Video Lottery Terminals:

A Bad Choice for School Funding and 
Texas Business
Governor Perry’s Plan
· On Tuesday, April 20, Governor Rick Perry will convene a special session of the Texas Legislature to address the public school funding crisis.  Last week, Governor Perry published “Educational Excellence & Property Tax Relief”, his plan for school finance reform.  
· One of the Governor’s stated goals is “Preserving Texas’ nationally recognized strong job creation climate.”  The plan is very careful to consider any effect additional taxes would have on the Texas business community.  He claims that “This plan offers a fine balance of providing tax relief without implementing broad-based job-killing taxes.”  However using Video Lottery Terminals as a revenue source undermines this goal.

Video Lottery Terminals

· The Wall Street Journal, The Economist, & The Boston Business Journal agree-gambling expansion hurts business and is bad economic policy.   
· Not one of the economists or expert witnesses to the Select Committee on Public School Finance recommended the addition of Video Lottery Terminals as a desirable source of revenue for public school funding.   

· VLT Slots fail the test as a desirable source of revenue.  They fail based on the six criteria for evaluating reform options: efficiency, equity, simplicity, cyclical stability, growth stability, and deductibility according to Dr. George Zodrow. (James A Baker Institute for Public Policy, Rice University, An Economic Evaluation of Alternative Sources of Tax Revenue for the State of Texas. Testimony to the Select Committee on Public School Finance, March 10,2004.)
What are Video Lottery Terminals and Racinos?
· A Video Lottery Terminal or VLT is a high-speed slot machine.        Video Lottery Terminals are called VLT Slots; they are just like other                          

slots except that they are connected to a central computer system for better 

tracking and joining jackpot. Just like a slot machine, there is a 

mechanism that randomly chooses when a player wins or losses. It looks like 
an arcade game or Las Vegas slot with flashy lights and (usually) a  

comfortable chair that allows the user to stay at the machine for long periods 
of time to pump money into it.  

· Video Lottery Terminals, VLT Slots are NOT used to play current Texas Lotto or lottery games. There are no Video Lottery Terminals in Texas; they are illegal. Advocates of VLT Slots would like to place them in places where Texans have all ready approved some forms of gambling (horse and dog racing), making it look like a simple expansion of current forms of gambling.  

· VLT Slots are prohibited by the Texas Constitution. Placing 18,000 VLT Slot machines at racetracks creates a new class of gambling prohibited by the state constitution. VLT Slots at the tracks are NOT a part of the Lottery authorized by Texas voters in 1991. Racinos look much like Las Vegas casinos with loud, bright slot machines and all the tricks used to induce long periods of play. The legal definition of a VLT in Texas is: 

"Video lottery machine" or "machine" means any electronic video game

 machine that, upon insertion of cash, is available to play or simulate the play of a video game, including video poker, keno, and blackjack, using a video display and microprocessors in which the player may receive free games or credits that can be redeemed for cash, coins, or tokens, or that directly dispenses cash, coins, or tokens.

· RACINO  = Casino at the track. When VLT Slots are placed in racetrack settings, (usually 1000-5000 machines per track) they are called “Racinos”. Current efforts to introduce VLT Slots propose their placement in all Texas dog and horse racetracks, current estimates are based on 18,000 machines at 10 tracks.  Racing becomes an afterthought at such facilities. Churchill Downs (Kentucky Derby track) and other successful racetracks do not have VLT Slots. 

Why Gambling is bad for Business:  The Cost of Cannibalizing the Consumer Economy 
· While supporters of casinos and other gambling ventures often point to significant job creation as support for legalized gambling, a closer examination of these studies reveals that the job creation projections are not as optimistic as stated. 

· Overestimating is common - Claims of dramatically increased economic activity from casinos must be taken with a grain of salt.  Studies which fail to account for cannibalized dollars or that rely on significant support from gamblers outside of the community overestimate the potential increase in economic activity. 

· $250 lost to community businesses, for every $1000 in gambling revenue -Projections of significant job creation often fail to consider the presence of cannibalized dollars—economic activity that would have existed in other sectors—while simultaneously overestimating the level of outside spending that will occur.  Realistic economic development projections must consider the net impact on employment and economic activity, not simply the jobs and revenues created by the casino.  For example, if a casino moves into a locality and creates 100 jobs, but several local restaurants are forced out of business destroying 100 jobs, the casino did not actually improve the economic well-being of the area.  

· Positive economic benefit depends on visitors - As USA Today claimed, “you can’t endlessly suck money from the pockets of local gamblers, send 20 percent or more to out-of-state operators, and not disrupt to local economy.” A casino that cannibalizes spending from other local industries will not increase economic activity.  While casinos are able to generate some net economic activity by recapturing dollars that are currently being spent in other localities, the major increase in economic activity must come from spending by individuals outside of the community.  One recent study found that, depending on the percentage of profits reinvested in the community, a casino must receive anywhere from 49 to 77 percent of its revenue from gamblers outside of the region in order to increase economic activity.  

· In reality, many casinos fail to even approach the level of outside gambling needed for positive economic activity.  In Council Bluffs, NE 68% of gamblers were from the Omaha Metropolitan Statistical Area.  In Minnesota, only 6.78% of the $590 million in gambling losses came from out of state gamblers.  In addition, 80% of the revenues from the state Indian casinos came from state residents.  In Illinois, surveys revealed 80% of gamblers living with 35 miles of the casino.  

· In reality, many casinos fail to even approach the level of outside gambling needed for positive economic activity. While casinos often claim they will be an attraction to tourists, one Chicago area reporter offered a better description of reality: “Hopes for a tourism boom run counter to what industry experts have learned in recent years: gamblers stay close to home if given the chance.”  

What other Respected Scholars, Journals and Publications Have to Say About Gambling’s Effect on Business
For further research and opinions please see the following articles:
Grinols, E., & Mustard, B. (2001). Business Profitability vs. Social Profitability: Evaluating The Social Contribution Of Industries With Externalities, The Case Of The Casino Industry.

Grinols, E. (2000). Gambling in America: Costs and Benefit,  Earl L. Cambridge:  Cambridge University Press.
Kindt, J.W. (1994). The Negative Impacts of Legalized Gambling on Business. University of Miami Business Law Journal, 4 (2), 93-124.
“Any profit generated by legalized gambling almost invariably comes from some consumer’s pre-existing funds, and the resources devoted to gambling are taken from other activities. 
If conservative estimates of treating each gambling addict are utilized and absorbed by companies, the rehabilitative costs per employee can easily range from $15,000 to $42,000.  Increased personnel costs to a company with 1,000 employees would then amount to between $140,000 and $840,000.  Add to this a lost productivity cost of $15,000 to $27,000 per employee and businesses could incur $35,000 in costs per gambling employee, for a total cost of $245,000 to $1.5 million.”
The Wall Street Journal. (March 1, 2002).  Review and Outlook: Big Chief Pataki.

The Economist. “Budget Woes in the States, A Desperate Gamble: Stuck in their worst fiscal crisis for 50 years, many state governments hope slot machines will bail them out.” 
Boston Business Journal (December 20-26, 2002). Gambling for New Revenue (editorial).
“Anti-gambling researchers point to a pattern across the country of quick economic gains followed by quieter, yet steady losses.  Any economic analysis should weigh short-term benefits – quick cash in the door— against long-term consequences, the sucking of billions of dollars out of the regional economy while incurring very real, and measurable, social costs.” 







