risen 80%; 164 and 
5. Burglaries and writing of bad checks had increased,165 while illegal drug, 

prostitution, and drunk driving cases had remained relatively the same. l66 

It should be noted that these statistics have not peaked and will probably increase. 
Although the statistics relating to social problems are dramatic. the main point is 
that the time lag between the initiation of a gambling economy and the advent of 
large social-welfare costs and police costs can be quite short, contrary to what 

157. Speech by Jeffry Bloomberg. supra note 144. 
158. [d. In one study. 8% of compulsive gamblers and 37% of their spouses physically 

abused their children. Lesieur. Compulsive Gambling. supra note 66. at 47 (referencing a study by 
Dr. Valerie Lorenz). 

159. Speech by Jeffry Bloomberg. supra note 144. 
160. Even though casino gambling began late in the year (on November I. 1989). "[t]he 

police force has almost doubled. from five officers in 1989 to eight in 1991" with another officer to 
be added in 1992. Carl Noga. Deadwood. S.D .• A Model for Jo Daviess. FREEPORT JOURNAL
STANDARD. Nov. 25. 1991. at I. 5. 

161. Speech by Jeffry Bloomberg. supra note 144. 
162. Compare BENCHMARK 1988: ANNUAL REPORT OF THE SOUTH DAKOTA UNIFIED 

JUDICIAL SYSTEM tbl. 15. at 35 [hereinafter BENCHMARK 1988] willi SOUTH DAKOTA COURTS, 
STATE OF THE JUDICIARY & 1990 ANNUAL REPORT OF THE SOUTH DAKOTA UNIFtED JUDICIAL 
SYSTEM tbl. 15. at 35 (Jan. 1991). 

163. Compare BENCHMARK 1988. supra note 162. tbl. 15. at 35 willi SOUTH DAKOTA 
COURTS. STATE OF THE JUDtCtARY & 1992 ANNUAL REPORT OF THE SOUTH DAKOTA UNIFIED 
JUDICIAL SYSTEM. tbl. 15. at 43 (Jan. 1993); see also Letter from Bloomberg to Kindt. supra note 
144. 

164. Speech by Jeffry Bloomberg. supra note 144. 
165. /d. 
166. [d. 
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many local government officials anticipated. In this instance, the economy was 
primarily a casino economy, which the public generally considers to be one of the 
"harder" forms of gambling, as distinguished from a state lottery, which is 
"softer." Even so, the time lags between the initiation of gambling and the large 
increases in the demand for local governmental services were definitely short and 
caught several government officials by surprise. 167 

Significantly, within the same two-year span, the Deadwood state attorney's 
office reported it had noticed that 3% to 5% of the population already appeared to 
be on the way to becoming problem gamblers and compulsive gamblers. 168 This 
was a chilling observation and a reminder that the compulsive gambling popula
tion could form rapidly,169 and if this phenomenon were in fact occurring, it 
would help explain the dramatic increases in the social and criminal problems 
reported by the state attorney's office.l10 

Field research supports these observations. Fortunately, specific field 
research was being conducted in South Dakota and Iowa during relatively the 
same time frame. Given the strategic variables associated with state economies, 
the following results are not definite, but they support what socio-economic the
ories would find in a developing gambling state, such as South Dakota. 

"One of the few available approaches to estimating the impact of gambling 
legalization on gambling problems in the general popUlation is to contrast preva
lence rates in geographically and demographically similar states where gambling 
availability is different. "171 Although the states obviously cannot be observed in 
a laboratory, a comparison of the states of South Dakota and Iowa may be one of 
the better examples because the strategic variables are more alike than in compar
isons between most other states. "While this approach suggests the potential size 
of the impact of gambling legalization, it does not in any way prove such an 
impact."172 Given these constraints, it is still quite revealing to compare South 
Dakota and Iowa with regard to the prevalence of pathological gamblers pursuant 
to the South Oaks Gambling Screen.173 As summarized by Dr. Rachel Volberg, 
President of Gemini Research: 

167. Id.; Noga, supra note 160, at I. 
168. Speech by Jeffry Bloomberg, supra note 144. 
169. Interestingly, there is some evidence that casino, racetrack, and sports gamblers do not 

become compulsive gamblers as quickly as some other categories of gamblers. "Slot machine 
addicts, poker machine addicts, lottery players and bingo addicts tend to 'bottom out' in less time 
than other types of gamblers, usually within two to three years of starting to gamble on this particu
lar activity." LORENZ, supra note 65, at 4. Because all of these categories were represented in the 
Deadwood scenarios, in addition to casino gambling, the national data tends to support the obser
vation of the development of a problem of compulsive gamblers within a two-year span. 
Furthermore, because addiction to casino gambling generally occurs more slowly than in the case 
of VL Ts, Deadwood can probably anticipate higher percentages of the public to become addicted in 
the future. See id. . 

170. See supra notes 157-66 and accompanying text. 
171. Letter from Dr. Rachel Volberg, President, Gemini Research, to Professor John Warren 

Kindt, University of Illinois 2 (Dec. 23, 1992) [hereinafter Letter from Volberg to Kindt]. 
172. Id. 
173. The South Oaks Gambling Screen was developed to identify when persons became 

pathological gamblers. Henry R. Lesieur & Sheila B. Blume, The South Oaks Gambling Screen 
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As an example, we can compare the prevalence rates of problem gambling 
in Iowa and South Dakota. These two states are contiguous and their 
demographics are similar. The adult population in both states is'predomi
nantly Caucasian.[1741 Similar proportions of the adult population in each 
state are under the age of 30, high school graduates, unmarried, and have 
annual household incomes under $25,000) 1751 Analysis shows that lifetime 
gambling participation was 84% in Iowa in 1989 and 86% in South Dakota 
in 1991. The available legal forms of gambling in Iowa and South Dakota 
at the time of each survey were as follows:[ 1761 

Iowa (989) 
Bingo 
Card Games 
Charitable Games 
Lottery (Instant, 

Lotto) 
Dog Racing 

South DakOia (99)) 
Bingo 
Card Games' 
Charitable Games 
Lottery (Daily, 

Lotto) 
Dog Racing 
Horse Racing 
Pulltabs 
Video Lottery Terminals 
Casillosl 77 

If horse racing is considered to be subsumed somewhat by its similarities to 
dog racing, then South Dakota has basically adopted pulltabs, casinos, and VLTs 
between 1989 and 1991. Specifically, the VLTs began operating on October 21, 
1989, and the casinos began operating shortly after the VLTs on November I, 
1989. "The lifetime prevalence rate of problem and probable pathological gam
bling, as measured with the South Oaks Gambling Screen ... was 1.7% in Iowa 
and 2.8% in South Dakota."178 It is important to note that this field research 
reveals what socio-economic theorists would expect to find when extrapolating 
from other less complete, tangential, or related field research. Specifically, 
"[t]hese findings suggest that the introduction of widespread legal gambling, 
including pulltabs, casinos and video lottery terminals, was associated with a 1 % 
increase in the prevalence rate of problem and probable pathological gambling 
over a 2-year period."179 While these findings only suggest that the introduction 
of widespread legalized gambling caused a 1 % increase in problem and patholog
ical gamblers in the adult popUlation, the national statistics show that increases 

(the SOGs): A New InstrUn/elll for the Identification of Pathological Gamblers, 144 AM. J. 
PSYCHIATRY 1184 (1987). 

174. The similarity in adult populations reduces one major variable. See CLOTFELTER & 
COOK, supra note 58, at 95-104. (Footnote added), 

175. These similarities in populalion demographics further reduce several major variables. 
Id. (Footnote added). 

176. For ease of comparison. these categories have been placed in slightly different order 
from the original. See Letter from Volberg to Kindt. supra note 171, at 2. (Footnote added). 

177. Id. (emphasis added). 
178. Id. 
179. Id. 
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will in fact occur until they reach between 1.5% and 5% of the population. L80 
The only real debate is how long this process will take. In South Dakota, the 
increase of 1 % occurred during a dramatically short two-year period. This phe
nomenon can be explained by South Dakota's introduction of VL Ts, which 
sociologists widely regard as the "crack-cocaine" of gambling addiction. 181 
Furthermore, the clinical observations by the state attorney's office in Deadwood, 
South Dakota, support the results of this field research. 182 

Considering that the socio-economic costs to South Dakota for each compul
sive gambler is conservatively estimated at $52,000 per year, 183 a I % increase in 
an adult population of 500,000 would result in 5000 new problem and probable 
pathological gamblers. This increase would cost South Dakota an added $260 
million over a two-year period. This decline in the quality of life, combined with 
similar drains on the state economy, 184 would undoubtedly be noticed by the 
electorate. 

The field research indicates that the adolescent population shows prevalence 
rates of 4% to 6% for compUlsive gambling,185 which is higher than the rates 
among the adult population. Because the adult population of South Dakota was 
500,000 in 1991 186 and the total population was approximately 700,000 187 
(ensuring that the correct census numbers are used for the same years),188 the 
adolescent population probably constituted about one-third of the difference, or 
about 70,000. 

The legalized gambling interests argue that it is illegal for the teenage popu
lation to gamble; therefore, the teenage population should not be included in 
these calculations. Studies show, however, regardless of the laws prohibiting 
teenage gambling, teenagers still gamble. Despite laws in Atlantic City restrict
ing the casinos to persons twenty-one years and over,189 a survey of teenagers in 
an Atlantic City high school revealed 64% of the teenagers had gambled in a 
casino, 21 % had visited casinos more than ten times, and 9% still gambled at 
least once a week. 100 Studies between 1985 and 1987 indicated that 20% to 86% 

180. See, e.g., id.; BETTER Gov'T ASS'N, supra note 3, at 30 (reporting four studies with a 
range between 1.7% to 4.5%); see also CLOTFELTER & COOK, supra note 58, at 124-25. 

181. See LORENZ, supra note 58, at 4. "Slot machine addicts [as well as) poker machine 
addicts ... tend to 'bottom out' in less time than other types of gamblers, usually within two to 
three years of starting to gamble on this particular activity." Id. (emphasis added). 

182. Speech by Jeffry Bloomberg, supra note 144. 
183. BETTER GOV'T ASS'N, supra note 3, at 14. 
184. /d. at 14-17. 
185. The widely-accepted 4% to 6% range for compUlsive gambling among the teenage 

population is reported by Dr. Durand Jacobs of the Lorna Linda University Medical School. The 
overall range of prevalence rates for the teenage population is 4% to 15%. See, e.g .. id. at 30. 

186. See illfra Appendix, Table 2. 
187. CENSUS BUREAU, U.S. DEP'T OF COMMERCE, 1990 CENSUS, rep rill ted ill THE WORLD 

ALMANAC & BOOK OF FACTS 389 (1992). 
188. Of course, refining the population demographics for the same years enhances the accu

racy of the results. From a strategic governmental perspective, however, the approximations are 
probably accurate enough given the cost and benefits of further refining the data. 

189. ILL. STATE POLICE, supra note 4, at 15. 
190. Id. (reporting the results of a 1985 study by Arcuri, Lester, & Smith). 
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of high school students had gambled for money within the previous year.191 
Studies between 1985 and 1987 also revealed that 4% to 32% of high school stu
dents in different studies (32% in New Jersey) reported gambling weekly or more 
often. 192 These studies and others l93 directly and indirectly support the widely 
accepted prevalence rates that 4% to 6% of the teenage population gamble 
compulsively. 194 

Accordingly, these higher prevalence rates among the teenage population 
support the extrapolation of the prevalence rates among the adult population into 
the rest of the population. From a strategic governmental perspective, these 
extrapolations constitute figures that are quite representative of the problems, 
given the extensive research costs and time constraints associated with further 
refining the data. Specifically, the South Dakota adult population of approxi
mately 500,000 would indicate that a I % increase in the prevalence rate of 
problem-probable pathological gamblers would cost $260 million. By compari
son, the teenage prevalence rates would be approximately two to three times the 
adult rates, that is, at least 4% to 6% for teenagers nationwide compared to 2.8% 
for adults in South Dakota. Therefore, the "increase" in the prevalence rate 
among teenagers could be extrapolated at approximately two to three times the 
increase in the adult prevalence rates. The Connecticut prevalence rate of 15% 
for teenagers who are problem gamblers indirectly supports this proposition.195 
The result is that the rate of increase among teenagers yields approximately the 
same result as extrapolating the adult increase of I % to include the entire popula
tion of South Dakota. Added to $260 million per year in costs for the South 
Dakota adult population is an approximately 2.5% increase in the teenage popu
lation of 70,000. This increase equals 1750 teenagers multiplied by $52,000 per 
year for an additional cost to South Dakota of approximately $9 I million per 
year. The total of $341 million per year is approximately the same as taking the 
increase in the adult population of 1 %, multiplying that increase by the overall 
population of 700,000, and multiplying the resultant 7000 by the costs of $52,000 
per year, which equals $364 million per year. 

From a strategic governmental perspective, the slight differences between the 
$341 million and $364 million estimates are probably not worth the added costs 
of refining the numbers. In either case, the costs to the state are still extremely 
large, particularly when compared to the projected tax revenues-approximately 
$50 million in the case of South Dakota. 

This dramatic socio-economic impact perhaps explains why the November 
1992 ballot in South Dakota reflected a referendum question that was designed to 

191. BElTER GOV'T ASS'N, supra note 3, at 23. 
192. {d. at 26. 
193. See gellerally ILL. STATE POLICE, supra note 4, at 15; see also BETTER GoV'T ASS'N, 

sup,.a note 3, at 21-30. 
194. See supra notes 117, 185 and accompanying text. 
195. BElTER Gov'T ASS'N, supra note 3, at 30, app. G (reporting data from the Connecticut 

Council on Compulsive Gambling, Hamden, Connecticut). 
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ban VLTs.196 Although this referendum question failed,I97 the mere fact that 
within less than one year the petition drive was mounted and successfully placed 
the question on the November ballot demonstrated that a substantial number of 
the electorate was alert to the economic negatives of VLTs. 

IV. HOW LEGALIZED GAMBLING INTERESTS "PEG" THE TEN PERCENT 
MARKET CREAM OF THE GAMBLING PUBLIC 

Regardless of these considerations, the most shocking statistic is that 
although the number of compulsive gamblers is between 1.5% and 5% of the 
population in states with legalized gambling,I98 the number of PEGs is approxi
mately 10% of the popu lation, even in those states t:lat have only state 
lotteries. 199 PEGs are gamblers who are in the process of becoming problem or 
probable compulsive gamblers, or who are already compulsive gamblers. 
Therefore, even if the percentages of compulsive gamblers are challenged as 
being incorrect, the compulsive gambling statistics are confirmed by, and are 
subsumed in, the fact that 10% of the popuiation2OO consists of PEGs in states 
with legalized gambling.201 This observation is supported by studies that 
"strongly suggest that the introduction of a state lottery brings a large fraction of 
the adult population into commercial gambling."202 

Nationwide, PEGs lose an average of approximately $900 annually.203 In 
Illinois, for example, PEGs gamble and lose approximately 13.1 %204 more dollars 
than the national average-that is, approximately $1018 per year per Illinois 
PEG. If the population is conservatively estimated at 10 million, then 10%, or 1 
million people in Illinois, are gambling approximately $1 billion.205 This market
ing group constitutes the primary "target group" or is "pegged" for the efforts of 
all gambling interests; Another 42% of the public gamble recreationally 
(approximately $500 million in Illinois), although the rest of the public (48%) do 
not gamble at all. 206 

196. Richard Jameson, Speech before the South Dakota Citizens Forum 'Against Video
Lottery Terminals (Oct. 18, 1992). 

197. The vote to keep VLTs was 205,640 (62,8%); the vote against VLTs was 121,848 
(37.2%). Rose, supra note 143. at I. 

198. See supra notes 102-06 and accompanying text. These percentages of CEGs were 
paralleled by percentages in a 1992 Gallup poll. The poll indicated that 5% of the public admitted 
"gambling caused family problems" and 7% enjoyed gambling "a lot." NEWS SERVICE 12-16-92, 
Sl/pra note 96. at 1-3. 

199. See CLOTFELTER & COOK, supra note 58, at 92-94. Interestingly. 10% of the public in 
a 1992 poll admitted they "gamble too much." NEWS SERVICE 12- I 6-92. supra note 96, at 3. 

200. See CLOTFELTER & COOK, supra note 58, at 92-94. 
201. {d, at 104-05. 
202 . {d. at 104. 
203. See id. at 26-27. 
204. See id. 
205. These percentages are reflected in the Illinois state lottery numbers of approximately 

$1.5 billion in sales per year. See ILL. 1992 BUDGET, supra note 125, at 64-65. State lottery figures 
arc used because there are fewer variables. the data is more straightforward. and Ihe data is less 
subject to reporting errors. 

206. CLOTFELTER & COOK. supra note 58. at 93. 
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According to Thomas Grey, Director of Legislative Affairs for the Illinois 
Church Action on Alcohol Problems (lLLCAAP), persons do not have to be 
"rocket scientists"207 to understand that gambling activities have large negative 
impacts on society and the economy. In fact, gambling activities are highly 
negative to the welfare of the strategic economy and traditional pre-existing busi
nesses. The socio-economic numbers support what many people instinctively 
realize: gambling activities are inherently parasitic, feeding on and causing 
harmful side effects to portions of the population in interstate, state, and local 
economies. Because populations are economically interrelated, the socio-eco
nomic costs eventually span those population bases directly and indirectly 
associated with legalized gambling activities. In this regard, gambling is differ
ent from other business endeavors. 

V. CLAIMS OF UNFAIR COMPETmVE ADVANTAGES ENJOYED BY 
LEGALIZED GAMBLING ORGANIZA nONS 

Traditional businesses are at a competitive disadvantage when pitted against 
legalized gambling interests. It is difficult enough for one business to meet its 
normal competition, but it is extremely difficult to compete for consumer dollars 
with gambling enterprises that are advertising a well-recognized addictive activ
ity.208 Furthermore, "[g]ambling is not a fundamental right."209 According to 
economics professor Earl Grinols of the University of Illinois, gambling "is a 
state-regulated monopoly allowed for the convenience of the state,"210 and 
according to sociology professor Vicki Abt of Pennsylvania State University, 

Casinos cOr.1pete too well in a capitalistic society. Land values are inflated 
by speculation; skyrocketin'g real estate taxes overwhelm local residents 
who do not sell out to speculators; and existing institutions and recreation 
facilities cannot match the attraction and economic clout of the casinos.211 

Furthermore, consideration needs to be given to the economic impact on the 
individual. "In the case of state lotteries, the vast majority of those who play will 
never see a return on their investment; in their case, the lotteries feed illusions, 
not dreams."212 

207. Thomas Grey, Dir. Legis. Affairs for Illinois Church Action on Alcohol Problems, 
Speech before the Seminar on Gambling Issues in Illinois (May 20, 1992); see The 700 Club 
(television broadcast, Oct. I, 1992) (interview with Thomas Grey, Dir. Legis. Affairs for Illinois 
Church Action on Alcohol Problems). 

208. In 1979, the World Health Organization officially recognized pathological gambling as 
an addiction. , 

209. Grinols, Champaign Report. supra note 114, at 3. 
210. /d. 
211. Vicki Abt, Is Gambling Fiscally Respectable?, CHI, TRIB" July 21,1990, § I, at II. 
212. /d. 
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In addition, the guaranteed geographic market areas allowed in some states, 
such as in Illinois for both riverboat gambling213 and off-track betting parlors,214 
are slowly being recognized by traditional businesses as constituting unfair com
petitive advantages legally granted by state governments to the gambling 
organizations.215 Furthermore, the legalized gambling interests apparently wish 
to avoid competition, particularly between different gambling organizations or 
between specialized gambling markets. One of the sponsors of the $2 billion 
casino complex which was proposed for Chicago, President J. Terrence Lanni of 
Caesars World, reportedly indicated in an attempt to gain legislative approval for 
the complex, "We would give up the right to operate a sports parlor in the state of 
Illinois."216 

We would offer that to the racing industry to operate in our facility 
for their benefit, alld we would 1I0t compete with them. We would turn that 
over to them, as we would the race book, both in the casino complex and 
anywhere else in Illinois .... It certainly can be big money. We do very 
well in race and sports books in Nevada.217 

Traditional businesses resent that they must compete with the gambling 
interests not just for the so-called "entertainment dollar" or "recreational dollar," 
but for other consumer dollars as well. Generally, traditional businesses were 
slow to recognize the way in which legalized gambling organizations captured 
dollars from across the entire spectrum of the various consumer markets. 
Although these businesses were not naive, the ban on legalized gambling for 
most of the twentieth century meant that they had never operated in a gambling 
environment. Therefore, the manifestations and promises of the gambling inter
ests had to be taken at face value-although the elected government officials who 
cavalierly allowed or endorsed legalized gambling should have done their home
work. In particular, United States Senator Paul Simon of Illinois criticized and 
chastised local and state officials for their shortsightedness.218 

213. See ILLINOIS ECON. & FISCALCOMM'N, WAGERING IN ILLINOIS 49 (1992) [hereinafter 
ILL. ECON. COMM'NI. 

214. Id. at 26. 
215. See generally id. at 52; East St. Louis Loses CasillO G,jQralltee, NEwS-GAZElTE 

(Champaign, 111.), May 8, 1992, at A5 [hereinafter Casino Guarallteel. 
Cook County Judge Edwin M. Berman ruled ... thai it was unconstitutional 

for the state to guarantee East St. Louis a license when it wrote legislation on 
noating casinos. 

Berman said the Gaming Board may not consider thai portion of the law but 
could award a license to East St. Louis based on other guidelines in the law. 

/d. Critics of legalized gambling claim that this scenario exemplifies the silliness of the litigation 
and legislative efforts that are based on faulty economic presumptions. See Thomas Grey, Address 
at the National Anti-Gambling Conference (May 14, 1994). 

216. Fran Spielman, Casino Ultimatum, CHI. SUN-TtMES, July 10, 1992, at 1,34. 
217. Id. (quoting Caesars World President J. Terrence Lanni) (emphasis added). 
218. 138 CONGo REC. SI87 (daily ed. Jan. 22, 1992) (statement of Sen. Simon); see 

Interview with U.S. Senator Paul Simon, WMAQ-AM, Chicago, III., June 19, 1992; Simoll Urges 
Caution, supra note 52. 
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The public slowly began to recognize the extent and impacts of these pro
tected competitive advantages and the word "monopoly" began to appear in the 
press,219 even by supporters of the legalized gambling interests.22o These sup
porters suggested that there was "no reason the state shou Id protect sanctioned 
monopolies such as the lottery and horse tracks or quasi-private off-track betting 
parlors and gambling boats and other favored enterprises."221 Furthermore, the 
supporters twisted the argument that these monopolies should not be legalized 
into the argument that they should be legalized, but regulated by the state to pro
tect the public. Those regulations, however, were often drafted by the gambling 
interests themselves.222 Under the guise of protecting the public, these interests 
allegedly included regulatory elements that guarantee allegedly unfair competi
tive advantages to the gambling organizations.223 

In addition, the marketing conducted by gambling enterprises sells hope,224 
and thereby cuts across all spectrums of consumer spending. Gambling interests 
are competing not just for the consumer's "entertainment dollar" as they claim, 
but for all consumer dollars, including the savings dollars. Once discretionary 
income is exhausted, 10% of the public will draw on their savings accounts 
(including dollars normally directed to mortgage principal, interest, real estate 
taxes, and homeowners' insurance). Subsumed in this 10% are the 1.5% to 5% 
of the public who are compulsive gamblers and will exhaust an average of 
$15,000 per year225 over a maximum fifteen-year period before "bottoming 
OUt."226 In addition, compulsive gamblers also go into debt an average of 
$80,000 to finance their compulsive gambling.227 

219. See. e.g., Edilorial, Legalize Casillo Gamblillg, DECATUR HERALD & REV. (111.). Apr. 
21. 1992, at 2 [hereinafter Legalize Casillo Gamblillg). 

220. /d. . 
221. /d. (emphasis added). 
222. For example. concerning the 1992 proposed casino complex for Chicago, Mayor 

Richard Daley's "mayoral allies confided [to the Chicago Sun-Times) that a casino bill [was) being 
drafted by City Hall for inlroduction [to the Illinois state legislature's 1992 spring session)." Fran 
Spielman, Daley Blasts Crime Pallel, CHI. SUN-TIMES, June 19, 1992, at 3. 

223. See, e.g., ILL. ECON. COMM'N, sllpra note 213. at 52. See generally Legalize Casino 
Gamblillg. sllpra note 219, at 2. 

224. See generally CLOTFELTER & COOK, sllpra note 58. 
225. See GAMBLING ADDICTION IN MARYLAND, sllpra note 65, at 156. 
226. [d. 
227. /d. at 2. 

Researchers have reported on different rates of indebtedness of pathological 
gamblers in treatment. The mean gambling-related debt (excluding auto loans. 
mortgages, and other "legitimate" debt) of individuals in treatment ranges from 
$53,350 to $92.000. Female Gamblers Anonymous (GA) members have a 
lower level of gambling related debt averaging almost $15,000. This is only 
the debt that they accumulate and does not include the debt they payoff. For 
an estimated 18 percent of males and 8 percent of females in studies of treat
ment samples and members of Gamblers Anonymous. this eventually led to 
bankruptcy. 

Lesieur, Coml}lI/sil'e Gamb/ing, sllpra note 66, at 44 (citations omitted). During a twenty-year 
period in New Jersey. "over $514 million dollars was accumulated in debt by compulsive gamblers 
in that state alone per year." Id. at 44-45. As a function of state population. this parallels the 
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Over a seven-year period, the theoretical loss to a population base of ten mil
lion people ranges from $28 to $93 billion,228 Most of these dollars are lost to the 
economy of tlfe population base because the dollars are spent on gambling 
activities instead of on consumer goods and services. Real resources are shifted 
out of traditional goods and services. Once again, the time period during which 
this phenomenon occurs is difficult to calculate. The evidence from Deadwood, 
South Dakota suggests, however, that the "hard forms" of gambling associated 
with casino gambling constitute a virulent catalyst to this phenomenon, because 
3% to 5% problem and pathological gamblers had begun to manifest themselves 
in Deadwood within a two-year period.229 Additionally, video gambling has been 
commonly known to addict gamblers within a one-year period or less; hence, 
sociologists and medical communities widely refer to video-gambling as the 
"crack-cocaine" of gambling addiction.230 

VI. THE!NV ALID ARGUMENT OF LEGALIZING GAMBLING ACTIVITIES TO 
CAPTURE TAXES FROM PRE-EXISTING ILLEGAL GAMBLING 

According to sociology professor Vicki Abt, "the fiscal respectability of 
legalized gambling is largely a sham."231 

The myth [of legalized gambling] also presumes that legalization, rather 
than enforcement of anti-gambling laws, will eliminate the seamier, under
ground forms of gambling, thus directing proceeds into the right hands. 
However, it is illogical to assume that either casinos or lotteries will divert a 
substantial amount of existing wagering from illegal channels.232 

Despite the myth that legalizing gambling activities captures taxes from pre
existing illegal gambling, a 1992 Gallup pol.l suggests that 61 % of the public still 
believe it, while 38% do not.233 

formula of the range to be expected in New Jersey. The calculation is: $80,OOOIlS years x 1.5% x 
(state population) = $5,333/year x 1.5% x (7.7 million) = $616 million/year. 

228. Compulsive gamblers will eventually pump their discretionary asset base (over an 
average seven-year period) and their credit base into gambling pursuant to the following formula: 
($15,000 x 7 years) (1.5-5% x population base) + $80,000 (1.5-5% x population base) = total pro
jected loss to economy of the population base. 

In a population base of 10 million, this formula yields parameters of$16 billion to $53 billion 
plus $12 billion to $40 billion, which equals $28 billion to $93 billion. See gellerallyGAMBLlNG 
ADDlcnON IN MARYLAND, supra note 65, at 59-61, 156. 

229. See supra notes 168-70, 178-82 and accompanying text. 
230. A scenario similar 10 the Deadwood scenario might also explain the large returns gen

erated by the Excalibur Hotel in Las Vegas from 1990 to 1991. James Coates, Vegas' Tip to 
Chicago: CasillO is Family FUll, CHI. TRIB., Apr. 10, 1992, § I, at I, 10. 

231. Abt, supra note 211, at II; see also VICKI ABT ET AL., THE BUSINESS OF RISK: 
COMMERCIAL GAMBLING IN MAINSTREAM AMERICA (1985). 

232. Abt, supra note 211, at 11. 
233. NEWS SERVICE 12-5-92, supra note 100, at 2. 
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Theoretically, in a gambling-free state of ten million, .77% of !he population 
are compulsive gamblers who spend $1.15 billion on illegal gambling. Once 
gambling is legalized, this number doubles (under the minimum doubling rule) to 
approximately $2.25 billion (and could go as high as $7.5 billion). As a case 
example, Illinois's numbers parallel what might be expected; specifically, about 
$2 billion bet legally in Illinois. Conservatively, the $1.1 billion could equal 
65% of the legal wager (if only compulsive gamblers are considered and not 
problem gamblers). Therefore, the state lottery "handle" or gross should be $1.1 
billion (65%) + $.6 billion (35%) = $1.7 billion. The actual 1992 Illinois handle 
for the state lottery was $1.6 billion.234 The small difference (from a strategic 
perspective) can be explained by the fact that other forms of legalized gambling 
were rapidly developing in Illinois during 1992. It should be noted that the $1.15 
billion in illegal gambling mayor may not have been "captured" somewhat by 
the legalization of gambling. 

Gambling is generally legalized for the purpose of capturing tax revenues, 
but the pre-existing illegal gambling dollars have a tendency to go to harder 
forms of gambling that are usually still illegal for the simple marketing reasons 
that the odds are better and the "thrill factor" is greater Merely legalizing some 
forms of gambling will not induce illegal gamblers to convert en masse to legal
ized gambling. To pre-existing illegal gamblers, the thrill of gambling is lost 
somewhat by legalized gambling, and therefore, the propensity of illegal gam
blers is strongly toward continued illegal gambling. If the illegal gambling 
market was moving en masse into legalized gambling, the total handle, or gross, 
on a 1992 population base of 10 million, such as in Illinois, would be [$15,000 x 
1.5% x (state population}) / .65 = $3.5 billion. Illinois's approximately $1.6 bil
lion bet in the state lottery and $.8 billion in other legalized gambling supports 
the proposition that the illegal gambling market is still much the same as it has 
always been. What the legalization of gambling really accomplishes is to seduce 
a whole new market segment of the public into gambling activities.235 Therefore, 
legalizing gambling probably does little or nothing to capture and tax the illegal 
gambling market. 

Although these calculations are largely theoretical, they must necessarily be 
so because it is virtually impossible to conduct research in the area of illegal 
gambling activities. There is no authoritative evidence, however, showing that 
illegal gambling activities are captured or taxed by legalizing gambling activities. 
Conversely, the landmark United States Commission on the Review of the 
National Policy Toward Gambling reported in 1976 that there was "some evi
dence that the existence of gambling sanctioned, licensed, or run by the various 
States-and the attendant publicity-tends to increase citizen participation in 
illegal as well as legal gambling."236 More conclusively, in 1988 the New Jersey 
Governor's Advisory Commission on Gambling "heard from law enforcement 
officials in New Jersey who contended[ed) that legalized gaming has not only 

234. ILLINOIS ECON. COMM'N, supra note 213, at 3, 71. 
235. CLOTFELTER & COOK, supra note 58, at 104-06; see Lesieur, Compulsive_Gamblillg, 

supra note 66, at 43. 
236. U.S. COMM'N ON GAMBLING, supra note 104, at 49 (emphasis added). 
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failed to curb illegal gambling but in fact has been conducive to its growth ."237 
The Commission ultimately concluded that legalized gambling did not decrease 
the illegal gambling in New Jersey.238 

Once in full operation, the legalized gambling enterprises wiII drain a mini
mum of $2.25 billion per year out of a population base of 10 miIIion.239 Almost 
all of these gambling dollars wiII continue in gambling activities. Without 
legalized gambling, approximately 50% of that $2.25 biIIion (or $1.1 biIlion)240 
would be spent annually in the regular economy on services and on durable and 
nondurable goods-which would act as a positive multiplier, generate more 
orders for durable and nondurable goods, and create more service jobs and pro
duction jobs. These numbers do not include the other 42% of the public who will 
gamble, but gamble only 35% percent of the gambling dollars,241 while the 10% 
PEGs gamble 65% of the gambling dolIars.242 

VII. AN OVERVIEW OF THE MEGAPROFITS STRATEGIES OF THE 
LEGALIZED GAMBLING ORGANIZATIONS 

When gambling organizations capture the 10% PEGs, the market cream, the 
return on investment that those gambling organizations can expect is several 
times what a normal corporation or business could expect. The enormous profit 
margin to be anticipated explains why (unlike another $2 bilIion proposal from, 
for example, a department store chain) the sponsors of the proposed $2 billion 
Chicago gambling complex-Hilton Hotels, Caesars World, and Circus Circus
appeared to be willing to pay up front for all of the Chicago land and infrastruc
ture needed for 'the complex and not pressure for concessions in these areas. 
Such a policy would help assure that the current landowners and nearby Chicago 
businesses would be supportive of the proposal. The sponsors of the casino 
complex, however, wanted a 50% tax reduction (from 20% down to 10%)243 that 
would transfer the costs away from Chicago and to the Illinois taxpayers. The 
"leaked" public relations documents of the sponsors of the casino complex 
indicated they were highly confident in their ability to reduce any potential state 
and local taxes by 50%.244 Arguably, the sponsors also pressured for a partial 
five-year tax waiver because they knew that most of their monies would be made 
during the first five years. 

237. NJ. GOVERNOR'S ADV. COMM'N ON GAMBLING, REPORT AND RECOMMENDATIONS 19 
(1988). 

238. Id. 
239. The basic calculation is: $1 5 ,DOD/year x 1.5% x (state population) = $2.25 billion. 
240. The basic calculation is: $15,OOO/year x (1.5% - .77%) x (state population) = $1.1 

billion. 
241. See CLOTFELTER & COOK, supra note 58, at 92-94. 
242. Id. 
243. BETTER Gov'T ASSN, supra note 3, app. Q, at 24. 
244. Id. The pre-existing tax rate was 20%. According to the public relations firm working 

for the sponsors of the casino complex, "those [citizens] who persisted in arguing the unfairness of 
a 10% vs. 20% rate of taxation were dispensed with by comments such as ... 'Would you rather 
have 10% of something than 20% of nothing?'" Id. 
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The enormous profits (and returns on investment) generated during the first 
five years245 made it a savvy strategy for the sponsors of the casino complex to 
lobby for tax concessions.246 Relevant examples of these large profits were 
common: 

Circus Circus opened the Excalibur [in Las Vegas] in 1990, adding 
another 4,000 hotel rooms in a project that made the Excalibur the biggest 
hotel in the United States. [In 1991] the company stunned market analysts 
by announcing it had already paid off the Excalibur mortgage from operat
ing revenues.247 

It is astounding for any business to be able to pay its entire mortgage in less 
than two years. A fortiori, it is almost unbelievable that the source of the funds 
was operating revenues, which by definition includes net profits, the mortgage 

. amount, and all other expenses. By comparison, traditional businesses are quite 
satisfied if they make an annual 5% to 10% "return on investment." 
Accordingly, it is remarkable for an organization, such as the Excalibur, to make 
over a 100% return on investment over a short period of time (especially if that 
return was over a one to two year period). 

The megaprofits expected to be generated during the first five years of 
operation explains why the sponsors of the Chicago casino complex wanted a 
permanent 50% tax reduction from 20% to \0% (or even 7.7%)248-perhaps 
combined with a partial five-year tax waiver. The state of Illinois could hypo
thetically raise the tax rate from 20% to 50% with no tax waivers, and it would 
still be profitable for any sponsors of a potential casino complex to come to 
Chicago, particularly because they would be the first large casino-style gambling 
to tap the 10% market of PEGs and newly generated compulsive gamblers. 

Of course, the key for the gambling organization is to control that 10% of the 
market. This 10% prime market explains why gambling interests do not like to 
compete with each other. For example, the off-track betting parlors and the 
riverboats in Illinois lobbied incessantly for, and received, specified geographic 
markets. 249 This phenomenon also explains why gambling interests are 
extremely eager to establish themselves quickly in areas where there are no legal
ized gambling enterprises already-that is, they wish to skim the cream off the 
top of the market, which consists of the 52% of the public who will gamble, but 
especially the 10% PEGs (included in the 52% total). If the gambling enterprise 

245. The partial or total waiver of taxes for five years is a common strategy of gambling 
organizations, and it has been remarkably successful. For examples of the off-track betting organi
zations' use of five-year tax waivers in Danville and Vermilion County. Illinois. see supra note 3 
and accompanying text. 

In Fort Madison, Iowa. the riverboat left after a few months. leaving the city with a IS-year, 
$2.2 million tax bond obligation. Petroski & Fuson. supra note 3. at 2. John Pick, City Manager of 
Fort Madison. stated, "I think people in town will definitely feel betrayed." /d. 

246. See Petroski & Fuson, supra note 3, at 2. 
247. Coates. supra note 230, at 10. 
248. See PROPOSED GAMING. supra note 8, at 270-71. 
249. See ILLINOIS GAMING BOARD, ANNUAL REPORT AND WAGERING STUDY 1991, app. D 

(illustrating the geographic markets for Illinois riverboats). 
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cannot be the first legalized gambling activity into a given geographic market 
area, then it wants to be the hardest form of gambling in that area because gam
bling dollars (especially the 10% PEGs) tend to migrate from the softer forms of 
gambling to the more thrilling or harder forms. Theoretically, the normal pro
gression in which the dollars will move is from the state lottery to: 

I. race tracks (both dog and horse tracks); 
2. off-track betting parlors (because they take the betting to the 

geographic markets instead of waiting for the gamblers to come to 
the tracks); 

3. riverboat gambling (if geography permits); 
4. land-based casino gambling; 
5. video-machine gambling; and 
6. harder and more accessible forms of gambling.25o 

Gambling interests must continually expand, provide greater thrills, or otherwise 
get harder forms of gambling to keep attracting players. More and more market
ing gimmicks, including so-called "family entertainment centers," must 
continually be used to lure people temporarily back into a softer form of gam
bling. Therefore, a gambling organization wants to be first into a pristine 
geographic market and wants a guaranteed geographic market so there is no other 
gambling competition. If these conditions are not possible, the gambling organi
zation wants to be the hardest form of gambling in its own geographic market. 

VIII. A SUMMARY OF THE UNIQUE SOCIAL COSTS ACCOMPANYING 
LEGALIZED GAMBLING ACTIVITIES 

Unlike any other type of business activity, there are many social costs that 
invariably accompany the introduction of legalized gambling enterprises into a 
pre-existing economy. In addition to the socio-economic costs that have already 
been discussed, there exist many other costs that are in the initial stages of being 
identified and studied. For example, once all of their assets and credit have been 
drained into gambling activities, compulsive gamblers are tempted to engage in 
embezzlement or other illegal activities to finance their habits,251 and approxi
mately 20% of compulsive gamblers attempt suicide.252 Studies indicate that 
15% to 25% of all compulsive gamblers have attempted suicide, which is five to 
ten times higher than the percentage for the general population.253 

250. See. gellerally, Richard Thalheimer, An Analysis of the Impact of Intra-State Intertrack 
Wagering, a State Lottery and Casino Gambling on Parimutuel Horse Race Wagering: New 
Jersey-An Expanded Analysis (School of Bus., Univ. Louisville) (highlighting the movement of 
gambling dollars from horse racing to casinos). . 

251. LORENZ. supra note 65. at 4, 6-7. 
252. See Lesieur, Compulsive Gamblillg, supra note 66. at 46. The suicide rates of com

pulsive gamblers are in the range of 11% to 24%. Between 11% and 14% of the spouses of 
compulsive gamblers attempt to commit suicide, which is "three times higher than the reported rate 
of suicide attempts in the general popUlation." [d. 

253. GAMBLING ADDICTION tN MARYLAND, supra note 65, at 27 (25%); BETTER Gov'T 
ASS'N. supra note 3, at 20 (15% to 20%); Lesieur, Compulsive Gamblillg. supra note 66, at 45 
(15% to 24%). 
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The negative financial and sociological impacts on family members. friends. 
and others. between seven and seventeen people per compulsive gambler. are 
enormous and must be borne by charities. social-welfare organizations. and fed
eral. state. and local governments. Aside from the asset losses or rehabilitative 
costs. each compulsive gambler is estimated to cost society at least $45.000 per 
year.254 

Legalized gambling has often been described as a black hole of economics.25S 
which begins by slowly draining the financial viability out of communities and 
then picking up speed as the dollars disappear. Similarly. it should not be 
surprising that many charities have identified the 10% PEGs as a "tithe of 
people" being sacrificed to the idols of gambling.256 In Nevada. the 5% of the 
public who appear to be compUlsive gamblers plus the 5% who are in the process 
of becoming compulsive gamblers257 support this contention. 

254. GAMBLING AODICTION IN MARYLAND, supra note 65, at 2 ($30,000 per year in 
embezzled and abused dollars plus $15,000 per year in lost work productivity). 

255. See generally Siewers. supra note 150. 
256. See Bishop R. Sheldon Duecker, Address at the National Anti-Gambling Conference 

(May 13, 1994); see also ALTA. GAMING, supra note 96. at 18. 
257. From a business-economic perspective, the CEG is basically' the same as the pathologi

cal gambler. The PEGs. however. consist of the 10% of the public who lose 65% (or by some 
estimates 50% to 90%) of the legalized gambling dollars. The PEG category subsumes the CEG 
category. Sociologists. psychiatrists. and psychologists should not interchange or confuse their cat
egory of problem gambler with the problem economic gambler. The PEG 10% category subsumes 
the categories of the pathological gambler. the probable pathological gambler. the possible patho
logical gambler. the problem gambler. and similar categories . 
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Table I 

Increased Crime After the Advent of Casino Gambling2S8 

Lawrence County, South Dakota, Case Filings259 

Casino 
Gambling 

Begins 
1111/89 

[Vol. 43 

~260 .lm261 .l2llli262 ~263 .l22Q264 1221265 .l.222266 

Class 2 
Misdemeanors267 3997 3878 3683 3758 4325 4279 5309 

Class 1 
Misdemeanors268 629 591 483 507 569 685 900 

Felonies 127 129 131 132 197 178 170 

258. These increased crime statistics might be explained in part by increases in the num
bers or types of persons attracted to the community with casino gambling. See Speech by Jeffry 
Bloomberg, supra note 144. This table is modified from a table contained in Letter from Bloom
berg to Kindt, supra note 144. 

259. Source: South Dakota Supreme Court annual reports. 
260. BENCHMARK 1986: ANNUAL REPORT OF THE SOUTH DAKOTA UNIFIED JUDICIAL 

SYSTEM tbl. IS, at 37. 
261. BENCHMARK 1987: ANNUAL REPORT OF THE SOUTH DAKOTA UNIFIED JUDICIAL 

SYSTEM tbl. IS, at 3S. 
262. BENCHMARK 1988: ANNUAL REPORT OF THE SOUTH DAKOTA UNIFIED JUDICIAL 

SYSTEM tbl. IS, at 3S. 
263. BENCHMARK 1989: ANNUAL REPORT OF THE SOUTH DAKOTA UNIFIED JUDICIAL 

SYSTEM tbl. IS, at 3S. 
264. SOUTH DAKOTA COURTS, STATE OF THE JUDICIARY & 1990 ANNUAL REPORT OF THE 

SOUTH DAKOTA UNIFIED JUDICIAL SYSTEM tbl. IS, at 3S (Jan. 1991). 
265. SOUTH DAKOTA COURTS, STATE OF THE JUDICIARY & 1991 ANNUAL REPORT OF THE 

SOUTH DAKOTA UNIFIED JUDICIAL SYSTEM tbl. IS, at 39 (Jan. 1992). 
266. SOUTH DAKOTA COURTS, STATE OF THE JUDICIARY & 19~i2 ANNUAL REPORT OF THE 

SOUTH DAKOTA UNIFIED JUDICIAL SYSTEM tbl. IS, at 43 (Jan. 1993). 
267. "Class 2 Misdemeanors" include insufficient funds checks. "[T)he bulk of the 

increase from 1989 to 1992 ... [appears to be) a result of increased bad check prosecutions." 
Letter from Bloomberg to Kindt, supra note 144. 

268. "Class I Misdemeanors" subsumes "simple assaults and DWl's and it appears-that 
both categories have increased since 1988." Id. 
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Table 2 

Comparison of Prevalence Rates: 
Problem and Probable Pathological Gamblers269 

Prevalence Rate Sample 
Jurisdiction in Population (%)270 Date Size Researcher(s) 

California271 4.1-4.5 1990 1250 Jacobs 
Connecticut 6.3 1991 1000 Volberg 
Iowa 1.7 1989 750 Volberg 
Maryland 3.9 1988 750 VolbergiSteadman 
Massachusettes 4.4 1989 750 Volberg 
Minnesota 2.4 1990 1251 Laundergan, et a!. 
Montana 3.6 1992 1020 Volberg 
New Brunswick 6,0 1992 800 Baseline 
New Jersey 4.2 1988 1000 Volberg/Steadman 
New York 4.2 1986 1000 Volberg 
New Zealand 6.9 1991 4000 AbbottlVolberg 
North Dakota 3.5 1992 1517 Volberg 
Quebec 3.8 1989 1002 Ladouceur 
South Dakota 2.8 1992 1560 Volberg/Stuefen 
Texas 4.8 1992 6308 Wallisch 
Washington 5.1 1992 1502 Volberg 

Adolescent Population 
(Under 18) 

California271 4.0 1985 843 Jacobs, et al. 
California271 4.0 1987 257 Jacobs, et al. 
Connecticut27t 15.0 1988 573 Steinberg 
New Jersey 5.7 1987 892 Lesieur/Klein 
Quebec 3.6 1988 1612 Ladouceur/Mireault 
Texas 12.4 1992 924 Wallisch 
Virginia27t 12.0 1987 212 Jacobs, et al. 
Washington 8.0 1993 1054 Volberg 

269. Source: Modified from ALTA. GAMING. supra notc 96. at 18; see also Durand F. 
Jacobs.lIIegal and Undocumellted: A Review oJTeellage Gamblillg alld the Plight oj Childrellalld 
Problem Gamblers in America. in COMPULStVE GAMBLING 252.256 (H. Shaffer. et al. eds. 1989); 
TEXAS COMM'N ALCOHOL & DRUG ABUSE. GAMBLING IN TEXAS 1.4-5 (1993). 

270. Some of these prevalence rates arc calculaled for localized areas and may not be 
representative of the entire popUlation base of the jurisdiction. 

271. Jacobs. supra note 269. at 256-57. The diagnostic criteria and demographics 
between studies vary somewhat. but these numbers appear to be representative of the criteria 
established pursuant to the South Oaks Gambling Screen for determining problem and probable 
pathological gambling. See Lesieur & Blume. supra note 173. 
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Table 3 

Taxpayer Costs272 Formulas273 
Strategic BusinesslEconomic Costs of Legalized Gambling to State274 Economies 

Column I 

State Without 
Legalized Gambling 

Number of 
Compulsive 
Economic 

Gamblers27s 

.0077 x State 
Population PLUS 

Column 2 Column 3 Column 4 

After Gambling Has Been Legalized 

Initial Increase Conservative . Conservative 
in Compulsive Projected Increase A verage Estimate 

Economic in Compulsive of Compulsive 
Gamblers Economic Gamblers Economic 

(] -5 years)276 (5-20 years)277 Gamblers (1993)278 

.0073 x State .0423 x State .02 x State 
Population Population Population 

272. These taxpayer costs constitute real costs to taxpayers and state governments. To 
compensate for these costs. taxes must theoretically be increased dollnr for dollar. Because state 
governments are unlikely to raise taxes dollar for dollar. the alternatives are (I) to divert dollars 
from education to address the increased social-welfare and crime costs. (2) to transfer many of 
these costs to "charitable organizations:' (3) to adjust to a decline in the pre-existing "quality of 
life" values, (4) to raise taxes somewhat, (5) to transfer many of the societal costs such as 
"rehabilitative costs" to businesses, or (6) to implement some or all of these strategies to some 
extent. This last scenario is the most likely. It should be noted, however, that all of these increased 
costs to taxpayers and state governments can be avoided by simply not legalizing gambling 
activities. 

273. To utilize these formulas, take the numbers from columns one, two, three, or four and 
multiply by the numbers in column six (or column seven) to estimate the total costs in a particular 
"cost category." Of course, all of these numbers will be modified as new data becomes available, 
but they are predicted to increase in the future. The most conservative and frequently utilized cost 
of a compulsive gambler is $52,000 per year. 

274. Obviously, to calculate these costs for any city, county, or other population, substitute 
those census numbers for the state population. For population numbers, see THE WORLD ALMANAC 

(\993). It should be noted that in legalized gambling states, 10% of the public are already spending 
approximately $1000 per person per year on state lotteries. See gellerally CLOTFELTER & COOK, 
supra note 58. 
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State274 Economies 

Column 4 

. Conservati ve 
Average Estimate 
of Compulsive 

Economic 
Gamblers (993)278 

.02 x State 
Population 

tate governments. To 
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Column 5 

Table 3 (continued) 

Column 6 

Cost Category 

Lost Consumer DolIars28o 

Lost Work Productivity28t 

White-Collar Crime Costs282 

Intermediate Incarceration Costs283 

Subtotals 

Long-Term Imprisonment Costs285 

Rehabilitati ve Costs286 

Debt Accumulation287 

Other Socio-economic Costs288 

Commonplace Crime Costs289 

Gambling System Crime Costs290 

Average Cost 
Per Compulsive 

Gambler 
Per Year279 

$29,000 

$23,000 

? 

? 

$52,000284 

? 

? 

? 

? 

? 

? 

275. See U.S. COMM'NON GAMBLlNG,supra note 104. 
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Column 7 

A verage Cost Per 
"Bottomed-Out" 

Compulsive Gambler 
Per Year 

$34,000 

$27,000 

$4,123 

$21,000 

$86,123 

$3,750 

$20,000 

$75,000 

? 

? 

? 

276. Once gambling is legalized, the number of compulsive gamblers doubles within one to 
five years because of the accessibility and acceptability of gambling. Accordingly, the "minimum 
doubling rule" provides that all of the costs associated with compulsive gambling will increase by 
at least 100% once gambling is legalized. BElTER Gov'T ASS'N, supra note 3, at 2. Pursuant to the 
field research, the "findings suggest that the introduction of widespread legal gambling, including 
pulltabs, casinos and video lottery terminals, was associated with a I % increase in the prevalence 
rate of problem and probable pathological gambling over a 2-year period." Letter from Volberg to 
Kindt, supra note 171, at 2. This observation was made of the adult problem and probable 
pathological gamblers. This type of increase and the prevalence rates seem to be somewhat more 
intense among the teenage population, and, therefore, it would be conservative to extrapolate the 
adult prevalence rates into the teenage population to get theoretical rates reflecting all of the 
population (except children). See illfra note 277. 

Once more long-term field data becomes available, a formula for projecting the future number 
of compulsive gamblers might be: 

CUN'ION LlBRARY PHO'IOCOPY 
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Of course, NG would be the projected growth in the number of compulsive gamblers. The number 
of compulsive gamblers in the initial period would be No. Taking the baseline 1975 prevalence 
rate of .0077 multiplied by the population (or more precisely, the adult population of an area in 
1975) would give the No. The exponent is represented by e and time in years is represented by t. 
The rate of growth of compulsive gambling is represented by m, which might be zero (or some low 
number) before gambling is legalized in a state (or in a particular population base) and some 
positive number thereafter. Letter from Economics Professor Jane Leuthold, University of Illinois, 
to Professor John Warren Kindt, University of Illinois (Feb. 25, 1993) (copy on file with the author) 
[hereinafter Letter from Leuthold to Kindt]. 

The previous equation may be placed in linear form by taking the logarithms of the equation 
and placing it in estimation form as follows: 

In NG = In No + mt 

[d. at I. Because more extensive field research must be conducted to calculate m, the more precise 
numbers await future research results. The 1975 baseline prevalence rates, however, are quite well
established and the recent prevalence rates can be and have been accurately calculated. The rate of 
growth in compulsive gambling may await future research, but the increase in the numbers of 
compulsi ve gamblers, once gambling is legalized, is well-established. 

For analyses of the social and economic aspects, of compulsive gambling, see HENRY R. 
LESIEUR, REPORT ON PATHOLOGICAL GAMBLING IN NEW JERSEY, (1988); Robert M. Politzer et aI., 
Report on the Cost-Benefit/Effectiveness of Treatment at the Johns Hopkins Center for Pathological 
Gambling, I J. GAMBLING BEHAV. 131 (1985); I. Sommers, Pathological Gambling: Estimating 
Prevalence and Group Characteristics, 23 INT'L J. ADDIcnONS 477 (1988); Rachel Volberg, Esti
mating the Prevalence of Pathological Gambling in the United States (1992); Rachel Volberg & 
Henry J. Steadman, Refining Prevalence Estimates of Pathological Gambling, 145 AM. J. 
PSYCHIATRY 502 (1988); Rachel Volberg & Henry J. Steadman, Problem Gambling in Iowa 
(research study funded by Nat'l Inst. Mental Health & Iowa Dep't Human Servo 1989); Rachel 
Volberg & Randall M. Steufen, Gambling and Problem Gambling in South Dakota (1991). 

277. As of 1993, the majority of experts were estimating that 1.5% to 5% of the populations 
of legalized gambling states and/or state locales were compulsive gamblers. Accordingly, to 
project this figure into the next five to twenty years is extremely conservative-particularly because 
the next generation, the teenage popUlation, is already evidencing gambling addiction rates of 4% to 
15% of the teenage population. See, e.g., BETTER Gov'T ASS'N, supra note 3, at 30. Dr. Durand 
Jacobs of the Lorna Linda University Medical School has reported a more widely-accepted range of 
4% to 6% of the teenage population evidencing gambling addiction. See Jacobs, supra note 96. 
For prevalence rates among the adult population, see Letter from Volberg to Kindt, supra note 3, 
Table: "Comparison of Lifetime Prevalence Rates of Problem and Pathological Gamblers by State" 
(reporting 13 studies with a range of 1.5% to 6.3%). The compulsive gambling percentages parallel 
percentages in a 1992 Gallup poll. NEWS SERVICE 12-16-92. supra note 96. at 1-3. The percentage 
of the population admitting that "gambling caused family problems" was 5%, the percentage who 
enjoyed gambling "a lot" was 7%, and the percentage admitting they gambled "too much" was 
10%.M . 

278. This 2% applies to states with widespread legalized gambling, such as state lotteries. 
There is academic debate about the degree to which state lotteries contribute to this problem. 
Without state lotteries the problem would be less. There is little doubt, however, that states will 
reach these numbers much more quickly once they legalize the "harder" forms of gambling such as 
riverboat gambling, casino gambling, and video-machine gambling (i.e., the "crack-cocaine" of 
compulsive gamblers). ' 

279, "Average" compulsive gamblers consist of those compulsive gamblers "who are at the 
beginning stages of their gambling addiction." BETTER Gov'T ASS'N. supra note 3, at 15 (quoting 
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Robert M. Politzer et aI., Report on the Societal Cost of Pathological Gambling and the Cost
Bellefit/Effectiveness of Treatmelll, presented at THE FIfTH NAT'L CONFERENCE ON GAMBLING AND 
RISK TAKING, at 8-10 (1981». By comparison, the larger social costs are reflected in those 
compulsive gamblers who are in the later stages of gambling addiction and have "bottomed-out." 
/d. (citing Politzer et aI., supra, at 9- 10); see also GAMBLING ADDICTION IN MARYLAND, supra note 
65, at 59-61. It should be noted that virtually all of these estimates are based on male subjects as 
recorded in GAMBLING ADDICTION IN MARYLAND. When adjusted for inflation as of 1992, the 
$52,000 per year cost for each compulsive gambler increases to $53,000 per year. BETTER GOy'T 
ASS'N REPORT, supra note 3, at 14. 

These cost estimates can also be viewed in a longer term analysis. The marginal costs of 
legalizing gambling activities can extend years (and even generations) into the future. A standard 
cosllbenefit analysis could project these costs into the future, and an appropriate discount rate could 
be used to sum the discounted values of the costs associated with legalizing gambling. Letter from 
Leuthold to Kindt, supra note 276, at 1-2. The following formula might be used: 

In this formula, C constitutes the present value of discounted future costs. The Ct would consist of 
the annual projected cost in year t, while the rate of discount is represented by r. [d. at 2; see 
generally CLOTFELTER & COOK, supra note 58. 

280. "Lost consumer dollars" equate with the sociological concept of "abused dollars" and 
are defined as "[e)stimates of the average annual amount obtained legally and/or illegally by the 
pathological gambler which otherwise would have been used by the pathological gambler, his 
family, or his victims for other essential purposes." BETTER Gov'T ASS'N, supra note 3, at 15 
(quoting Politzer et aI., supra note 279, at 9). ''These abused dollars include earned income put at 
risk in gambling, borrowed and/or illegally obtained dollars spent on basic needs and/or provided to 
the family which otherwise would have been used for gambling, and borrowed and/or illegally 
obtained dollars for the partial payment of gambling related debts. [d. at 15 (quoting Politzer et aI., 
supra note 279, at 9). 

For purposes of this table, "lost consumer dollars" are the equivalent of "consumer dollars lost 
traditional business sales" (which is also the equivalent of "gambling dollars gained by gambling 
organizations"). The "lost consumer dollars" figure includes $15,000 per year in lost liquid assets. 

281. "Lost work productivity" equates to the sociological concept of "lost productivity" and 
is defined as "[e)stimates of percent of time not engaged in the production of goods and services for 
which the individual was employed, multiplied by the average gross annual salary." [d. at 8 
(quoting Politzer et aI., supra note 279, at 8). Characteristic problems of the compulsive gambler 
include "inattention to work." DSM-III, supra note 68, at 324. 

For purposes of this table, "lost work productivity" includes only direct losses to businesses. 
282. "White-collar crime costs" equate with the sociological concept of "crime costs" and 

are defined as "[ e )stimates of the average annual law enforcement, adjudicalion, and detention costs 
for the typical type of 'white collar' crime comniitted by pathological gamblers multiplied by the 
average number of violations of the law per pathological gambler." BETTER GOy'T ASS'N, supra 
note 3, at 15 (quoting Politzer et aI., supra note 279, at 8). The compulsive gambler evinces 
"financially motivated illegal activities to pay for gambling." DSM-III, supra note 68, 3t 324. It 
should be noted that the high "regulatory costs" of administering and monitoring the legalized 
gambling activities are not included in these formulas, but these costs should be incorporated into 
the overall costs. Because of the large number of private security guards traditionally associated 
with casino gambling, these "security costs" might also be factored into future modifications of 
these cost estimates. Private security guards around casinos generally tend to move some types of 
criminal activities away from casino areas . 

For purposes of this table, "white-collar crime costs" include costs due to forgery, check 
forgery, embezzlement, employee theft, tax evasion, tax fraud, and insurance fraud. These 
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TH E WH ITE HOUSE 

WASHINGTON 
October 5, 1995 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

THROUGH: 

SUBJECT: 

ABNER J. MIKVA oj rI"
Counsel to the President 

ELENA KAGAN 3-
Associate Counsel to the President 

LEON PANETTA, GEORGE STEPHANOPOULOS 

PROPOSAL FOR NATIONAL GAMBLING COMMISSION 

Rep. Frank Wolf (R. Va.) and Sens. Paul Simon and Richard 
Lugar have introduced bills to establish a federal commission to 
study the extent and effects of gambling and the adequacy of 
current regulation. Rep. Wolf's bill was the subject of a 
hearing in the full House Judiciary Committee last week. No 
action has yet been taken in the Senate. 

Both bills would establish a commission of nine persons, 
three to be appointed by the President, three by the House 
Speaker, and three by the Senate Majority Leader. The bills 
charge the commission with undertaking a study of gambling in the 
United States, including the economic effects of gambling on 
other businesses and surrounding communities, the relationship 
between gambling and crime, the extent and impact of pathological 
gambling, and the costs and effectiveness of current regulatory 
policy. 

Supporters of the proposal note that it does not impose any 
new restrictions on gambling, but merely recognizes the need for 
greater information on the scope and effects of the gambling 
industry. Gambling is one of the fastest growing businesses in 
the nation. One recent study found that $330 billion was wagered 
legally in 1992 (including in lotteries), up 1800% since 1976. 
Casinos now operate in 25 states, and in 1993 Americans made more 
trips to casinos than to major league baseball parks. As you 
said at the Sperling lunch, the introduction of gambling in a 
community, though providing a quick way to raise revenues, may 
impose hidden social, economic, and political costs, including 
those associated with corruption, crime, and addictive behavior. 
Supporters of these bills argue that we should take a hard look 
at such matters to ensure sensible regulatory policy. 

Opponents of the proposal allege that it is a sort of 
stalking horse for the religious right -- a first step in a 
moralistic effort to prohibit gambling altogether. (The 
Christian Coalition is indeed a fervent supporter of this 
legislation, but so are many representatives and newspaper 
editorial writers not associated with that organization.) 
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Opponents also claim that a national commission will serve little 
purpose because conditions vary so much from state to state and 
community to community; sometimes opponents go so far as to frame 
this argument in terms of "states' rights." Finally, of course, 
opponents dispute the notion that gambling is linked to 
corruption or crime and claim it is a boon to local economies. 

The only groups so far to oppose the legislation are 
industry associations, including most prominently the American 
Gaming Association, headed by Frank Fahrenkopf, former Chair of 
the RNC. The National Indian Gaming Association, which believes 
gaming by Indian tribes to be essential to tribal economic 
development, has indicated that it would not oppose the bills so 
long as the Commission includes an Indian tribal representative 
and addresses state lotteries as well as other forms of gambling. 
Senators and representatives from Nevada are vehement in their 
opposition to the bills; those from New Jersey, though less 
openly hostile at this time, may be subject to similar pressures. 
Finally, state governments may oppose the proposal if they 
believe it represents a threat to state lotteries. 

Recommendation 

We recommend that you endorse the idea of a commission to 
study gambling. Such a commission can perform a useful function 
in collecting information about the effects of gambling and thus 
enabling better decisions -- whether on the federal, state, 
local, or tribal level -- as to appropriate regulation. To the 
extent formation of such a commission suggests a sort of 
moralistic discomfort with gambling, this may be perfectly 
appropriate. We thus believe an endorsement of a national 
gambling commission is warranted. 

1. Oppose the creation of a gambling commission 
2. Take no position on the creation of a gambling commission 
3. Endorse the creation of a gambling commission 
4. Let's discuss 
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The Price for Home Rule 
. ' 

I
, T MAY make some House Republicaits feel 
. good-hearted, but their decision not to trash . 
. D.C. home rule as mightily as originally an

nounced has a heavy price tag: $260 million to be 
cut from the ~udget for this fiscal year beyond 
what the control board had recommended. That's 
also $260 million above what the Senate subcom
mittee had agreed' to. It's also a decision made 
without consulting D.C. Del. Norton or Mayor 
Barry. It was dropped on the control board 
chairman, Andrew Brimmer, who said he had no 
choice but to go along. How's that for Hill 
respect for the control board and home rule? 

There is no question Speaker Gingrich saved 
the city from a long list of intrusive demands that' 
Chairman James Walsh of the House Appropria
tions subcommittee on the District was prepared 
to jam into the budget-most of which should not 
be.on an appropriations bill in the first place. Mr. 
Gingrich has repeatedly argued that Congress 
should not meddle in purely local matters, and he 
has pointed out that' a budget bill shouldn't be a 
vehicle for all manner of changes in city ordi
nances, laws or ways of doing business. . 

So what is Chairman Walsh's response? It's a 
"compromise": They won't kick the city in the 
teeth as they had thought of doing, but the city 

and the cOntrol board will have to take another' 
$260 million out of the budget right away. 

We have long argued for tough cuts in spend
ing, well beyond' those that city' officials have 
grudgingly made over the years. And there's 
more to pare. But GOP House members are now 
ignoring the recommendations of the control 
board that Congress itself charged with getting 
good budget numbers and cleaning up the mess 
in four years. 

There are vendors to be paid. There are the costs 
of layoffs and buyouts already in progress. There are 
cuts that will be recommended by the control board 
as it reviews the city's books. And there is the 
Senate version of the budget that upholds the 
control board budget. The Senate should stick with 
this figure. Why have a control board if House 
Republicans are going to second-guess it? 
, The House floor will be loaded with land mines 

, anyway, with an open rule that allows bad ideas 
to be loosed at any tum. There is also a possibili
tY that many of the worst provisions that are 
,being removed from the budget bill will fmd their 
way back on some other legislation. The idea of 
the control board was to effect an enormously 
important mission in a tough-but orderly
fashion. Congress should give this good idea a 
chance to work. 

Gambling and the GOP 
I T TURNS out that amongjhe many interests "traditional values" until the moment when it 

that are kicking in to the Republican party is finds itself coDfronted vfltli an mterest grOUP that .", 
the gamblinz. industry. In the two years lead- has Iaige amounts of money to give away at 

ing up to the Republicans' 1994 victory, those election time. The irony here is tai'ge, as the New 
connected to gambling contributed nearly $1 York Tunes' William Satire has pointed out, since 
million to the Republican Party in unrestricted gambling is in fact one moral issue "that the next 
donations, according to Common Cause and Ger- PreSIdent and COngress can actually db some
ald Seib of the Wall Street Journal. That's 30 thing abOut." 
percent more than went to the Democrats. Since. our concerns are not with the morality of 
lasfyear's Republican victory in the congression- gambling as such but with its social and economic 
al elections, the industry has kicked in another . impact, the fact thatit is becoming so Wldesprea<I . 
$156,000 to the GOP, five times what went to and the often exag erated claims made 
the Democrats. 

The gambling folks are doing particularly well bliri s as a generator of economic activity. 
by the party's leaders. For example, Mr. Seib Congress IS already bemg corifionted WIth a 
notes that at a single fund-raiser in June orga- substantial list of issues related to gambling, 

. nized by Stephen Wynn, chairman of Mirage ranging from questions of taxation and regulation 
Resorts Inc., at his Las Vegas golf club, Senate to a useful proposal by Mr. Wolf and Sens. 
Majority Leader Bob Dole took in $477,450 for Richard Lugar and Paul Simon to create a nation
his presidential campaign. al cofilIij!sslOn to study the impact of the spread 

Rep. Frank Wolf (R-Va.) has written GOP of gambling. 
Chairman Haley Barbour about "an insidious The gamblllig industry has billions riding on 
gambling industry" that "is even gaining a voice this argument. It is not only better organized in 
within our party." Mr. Wolf is raising an impor- Washington than its critics but has also demon
tant question here. For some Republicans-in- strated a willingness to plow a lot of money into 
eluding the Christian Coalition-gambling is a political campaigns. Which raises the question: 
moral issue. Such RepUblicans worry that their When the gambling debate begins in earnest in 
party is more than willing to talk a good game on Congress, will the game be rigged? 

l 
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AN INDEPENDENT NEWSPAPER 

The Big Flip 
P· "RESIDENT CLINTON made two speech- ' 

. " es-one last week and one on Tuesday-in 
which he tried to shed responsibility for the 

tax 'increase he pushed through Congress in 
1993. Then he held a news conference yesterday 
in ,which he tried to shed responsibility for the 
s~hes. The speeches were misleading with 
regard to what occurred in 1993. The news 
conference then was equally misleading with 
regard to what was said in the speeches. 

'.'If anything I said was interpreted by anybody 
to ,imply that I am not proud of that program, 
proud of the people who voted for it, that I don't 
believe it was the right thing to do, then I 
shouldn't have said that because I am very proud 

'ofit," the president said yesterday. 
Then came a question: "Mr. President, did you 

mean to say what you said, that you regret 
hiwing raised taxes as much as you did?" 

, The president: "What I said was-what I 
meant to say is-I think nobody enjoys raising 
taxes. . .. That's what I meant to say. . .. I 
believe all the people who've heard me talk about 
it knew what I meant to say." 

Indeed they did know, which is why the presi
dent is in such deep trouble just now, and 
deserves to be. In trying to curry political favor 
while having the tax issue ·both ways, he has 
succeeded in trashing his own principal accom
plishment while in offiCe, trashing the, fellow 
Democrats who at some considerable political 
cost to themselves (and at his insistent urging) 
helped him achieve it, and undercutting the 
supposed position of both his party and his own 
administration in the current debate with the 
Republicans over the budget. That's some pack~ 
age. 

Last Friday the president spoke to the Busi
ness Council, the principal officers of the nation's 
largest corporations. In 1993,"1 had to raise your 

. taxes more and cut spending less than I wanted 
to, 'which made a lot of you furious," he said. 
Tuesday night he said much the same at a 
fund-raiser in Houston. "Probably there are peo
ple in this room still mad at me ... because you 
think I raised your taxes too much. It might 

, sUrprise you to know that I think I raised them 
too much, too." 

His explanation was that the Republicans made 
him do it; the elephant ate his homework. It goes 
like this: Because the Republicans wouldn't deal 
with him on the budget. he had to look entirely to 
that other party, whatever its name is, for votes, 

, . 

and of course you know the people in that party, 
all they're interested in is T (for tax) & S (for ' 
spend). and what was a new president to, do 
anyway but yield, and so he did. You say no 
president would demean himself or his party with 
such an explanation, and you are wrong. 

In fact, the 1993 tax increase was (a) more 
modest than current lore would have you believe 
and (b) absolutely the right thing, to do. It 
'reduced the deficit-helped to reverse 12 years 
of reckless fiscal policy in which just two adminis
trations managed to quadruple the national 
debt-and restored a progressive edge to the tax 
code. After the president proposed his budget, 
only three major changes were made. The Re
publicans knocked out some of the spending he 
proposed, the part he called a stimulus package. 
Conservative House Democrats suppressed oth
er spending by insiSting, as the price of their' 
support, on lowering the limits on future appro
priations. And conservative Senate Democrats 
from oil states helped kill a proposed energy tax. 
The principal tax'increase that remained-for 
about the top 5 percent of income-tax payers
was not that much discussed. 

The president rightly observed during the 
debate and afterward that this was a tax increase 
for the highest-income people in the country 
only, which he said was only fair since those were 
also the people who had been the big winners in , 
the, tax roulette of the 1980s. Yet now it's 
precisely those taxpayers with whom, in his 
speeches, he is commiserating on grounds that 
their taxes are too high. In Congress, however, 
his administration is l~ding or pretending to lead 
an attack on the Republicans for cutting the taxes 
of whom? Of the rich. We've heard this attack, 
over and over again in recent weeks and seen 'it 
played out repeatedly in television commercials 
as the administration's main political pitch. Does 
the president believe this message, which he has 
(or had) done so much to amplify? In a word: 
Does he think those taxes are too high, or too 
low? Answer: He seems to think both those, 
things in sequence and depending on the audi
ence he's speaking to; he has two positions, 
which means he has none. ' 

Mr. Clinton says he is proud of those who 
voted with him on this tough and right 'issue in 
1993. They can't be very proud of him, or very 
certain of him either. 
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States -Tak.e 'River' Out of Riverboat, Gambling 
By BRllGt; ORWALL 

Sltl!! Reporter 0/ Tm; WAf." STRF.fo~r JOURNAl. 

The riverboat gambling ind'ustry is 
paddling 101" shOl;e. 

Four years alter several Midwestern 
states began to allow casino gambling 
during riverboat cruises, some states are 
making one not-so-small adjustment· to 
the rules: The boats no longer have to go 
anywhere. They simply tie up" at the dock 

and let the games begih. Sometimes the 
riverboats don't even have engines. 

"They're Coast Guard-certilied vehi
cles and they do !loat," says Larry La
call, president andchiel operating ollicer 
01 Harrah's Entertainment Inc.'s river
boat division. The Harrah's Northstar 
casino in North Kansas City, Mo., isn't 
even really on the Missouri River; it sits 
in a man-made pool that could pass for a 
huge bathtub. 

Politicians initially saw the riverboats 
as a way to give casino gambling a gentle 
introduction to the heartland and allay 
fears about the industry's impact on com
munities. Gambling, they said in passing 
legislation, would be easier to control 
within the con lines of a cruise. Rides 
could be limited to two hours and a cap on 
losses could be enforced. Now lawmakers . 
are moving toward the day where the 
nautical aspect of the experience will be 
stripped away almost entirely. . 

The reason? Customers don't like 
being cooped up ona boat for' two hours 
when they are trying to focus on gam- . 
bling. II they are winning, gamblers com
plain about being lorced to leave after two 
hours; losers are stuck until the boat re
turns to shore. . 

"Baby, I didn't come here for a scenic 
ride," one MissouIi gambler told Tom Irwin, 
executive director of the' MissouIi Gaming 
Commission. "Most of the people on a boat 
don't even know whether it gets out there on 

the fiver or not," Mr. Irwin says .. 
Iowa and Missouri, two states' that 

have led the way in easing riverboat regu
lations, have already begun to allow peo
ple to win or lose more money with fewer 
restrictions. Operators in those states 
generally have seen admission-fee and 

. gambling revenue rise as their boats have 
spent less time on the water. The states 
get higher tax revenues. And regulators 
say they're also reducing the potential for 
a disastrous accident on the river. 

"The wave of the future will be perma
nent dockside," says Raymond Avansino 
Jr., president and chief operating officer of 
Hilton Hotels Corp., which operates .river-

Jay Th~mpson 

boats in Missouri and ·Lo\\isiana. Hilton's 
322-foot Flamingo CaSino In New Orleans 
still has a cruising requirement. But on 

. days when bad weather or choppy waters 
prevents the Flamingo from cruising, ad
mission revenue rises 40% and gambling 
revenue increases as much as 20%. 

Cruise schedules "will go away as time 
goes ori," Harrah's .Mr. Lacaff predicts. 
Mississippi has begun riverboat gambling 
with no cruise requirement at all. Indi
ana, Illinois and Louisiana are all being 
pitched by the riverboat industry on the 
advantages of droPlllng anchor (or good, 
and are expected eventually to follow suit. 

The changes in riverboat gambling are 

an indication of the strength of gambling's 
popularity around the nation. State olli· 
cials who once' believed that they had to 
act tough in regulating a morally dubious 
business now are comfortable in loosening 
their hold a bit. They're also keen to keep 
gambling alive as a development tool. 

In 1991, Iowa became the first state to 
allow riverboat gambling. By putting the 
games on boats, Iowa was able to easily 
limit how long gamblers could stay at the 

·table (two hours), and how much they 
could lose at one sitting ($200). 

"The riverboats gave an opportunity for 
legislators to rationalize an entree for casi
no gambling and iilso to control where it 

· was going to be located," says Jack Ke.tter
er, administrator for the Iowa Racing and 
Gaming Commission: "It would not be next 
to a school or a' church, it would not be in 
anybody's backyard: It was out there on the 
river'where it WOUldn't bother anybody." 

And where few would bother with gam
bling. Iowa's lirst casino operators com
plained bitterly that the restrictions 
doomed them to failure. The situation was 
exacerbated when Illinois introduced 
riverboat gambling with a cruising re
quirement, but without a loss limit. Last 
year, Iowa lawmakers eliminated the $200 
limit and now require boats to cruise.just 

· once a day, for 100 days each year. Those 
cruises are usually de,voted to early-morn
ing excursions by senior citizens .. The rest 
of the time, the Iowa boats are parked 
while their IllinOis counterparts cruise. 

"Illinois had enjoyed the majority of . 
the market," says Mike Belletire,admin
istrator of the Illinois Gaming Board .. "It 
pretty much flipped over when Iowa 
changed its rule." . . . . 

The President, a riverboat on the. Mis
sissippi River based hi Davenport; Iowa; 

· saw its monthly admission. revenue' rise 
· 61% after the new rules took' effect. Month

ly gross revenue jurriped to n'early $7 mil
lion from about $2.5 million. Its competitor 

Please Turn to Page 85, Column 3 

90ntillued From Page 81 
across the river in Illinois, the Casino Rock 
Island, felt the change, too. Admission, 

. revenue there dropped 17%, and monthly ! . 
gross revenue dropped to $1.5 million from i 
$2.5 million. i 

Missoljri has allowed its eight casino i 
operators to cite safety as a reason for I 
staying docked. Mr. Irwin of the state 
gaming commission says that water depth 
and fast currents on the Missouri River 
have prompted worries about an acci
dent. "You do have to figure out what kind 
of.risk is involved," he says. "H~ do you 
get people off the boat? How do' you get 
ambulances down to the shore?" So earlier 
this year, the state began allowing river
boat operators to petition for safety exemp
tions; seven oMhe eight operators quickly 
came up with the appropriate paperwork ' 
and are now docked. . 

. But in a bow to the old rules, Missouri . 
still requires a "simulated cruise," mean
ing that gambling' sessions still last just 
two hours before customers have to. leave 
or reboard. Gamblers, however, a're aI- . 
lowed to come and go at certain points ; 
during the "cruise." ' 

"It's just dumb," says Dennis Forst; an. 
. analyst with -Sutro & Co. in Los Angeles. 
"There's just no logical reason to have a 
two-hour schedule when the boat doesn't 
leave the dock." 
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Industry Output I TaxCourtSaysIRS County bonds are 

The ms t~~:~~;; disputes' by r 

Declined 0.2% Can TaxHol~eTs 
bond issuers under 
revenues and agrees 
taxed at the bondholder 
however, the bond issuer 
into such a pact, and the IRS In September 'Of Some Munis 
bondholders. 

, By JUSTIN DINI 
Staff Reporter of THE WAI.I. ST~F.ET JOURNAL 

WASHINGTON - Industrial ptoduction 
fell 0,2% in September, the first decline in 
five months, hurt mostly by a plunge in 
electricity ,usage, the Federal Reserve 
said. 

Cooler fall weather finally let con
sumers switch off their air conditioners, 
causing utility output to drop 5.4%. That 
followed a 1.1% surge in August, when 
consumers cranked'up their air condition
ing to cope, with unusiJaily hot, stickY 
weather, ' ' 

Even without the weather-sensitive 
utility sector, however, manufactUring re
ported only a tepid 0.2% increase in produc
tion, the government said, Economist Gor
don Richards of the National Association 
of Manufacturers called the rise "rather 
anemic," and said that companies "are 
being very cautious to avoid", bloating 
their inventories, 

By JOHN CoNNOR 
Dow Jones capital Markets Rtiport 

WASHINGTON - In an important test 
case, the U.S, Tax Court handed the Inter
nal Revenue Service a victory by uphold
ing the agency's right to tax holders of 
municipal bonds that flunk the tax code's 
tests for tax exemption. ' 

The court rebuffed a challenge by 
. a California bank and' a California couple 
to the IRS's right to tax certain of their 
municipal bond holdings. The IRS pre
viously said the court's decision in the case 
would serve as precedent for the resolution 
of a broader range of muni tax disputes. 

The case involves bonds issued nearly a 
decade ago by the Housing Authority of 
Riverside County, Calif. The agency's $30 
million 'of bonds were among a batch ,of 
munis 'underwritten by Matthews & 
.Wright Inc. that were declared taxable by 
the IRS and that figured in enforcement 
actions by other federal age!lcies. 

Separate challenges were 
Harbor Bancorp, a Long Beach, 
banking concern; and Edward and, 
Keitb;a California couple; and were 
solidated into one case by the Tax Court. 
The court reNcted the petitioners' techni
cal arguments that the bonds should be 
tax-exempt and. their bottom-line argu
ment that the IRS lacked the authority to 
tax bondholders under a non-<iiscrimina
tion taxpayer rule. 

Mary Reichert,lnaW)'er for the chal
lengers, said the Tax Court's ruJingwill be 
appealed to, the federal app~als ~ourt in 
San francisCO. " ,,', 

''The simple fact is that tlie statu
tory requirements for exempting the inter
est earned on the bonds have not been 
met;" said the Tax Court opinion, written 
, by Judge Robert Ruwe. ' 

The case has been' closely watched 
by tax authorities and muni bond partiCi
pants. 

Factories were stuck with too many 
goods when demand softened earlier this 
year, causing prices to flatten and' the 
economy to falter. "Demand isn't picking, 
up as rapidly as you would hope;" Mr.: 

The Tax Court ruled that the bonds 
were taxablearbitrage bonds, and that the 
IRS acted appropriately in moving to 'tax 
the bondholders. Arbitrage is earned in the 
muni market by investing bond proceeds in 
higher-yielding instruments. Muni issuers 
are, required, by the 1986 Tax Reform 
Act to rebate arbitrage profits to the 
Treasury. The court -said thp. Riverside 

In a brief filed earlier, the IRS said the 
courrs de~sion would "constitute prece
dimt for the resolution of the tax-exempt 
status of not just this bond issue but more 
than 30 bond issues nationwide." Since 
then, the IRS has launched a beefed-up 
enforcement effort that eventually could 
result in hundreds of muni bond issues 
being audited. ' 

Richards said. "There is nothing in these 
numbers," he added, "to suggest we are 
getting out" of the slow-groWth mode.' , THE WALL STREET JOURNAL WEDNESDAY;':OdrOBER 18,1995' 'AS 

In yet another good Sign for inflation, , 

~~:~~~ a~~.:r~ ca~~~tyn:!t ~~~:~~~U.S. Denies ATcheT-Da,1Jt;elS{I.~'ra,.g~ 
compared with 84.2% in August. That indi- Of n b A b' n ' , , "E' , • 

,catesthatfactorieshaveplentyofroomto' , rTO e out raymeJjts~o,,' . XecutJ,ves," 
increase output Should demand increase, 
relievi~~ a~y .imm~a~e P?cing pres- By GLENN·R. SIMPSON , ,~ nied approvin~ of any,illegal-compensa-
sures. I thi~, Inf!ation IS b,e~g rung ~ut ! St4ff Reporter of THE WALL STREET JOtmNAJ.. tion schemes.' 
of the system, SaId Gary Cimmero, chief' WASHINGTON ',- The Justice Depart- Fortune and Arclier-Daniels didn't reo 
economist with Fleet Financial Group in ment said that, con!nry to a published spond to calls abOut the Justice Depart-
Providence, R.I. report, its criminal fraud section is not ment statement. , '" ' ' 

Though production of Such nondurable inves~gating Archer-Daniels-Midland Co. ' Separately, the district attorney in Zu-
goods as clothing and paper slipped Q.2% in fo~alIeged unorthodox payments to some rich, responding to a Complaint filed by 
September, other sectors were more en- of Its top executiv!!S,. Archer-Daniels, has begun an inquiry into 

"Th' Crt 'na!'D' "d h whether Mr. 'Whitacre stole from Archer· couraging. Car, production, for ,example, ,e, m.1 IVISlon ?es not ave' Daniels.' ProseciJtorS are lOOking into 
rose a moderate 0.3%, while computex: pro-' an ~nves~gation .. cur:ent1~ mto ~rcher- whether documents or funds related to the 
duction remained strong, rising at a 2% DanIels-MIdland, saId chIef Justice De- alleged theft remain' in a Zurich 'bank, 
clip. "It tells me that the recovery is on a ~artment spok,esman ,Carl Stern: He con- where Mr. Whl'tacre has sal'd he deposl'ted . , , '" firmed the eXIStence of a preVIously re-
s~~ght lin~ smce the soft landmg, Mr. ported criminal price-fixing inquiry into money from Archer.-Daniels, according to 
Cimmero SaId. , ' the food additives industry, of which a person familiar with the inquiry. ' 

,All figures have been adjusted for sea- Archer-Daniels is a prolflinent member.- A person familiar ~th the events said 
'sonal variations. Mr. Stern's unusual denial; the second ,Archer.-Daniels'fileda,~tition in Switzer-

of its kind by the Justice, Department in landseeking ~,re¢o~er $6,25l1Jillion which . 
, the cOmpany cOntends ,Mr: Whitacre stole 

recent weeks involving Archer-Daniels, through phony corporations and SwIss 
came in response to a recent, article in banlCaccoimts:The wmpany is seeking to 
Fortune magazine asserting that the attach inore than $4riJillion of Archer-Dan-

, agency's criminal fraud section is investi-, ,iels' fwids believed, to' still be, in Mr. 
gating whether a dozen Archer-Daniels Whitacre's Swiss account; the company's 
executives received secret payments from petition accompanies,a criminal complaint 
the company. the Company fQed,in'Switzerland, , ' 

"I don't know the basis for that arti- Mr. Whitacre declined to comment." 
cle," Mr. Stern said. Asked if ADM had. 
requested that, the department clarify the 
situation, he said, "I think it's fair to say 
they brought to our attention press reports 
that were inaccurate." 

However, as previously reported, the 
Justice Department is investigating pay· 
ments received by former Archer-Daniels 
e~cutive Mark Whitacre, who'worked as 
an undercover witness for 'the JustiCe 
Department in the price-fixing inquiry. 
Mr. Whitacre has told others that he 
received at least $6 million in secret pay
ments from the company, and has alleged 
that other company officials received pay
ments in a similar nianner with the knowl-, 
edge of top management. Archer-Daniels, 
which says it fired Mr. Whitacre for alleg
edly stealing from the company, has de-
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Support for public schools 
in jeopardy, researchers say 
High school diploma deemed no ~tee of literacy 
. By Carol Innerst 
"THE WASHINGTON TIMES 

Public support for public 
. schools is more fragile than edu
cators would like to believe, with 
almost half of Americans believ
ing a diploma from a local high 
school is no guarantee a: student 
has mastered the basics; a study 
released· today' by the Public 
Agenda Foundation shows; 

"When almost six in 10 parents 
with children in public school say 
they would send their chidren to 
private schools if they could afford 
to do so, it's time for refonners to . 
take heed of citizens' concerns 
with the public sdJool system:' 

· said Deborah Wadsworth, execu
tive director of the nonpartisan, 
nonprofit "public opinion research 
and education ·organization. . 

"Citizens are not yet ready to 
abandon the public system, bu~ un
less schools begin to deliver' dn 
what the public considers to be the 
essenhal elements of education, 
support for public schools is. in 
jeopardy:'·she said. 

Americans' suryeyed for "As
signment Incbmpfete: The Unfin-

· ished Business of Education Re
form," are poised for flight 
becau'se they think private schools 
do a better job than public schools 
in areas they are most concerned 
with: school safety, higher stan
dards, order and smaller classes. 

They reject the notion that pri
vate schools succeed because' of 
their selectivity, arguing' instead 
that it's because their approach to 
education is more effective. . 

But public school critics have 
not reached consensus on alterna
tives. Only 28 percent embrace the 
concept of school vouchers, and 10 
percent support privatization. Ad
ditionally, >18 percent want to over
haul the public schools and 20 per
cent want to give schools more 
money.· . 

"Findings ... show a public dis
satisfied with· public school poli
cies and practices, but a public 
still .desirous of fixing the 

· schools;' observed. Michael Usdan, 
president of the Institute for Edu
cational Leadership, which collab- . 
orated with the Public Agenda on 
the study. 

"For the reform movement to be 
successful, the public's remaining' 
support cannot be squandered;' he 

PUBLIC VS. PRIVATE$CHO~L$ 
People asked to compare public and private schools In varlOl;lS 
areas said private schools do a ~tter job 'prom~ting academICS 
and. safety than public schools. FIgures do not Include answers of 
"not sure." . 

General public' Parents 
Public Private Equal Public Private Equal 

Better teachers 
Higher academic 
standards 
Good work habitll 
More safety· and 
. security 

• More discipline and 
order in the classroom 
Promotes honesty 
and respOnsibility 
An environment that 
teaches kids how to 
deal with people from 
diverse backgrounds 
A better education for 
'kids with special 
·needs. such as 
physically . 

26% 

24 
22 

20 

18 

17 

53 

handicapped' . 51 . 
Source: Public Agenda Foundation 

33% 

53 
45 . 

51 

'61 

54 

22 

23 

said. "Public priorities must be ad-
dressed, and soon." . 

The survey also revealed. that 
Americans want their chilqren to 
succeed 'socially and academ
ically, but many are skeptical of 
the value of high .academic 
achievement, fear "elitism" and 
view highly educated people as 
"too big for their britches:' 

Other key findings: 
• Sixty-one percent of Amer

icans say private schools are more 
- likely to provideordel( and disci

'pline in the classroom: 
• Fifty-three percent say pri

vate schools have higher academic 
standards. 

• Fifty-four percent say private 
schools are better at promoting' 
values such as honesty and .re-

. sponsibility. . . 
.• Seventy-five percent of teach

ers say- public schools in their 
community are better than private 
ones. 

• Ninety-two percent of Amer
icans say teaching the basics is 
"absolutely essential," as do 99 
percent of leaders, 98 percent of 
teachers and 100 percent of school 
administrators. 

22% 30% 26% 23% 

8 26 45 9 
19 25 38 19 

13 19 46 15 

8 18 54 10 

16' 19 46 20 

7 54 19 8' 

6 .. 49 22 6 

The washington Times 

• Eighty percent feel teaching 
computer skills is "absolutely es
sential. Sixty-three percent feel 
the same about American history 
and geography, and 59 percent add 
biology, physics and chemistry. 

• Eleven percent of teachers say . 
academics are the most important 
factor in career success. Fifty per
cent say inner drive is most impor
tant, and 33 percent give priority 
to "knowing how to deal with peo-
ple well:'. . 

• Seventy-one peI'cent of Amer
icans agree with the statement, 
"People who are highly educated 
often tum out to be 'book smart' .. 
but lack the common sense and 
understanding of regular f«;llks:' 

Pollsters queried 1,200 respon
dents by telephone oVer the sum
mer, including 439 parents with 
children in the public schools and 
237 public school teachers. 

Results also are based on a mail 
survey of 734 decision makers in 
business, government, the media 
and other sectors. It explored 
views of 417 educational admin
istrators and draws on results 
from a dozen focus groups in dif
ferent parts of the country. 



Stiff competition 
The 10 Republican candidates 

for president had better work on 
:their acts if they hope to compete 
with the televised fare tonight. 

Then again, it probably 
wouldn't make any difference. 

CNN will be televising a live, 
90-minute forum of the GOP can
didates starting at 8 tonight from 
the studios of WMUR-TV in Man
chester, N.H. 

That's the same time NBC be
gins airing a three-hour special 
on O.J. Simpson, which includes a 
.live interview starting at 9 p.m. 

It's also the same time ABC 
;will televise major league base
'ball playoff.games. 
, " «That's life;' shrugged New 
'Hampshire GOP Chainnan John 
·Stitbile. "Obviously; show busi
ness is big business. We've got a 
baseball game, we've got O.J .... " 

Disappointment 
New York Times columnist 

'A.M. Rosenthal expresses disap
:pointment in Colin Powell for 
supporting "the purpose" behind 
t.ouis Farrakhan's Million Man 
March. 
; Mr. Rosenthal had thought the 
'retired general would live up to 
:the standard cited in his auto
,biography, where. Mr. Powell 
,wrote about speaking at Howard 
University not long after repre
'sentatives of the Natlon of Islam 
had denounced Jews there. 
, "I knew the message I had to 
~deliver," Mr. Powell wrote. "I 
pulled up something from the 
:marrow of my beliefs as a black' 
living in a white-majority soel
'ety." , 
, Then he said it: ''African- , 
Americans have come toO far and 
:we' have too far yet to go to take a 
detour into the swamp of hatred:' 
: This time, Mr. Powell told Mr. 
:Farrakhan that he has a 
:scheduling conflict preventing 
,him from attending the march. 
:' The Times columnist had 
,hoped Mr. Powell "would tell the 
:man leadirig blacks into that 
'swamp that he would not march 
:with him ever, even if his sched
ule were open as the Drairie" 

Blood and myth 
"My impression of modern-day 

black Republicans is they have to 
pass a litmus test in which all 
black blood is extracteQ;' said 
Rep. Cynthia A. McKinney. 

The Georgia Democrat.made 
the comment to USA 'lbday's 
Richard Benedetto, who had 
asked what she thought of retired 
Gen. Colin Powell. 

Ron Walters, Howard Univer
sity political science professor, 
said whites like Mr. Powell be
cause he confirms "the American 
myth that you can make it even if 
you are black." 

DOgged rivalry 
The rivalry between Demo

cratic Reps. Ron Wyden and Pe
ter A. DeFazio has grown so bit
ter that the latter is accusing the 
former of running over a dog 20 
years ago. ' 

Both Oregonians are seeking 
the Democratic nomihalion to re
I>lace former Sen. Bob PackWood, 
who resigned his position after a 
long-running sexual-harassment 
scandal. 

"It is fair to Say they despise 
each other;' a Hill aide told Asso
ciated Press writer Scott.Sonner. 
"They were always circling each 
other, trying to one-up the other 
one on almost everything. It goes 
back to the fact they both wanted 
the Senate seat for many; many 
years!', 

Mr. Wyden is considered the 
front-ruilner in the Dec. 5 pri
mary; AP said. 

Never said that 
Marianne Gingrich, wife of the 

House speaker, says she was mis
quoted in a Vanity Fair article by 
Gall Sheehy. 

The quote in question: "I don't 
want Newt to be president:' , 
, "I never said that:' Mrs. Ging
rich tells Arianna Huffington in 
an article in the current issue of 
Ladies' Home Journal. 

';1 never said I would not sup
port my husband if he runs for 
president. 1 have always sup
oorted him and T .Alw~v~ will T 

Inside 

was completely misquoted by 
her. What I said Was that if Newt 
decided to run for president, I 
would be in the room when the 
decision was made - something 

_I would have thought any wife 
would expect. And then I joked 
that if I wasn't in the same room, 
there would be .trouble! She even 
admitted i,n her piece'that 1 was 
giggling when I said it:' . 

As for her husband'S supposed 
womanizing, Mrs. Gingrich said: 
"I found it incredible that anyone 
would think I would be affeCted ' 
by Newt's previous relationships. 
What matters to me is our rela
tionship now. They are trying ,to 
paint Newt as a womanizer, but 
he just isn't! They can paint him 
as a workaholic, but they can't 
paint him as a womanizer." 

Point of view 
Sen. Paul Sinion; who spent 

much of the past year trying to 
curb TV violence, acknowledges 
that what is' considered objec
tionable varies from one person 
to another. 

, , 

"I think a speech by Phil 
Gramm is objectionable content, 
but I don't want to keep him off 
television," Mr. Simon said. , 

Mr. Simon is a liberal Demo
,crat from Illinois. Mr. Gramm is 
a conservative Republican sen
~tor a!!d,presidentiai candidate 

A smashing prediction 
Steve Forbes vows to "smash" 

New York's labtrinthine ballot
access laws so he can compete in 
the March 7 Republican pres
idential primary. 

"It's never really been openly 
challenged [in court] in a sus
tained ~ay with plenty of lead . 
time:' Mr. Forbes told the New 
York Post. "We're going to smash 
it open:' , 

New York requires candidates 
to gather signatures in every cori
gressional district, witnessed by 
residents or notaries, between 
Nov. 28 and Jan. 4. That figures to 
cost about $1 million, unless your 

'name is Bob Dole. 
The Kansas senator and GOP 

presidential front-runner has,the 
active support of Sen. Alfonse 
M. D'Amato, the New'York 
strongman, and Gov. George 
Pataki and will have no trouble 
getting on the ballot statewide. 

Crowded field 
While former Rep. Mel Reyn

olds starts his new job washing 
pots and pans at Vienna Correc
tional Center in southern Illinois, 
14 persons are vying to replace 
him in Washington, United Press 
International reports. , 

Thn Democrats and four Re
pUblicans had filed nominating 
petitions by Monday afternoon's 
deadline to get on the ballot in , 

trict. 
~,special primary is scheduled 

N~v. 28, followed by an election 
two weeks later. 

Reynolds now is serving a five
year prison term for sexual mis
conduct and obstruction of jus
tice. He was found guilty of 
haVing sexual relations with an 
underage campaign worker and 
then attempting to hamper the in
vestigation. 

State Senate Minority Leader 
Emil Jones Jr., state Rep. 
Monique Davis, state Sen. Alice 
Palmer and Jesse Jackson Jr. are' 
considered Democratic front
runners. The Democratic field 
also includes Ronald Cummings 
of Harvey; Danny Hutcherson of 
Chicago, James Williams of 
Riverdale, Arvin Boddie of Chi
cago, John Morrow of Park For
est and Craig Ford of Chicago. 

Mr. Jones is viewed as an early 
favorite in the Democratic pri
mary. He has been endorsed by 
local party officials and has long 
ties to Mayor Richard Daley. 

Chicago Heights lawyer 
Thomas Somer, Bill Moran of 
calumet City; Anthony Cisneros 
of the Far South Sfde and Lionel 
Pittsman are running in the Re
publican primary. The 2nd ,Con
gressional District has not been 
represented by a, Republican for 
more than 40 years. 

The gambling Issue 
Pat Buchanan has become the 

secon reSI en a cimdi-, 
date to criticize ega z am-
bling. 
--'I'Irt conservative commentator 

and ex-White House aide, 
stumping in New Orleans for the 
Republican presidential nomina
tion, said gambling "C.QDJll1tS 
comlJluriities, beginning with the 
pohhclans" and Louisiana in par
ticUlar needs to shut down its 
gambling industry. 

A federal grand jury is inves
tigating gambling there. ' 

"I hope, Louisiana will send a 
message to America by ousting 
all these characters in the state 
legislature who are involved in 
gambling elements:' he said ' 

Robert Robusto, a reader from 
Abingdon, Md., passed along a 
letter he received from Sen. Sam 
Nunn. Mr. Robusto had written to 
the' Georgia Democrat suggest
ing he switch to the Republicans. 

Mr. Nunn, who lat~r announced 
his retirement, said: 

"I am a Democrat"and I am 
proud of the party's tradi~ons of 
inclusiveness of a wide diversity 
of people and opin,ons and of 
concern about the well-being of 
all Americans. At the same time, 
I have always been candid in my 
criticism of the policy positions 
of some of my fellow Democrats, 
including party leaders. 
... I often find myself in dis

agreement with positions of the 
national Democratic Party and 
my voting record reflects that. 
On occasion, after attending 
some of the Senate Democratic 
caucus meetings, I leave wonder- ' 
ing why I remain a Democrat. 
Then I hear some of my Repub
lican colleagues talking about 
their own caucus meetings and, 
wondering aloud about the wis
dom of their own party's posi
tions." 

To the max 
Now that Democratic Sen. Sam 

Nunn has decided to retire, the 
National Republican Senatorial 

, Committee intends to donate the 
, maximum allowed by law in next 

year's Georgia Senate race -
$640,000. 

, That word comes from Sen. 
Lauch Faircloth, North carolina 
Republican and the No.2 senator 
at the NRSC. New York Sen. AI
fonse M. D'Amato heads the 

Mr. Faircloth, in an interview, 
also said the NRSC would donate 
'the maximum amount - which 
varies by state population 
Nebraska, New 
kan~RC:; whprp ;nrlln"'boI. 
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BusinessBulletfrf 
A Special Background Report 
jJ On Trends in Industry 

" And Finance 

ERs 'R' US? Hospitals plunge into con
sumer adverti~ingwithgusto. 

Staten Island University Hospital, which 
has run radio and print ads for its cancer 
treatments since 1992, says it now counts 

. some 27 similar campaigns. In Los Angeles, 

, . '··-'-·-''1 . A HOCKEY BUCK doesn't go as far as it 
used to, The average ticket price for the 
National Hockey League season about to 
begin rises 6.2% to $34.79 from $32.75 last 
season, says Chicago-based Team Market
ing Report. The cost for a family of four to 
attend, park, eat hot dogs and buy 'some 
souvenirs increases 5.5% to $203.63 . 

Centinela Hospital Medical Center bills it- 'PC VIDEO LETDOWN' is the title,of a 
self as the "hospital of choice for the L.A. report from Forrester Research, Cam
Lakers, Dodgers, ,Kings" and others. Beth bridge; Mass: Among o~her things, it says 
Israel Hospital in Boston says it has yet to video conferencing using desktop PCs will 
have a campaign fail. Among its successes languish until at leas~ 2000, due to high cost, 

I is the slogan: "It's the nurses." which irputs ~t more than $6,,000 a desk .. ' 
Newspaper ads for SI. Joseph Medical 

Center, JOliet, nl., offer new moms "one, AN' M.B.A .. UPGRADE from Syracuse • 
extra day of ,rest with our compliments" if. University's School of Management, New 
insurance doesn 'tmeet ce~in guidelines. A York, ~9uts a certificate entitling grads "to 
New Jersey hospital promises emergency- upgrade their M.B.A.s on their resumes." 
room patients prompt service or it pays the 
bill. Barron Lerner, an ethicist at Columbia- The program, for businesspeople w~9 gp~ an 
Presbyterian Medical Center in'New York, . M.B.A. from any college in the '60s; '70s or 
says consumer ads can work, even in an era '80s, is .done in six Friday sessions. The first 
of HMOs' and managed care. "There's prob, program is in Washington this month and 
abiy a very complex kind of feedback sys- will be offered in other spots next year. ' 
tern," he s!lYs. . . ., . 

I 
. TRADING IN TRAsH m~y be 'only t,he tip , 

of the heap, so to speak, for exchanges.' 
I 'rhe CBOT Recycling Partnership, a ven-

~,_Lerner notes that people Il'ho 
work-t1I'/zospitals may feel "uncomfort

. able" about such ad campaigns, but the 
advertisements "are here to sta.lI. " , ture of the Cl\.icago Board of ,Trade; govern-

, nieiit agencies and re~cling groups, plans 
FLYING ARCHES may be next as to:starton-line trading of glaSs,.plastic and 

McDonald's prepares to take to the skies. paper Oct: 17 .. If it succeeds,·canfutures on 
McDonald's and' two Swiss companies recyclables be f~ behind? No, says Richard 

are teaming up to laurich the world's first Sandor of Cen~e ~nancial Products; Ne~ 
airborne fast-food restaurant. Swissair's' Yor.k.· He ~dds: . "This is on~' more building: 
Crossair unit and Hotelplan, a tour operator, block in commodity exchang.es becoming. 
plan to turn one of Crossair's 16I-seat jet_environmental exchanges:." . •. . '.' .. 
liners into a flying McDonald's with Golden j A:lready, U.S. compames ttade polI~tion 
Arches colors, decor antl garb. The idea is to ! credits. Next, M~. ~ndor and others al~ to , 
create a sort of theme ,flight to ·attract i defige carbon .dl?xlde as ~ property nght 
families traveling on vacations to nearby i ana trade emission permits for C02 and 
countries. '" other greenhouse gases. The idea, which is 

Hotelplan officials jokingly dub the plane under, study at t~e U:N., is to fig~t global· 
"the ketchup flight. ',' McDonald's· ~lilIS al· warmmg ~r tr~dmg I,n such penruts: d~wn 
ready outfitted some European trains and t~e road. We, re seem~, the cOlllmo~ltiza
ferries to serve up its fare. But many hurdles tlOn ?fthe e~vlronment, says M~. Sand?r, 
loom for airborne cooking. Chi'ef a,mong who IS w~rking on th~ g~obal pro}ect. StIl!, 

\ 
them: Can french. fries fly? In the U.S., Just creatmg such emission permits d~sn t 
McDonald's supplies Happy Meals for guarantee a market, he acknowledges. 
youngsters on United flights; But the meals One stud..11 estlm,ates that annual vol· 
are prepackaged with carrots and other , u~n~ In C02 pennlts, could be over $8 
vegetables since fries don't travel well. blllzon, a U.N. report says. 

PLAYING POST OFFICE in'the future 
may be a different game for businesses. -

Is it time to privatize the U.S., Postal 
Service'! Postmaster General Marvin Run· 
yon tells a conference at the Cato Institute, a 
think tank in Washin~on: "America doesn't 
want a different Postal Service - it wants 
one that's more businesslike." .Others dis· 
cuss the benefits of privatizing. Steve Gib· 
son of the Bionomics Institute; a San Fran· 
cisco think tank, notes communication in
creasingly is between people, not places. He 
can get e-mail 'at the podium, he adds. 

While the Big Thinkers debate, compa
nies such as InterPost, an international-mail 
joint venture 'of KLM Royal Dutch Airlines 
and the Dutch Post, step up activity in the 
U.S. InterPost adds finanCial-services mail· 
ings to its core business of sending periodi
cals overseas: One new· client: Prudential 
Securities. Meanwhile, Alternate Postal De· 
livery Inc., Grand Rapids, Mich., which 
delivers second, third and special fourth· I 

class mail, recently went public. ' 
But Mr. Gibson of Bionomics l!'Urns: 

"Poaciling on the post office is like 
payillg the cannibals to eat ,lIoulast . .. 

BRIEFS: The New R,ep!!rtory Theatre in 
Newton, Mass., adds·a baby-Sitter hot line 
during performances. . .. - Hartz Mountain 
Corp., Harrison, N.J., noting 75% of sur
veyed people view pets as family, offers 
Halloween-theme toys for dogs and cats. . 

. -PAMELA SEBAS"rlA:>I I 

. The Odds S 

As Gambling 
Meet Family Values 

ReIigiousConservativesDecry 
GaII1ing, but Its Dollars 
Fill RepUQlican _~Coffers 

Sen. Dole Hits the Jackpot 

Al By GERALD F. SEIB 
Staff R~poTteT oJTIIF. WALL STU Por-:'" JOUHNAI. 

WASHINGTON - Of all the explosive 
social issues that might haunt them-abor' 
tion, welfare, school prayer-it's a safe bet 
that few Republicans wagered, on the one 
that is beginning to open a divide within 
the GOP. 

. .It is gambling, which is turning out to 
bea subject with a unique potential to split 
ReilUblicami along religious, ideological 
and'even geographic lines. Worse yet, it 
leaves the GOP trapped between its love of 
"family valueS" themes and its quest for 
political contributions. 

, To sense how the ,booming gambling 
industry is beginning to roil Republicans, 
consider the urgent tone ,of tile letter 
Republicim NationalChairman Haley Bar· 
bour received a few 'weekS ago from a 
fellow GOP leader, Rep. Frank Wolf of 
Virginia. "I want to tell you of my concern 
about an insidious gambling industry 
which encroaches on America's landscape 
and which is even gaining a voice within 
oiIr party,': the legislator wrote. 
OppOSition Builds 
, For months, Rep. Wolf, who watched 

his home state debate legalizing casinos, 
has been crying for·a halt to the spread of 
gambling from state to state. Suddenly, he 
is getting lots of company, particularly 
among religious conservatives who form a 
powerful wing of the Republican Party. 

The Christian Coalition has been work
ing around the nation to defeat local and 
,state gaming initiatives. At its convention 
here last month, the. group conducted an 
antigambling workshop called "Gam' 
bling - Rolling the Dice on America's Fu
ture," Ralph Reed, the coalition's politi· 

, cally astute executive director, says his 
organization may help finance an anti· 
g/lmblingoffice in Washington. "We're out 
there at the grass roots, pounding away at 
these casinos, these lotteries," he says, 

Focus on the Family, a Colorado 
Springs, Colo., conservative religious or' 
ganization, has just published a tract 
titled: "You Bet Your Life: The Dangerous 
Repercussions of America's Gambling Ad, 
diction. ,,' GOP presidential candidate 
Richard Lugar has pushed the issue into 

'/~ 



''';~-- . fi:ili:WAtL s'tREEriOURNAL THURSDAY, OCTOBER 5,1995 

What's News-
* * * N 

Business and Fmance 

. FORD REPORTED itS September 
sales fell 8;9%, the first decline in 

nearly four years. It cited model and 
parts shortages and transportation 
problems. Ford's drop helped push to· 
tal U.S. sales of cars and light trucks 
for the month down 3.1% from a year 
ear-lier. The slump follows a strong Au- . 
gust, when a slew of rebates and in' 
centives hel~d clear out 1995 models. 

(Article on Page A3) 

* * * 
Apple said its chief financial offi·· 

* * * 
* * * Some analysts are. questioning 

whether AT&T will go through with a 
costly pIlm to build a global satellite 
communications service, partly be
cause changes sweeping the indWitry 
may make the network unnecessary. 

(Article on Page Ab) 

* *.1, * 
Fleet Fihancial is refunding SI.4 

million to' about 17.000 customers who 
were charged excessive fees on home 
mortgage loans, marking another mis' 
cue in Fleet's customer deaJinP'S ---World·Wide 

Lower back pain can Iif!:. treated by a 
orthopedist or a chiropractor for mor 
than what a family doctor would charge, bl 
the results aren't much different, researcl 
ers said. Regardless of the type of doctor th 
patients sought out, about 70% had recm 
ered· completely within six months, accorc 
ing to the study. (Article on Page BS) 

* * * sOme 700 firefighters battled a fast,mo\ 
ingwildfire on' the· northern Cali form 
coast that has consumed about 20 homes an 
parts of Point Reyes National Seashore, 
national park. The blaze, which reported! 
was caused by the embers of ·an illega 
campfire, has burned more than 2,000 acres 
fire officials said. . cer will leave the computer maker by 

year's end and resigned from itS board 
after it rejected his suggestion that 
Apple sell or merge the company. 

, 
* * * A HURRICANE LASHEIfFiorida's Pan' Macedoriia appoilited an actingpresl 

handle and coastal residents fled. dent amid fears its leader ·was too badl 

(Article on Page Bl) 

* * ... 
The economy will grow at a moder· 

'~ate but not extraordinary pace, as the 
government's index of leading indica
tors rose 0.2% in August from a 0.2% 
drop in July. Factory orders jumped 
2.6% in August, a nine'month hign. 

(Article on Page A2) 

* * -* 
Boeing is bracing for a possible 

strike at midnight by 33,000 union rna· 
chinists demanding assurances of. job 
security and a better package of wages 
and benefits than Boeing is offering. 

The aerospace concern' plans )0 
make phased-array antennas, whIch 
can draw sigilals from existing satel' 
Ii tes and will allow lli!Ssengers to 
watch real-time televisIOn on a plane. 

. (Artideson pages A4 and B1) 

* *. * 
The largest industrial economies 

slowed this year after central banks 
raised interest rates, an IMF survey 
found. For most, this may bring sus· 
tained growth with little inflation, but 
the IMF cut its, forecasts for Japan. 

Hurricane Opal came ashore just east of wounded in a Tuesday car·lximb attack t 
Pensacola, becoming the third hu·rricane to resume his duties. Parliament Speaker An 
strike the Panhandle this season. The storm, dov took over as interim head of state whil 
with gusts up to 144 mph, flOOded hpmes, 78'year·old President Gligorov, who alreadl 
!mocked down piers and caused the evacua- underwent brain surgery, had an opera 
tion of tens of thoiIsands of residents. One tion to try to save his Sight. 
Florida woman died in a hurricane-spawned * * * 
tornado. Opal's maximum sustained winds - Russian Premier Chernomyrdin said hE 
were reported to be 125 mph, down from 150 won't run for president in 1996. As ·leade 
mph. earlier in the day. of a new politicaiparty,Chernomyrdin hal 

Opal, which left 10 people dead in 'become one of Russia's most popul~POliti 
Mexico, was expected to spin off more cians and has lately emerged l\S a potentia 
t017ladiJeSand causej/ooding from storm rival· to President· Yeltsin.The announce 

, surges as high as 15 jeet. The hurricane ment Came. amid·ruinors that -YeltSin Wal 
was moving toward the northeast. going to fire him. . .; ", 

. * .* * ,*,.; .. * .. *".. .., 
NATO JETS BOMBED Bosnian Serb A French merCenarY blmded over the 

targets as a U.S. envoy held peace taJJ;s. deposed Comoros president ·to' French 
The NATO warplanes fired missiles at troops, ending·a-six-day coup in the isla,nd 

three Serb radar sites in southern and nation off Africa's ·east coast. The merce
central Bosnia after antiaircraft radar nary, Bob·DeIlard, sald.he planned to sur 
locked. onto the jets, N~TO officials an· render tod~y. About'SOO French troops had 
nounced. The airstrike~·. t;liuld . complicate landed in the former colony to dislodge the 
U.S. efforts to keep up momentum for a veteran soldier and his mercenary force . 
Bosnian peace plan just as the efforts ap- , . 

, pear to be paying off. U.S. Assistant Secre-
i tary of State Holbrooke reported progress in 
, his quest for a cease-fire. 

After m.eeting with officiaL~ in Sam· 
jevo, Holbrooke spo~e Of a "serious pro
posal" by the Bosnian government but he 
didn't give details. 

(Article on Page A2L *. _ * * 
* * * . POpe JohD Paul II proclaimed himself "a 

The Nasdaq Stock Market sturn· pilgrim of peace" as he arrived in Newark, 
bled hard over a selloff led by the tech' , N.J., for a five-day U.S. visit that will 
nolog)' sector. The Nasdaq Composite I include his first address to the U.N. in 16 
tumbled 1.8% to 1002.27, while the mar· years. He was greeted at the airport by 
ket's computer index dropped 2.9%. . Clinto~, ~ho pralS~ the pontiff for ~is many 

The NASD board will discuss . peace mltlatlve~,. mcludmg those I~ North' 
whether Joseph Hardiman should still ern Ireland. HaIti and southern Africa. 

* *. * lead .both the Nasdaq StO~k Mark~t Annua) poveI'ty-figures wiU be released 
and Its parent, the NASD, whe!1 It today by the Census Bureau, which also will 
meets next month on a restructurmg. release household·income· statistics. T.he 

(Articles on Pages C7 and C1) umbers, whicb the bureau concedes are 
* * * , awed, are used in fix eligibility for 27 

. Teledyne directors seem to be lean· federal programs, including food stamps, 
ing against selling the company or its Medicaid, Head Start and school lunches. 
units, about seven months after plac- (Article on Page B11 
ing Teledyne on the auction block to Prison statist'ics s;ow ~at almost one in 
fend off a S1.2 billion takeover bid. every three young black men is serving a 

(ArtiCle on Page A3) criminal sentence-either prison, probation 
* ... ... or parole, according to a study by an advo-

Daiwa Bank denied media reports cacy group. The findings represent a dra
that its president will resign to take reo malic increase from five years earlier, when 

. sponsibility for the S1.1 billion loss by the proportion was one in four, according to 
a Daiwa bond trader in New York. the Washington·based Sentencing Project. 

(Article on Page All) * " ... 
* * * Members of NATO have agreed to stall 

An unexpected shortfall in tax rev· plans to expand the alliance into central and 
enues is plaguing France. Gennany eastern Europe in an attempt to buy time to 
and other European nations as they win Russian consent, diplomatic sources 
struggle. to meet fiscal reqUirements said. The deCision to postpone any real 

progress on enlargement until early 1997 
for a European.monetary union. was taken at a series of high·level meetings 

(Article on Page A10) in Williamsburg, Va., sources said. 

* * * 



THE WALL STREET JOURNAL THURSDAY, OCTOBER 5, 199! 

the campaign, delivering a speech and 
congressional testimony on the evils of 
gambling. The Indiana senator has signed 
on to a bill sponsored by Rep. Wolf to set up 
a national commission to study the matter. 

But at precisely the same time, the 
Republican Party is. being tugged in the 
opposite direction by another powerful 
force: the growing lure of donations. 
Clear Lead in Contributions 

In the two-year election cycle th'at cui· 
minated in the Gcip takeover of Congress 
last year, the gambling industry contrib· 
uted nearly $1 million to the Republican 
Party ID unrestncted donatIOns, according 
to an analysIS by COmmon Cause. That is 
30% more than went to the Deinocrats for 
tMsame period and almost eight times 
what the GOP collected during the previ· 
ous two years. In the first half of this year' 
the industry kicked in another 5156,500 t~ 
the GOP, almost five times the amount that 
went to Democrats, the Common Cause 
analysis shows. 

On top of that, the gambling industrY 
has been generous in promoting the lead· 
109 GOP presidential candidates.· Sen. 
Robert Dole of Kansas has cashed in the 
most chips. At a single June fund-raiser 
orgamzed by Mirage Resorts Inc. Chair
man Stephen Wynn at his exclusive Las 

'., Vegas golf club, Sen. Dole took in S4n 450 
"". aides say. ' , 

Sen: Phil Gramm of Texas also has held 
a Las Vegas fund-raiser, his campaign 
says. And Mr. Wynn has contributed to 
proje~ts undertak~n . by 'the Empower 
AlJ.lenca conservative advocacy group, of
fiCials there say .. He d~lines to comment. 

To ~ep. Wolf, big gambling money 
means big trouble. "I am absolutely, posi' 
t!vely, categorically opposed to the Repub
lican Congressional Campaign Committee 
or the Republican National Committee 
taking any gambling money," he says. The 
GOP is positioning itself as the pro-fanjily 
party, and "pro-gambling is not pro-fam-
i1y," he argues., . 

But GOP Chairman Barbour says lie 
has no "d~Slre to s~rr- out gambling 

. money: 11 s not my place- to be j udgmen'tal . 
about Issue.s when it comes to allOwing' 
people to support us,"·he says. "You don't 
have to agree with the Republican Party on 
every Issue to support us." . 
Money vs. Morality . 

There is more than a simple ·"debate 
between money and morality at work here. 
!n Its own way,. gamlliing is emerging as 
Just the latest issue to reveaL the kinds of 
fissures that inevitably will emerge as the 
Republican Party tries to -broaden itself to 
become the nation's majority party. 

Gambling drives a wedge between the 
GOP's social' conservatives, who worry 
above all about the condition of society' 
and its business proponents, who are in: 
clined.10 clear the way for pnvate enter
prise cif all kinds. Gambling also tends to 
divide laissez-faire Westerners f~ mQre 
socially conservahve Midwesterners and 
religiOllsly focllsed Southerners. 

Perhaps .nobody personifies these di
Please Turn to POiJe AB. Column 1 

gambling execu
them toward the 

Republican Party, which seemed more 
likely to bold the line against new federal 

. levies. By chance, a personal connection 
helped cement this emerging bond. 

John Moran, the part}< fmance chair
man in 1993 and 1994, is a. successful 
businessman who happened' to take an 
interes~in research into eyesight problems 
and helped fund a research center at the 
University of Utah_ That. brought him 
tOgether with Mirage's Mr. Wynn, who has 
suffered from eye problems, and ~the two 
became friends. 

Mr. Wynn, who once supported Demo
crats generally .and President Clinton in 
particular, began raising money for Re
publicans .. These days, Mr_ Moran 'has 
moved fl'Qm raising money for the party to 
raising money for the Dole campaign. 
Growing Agenda . 

Though the idea of a gambling tax fell 
by the wayside, the industry now finds it 
lias a growing agenda of Washington is
s~es to worry about. Besides trying to hold 
offnew taxes and regulations, some com
panies nave Deen pusnlOi!' Congress to. 

. begin taxing the exploding gambling reve
nue pulled in bylndian reservations. Until 
now, tribal revenue has been exempt from 
federal taxation. and gambling firms thal 

. aren't involved in Indian gambling cpn
siderthe situatIOn unfair. The House Ways 
and Means COmmittee IS conSidering legis
lation to change it. . 

Republicans who get gaming-industry 
money say it is simply philosophical agree
ment on business and tax issues that has 
attracte.d donations to the party. "I think 
this has more to do with Bob Dole's 
opposition to tax increases than any sup-

------- -------_ .... -
bling," says Nelson Warfield, 

press secretary for the Dole campaign. "I 
think a lot of people out in Las Vegas 
remember Bob. Dole's oppOsition to the' 
Clinton administration's proPosal for a 
gaming tax." 

But, he adds, Sen. Dole isn'rnecessar
ily supporting, the spread of gambling, 
noting that· he voted for a 1991 measure 
limiting betting on amateur sports. 

Qther Republicans have decided they 
don't want gambling money falling into 
their kitties. Mississippi Gov. Kirk For
dice, even though he credits tax revenue 
from riverboat gambling for wiping out a 
state deficit and spurring development, 
has said he won't take gaming-industry 
donations in his re-election bid this year to 
avoid 'conflict-of-interest charges. Simi
larly, South Garolina.G9v. David Beasley, 
a Republican with ties to Christian conser
vatives, has fought expansion of video 
poker, and his office says he wouldn't 
accept c;ontributions from the industry. 
An~1ing Convention 

Meanwhile, antigambling activists are 
planning their first national convention 'in 
Orlando, Fla., at the end of this month, and 
GOP lawmakers will have a prominent 
position. Rep. Wolf will deliver the keynote 
speech and Sen. Lugar is sending a video, 
says the Rev. Tom Grey, an lllinois mims
ter who is helping to organize the gather
ing. Mr. Grey says candidates such as 
Sens .. Dole and Gramm "are gOi'lg to have 
to take a position on whether gambling 
money is appropriate," ad@]g that gam
bling "is the family-values issue of this 
presidential campaign." 

Charles Black, top strategist for the 
G~mm campaign and a "lobbyist who 
himself has represented gambling inter
ests, says, "I don't know'of'anybody who 
has ever switched his vote because of a 
$1,000 contribution or a $5,000 [political· 
action committee] contribution .... 
Given our system, with strict limits on 
contributions and full disclosure, most of 
the time ~ple ought to take contribu
tions" when they are offered . 

For their part, Republican critics of 
gambling in Washington aren't so much 
focllsing on moral questions as asserting 
that the industry stunts real economic. 
growth: "Gilmbling does not produce a 
value-added product or reinvestment m the 
market economy," Sen. Lugar said last 
week. "Other businesses in the region 
often lose as consllmer spendiD~ for all 
sortS of goods and services shifts to spend-
ing at casinos .... " . 

For. him and Rep. Wolf, the top priority 
is their bill to create a national' gaming 
commission, which they hope would prove 
this point ~d also show the high social and 
law-enforcement costs or gam1lllilg. That, 
they hope, would give like-minded local 

. officials a stronger hand to play. "I think 
the public as:a whole, until they have some 
idea of what the lay of the land is, may take : 
the positiQn that these are legitimate busi
nesses," Sen. Lugar says. 

But the gambling indus~'s 'Mr. 
Fahrenkopf, who mes that e federal 
government sfioUIet basic decISIOns on 
gambling continue to be made by the 
states, says those pushing for a commis
sion don't simply want tq disseminate 
information. "They warit to abolish gam
ing," he says. "They want to abolish it on 
moral grounds." I . 
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"FIxed Income? 

,Charities That Offer 
I Gift Annuities Catch 
Flak for Uniform Rates 

Trade Group That Suggests 
How Much to Pay Out 
Faces Civil Antitrust Suit 

Setting a 'Level Playing Field" 

AI By STEVE STECKLOW . 

. Wichita Falls obtained two gift annuities-
from the Texas Lutheran Foundation in 
return for $200,000. A grand-niece who is 
an heir filed suit claiming that Ms. Peter 
would have gotten a better rate but for 
price fixing. (The suit also alleges undue 
sales pressure by the Lutheran founda-
tion.) 
Important Source 

Gift annuities bring charities large and 
growing SUmti. In a council survey last 
year. 705 nonprofit organizations said they 
had raised $1.2 billion 'this way through 
1993, and $316 million that year alone. The . 

. total is doubtless higher, as the surVey was 
answered by only about half of the coun

;cil's approximately 1,500 members .. 
The UJA is no longer the only nonprofit 

pushing gift an.nuities hard. The Boy •. 
Scouts of America recently ran magazine 
gift-annuity ads picturing stacks of money 
and headlined, '''Get into Scouting and 

Slaff Rt?porler of TIIF. WAW_ STRr':I':T JUURNAI. you'll find yourself making something. ". 
When the United Jewish Appeal Feder- A gift annuity allows a donor to name 

ation' of New York launched a major fund- , the recipient for a chunk of money but 
raising drive last year, the world of big- obtain inCQme from it while alive, plus an . 
time charity was dismayed. immediate tax deduction. Imagine that a 

In full-page ads, the UJA of New York person obtai~s a $200,000 gift annuity with 
invited donors to ·:invest'· with it through a a 7% rate. Tlie charity now is committed to 
gift that would return an annual income . paying the donor 7% a year for life. If the 
"that often beats the current yield on your donor Iiyes longer than expected - or if the 

1 assets_" On a 51 million gift, a 65-year-old charity set the rate too high - the charity 
. donor could get $73,000 a year for life from will end up with less than $200,000 when the 

the UJA and still deduct part of the gift donor dies. In fact, charities usually don't 

I· from taxable income. When the donor died, end up with the full amount; the council 
the UJA woullj keep what was left.·· says its rates are designed to provide a 50% 

Although virtually an big charities offer "residuum," on average. 
such "gift annuities," few had marketed What tile SUit Seeks 
them so aggressively. The ad bothered The risk that charities could be found to 
some charities, mindful 'that" they aren't be. violating antitrust law has cast.some-· 
allowed to sell commercial financial in- : thing:o( a cloud over gift annuities: One 
struments. But even more unsettling to defendailtin the Texas suit, the UriiVersity 
some, the UJA was offering rates as much of Colorado'fl. fund-raising foundation, has 
as a percentage point higher thah most . ff . 
other charities.,. threatening to set off a stopped 0 enngthe annuities pending 

resolution of the suit. . . 
philanthropic price war·1 . Rob ki . 

The American Council on Gift Annui- ert EI n, a lawyer for the plaintiff, 
• argues that adherence by many council 

ties swung into action. . members to a set of .recommended rates is 
Peer Pre.ssure just as if '~the banks got together and they 

The coyncil publishes a set of recom- agreed to:only pay 3% on CDs." He says 
mended rates on gift annuities. And al- many donorS \Vould get higher returns if all 
though it makes clear· that compliance by c~arities'c6mpeted on rates. The suit asks 
the council's'members is voluntary, devia- the. court to assess triple damages - in 
tions don't pass ililremarked. The council'S accordance with the Sherman Act barring 
chairman ~ote to UJA official Neal Myer- agreeinents in.restraint of trade - and to 

'perg on July 14. 1994, reiterating that the. give donors the right to refunds; on Oct. 20, 
recommended rates' are voluntary but stat - ,. the court will consider whether to make the 
ing in part: "We urge you to offer gift suit a class action representing thousands ' 
annuity rates no higher than the current of gift~annuity holders~ 
suggested maximum annuity rates of the.' : There are now 41·defendants, among 
American <;:o.u,ncjl,:QI.1GiftAnn.lltlies." tllem United Way of America. the Salva-

. Mr. Myerberg also was called to a tion Army. Vassar College. the <?:eneral 
meeting attended by officials of several Conference of Sellen.th·Day Adv~ntlsts and 
other charities. where, he says, one offi- . the Southern Baptist ConventIOn. They 
cial-he can't recall who-lluggested they deny any wrongdoing. 
air offer the same rates. He says he told The chairman of· the Dallas-based 
them .he "thoughtfixing' rates or fixing American Council on Gift Annuities, Tal 
prices was wrong." Roberts, ca~ls the ,suit "to~,lly meritless" 

He isn't the only one who feels that and says It IS costmg charities hefty legal 
way. The council is facing a lawsuit in fees that could oth,erwise go to worthy 
Texas accusing'it of violating federal anti- causes. . 

. trust law.. Antitrust experts say the suit will be 

I The civil case arose last December bard for the plaintiff to win. William E. , / 
after Louise T. Peter. now 96 vears old. of Please Turn to Page A9. COlum~ 1. / / 2.... 
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THE WHITE HOUSE 

WASH I NGTON 

October 5, 1995 

MEMORANDUM FOR THE PRESIDENT 

FROM: ABNER J. MIKVA ~ 
ELENA KAGAN ct-

THROUGH: 

SUBJECT: 

LEON PANETTA, GEORGE STEPHANOPOULOS 

PROPOSAL FOR NATIONAL GAMBLING COMMISSION 

Rep. Frank Wolf (R. Va.) and Sens. Paul Simon and Richard 
Lugar have introduced bills to establish a federal commission to 
study the extent and effects of gambling and the adequacy of 
current regulation. Rep. Wolf's bill was. the subject of a 
hearing in the full House Judiciary Committee last week. No 
action has yet been taken in the Senate. 

Both tR-e House dud sefi~bills would establish a commission 
of nine persons, three to be appointed by the President, three by 
the House Speaker, and three by the Senate Majority Leader. e 
Senate bill provides that the Speaker and Majority Leader nsult 
with the Minority Leaders of the House an ouse bill 
provides that one member should b ate gover 

r.-
Botofi oeLsioIls of.llhe bil charge the commission with 

undertaking a study of gambling in the United States, including 
the economic effects of gambling on other businesses and 
surrounding communities, the relationship between gambling and 
crime, the extent and impact of pathological gambling, and the 
costs and effectiveness of current regulatory policy he bill 
does not specifically mention lotteries (spea' only of 
"gambling"), but presumably includes the 

Supporters of the proposal note that it does not impose any 
new restrictions on gambling, but merely recognizes the need for 
greater information on the scope and effects of the gambling 
industry. Gambling is one of the ·fastest growing businesses in 
the nation. One recent study found that $330 billion was wagered 
legally in 1992 (including in lotteries), up 1800% since 1976. 
Casinos now operate in 25 states, and in 1993 Americans made more 
trips to casinos than to maj or league baseball parks. The 'JrmJth 
of _.~t...qL-may J:la.e aauerSQ eeRseeruences. As you said at 
the Sperling lunch, the~roduction of.~ambling in a communitYL~~V\ 
though seemin9 tE) proui~ !T~ tais~1 revenues and 3"6It -t..he 0.

economy, may impose hidden social, economic, and political costs, '+0 
including those associated with corruption, crime, and addictive 
behavior. Supporters of these bills argue that we should take a 
hard look at such matters to ensure sensible regulatory policy. 

Opponents of the proposal allege that it is a sort of 
stalking horse for the religious right -- a first step in a 



~f~ 
moralistic effort to prohibit gambling altogether. (The ;J n 
Christian Coalition is indeed a fervent supporter of this .~.~ 
legislation, but so are many representatives and press eQtities~~ 
not associated with that organization.) Opponents also claim 
that a national commission will serve little purpose because 
conditions vary so much from state to state and community to 
community; sometimes opponents go so far as to frame this 
argument in terms of "states' rights." Finally, of course, 
opponents dispute the notion that gambling is linked to 
corruption or crime and claim it is a boon to local economies. 

The only groups so far to oppose the legislation are 
industry associations, including most prominently the American 
Gaming Association, headed by Frank Fahrenkopf, former Chair of 
the RNC. The National Indian Gaming Association, which believes 
gaming by Indian tri~to be essential to tribal economic 
development, has ind ct d that it would not oppose the bills so 
long as the Commissi includes an Indian tribal representative 
and addresses state lotteries as well as other forms of gambling. 
Senators and representatives from Nevada are vehement in their 
opposition to the bills; those from New Jersey, though less 
openly hostile at this time, may be subject to similar pressures. 
Finally, state governments may oppose the proposal if they 
believe it represents a threat to state lotteries. 

Recommendation 

We recommend that you endorse the idea of a commission to 
study gambling. Such a commission can perform a useful function 
in collecting information about the effects of gambling and thus 
enabling better decisions -- whether on the federal, state, 
local, or tribal level -- as to appropriate regulation. To the 
extent formation of such a commission suggests a sort of 
moralistic discomfort with gambling, this may be perfectly 
appropriate. ~dO not recommend that you sign on wholesale to 
either of the c rrent bills, given issues that already have 
arisen and may rise in the future as to such matters as the 
Commission's me ership. But we believe an endorsement of the 
basic idea of th bills (Option #3, below) is warranted. 

1. Oppose the creation of a gambling commission 
2. Take no position on the creation of a gambling commission 
3. Endorse the creation of a gambling commission 
4. Let's discuss 
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THE WHITE HOUSE 

WASHINGTON 

October 5, 1995 

MEMORANDUM FOR THE PRESIDENT 

FROM: ABNER J. MIKVA ~ 
ELENA KAGAN ct-

THROUGH: LEON PANETTA, GEORGE STEPHANOPOULOS 

SUBJECT: PROPOSAL FOR NATIONAL GAMBLING COMMISSION 

Rep. Frank Wolf (R. Va.) and Sens. Paul Simon and Richard 
Lugar have introduced bills to establish a federal commission to 
study the extent and effects of gambling and the adequacy of 
current regulation. Rep. Wolf's bill was the subject of a 
hearing in the full House Judiciary Committee last week. No 
action has yet been taken in the Senate. 

Both the House and Senate bills would establish a commission 
of nine persons, three to be appointed by the President, three by 
the House Speaker, and three by the Senate Majority Leader. The 
Senate bill provides that the Speaker and Majority Leader consult 
with the Minority Leaders of the House and Senate; the House bill 
provides that one member should be a state governor. 

Both versions of the bill charge the commission with 
undertaking a study of gambling in the United States, including 
the economic effects of gambling on other businesses and 
surrounding communities, the relationship between gambling and 
crime, the extent and impact of pathological gambling, and the 
costs and effectiveness of current regulatory policy. The bill 
does not specifically mention lotteries (speaking only of 
"gambling"), but presumably includes them. 

Supporters of the proposal note that it does not impose any 
new restrictions on gambling, but merely recognizes the need for 
greater information on the scope and effects of the gambling 
industry. Gambling is one of the fastest growing businesses in 
the nation. One recent study found that $330 billion was wagered 
legally in 1992 (including in lotteries), up 1800% since 1976. 
Casinos now operate in 25 states, and in 1993 Americans made more 
trips to casinos than to major league baseball parks. The growth 
of this industry may have adverse consequences. As you said at 
the Sperling lunch, the introduction of gambling in a community, 
though seeming to provide a way to raise revenues and jolt the 
economy, may impose hidden social, economic, and political costs, 
including those associated with corruption, crime, and addictive 
behavior. Supporters of these bills argue that we should take a 
hard look at such matters to ensure sensible regulatory policy. 

Opponents of the proposal allege that it is a sort of 
stalking horse for the religious right -- a first step in a 
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moralistic effort to prohibit gambling altogether. (The 
Christian Coalition is indeed a fervent supporter of this 
legislation, but so are many representatives and press entities 
not associated with that organization.) Opponents also claim 
that a national commission will serve little purpose because 
conditions vary so much from state to state and community to 
community; sometimes opponents go so far as to frame this 
argument in terms of "states' rights." Finally, of course, 
opponents dispute the notion that gambling is linked to 
corruption or crime and claim it is a boon to local economies. 
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The only groups so far to oppose the legislation are 
industry associations, including most prominently the American 
Gaming Association, headed by Frank Fahrenkopf, former Chair of 
the RNC. The National Indian Gaming Association, which believes 
gaming by Indian tribes to be essential to tribal economic 
development, has indicted that it would not oppose the bills so 
long as the Commission includes an Indian tribal representative 
and addresses state lotteries as well as other forms of gambling. 
Senators and representatives from Nevada are vehement in their 
opposition to the bills; those from New Jersey, though less 
openly hostile at this time, may be subject to similar pressures. 
Finally, state governments may oppose the proposal if they 
believe it represents a threat to state lotteries. 

Recommendation 

We recommend that you endorse the idea of a commission to 
study gambling. Such a commission can perform a useful function 
in collecting information about the effects of gambling and thus 
enabling better decisions -- whether on the federal, state, 
local, or tribal level -- as to appropriate regulation. To the 
extent formation of such a commission suggests a sort of 
moralistic discomfort with gambling, this may be perfectly 
appropriate. We do not recommend that you sign on wholesale to 
either of the current bills, given issues that already have 
arisen and may arise in the future as to such matters as the 
Commission's membership. But we believe an endorsement of the 
basic idea of the bills (Option #3, below) is warranted. 

1. Oppose the creation of a gambling commission 
2. Take no position on the creation of a gambling commission 
3. Endorse the creation of a gambling commission 
4. Let's discuss 

--



Frank R. Wolf 

THE WASHINGTON POST 

TuEsDAY, OcroBER 3,1995 

A Close Look at Gamb1jng 
The Post recently wrote in an editorial on 

the subject of gambling that this country "is 
in the presence of a powerful and growing 
industry and an important social phenome
non.", Twenty years ago, gambling was legal 
only in Nevada and New Jersey. Today, only 
Utah and Hawaii have no faun of legalized 
gambling. 

A week ago, the House Judiciary Commit
tee held a hearing on legislation I have 
introduced to establish a National Gambling 
Impact and, Policy Thrrumsslon. I he bill does. 
not ouuaw gamblillg. It does not 'tiIX gam
bling. It does not regulate gamblirig. It 
places no new mandates on gambliiig. It 
merely recogruzes that gamblilig IS spread-

, ing throughout the country like wildfire and ' 
concludes that it's time to take a hard look at 
its effects on business, crime, local gove~ 
ments and [amme~ 

.':,:. Many communities have been misled and 
duped into acoepting gambling-left to de
fend themselves against a well-financed in

, dustry that often hires prornipent lawyers, 
lobbyists and political consultants. 

In 'a New York Times colwnn, William 
Safire wrote, "State-sponsored gambling is a 
banana-republic abomination' that under
mines national values: I think he's right
government is supposed to be the protector 
of society, not a predator upon it But many 
cash-strapped local governments find it diffi
cult to resist claims of quick cash'to bolster 
revenues. ," "/ 

True, casinos pay taxes on their revenues. 
But a, casino's gain is a legitimate business's 
loss. Consider that within a, year of Atlantic 
City's casinos' offering ~ food to their 
patrons, over a third of Atlantic City's res
taurants went out ,of business. Consider that 
last year gamblers in Mississippi wagered 
$29.7 billion, while 'all taxable retail sales 
were $27.6 billion. 

Gambling creates no new wealth. Rather, 
it consumes income that is otherwise' spent 
on tourism, services, movies, recreation and 
clothing. But how is a small communitY 
considering legalizing gambling' to know 
these facts? 

Almost every day, we bear about another 
public official under investigation, under in
dictment or going to jaiUJeCause of illicit ties 
to gambling. Last week, the Associated 
Press reported that "four vacancies now 
exist in the 39-member Louisiana Senate 
after two more senators stepped aside .•• 
one of them a key figure in the FBI's 
investigation into the legislative influence 
wielded by the gambling industry." 

In August 1991, 17 South Carolina legis
lators, lobbyists and other officials were 
convicted of accepting bribes. In 1990, six 
Arizona legislators pleaded guilty to acoept
ing bribes in exchange for key votes on 
gambling. In Kentucky, seven legislators, 
including the speaker of the Kentucky 
House of Representatives, were found guilty 
of accepting bribes, extortion, racketeering 
under RICO and rnakingfalse statements. A 
former West Virginia state lottery director 
was recently convicted of perjury, mail fraud 
and wire fraud in the rigging of a state 
contract for video lotteries. In Pennsylvania, 

'a fonner state attorney general pleaded 

guilty to accepting bribes in exchange for lax 
enforcement of state gambling control laws. 

How can Congress sit idly by as this 
scenario repeats itself time after time across 
the nation? The Florida Department of Law 
Enforcement 'recently opposed casino gam
bling becaose "casinos will result in more 
Floridians and visitors being rabbed, raped, 
assaulted and otherwise injured." Don't we 
have an obligation to at least look into 
gambling's impact and help our communities 
get aU the facts? 

In 1993, more people made trips to casi
nos than to major league baseball parks, in 
essence, replacing America's pastime with 
gambling. And that doesn't even count the 
more than 200,000 minors ejected from' 
casinos. Sports IUustrated recently ran a 
three-part series chronicling the shocking 
impact gambling has had on our nation's 
youth in high schools and coUeges.On April 
ll,The Post ,described how law-enforce
ment authorities uncovered a "sophisticated 
betting operation ion by student bookies 
who not only mimicked the Mob, but also 
worked with it: Gambling is beginning to 
take a toU on 'our nation's youth, too. 
, Do local governments think that a casino's 

, taxes can cover the cost of ,additional police, 
regulators and sociaJ services to plit back 

• 
together the farnilies and lives that casinos 
shatter? 

Maybe they do, but more likely, they 
aren't sure. The National Gambling Impact 
and Policy Cqrnrnission will give them the 
facts. It will take an 2tive, credible and 
factual stud)! of the. ts of one of our 
nation's fastest growing industries. 

This commission will have three years to 
study the effects of casin0sgverboat, on-line 
computiiran~ lridiiIri-spon red gambling m 
out commuruties. LocaJ governments should 
kriow if tax revenues from casinos will cover 
the additional crime bill, cover the lost 
pr,?<luctivlij of workers. cover the costs to 
Me more regulators hring back the restau
rant that has been on the romer wr 50 
yeais or stop people like the llIinois mother 
of two who shot herself because she couldn't 
pay fier gambling debts and the 19-year-old 
Iowa boy who did the same . 

The responsible government that we au 
strive for, and we teU our constituents we 
are part of, ought to jump at the opportunity 
to provide people with a good, honest and 
objective study about gambling's effects, 
And why not? What's there to hide? If 
gambling and casinos ~ood for our na:
tion's communities, thebling intercfsts 
ou.&!!t to .SUpport the mmmission, which 
would presumably vindicate them. But they 
don't. 

The nation is beginning to question gam
bling's claimed panacea and witness its ef
fects' on businesses, crime, corruption and 
farnilies. In the House, my bill now has more 
than 70 bipartisan cosponsors, and Sens. 
Paul Simon and Richard" Lugar are making 
progress on similar legislation in the Senate. 

Amenca deserves to kilow me facts about 
gambling. It's time for Congress to create a 
National Gambling Impact and Policy Com
mission. 

BYOHISSON 
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CONGRESSMAN FRANK R. WOLF 
Statcmcnt on B.R. 497, the 

"National Gambling Impact and Policy Commission Act of 1.995" 
Before the House Judiciary Committee 

September 29, 1995 

Chairman Hyde, members of the committee, 1 appreciate the opportunity to testify on 
J-LR. 497, legislation which would create a national commission to study the effects of . 
gambling. This legislation is simple. It would charge the National Gambling Impact and 
Policy Commission to make an objective, comprehensive, and impartia1legal and factual 
assessment of gambling. 

Mr. Chairman, tros legislation does not outlaw gambling. It does not tax gambling. It 
does not regulate gambli.ng. It merely recognizes that gambling is spreading throughout the 
(!ountry like wildt ire and it needs a hard look. This is our responsibility as looera.i legislators 
to I:reate a commission to bring together a11 the relevant data· so that governors, state 
legislators, and citizens can have the facts they need to make informed decisions. 

Why should this committee and the Congress be concerned about gambling? There is 
growing evidence that gambling has harmful side effects. Members should be concerned 
about reports thaL the rapid prolil'eration of gambling has caused the breakup of families, 
sui(;ides, an increase in teenage gambling, and the cannibalization of businesses. When I read 

. the story about Jason Berg, a 19-year·old from the small Iowa town of Elkander ending his 
life after running up a large gambling loss and leaving a .note that read, "1' m out of control," I 
get concerned. How many othel' teenagers have taken their lives because of gambling debts? 
When I hear about a 41-year-old suburban salesman, Howard Russell, who shot himself in the 
parking lot of the Grand Victoria Casino in Elgin, 1l1inois, after losing more than $50,000, 1 
get concerned. When the police found him he reportedly had $13 i.n his pockets. How many ( 
other compulsive gamblers' turn to violence after losing their life savings? Congress shOUld 
act now to investigate these reports instead of waiti.ng, as it did with the budget deficit, lUltil 
there is an almost insurmotmtab1c problem. It is time this issue be given national attention 
through a comprehensive study. 

Critics of this commission claim that gambling is a state issue and that the Congress 
should not be involved il) studying it. Let me dispel that mytb up front. First, gambling is 
I:ommeree and as such is subject to Congress's commerce power under Article 1, Section 8 of 
tbe Constitution. Also, public corruption and other criminal cases associated with gambling 
are investigated by the Federal Bureau of Investigation. Furthermore, ganlbling is a 
nationwide phenomenon. Gambling in one state i.mpacts the citizens of another. Lastly, 
gambling interests have their hooks into the state political structure making it difticult for 
states to make objective studies of gambling. We recognized the states' role in this issue, and 
that is why section 3(a) of the bi1J states that one member of the Commission should be a 
governor. It is time for the federal government to take a leadership role so that state and local 
communities have the facts when gambling interests come knocking on their doors. 

1 
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Gambling interests also criticize this legislation as the mornl musings of the religious ( 
community. Supporters of H.R. 497 include: 47 Republican and 23 Democrats, many states' 
attorneys general, governors, and newspapers such as The Washington Post and The Cincinnati 
Enquirer. This is a bipartisan, non-ideological coalition joined because of their concern about 
the impact of gambling. 

Gambling is one of the fastest growing industries in the nation and is becoming 
America's pastime. In 1993, according to U.S. News and World Report, Americans made 

Ii"" 

more trips to casinos than they did to Major League ballparks. At the tum of the century, ,/ 
gambling was prohibited. Today, however, there are 37 state lotteries, casinos operate in 23 
states, and 95 percent of all Americans arc expected to live within a three- or four-hour drive 
uf a casino by the year 2000. Only two states, Hawaii and Utah, forbid wagering. 

Last year, Virginia blocked gambling interests' $1.1 million bid to bring riverboat 
gambling to the Commonwealth and voters in Florida rejected a $16 million effort to legalize 
casinos. Voters in Minnesota, Nebraska, Rhode Island, and Wyoming did the same. Why are 
gambling interests willing to bet so much on legalizing gambling? Why, according to The 
Boston Globe, are they hiring politically connected consultants to convince state legislators 
that gambling is a sure bet? Why have they hired some Massachusetts lobbyists at $65,000 
per month plus expenscs to "consult" on the legalization of gambling? I am concerned that the 
floud uf casino money into the states will drown out the voices of ordinary citizens, and 
overwhelm state public oflicials. 

Crime is a subject that the Commission would study. The Florida Department of Law I 
Enforcement recently opposed legalizing casino gambling because "cllsinos will result in 
more Floridians and visitors being robbed, raped, assaulted, and otherwise injured." 
Jim Moody, chief of the Organized Crime Section, FBI, in a "60 Minutes" interview stated, 
"[Glambling itself ... is probably the biggest producer of money for the American La 
Coss Nostra [that] there is." 

Organized crime does not only target adults. An April 11 Washington Post article 
explained how law enforcement authorities uncovered "a sophisticated betting operation run 
by student bookies who not only mimicked the Mob, but also worked with it." The 
article detailed how three New Jersey high school students "fotced a 14-year-old schoolmate 
into a car, drove him to a housing project in Newark and dumped him there for failing 
to pay $500 In gambling debts ... " In another case, a 16-year-old "prostituted his 
girlfriend around school to raise money to pay his debts." 

Political corruption is another problem and not one confined to gambling's tawdry 
history which the commission should review. Federal law enforcement agents are currently 
investigating possible political corruption in Louisiana tied to gambling. Four Luuisiana state 
senators have reportedly stepped aside because of an FBI investigation into the legislative 
influence wielded by the gambling industry. Similarly, the speaker of the Missouri House of 
Representatives has resigned in a cloud of gambling related political corruption. In August 
1991, FBI agents in Columbia, S.C., wrapped up "Operation Lost Trust," a sting that resulted 
in the convictions of t 7 South Carolina legislators, lobbyists and other officials for accepting 
bribes during the 1990 legislative session in exchange for their votes to legalize horse and dog 
track racing. Six Arizona legislators pleaded guilty in 1990 for accepting bribes on a bill to 
legalize casino gambling. Seven Kentucky legislators, including the speaker of Kentucky'S 
House of Representatives, were found guilty of accepting bribes, extortion, racketeering under 
RICO and making false statements. In 1990, a former West Virginia Governor pleaded guilty 
to taking 11 bribe from racing interests. In 1994, a West Virginia lottery director was 
sentenced to federal prison for rigging a video lottcry contract. 
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Because of crime associated with casino gambling, regulatory agencies in New Jersey .~ 
spend over $59 million annually to monitor the city's casinos. In 1992. the Walt Street ~ 
Journal reported that since 1976, Atlantic City's police budget has tripled to $24 mi1lion while 
the local population has decreased 20 percent. During the first three years of casino gambling'l 
Atlantic City went from 50th in the nation in per capita crime to first. Overall, from 1977 to 
1990, the crime rate in that city rose by an incredible 230 perccnt. 

Thc Commission would make a demographic study of gambling including determining 
to what extent teenagers are gambling. In 1991 New Jersey casino security ejected 21,838 
persons under the age of 21 from casinos, and prevented anotber 196,707 from entering. 
Research indicates that as many as 7 percent of teenagers may be addicted to gambling. 
Sports Illustrated recently ran a three-part series explaining that gambling has infiltrated 
college sports, is popular and pervasive on college campuses and is destroying young lives. 
Local Washington, D.C., area papers have chronicled the sad story of the University of 
Maryland standout quarterback who was suspended by the NCAA for betting on college sports 
events. Legalized gambling would increase pressure on students to place bets with money 
they onen don't have. ~ 

The Commission would make detailed fmdings of gambling's impact on other I... 
businesses. Various studies indicate that income spent on gambling is not spent OD movies, ~~~ ~ 
clothes, recreation services or other oods or services. An editorial from the Northeast ' .l.J' , .... 
Mississippi Daily Journal indicated ttat more money was bet in casinos ($29. 7 billion) thal)\ ~.} 
was spent on all taxable sales ($27.6 billion) in the state. As gambling proliferates, job- ~ oJ' 
creating wealth is shifted from savings and investment. V) 

Gambling may cannibalize other businesses. For example, the number of restaurants in 
Atlantic City declined from 243 in 1977, the year after casinos were legalized. to 146 in 1987. 
In the four years following the introduction of casinos in Atlantic City, the number of retail 
stores in that city declined by about a third. Recent news reports indicate that a.ttendance and 
revenues at thc Iowa State Fair declined by over 10 percent this year due in part to the 
establishment of a horse track and a slot machine easino near Des Moines. 

~{, 

c ckv' ~Vl 
One reason this objective study is needed is because states, using gambling generated "'. ~~",If{ 

studies, frequently overestimate the fmancial impact of gambling revenues, Professor Robert /\.",\1. \ 
Goodm. an of the University of Massachusettsl Amherst found that of 14 state studies of \ </1' /' '\ 
gambling, most were written with a pro-industry spin and only four were balanced and r'-" I;VI J 
factored in gambling's hidden costs. In New Jersey horse racing alone accounted for about 10 ~ I 
percent of state revenue in the 1950s. Today, despite the addition of a lottery and 12 casinos, (, «J-
the state earns only 6 percent of its revenue through gambling. In a study about casinos in 

\ 

florida, the Executive Office of the Governor concluded that annual projected state tax 
revenues related to casinos are sufficient to address only 8 to 13 percent of armual minimum 
projected costs related to casinos. That means for every $1 in tax revenues, the costs to 
taxpayers to pay for gambling is $8 - $13. It also projects that crime and social costs 

l attributable to casinos would total at least $2.16 billion annually. States considering legalizing 
gambling need to know the truth about gambling tax revenues. 
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terminals, the tiny province of Nova Scotia in Canada went from zero to 12 chapters of 
Gamblers Anonymous, Outraged over widely publicized reports of broken marriages and 
wrecked lives, Nova Scotians forced the government to remove 2,400 machines. 

Evidence shows that pathological gamblers engage in forgery, then, embezzlement, J 
drug dealing and property crimes to payoff gambling debts. Various studies indicate that the 
mean gambling related debt of people il1 compulsive gambling therapy ranged from about 
$53,000 to $92,000. Compulsive gamblers in New Jersey were accumulating an estimated 
$5 J 4 million in yearly debt. They are responsible for an estimated $1.3 billion worth of 
insurance-related fraud per year which is borne by the rest of us in the form of increased 
premiums, deductibles, or copayments. 

The Commission should also review the costs and effectiveness of state and federal 1 .. 1.-':::'-"1 ~ 
gambling regulatory policy, including whether India..1. gaming should be regulated by states as Y ""J' 
well as the federal government. Indian gambling accounts for aboll1 5 percent of all cllSino 
gamblin,B and that figure is growing at an extraordmary rate. Unlike New Jersey and Nevada 
which liave extremely costly, mature, and seemin) effective structures, the federal 
effort to re u a e n lan amm to reven e in I ation of or ,. scant at est. 
There are 1 ss . te Indi . s throu hout the 
country, The Commission should recommend whether or not Indian gaming should be 
regl11iUe(1 by the state~. 

Mr. Chairman, noted columnist William Safire recently called state-sponsored gambling 

G'a $40 billioD.-a-year cancer ravaging society, corrupting public officials and becoming 
the fastest growing teen-age addiction. !I Govenunent is supposed to be the protector of 
ociety, not the sponsor of its ruin. It is not supposed to be the predator or invite the p,redator 

into America's communities. When I hear stories of mothers dragging their young children 

9 38tld 

into casinos to plead with dealers to turn their husbands away from the tables., I get concerned. 
When 1 receive a phone call from a man whose wife committed suicide because she gambled 
their lii'e savings away, I get concerned. And when I receive a letter from a Nevada man who 
is housing a young construction worker who gambled away his life's savings and whose 
gambling addiction led to drug use and divorce, 1 get concerned. 

Again, 1 appreciate your holding this hearing and ask unanimous consent that my full 
statement and extraneous materials be included in the record. 
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"National Gambling Impact and Poli~y Commission Act of 1995" 
Before the Housc Judiciary Committee 

September 29, 1995 

Chairman H.yde, members of the committee, I appreciate the opportunity to testify on 
H.R 497, legislation which would create a national commission to study the effects of 
gambling. This legislation is simple. It would charge the National Gambling Impact and 
Policy Commission to make an objective, comprehensive, and impartial legal and factual 
assessment of gambling. 

Mr. Chaimlan, this legislation does not outlaw gambling. It docs not tax gambling. It 
does not regulate gambling. It merely recognizes trult gambling is spreading throughout the 
country like wildfIre and it needs a hard look. This is our responsibility as federal legislators 
to create a commission to bring together all the relevant data so that governors, state 
legi~lators, and citizens can have the facts they need to make infomled decisions. 

Why should this committee and the Congress be concerned about gambling? There is 
growing evidence that gambling has harmful side effects. Members should be concerned 
about reports that the rapid proliferation of gambling has caused the breakup of familieS, 
suicides, an increase in teenage gambling, and the cannibalization of businesses. When I read 
the story about Jason Berg, a 19-year-old from the small Iowa town of Elkander ending his 
life after ruMing up a large gambling loss and leaving a note that read, "I'm out of control," l 
get concerned. How many other teenagers have taken their lives because of gambling debts? 
When I hear about a 41-year-old suburban salesman, Howard Russell, who shot himself in the 
parking lot of the Grand Victoria Casino in Elgin, Illinois. after losing more than $50,000, I 
get concerned. When the police found him be reportedly had $13 in his pockets. How many 
other compulsive gamblers' turn to violence after losing their life savings? Congress should 
act now to investigate these reports instead of waiting. as it did with the budget deficit, until 
there is an almost insuml0untable problem. It is time tbis issue be given national attention 
through a comprehensive study. 

Critics of this commission claim that gambling is a state issue and that the Congress 
should not be involved in studying it. Let me dispel that myth up front. First, gambling is 
commerce and as such is subject to Congress's commerce power under Article 1, Section 8 of 
the Constitution. Also, public corruption and other criminal cases associated with gambling 
are investigated by the federal Bureau of Investigation. Furthermore, gambling is a 
nationwide phenomenon. Gambling in one state impacts the citizens of another. Lastly. 
gambling interests have their hooks into the state political structure making it difficult for 
states to make objective studies of gambling. We recognized the states' role in this issue, and 
that is why section 3(a) of the bill states that one member of the Commission should be a 
governor. It is time for the federal government to take a leadership role so that state and local 
communities have the facts when gambli.ng interests come knocking on theu' doors. 
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Gambling interests also criticize this legislation as the moral musings of the religious 
community. Supporters of H.R. 497 include: 47 Republican and 23 Democrats, many states' 
attorneys general, governors, and newspapers such as The Washington Post and The Cincinnati 
Enguirer. This is a bipartisan, non-ideological coalition joined because of their concern about 
the impact of gambling. 

Gambling is one of the fastest growing industries in the nation and is becoming 
America's pastime. In 1993, according to U.S. News and World Report, Americans made 
more trips to casinos than they did to Major League ballparks. At the tum of the century, 
gambling was prohibited. Today, however. there are 37 state lotteries, casinos operate in 23 
states, and 9S percent of altAtnericans are expected to live within a three- or four-hour drive 
of a casino by the year 2000. Only two states, Hawaii and Utah, forbid wagering. 

Last year, Virginia blocked gambling interests' $1. J million hid to bring riverboat 
gambling to the Commonwealth and voters in Florida rejected a $16 million effort to legali7.e 
casinos. Voters in Minnesota, Nebraska, Rhode Island, and Wyoming did the same. Why are 
gambling interests willing to bet so much on legalizing gambling? Why, according to The 
Roston Globe. are they hiring politically connected consultants to convince state legislators 
that gambling is a sure bet? Why have they hired some Massachusetts lobbyists at $65,000 
per month plus expenses to "consult" on the legalization of gambling? I am concerned that the 
flood of casino money into the states will drown out the voices of ordinary citizens, and 
overwhelm state public officials. 

Crime is a subject that the Commission would study. The Florida Department of Law 
Enforcement recently opposed legalizing casino gambling because "casinos will result in 
more Floridians and visitors being robbed, raped, assaulted, and otherwise injured." 
Jim Moody, chief of the Organized Crime Section, FBI, in a "60 Minutes" interview stated, 
"(G)ambling itself ... is probably the biggest producer of money for the American La 
Cos a Nostra [that] there is." 

Organized crime does not only target adults. An April 11 Washington Post article 
explained how law enforcement authorities uncovered "a sophisticated betting operation run 
by student bookies who not only mimicked the Mob. but also worked with it." The 
article detailed how three New Jersey high school students "forced a 14-year-old scboolmate 
into a car, drove him to a housing project in Newark and dumped him there for failing 
to pay $500 in gambling debts .•. " In another case, a 16-yelU'-old "prostituted his 
girlfriend around school to raise money to pay his debts. ,t 

Political corruption is another problem and not one confined to gambling's tawdry 
history which the commission should review. federal law enforcement agents are currently 
investigating possible political corruption in Louisiana tied to gambling. Four Louisiana state 
senators have reportedly stepped aside because of an FBI investigation into the legislative 
influence wielded by the gambling industry. Similarly, the speaker of the Missouri House of' 
Representatives has resigned in a cloud of gambling related political corruption. In August 
1991. FBI agents in Columbia, S.C., wrapped up "Operation Lost Trust," a sting that resulted 
in the convictions of 17 South Carolina legislators, lobbyists and other officials for accepting 
bribes during the 1990 legislative session in exchange for their votes to legalize horse and dog 
track racing. Six Arizona legislators pleaded gUilty in 1990 for accepting bribes on a bill to 
legalize casino gambling. Seven Kentucky legislators. including the speaker of Kentucky'S 
House of Representatives, were found guilty of accepting bribes, extortion, racketeering under 
RICO and making false statements, In 1990, a former West Virginia Governor pleaded guilty 
to taking a bribe from racing interests .. In 1994. a West Virginia lottery director was 
sentenced to federal prison for rigging a video lottery contract. 
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Because of crime associated with casino gambling, regulatory agencies in New Jersey 
spend over $59 million annually to monitor the city's casinos. In 1992. the ~a11 Street 
Joumal reported that since 1976, Atlantic City's police budget has tripled to 24 million while 
the local population has decreased 20 percent. During the first three years of casino gambling, 
Atlantic City went from 50th in the nation in per capita crime to first. Overall, from 1977 to 
1990, the crime rate in that city rose by an incredible 230 percent. 

The Commission would make a demographic study of gambling including determining 
to what extent teenagers are gamblillg. Tn 1991 New Jersey casino security ejected 21,838 
persons under the age of 21 from casinos, and prevented another 196,707 from entering. 
Research indicates that as many as 7 percent of teenagers may be addicted to gambling. 
Sports Illustrated recently ran a three-part series explaining that gambling has infiltrated 
college sports, is popular and pervasive on college campuses and is destroying young lives. 
Local Washington, D.C., area papers have chronicled the sad story of the University of 
Maryland standout quarterback who was suspended by the NCAA for betting on college sports 
events. Legali7,ed gambling would increase pressure on students to place bets with money 
they often don't have. 

The Commission would make detailed I1ndings of gambling's impact on other 
businesses. Various studies indicate that income spent on gambling is not spent on movies, 
clothes, recreation services Or other goods or services. An editorial from the Northeast 
MississiL1gi Daily Journal indicated that more money was bet in casinos ($29.7 billion) than 
was spent on all taxable sales ($27.6 billion) in the state. As gambling proliferates, job
creating wealth is shifted from savings and investment. 

Gambling may cannibalize other businesses. For example, the number of restaurants in 
Atlantic City declined from 243 in 1977, the year after casinos were legalized, to 146 in 1987. 
In the four years following the introduction of casinos in Atlantic City, the number of retail 
stores in that city declined by about a third. Recent news reports indicate that attendance and 
revenues at the Iowa State Fair declined by over 10 percent this year due in part to the 
establishment of a horse track and a slot machine casino near Des Moines. 

One reason this objective study is needed is because states, using gambling generated 
studies, frequently overestimate the fInancial impact of gambling revenues. Professor Robert 
Goodman of the University of Massachusetts/Amherst found that of 14 state studies of 
gambling, most were 'written with a pro-industry spin and only four were balanced and 
factored in gambling's hidden costs. In New Jersey horse racing alone accounted for about 10 
percent of state revenue in the 1950s. Today, despite the addition of a lottery and 12 casinos, 
the state earns only 6 percent of its revenue tbrough gambling. In a study about casinos in 
Florida, the Executive Office of the Governor concluded that annual projected state tax 
revenues related to casinos are sufficient to address only 8 to 13 percent of annual minimum 
projected costs related to casinos. That meanS for every $1 in tax revenues, the costs to 
taxpayers to pay for gambling is $8 - $13. It also projects that crime and social costs 
attributable to casinos would total at least $2.16 billion annually. States considering legalizing 
ganlbling need to know the truth about gambling tax revenues. 

The Commission would study the impact of pathological, or problem gambling on 
individuals, families, social institutions, criminal activity and the economy. Gambling's social 
costs include direct regulatory costs, lost productivity costs, direct crime costs (including 
apprehension, adjudication, and incarceration costs), as well as harder-to-price costs such as 
SUicide, family disintegration, and even increased car accidents. Problem and pathological 
gambling is tearing at the social fabric of American families--much like drug and alcohol 
abuse. A recent article written by a Kansas Cjty Star reporter told the tragic story of how 
gambling addiction led a mother of two to kill herself because she gambled the family savings 
and house away on Illinois casino riverboats. Within two years of legalizing video lottery 
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terminals, the tiny province of Nova Scotia in Canada went from zero to 12 chapters of 
Gamblers Anonymous. Outraged over widely publicized reports of broken marriages and 
wrecked lives, Nova Scotians forced the government to remove 2,400 machines. 

Evidence shows that pathological gamblers engage in forgery, theft, embezzlement, 
drug dealing and property cnmes to payoff gambling debts. Vanous studies indicate that the 
mean gambling related debt of people in compulsive gambling therapy ranged from about 
$53,000 to $92,000. Compulsive gamblers in New Jersey were accumulating an estimated 
$514 million in yearly debt. They are responsible for a., estimated $1.3 billion worth of 
insurance-related fraud per year which is borne by the rest of US in the form of increased 
premiums, deductibles, or copaymellts. 

The Commission should also review the costs and effectiveness of state and federal 
gambling regulatory policy, including whether Indian gaming should be regulated by states as 
well as the federal government. Indian gambling accounts for about 5 percent of all casino 
gambling and that figure is growing at an extraordinary rate. Unlike New Jersey and Nevada 
which have extremely costly, mature, and seemingly effective regulatory structures, the federal 
effort to regulate Indian gaming to prevent the infiltration of organized crime is scanty at best. 
There are less than 30 staff persons to regulate Indian gaming operations throughout the 
country. The Commission should recommend whether or not Indian gaming should be 
regulated by the :.iates. 

Mr. Chairman, noted columnist William Satire recently called state-sponsored gambling 
"a $40 billion-a-year cancer ravaging society, corrupting public officials and becoming 
the fastest growing teen-age addiction." Government is supposed to be the protector of 
society, not the sponsor of its ruin, It is not supposed to be the predator or invite the p'redator 
into America's communities. When I hear stOries of mothers dragging their young chIldren 
into casinos to plead with dealers to turn their husbands away from the tables. T get concerned. 
When 1 receive a phonecaJl from a man whose wife committed suicide because she gambled 
their life savings away, 1 get concerned. And when 1 receive a letter from a Nevada man who 
is housing a young construction worker who gambled away his life's savings and whose 
gambling addiction led to drug use and divorce, I get concerned. 

Mr. Chairman, again I reiterate: this legislation does not outlaw gambling. It does not 
tax gambling. It does not regulate gambling. It merely recognizes that gambling is becoming 
so pervasive in our society, it needs a hard look. We have a responsibility as federal 
legislators to bring together all the relevant data so that governors, state legislators, and 
citizens can have the facls they need to make informed decisions. Why do the gambling 
interests oppose this legislation? Is there something to hide? Let's fwd out through this 
commission's comprehensive review. -

Again, I appreciate your holding this hearing and ask unanimous consent that my full 
statement and extraneous materials be included in the record. 
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l04TH OONGRESS 
1ST SESSION H.R.417 

IN THE HOUSE OF REPRESENTATIVES 

H.L.C. 

Mr. WOLf/' introdll(~t:l.l the followiug bill; which was referred to the Committee 
on~~ ________________ __ 

A BILL 
To create the National Gambling Impact a.nd Policy 

Commission. 

Be 'it e'nacted by the Senate and House of Representa-

2 ti'I.le..~ of the Um:ted States of ... 4.nu.:I'rica in Congress assembl.ed, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the "National Gamblmg Im-

5 pact and Policy Commission Act". 

6 SEC. 2. ESTABLISHMENT OF COMMISSION. 

7 There is established a eOlmnission to be lmovnl as the 

8 National Gambling Impact and Policy COlmnission (in this 

9 Act referred to as the "Conunission"). 

Janllarll ,0. ,995 (4:08 c.m.l 

PAGE 6 



FILE No. 315 10/05 '95 10:20 ID:CONG. F. WOLF WASH. DC .' . 

F: \ M4 \ WOLF \ WOLF.005 H.L.C. 

2 

1 SEC. 3. MEMBERSHIP. 

2 (a) NUMBER M"'D APPOIN'l'MEN'l'.-The Commissiclfl 

3 shall be composed of 9 members appointed fI.·om persons -
4 specially qualified by training and experilmce, of \vbieh one 

, 
5 s~ a Governor of a State, to perform the duties 

6 of the Commission as follows: 

7 (1) three appointed by the SpeHker of the 

8 House of Representatives; 

9 (2) three appointed by the majority leader of' 

10 the Senate; and 

11 (3) three appointed by the President of the 

12 United States. 

13 (b) DESIGNATION OF THE CHAIRMAN.-The Speaker 

14 of the House of Representatives and majority leader of 

15 the Senate shall designate a Chairman and Vice Chail-man 

16 from among the members of the Commission. 

17 (e) PERIOD OF APPOINTMENT; VACANCIES.-Mem-

18 bers shall be appointed for the life of the Oommission. Any 

19 vac~ancy in the Commission shall not affect its powers, but 

20 shall be filled in the same manner as the original appoint-

21 ment. 

22 (d) INITIAL MEE'rINO.-No later than 30 days after 

23 the date on which all members of the Commission have 

24 been appointed, the Commission shall hold its IU'st meet-

25 ing as dire<lted by the President. 

January 10, 1995 (4:08 p,m.) 
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3 

1 (e) MEE'fINGS.-Aft(\l' the initial meeting, the Com-

2 mission shall meet at the call of the Chairman. 

3 (f) QUORUM.-A majority of the members of the 

4 Commission shall constitute a. quorum, but a. Jesser num-

5 ber of members may hold hearings. 

6 SEC. 4. DUTIES OF THE COMMISSION. 

7 (a) STUDY.-

8 (1) L'l' GENERAL.-It shall be the duty of the 

9 Commission to conduct a comprehell.<Jive legal and 

10 factual study of gambling in the United States a.nd 

11 existing Federal, State, and local policy andprac-

12 tices with respect to the Ieg'8lization or prolubition of 

13 grul1bling activities and to formulate and propose 

14 such changes in those policies and practices as the 

15 Commission shall deem appropriate. 

16 (2) MATTERS STUDIED.-The matters studied 

17 by the Commission shall include--

18 (A) the economic impact of gambling on 
--. 

19 the United States, States, political subdivisions 

20 

21 

22 

23 

24 

Januarv 10.1995/4:09 c.m.) 

of States, and Native American trib~lSj 

(B) the economic impact of gambling on 

--------------------~ 
other businesses; 

(C) an a.,"!sessment and review of the politi-

cal contributions and illfluenee of grunhling 
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2 

3 

4 

5 

6 

7 

4 

businesses and promoters on the developmellt of 

public policy regula.ting gambling; 

(D) an assessment of the rela.tion~hip be-

nveen gambling an.d crime; -(E) a.n assessment of the impact of patho

logical, or problem gambling on individuals, 

frunilies, soeial institutions, criminal activity 

8 and the economy; 

9 W) a review of the demographics qf gam-

10 bIers; 

11 (0) a review of the effectiveness of existing 

12 practices in law enforcement, judicial adminis-

13 tration, and cOITections to combat and deter il-

14 legal gambling and illegal Mtivities related to 

15 gambling; 

16 (H) a. review of the costs and effectiveness 
----------------------

17 of State and Federal gambling regula.tory pol-

18 iey, iuclu~ whether Indian gaming should be 

19 regulated by States jns~-Eederal GOY-

20 ernntentj and 

21 (I) such other relevant issues and topics as 

22 considered appropriate by the Cha.irman of the 

23 Commission. 

24 (b) REPORT.-No later than three years after the 

25 Conunission first meets, the Conurussion shall submit a 
'-~~-=~~~=-~~==~~~~~ 

Janu~ry 10. 1995 (4:08 p.m.) 
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5 

report to the President and the Oon{,rl'ess which shall cOIl-

2 tain a detailed statement of the findings and conclusiollS 

3 of the Conurussion, together with its reeonunenciations for 

4 such legislation and administrative aetions as it considers 

5 ap~e. 

6 SEC. 5. POWERS OF THE COMMISSION. 

7 (a) HEARINGS AJ.'\TD SUBPOEN.A8.-

8 (1) The Couunission may hold such hearings, 

9 sit and act at such tunes and plaee$, administer 

10 such oaths, take such testimony, t'tlceive such evi-

11 dence, and require by subpoena the a.ttendance and 

12 testimony of sueh witnesses and the production of 

13 such materials as the Commission considers advis-

14 able to carry out the purposes of this Act. 

15 (2) A'!"fEND.'\NCE OP WITNESSES.-The attend-

16 ance of witnesses and the production of evidence 

17 may be required from a.ny pInes ",rithiu the United 

18 States. 

19 (3) FAILURE TO OBEY.A SUBPOENA.-If a. per-

20 son refuses to obey a subpoena issued under para-

21 graph (1), the Commission may apply to a United 

22 States district court for an order reqillring tha.t per-

23 son to appear before the Commission to give testi-

24 mony, produce evidence, or both, rela.ting to the 

25 matter under investiga.tion. The application may be 

January 10, 1995 (4:08 p.m.) 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

JO 

11 

12 

13 

14 

15 

16 

6 

made within the judicial dist.rict where the heaJ.-ing 

is conducted or where that pl~rson is found, resides, 

or tra.nsacts bllsmess. Any failure to ober the order 

of the COlui may be punished by the cOlui as civil 

contempt. 

(4) SERVICE OF SUBPOl<JNAS.-The subpoenas 

of the Commission shall be served in the manner 

provided for subpoenas issued by a U cited States 

district COlui lmder the Pederal Rules of Ci,il Pro-

eedure for the United States district courts. 

(5) SERVICE OF PROCEBS.-All process of any 

court to which application is to be made under para

graph (3) may be served in the judicial district in 

which t.he person required to be served resides or 

may be found. 

(b) INFORMATION FROM FEDERAL AGENCmS.-The 

17 Commission may secure directly from a.ny Federal depart-

18 ment or agency such information as the Commission COll-

19 siders necessary to carry out the provisions of this Act. 

20 Upon request of the Chairman of the Conunisslon, tht~ 

21 head of such department Or agency shall furnish sllch in-

22 formation to the Commission. 

23 SEC. 6. COMMISSION PERSONNEL MATTERS. 

24 (a) COMPENSATION OF' MEMl:mHS.-Elwh member of 

25 the Conunission who is not an officer or employee of the 

Januarv 10. 1995 (4:06 p.m.) 
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1 Feclel~ Goverumel.lt shall be compensated at a rattl equal 

2 to the daily equivalent of the annual rate of' basic pay pre-

3 scribed for level IV of the Executive Sehedule nnder sec-

4 tion 5315 o'f title 5, United States Code, for each day (in-

5 eluding travel time) during which such member is engaged 

6 in the performance of the duties of the Com.mission. All 

7 members of the Commission who are officers or employees 

8 of the United States shall serve without compensation in 

9 addition to that received for their services as offieers or 

10 employees of the United States. 

11 (b) TrtAVEL EXPENSES.--The members of the Com.-

12 mission shall be allowed travel eA"}lenses, including per 

13 diem in lieu of' subsistence, at rates authorized for employ-

14 ees of agencies under subchapter 1 of chapter 57 of title 

J 5 5, United States Code, while away from their homes or 

16 regular plaees of business in the performance of ser,~.ces 

17 for the Commission. 

18 (c) STAFF.-

19 (1) IN GENERAL.-The Chairman of the Com-

20 mission may, without regard to the civil servi(~e laws 

21 and regula.tions, appoint and terminate an exeeutive 

22 director and such other additional personnel as may 

23 be nec.essal"Y to enable the Commission to perform 

24 its duties. The employment of an executive clirector 

25 shall be subjeet to oonfirmatioll by the Commission. 

Januarv 10. 1995 (4:08 p,m,) 
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1 (2) COMPEN8A'l'lON.-The exeQutive director 

2 shall be compensated at the raM payable for level V 

3 of the Ext?Cutive Schedule nnder section 5:316 of title 

4 5, United States Code. The Chairman of the Com-

5 mission may [.IX the compensation of other personnel 

6 without regard to the provisions of chapter 51 and 

7 subchapter ill of chapter 53 of title 5, United 

8 States Code, relating to classification of positions 

9 and General Schedule pay rates, except that the rate 

10 of pay for such personnel may not exceed the rilte 

11 payable for level V of the Executive Schedule tmder 

12 section 5316 of such title. 

13 (d) DET.A.ilJ OF GOVERNMENT EMPLOYFJl<JS.-Any 

14 Federal Government employee may be detailed to the 

15 Commission without reimbursement, and such detail shall 

16 be without interruption Or loss of civil service status or 

17 privilege. 

18 (e) PROCUREl.\'IENT OF TEMPORARY AND IN'l'ERMIT-

19 TENT SERVIcES.-The Chairman of the Commission may 

20 procure temporary and intermittent services uncleI' section 

21 3109(b) of title 5, United States Code, at rates for individ-

22 uals which do not exceed the daily equivalent of the annual 

23 rate of basic pay prescribed for level V of the Executive 

24 Schedule under section 5316 of su(~h title. 
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9 
1 SEC. 7. TERMINATION OF THE COMMISSION . 

., The Commission shall terminate 30 dav'S I1ftel' the . 
3 date on which the Commission submits its l'epolt under 

4 section 4. 

Januarv 10, 1995 (4:08 p.m.) 
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AN INDEPENDE~T NEWSPAPER 

Social Roulette 
T
" HE SPREAD of legalized gambling is the 
, political issue that has yet to roar, but may 

, do so soon-and ShoUld. lri a decade, casi
qc) 'aamblirig has spread from two states to at 
Jeait 85. Gambling IS, done on riverbOats, on 
tndian reservations, in weU-established down
toWns. Native American tribes (including some 
tim! M~e'reru8Coveredtlieir eXistence for the 
primarypuf-pOBe of setting up casiilos) are the 
beat publicized entrepreneurs in this field, partly 
~use, they can operate free of many regula
~timates on fiow much money is involved 
here are all over tilt! lot,dependirigonmt sorts 
of pmbling are Counted in, but a stu y y U.S. 
News & World Re~rt concluded that counting 
state .lotteries 3ndthe like.-$33ilJill[on was, 
WIlfred legally in 1992, up 1.800 percent since 
1916. 

Rep. Frank Wolf (R-Va.). along with Sens. Paul 
Simon (D-TIL) and Richard Lugar (R-Ind.). thinks 
the country ought to take a long look as it hurtles 
toward turning itself into one gigantic open town. 
they have introduced useful bills to create a 
national commission that would undertake, as 
Mr. Wolf putS it, "an objective, credible and' 
factual study of the effects of gambling" on 
COllllllunities, including its impact on crime rates, 
poUtica1 con:uption and f;mll~ t!e, and also to 
wmilie ItS economic costa and beIlefits. 

Those pushing casinos into communities make 
large claims about their economlc benefits, but 
the jobs and investment casinos create are rarely 
stacked up against the jobs lost and the invest
ment and spending forgone in other parts of a 
loc:al economy. The commission's study could be 

great uSe to communities ponderjng whether 
to wager their futures on roulette. slot machines 

and blackjack. The Wolf bill wants a report from 
, the commission in tnree years: the Simon-Lugar 
bill,wanta it in half that time. We're inclined to ' 

, thinktMqu;cker the hetter,',' 
, '. . ;. ;" ," . 

The "gaming industry, H as it calls itself; is: 
fighting these proposals. One hopes that at next 

, week's ,House Judiciary Cornmjtte~ ,h~aring on 
the Wolfl>ili, gambling's repreSentatiVes will be: 
asked why they feu it national commission. If all 
their clailM about gambling's beneficial effects; 
are, true; a commission w,ould,presumably verify 
them, If critics of gambling are wrong in seeing it 
as being linked to crime, corruption and social. 
breakdown, the commission would presumably 
fmd that out too. Could it be that' those with an 
interest in the spread of gambling fear what a fair 
study will fmd? 

True to form, gambling now has its own trade 
association, and gambling interests-tribal and 
others"":'have stepped up their campaign contri
butions to both parties. To pick a few examples: 
Golden Nugget, the well-known Las Vegas casi
no. gave $230,000 in "soft money" to the Repub
lican party last year; Frank Fertitta Jr., chairman 
of Station Casinos Inc., also gave $230,000 to the 
GOP; the Mashantucket Pequot Tribe gave 
$365,000 to'the Democrats in the 1993-94 
election cycle and covered its bets with $100,000 
to the Republicans in November of 1994. 

The country is in the presenCe of a powerful 
and growing industry and an important social 
phenomenon. At the least, the feqeral govern
ment should help the country figure out what is 
going on, Which is why what Mr. Wolf, Mr. Lugar 
and Mr.,Simon are doing is 80 important. 
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THE CINCINNATI ENQUIRER 
£DtroRlAL BOARD: 

ElAlUIY M. WBll'PLE PrwUUlfl tJNi Pu/Nult" 

L.4WllL"fCE JC. BEAtl'PJUI; EdJlDll Y1~.I'rttId.nr 
PItTER W. BRONSON A~lDCJQt. £4itfJ' 

LlMlA CAGNlTTl A',.,.., ,ditol' 
JIM BORGMAN E4Ilo';/oJ ~f1ITtJtJNIt 
TONY LANa EdiloritU ItIrit.,. 
RAY COOICLJS EJlIDI'iQJ writ.,. 

Don't bet on it 

-

It's time for Congress to fmd out 
if the gambling deck is stacked 
n. push to lepllze pmbliD. in upon to embtaal cuiaa pmbUn •• He 

tb U.s. is I aJwneI", 8eltUc:Uon. concluded tbat there'l a toll of pro-
IA the mOlt bruen epiIocIe yet, garnUli "relelfCh" lor 1!!V'er'/ pound at 

caiDD promoters ill Wuhingtaa state objective a.aaJyaja. The deck wu 
are trJiDi to bribe voters into P&Sallli mcked. 
a $Ioc-macoiM wtiitive tIIia iaI.l. Ally- He found that JICIIriy r:Wf7!)IIt. 

OSI. who vot. - tumout !MIn media reportl. retied 
cauI4 be up to 1 miIIlaIl maat1Y 011 ~-

; vaterI - would let an esti· ed iDtarmatioft _ UIdUICrY-
. IUteIl $100 a yar as Ionl as Unlced saarcea. OPPll'ition 

tile tIoe. keep c:aakinl. '\WI ottec limited to retlPJui 
If Sl00 miWon a year is leaden. 1eavin1 the Impm. 

tlIe PQ'Gff to voters. ima gine . .: aioJl that the only napdve 
bow hiah the ~ must be side al pn1blinr it the mo-
lor CIIiI2c4. With stakes Ulat :ality urman trcJn zealQIII 
biah, COInm.wUea tllat don't do-ffOOden, 
caretuIIy wash the odds can ~---Il'-::' ____ -- But pmbq QD brinl 
1riad up birlolers. economic and IOCia! probo 

Dr now, tbere should be plcty of lems thit Olltweiih _IOta, Mid 
mdace about leplized pmbUng, but GoocIman.. 

. the rauIette wheels have been spin· Rep. Fnnlc R. Watt, R·Ve. is ukinS I 
Diq too lilt to stop ;mel uk for it. ConiTUII to establlall I National Gam· 
~ atata 6l1d cities are bling Imf)8et ~nd Policy Cammiaion 
clamorial to get I pieee al the action. to objeetiV(.), examine the lonl"tenn 
The promiae of instant jobs and consequences at widespread logal 
milm in to revenues ha.s been gambling. 
~'ble, II the eommlAion is not rip by . 

Gamblh\SMW is lqal ill aU !:II~t two pminl lobbyiau too. it miIht lind r· 

ewa; as mcw Qiii10 gamliling, up some red-llag warninp for stateS. 
onlY rout III W! earlY 1990.. Goodman', 1994 study concludes 

U.S;:Jiiibliri Deta record S~30 that gambliDi's premise at economic 
bilIltm Uil992t iCCOI'd!iia to Gamin8 development 4avior ~ run warranted 
.I: Wtzprl"IBMorinmmquine. in many CUC3, Earlier this year, MieIl· 

SOiiie plica. wce llidiaii reserva· ii3tl Gov. John Enster vetoed De
tiona. are nkins in bill dough. Others. troit's plAn to put a mutti-milUol1 dol· 
IOce Atlantic City, are nursing lar e.asino in irs bti;hted downtown. 
tnOnItIIl"atter !lIIWUSlon mtI :'u81! EnJJer sajd the 4eal wu aver-bypad 
a... and not good lor the whole Stlte. 

The ptgblem? Govenunents add up Are we being suckered? Let'a tind 
all tJIe wi=inKl. but don't su.btnct out. Our Ntwe shoWd be more than a 
tile CDItI IlId 10IIeS. Urban-plannil1g mps moat. AsIc your Consreame 
pt«e.or Rabe:1: Goodman 0{ the and Sezlawr to ~pport a National 
t._.l.....- __ :_ .. .. ,,,,1 .. I •• _ •• - .-." ... . 
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ROBERT J. HAU.. .... blt.ther GIld C""'nlllllI 
MAXWE~~ E.P. KING. &III.". alld ~"'" .vw.", .. ,d.1I1 

GEN~ FOAtMAN. D/lpuf)l' IldItar alld VIet "'Nl4elll -- . 
JAMES M. NAUOHTON, Its ..... """ UIIOT 
STEVEN M, LOVliLADY. AlallCIII", &Ufor 

LORRAINE E. BRANHAM, ,u5oaale AlGnG"n, EdlloT 
FRAN OAUTH, A"mDl' Alana,,", EdUor 

ROBERT J. ROSENTHAl. AuDdCll. Manall/\( EdUGr 
SANDRA L. WOOO. Auoclm. MallO"", &Illor 

RONALD PAliL. Sundlly BIllioT . --
JANE R. EISNeR, &UIOT O/Ille £allanal P/Ii' 

CHRIS SA ruLLO, o.pUIY Edilortall'U' £atlor 
AeEL MOOIIE. Aao<:tal. E:IUlar 

, A20 Thursday, Septeinb!Jr 2B. 1995 
--------~,----------~~~--~~----~ 

" EDITORIALs. 
. ,.' ... : 

I' The wages of wagering 
Since no one's ever toted up gambli'ng's i'mpacts 

, in a thorough way, a federal study sounds useful. 
With plans to revive Philadel; sponsored by Sen. Paul.Simon. (D., 

phia's Naval Shipyard in ruins - and .. 111.) and Sen. Richard G. Lugar (R, 
the city's economiC choices shrink- Ind.), a, presidential candidate .. 
ing once again - the pressure, to . Mr. Wolf says he's seeking~ "an 
invite organized gambling to town objective, credible, factual study of· 

· only increases: Of course, Mayor Ren~ . the effectS of gambling on communi
-d.cll lind key legislative players have· ties." Hearl Hearl From Louisiana, 
been pushing this risky bet. . where retail sales have plummeted 

The citiZenry has been treated to in the face of riverboat gambling, to 
, glowing "studies" of gambliilg's sup- New Jersey, where the downsides of 

posed benefit!3. And it has heard se- casino gambling are hard not to miss 
lective arguments about itsjob-gen- o~ the streets of Atlantic City, th~ 
erating potenttal. What bas not been reality wars with the glowing reports 
on the table are both the larger quee; from City Hall. 

· tlon - Is big-time gambltngthe way . U.S. Rep Frank LoDiondo (R, 
.. we want to raise money for the pub- N.J,), whose district includes AtJ8n

ll~ g~od? ,- and a host of B¥laller'tic City, says he'll testify against the 
mggl1ngquesUons - How Will this. commtSsion, . arguing that it smacks 
corrupt an already vulnerablc politi- of fe([eral meddling lli lOCAl ISsues 
cal process? What about the social and that its'sponsors really want to 
toll? Who will pOlice this ~!o~? abolish" amin .. not study it 
Wha~ happeJ;ls to Cent~r City If Its Le an ed th t t e sponsors· 

· existing businesses begIn hearing a e a.. 
.. giant sucking sound to the east? . are o..Q... fans of gamblln~. ut· at 

It is not good enough to hear ex, need· UQ! mean the panel s me~t
'qulsitely gerrymandered pieces of ship ,;"'OUld be hopelessly tilted .. It 

the story. It is not good enough to does~reclude the comm1SJlOn 
· read the words of partisan, pro-gam- cOI).dutttng a more thor~ughasses~ 

:, r~~~e~g~i.h~~~~~~e~n ~rCeh~:ld~~~ :re~~et~:n!r~~t'::I:~~!~~! II. 
son, Nor, for that matter.to hear the famutes, crife::~~e bUdg~~ the 

· case against gambling only fron\<not- economic ute ~~~tles. ' ... 
· In·their-backyard neighboIlIood As to t~e "local control 0 ction, 1 

groups or from reformed,;i@Cldicts the casmo- is ·1 

with a well-practiced alarmist'spiel. har ly loca~ in its mar:~ =~its . 
That is why the idea of a National ownership _f its lQbb¥-- ~_r. 

Commission on the Impact of Gam- The brighter the spotlight that 
bling being proposed in Coogress has can be cast on its revenues, it!3 social 
appeal. A hearing on a House bill Impact, its corruption and, finally, its 

· proposed by Rep. Frank R. Wolf (R., Inflated promise, the better chance 
Va.) is set for tomorrow. A Senate bill local people have of deciding 
r.A1Hna fl\I' n ci""nn .. ,.. ... __ .: ...... ~ ... _.I_ _ __ '- _.o.L._. 1 
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Mr. Chairman, my name is Rick Hill. Chairman of the National Indian Gaming Association. 

NlGA's membership is composed of 140 Indian uibes whose tribal governments are involved in 

gaming enterprises to support their governmental operations and programs. NlGA was fonned 

by the tribes to pr~tect their sovereign governmental rights in this area, and to 'support their 

gaming interests in the Congress and elsewhere. We also have 43 associate members comprised . 

of entities which have an interest in Indian gaming. On behalf of our member tribes. I w~t to 

express our appreciation to you for this opportunity to present our position on H. R. 497, the 

National Gaming Impact and Policy Commission Act. 

GENERAL COMMENTS 

Indian gaming represents only about 7% of the entire legal gaming industry in the United States. 

By way of comparison, Indian governmental gaming is dwarfed by the other form of 

governmental gaming, State lotteries and associated state-operated gaming, which comprises 37% 

of the industry. Commercial gaming. including casinos, horse and dog racing, OTB, andjai a1al. 

represents 36% of the industry. The remaining 20% is composed of charitable gaming activities 

and miscellaneous gaming. Of the 550 Federally re<:ognized Indian tribes in the United States.. 

only 130, or less than one-fourth, have class III Indian gamins enterprises. These class W 

facilities are located in 25 states, as compared with the 37 states whieh have lotteries. 

We understand that tbls bil~ calling for a study of national gaming activity, may be opposed by the 

non-Indian commercial gaming industO' by State govemmentsoperating lotteries and other forms - ....... ,' .... ,. 

1 
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of gaminS. and by the national charitable gaming industry. We can understand. and sympathize. 

with that opposition because these stoups can ~ the heavy hand of FedcraJ reS1Jlation and 

taxation arising from such a study. 

But. Mr. Chairman, despite unfounded allegations to the contrary. Indian gaming is the most 

regulated and scrutinized fonn of gaming in the United States. In 1988, Congress enacted the 

Indian GaminS Regulato!), Act to protect gaming by indian tribes "as II means of promoting tribal 

economic development, self-sufficiency, and strong tribalsovemments". It was also passed to: 

"(p)rovide a statutory basis for the regulation of gaming by an Indian tribe 

adequate to shield it from organized crime and other corrupting influences, to 

ensure that the Indian tribe is the primary beneficiary of gaming operations. and to 

assure that gaming is conducted fairly and honestly by both the operator and the 

player". 

Out of the pre-existing power of tribal self-government. and Federal civil and criminal jurisdiction 

over aspects of tribal activities, and out oflORA itself has arisen a complex, comprehensive web 

of regulations affecting Indian garnes.. 

Civil regulations Ilnd oversight oflndian gamins is maintained by tribal governments themselves, 

by the Bureau ofTndian Affairs and the Secretary of the Interior. by the Nationallndian GaminS 

Commission. by the Internal Revenue Service, and by State governments under class m gaming 

compacts. Criminal jurisdiction over crimes directly related to. or growing out of Indian gaming, 

. ~ .. ~. . -.' 
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is vested in the tribal law enforcement personnel, BfA law enforcement, the Federal Bureau of 

Investiga.tion, the Justice Department, the Internal Revenue Service, and the States themselves in 

certain circumstances. What other form of legal ganUng in this country h, so infested with 

gOllernment regulation and control? 

NlGA. in cooperation with the National Congress of American Tndians, has formed a Indian 

Gamins Task Force to consider pending legislation and other actions affecting tribal gaming, and 

to develop a general position on such legislation and actions. On August 7. 1995. the Task force 

asreed that, in regard to a proposed national. study as envisioned by H. R. 497, consideration 

should be given to the application ofFederal minimum standards [0 all gaming, whether 

conducted by or for the benefit of private, corrunercial, state, charitable or tribal governmental 

interests. 

So, Mr. Chaimlan. while we may sympathize with the concerns of other segments of the gaming 

industry to the national study proposed by this bill the tribes would have no obje.ction to such a 

study if certain tribal concerns were addressed in the bill. First. any such study must remain a 

national study which will fairly and objeclively look at every segment of the industry, including 

state government gaming activities. Second, as the bill requires that state interests be represented 

on the srudy commission by a governor, we insist that there also be an Indian tribal repre$entative 

on the commission. Finally, the conunission, in any consideration it gives to indian gaIning, 

shoUld be required to consider such Baming in the G9Rtext Of the sovereign powers oftribaI 
-
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THE WHITE HOUSE 

WASHI NGTON 

October 5, 1995 

MEMORANDUM FOR THE PRESIDENT 

FROM: ABNER J. MIKVA 
Counsel to the President 

ELENA KAGAN 
Associate Counsel to the President 

SUBJECT: PROPOSAL FOR NATIONAL GAMBLING COMMISSION 

Rep. Frank Wolf (R. Va.) and Sens. Paul Simon and Richard 
Lugar have introduced bills to establish a federal commission to 
study the extent and effects of gambling and the adequacy of 
current regulation. Rep. Wolf's bill was the subject of a 
hearing in the full House Judiciary Committee last week. No 
action has yet been taken in the Senate. 

Both ~he House ancr Sen~e bills would establish a commission 
of nine persons, three to be appointed by the President, three by 
the House Speaker, and three by the Senate Majority Leader ~ 

~h veIS~Ol'lS --e.t "(he bil:)) charge the commission with 
undertaking a study of gambling in the United States, including 
the economic effects of gambling on other businesses and 
surrounding communities, the relationship between gambling and 
crime, the extent and impact of pathological gambling, and the 
costs and effectiveness of current regulatory policy. TaG eill' 
dGe~ l,e1;; speoifically mentioll lottorios (spoald,pg on] y ef ____ 
"...gambliRgn), b\:lt presumably iRC'l]des them. ---

Supporters of the proposal note that it does not impose any 
new restrictions on gambling, but merely recognizes the need for 
greater information on the scope and effects of the gambling 
industry. Gambling is one of the fastest growing industries in 
the nation. One recent study concluded that $330 billion was 
wagered legally in 1992 (including in lotteries), up 1800% since 
1976. Casinos now operate in 25 states, and in 1993 Americans 
made more trips to casinos than to Major League baseball parks. 
W.itl:i tbis Ej':E'SHrb may come adverse coI!SEqI1ef'l€&S. As you noted 
during the Sperling lunch, the introduction of gambling in a 
cOlPl\l.9.nLttYA though appul!'eAt;ly providing ii ';Jay to raiH revenues 
an~JoLt~~he local economy, may impose hidden social, economic, 
and political costs, including those associated with corruption, 
crime, and addictive behavior. Supporters of the proposal argue 
that we ought to take a hard look at these matters, to ensure 
sensible decisions on regulatory policy. 



-.. ~' .. 

Opponents of the proposal allege that it is a sort of 
stalking horse for the religious right -- a first step in a 
moralistic effort to prohibit gambling altogether. (The 

2 

Christian Coalition is indeed a fervent supporter of this '? 
legislation, but so are many representatives and press entjtjes ' 
not associated with that organization.) Opponents also claim 
that a national commission will serve little purpose because 
conditions vary so much from state to state and community to 
community; sometimes opponents go so far as to frame this 
argument in terms of "states' rights." Finally, of course, 
opponents dispute the notion that gambling is linked to 
corruption or crime and claim it is a boon to local economies. 

The only groups so far to oppose the legislation are 
industry associations, including most prominently the American 
Gaming Association, headed by Frank Fahrenkopf, former Chair of 
the RNC. The National Indian Gaming Association, which believes 
gaming by Indian tribes to be essential to tribal economic 
development, has indicted that it would not oppose the bills so 
long as the Commission includes an Indian tribal representative 
and addresses state lotteries as well as other forms of gambling. 
Senators and representatives from Nevada are vehement in their 
opposition to the bills; those from New Jersey, though less 
openly hostile at this time, may be subject to similar interests. 
Finally, state governments may bring pressure to bear against the 
bill if they believe it represents a threat to state lotteries. 

Recommendation 

We recommend that you endorse the idea of a commission to 
study gambling. Such a commission can perform a useful function 
in collecting information about the effects of gambling and thus 
enabling better decisions -- whether on the federal, state, 
local, or tribal level -- as to appropriate regulation. To the 
extent formation of such a commission suggests a sort of 
moralistic discomfort with gambling, this may be perfectly 
appropriate. We do not;. r9QolMt€tld that yoU sign Oli wholesale to 
either sf tlie current bills, given isstles that already have 
riSeA <lAg FRay arise iii the fl:ltl,H"e as te SI:lGR FRattefs as ~ 

~::~:~~fi~ae:e~~e~~~ib~II:tl~O~~ig~l!;~eb:l~:ff~g :~:~:~::~~~Of 
1. Oppose the creation of a gambling commission 
2. Take no position on the creation of a gambling commission 
3. Endorse the creation of a gambling commission 
4. Let's discuss 
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