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APPENDIX 11.—STATEMENT OF JOHN WARREN KINDT,! PROFESSOR,
UNIVERSITY OF ILLINOIS AT URBANA-CHAMPAIGN 2

On September 21, 1994, the House Committee on Small Business held
a hearing on the socio-economic impacts of the trend toward increased
legalized gambling activities.® At the hearing, the committee received
- testimony from various experts, all of whom criticized the impacts
legalized gambling activities inflict upon social-welfare budgets, the
criminal justice system, small businesses, and the U.S. economic base.
Among other conclusions presented, legalized gambling--as a strategy for
economic development--was thoroughly discredited. Indeed, Committee
Chair John J. LaFalce expressed his own concerns on the issue, including
the need for a national policy.

Despite these expressed concerns, legalized gambling interests are
utilizing millions of dollars to misdirect the debate and cause
government decisionmakers and the public to reach invalid conclusions.
First, there is the incorrect assumption that legalized gambling
activities are like other business activities. Instead, legalized
gambling activities have large industry-specific negatives, resulting in

-

lprofessor, Univ. Ill. at Urbana-Champaign. .B.A. 1972, William &
Mary; J.D. 13976, MBA 1977, U. Ga.; LL.M. 1978, SJD 1881, U. Va.;
Associate, Program in Arms Control, Disarmament, and International
Security, University of Illinois. This Statement should be interpreted
as representing only the individual views of the author.

N _

250me new developments and footnotes have been added, but most of
this abbreviated Statement was originally published as part of the
following article: John W. Kindt, U.S. National Security And The
Strategic Economic Base: The Business/Economic Impacts Of The
Legalization Of Gambling Activities, 39 St. Louis U.L.J. 567 (1995)
[hereinafter Strategic Economic Base]. To save space, substantial
footnotes and text from the published Article have been omitted from
this abbreviated Statement, but the entire text and supporting
documentation may be found in the St. Louis University Law Journal.

3gsee generally The National Impact of Casino Gambling
Proliferation: Hearings Before the House Comm. on Small Business,
1034 Cong., 2d Sess. 1-32 (1994) [hereinafter Cong. Hearing].
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a cumulative negative economic impact.? Second, the industry’s

tendency to focus attention on specialized factors provides a distorted
view of the localized economic positives, while ignoring the large
business-economic costs to different regions of the United States.S
Third, the extraordinary amount of money which is legally used to
overwhelm any opposition leads to unbalanced decisionmaking processes by
elected officials, regulatory agencies, and even the court system.
Almost by definition, there can be little compromise; that is, either
the national economy 1s a non-gambling one, or it is a legalized
gambling economy which will eventually "bust.™"

Therefore, with the legalization of various types of gambling
activities sweeping the United States and much of the international.
community, the issue is whether this trend constitutes an economic boom,
a harmless recreational pastime, or an actual threat to the strategic
economic base of the industrialized world, and in particular, of the
United States. Business-economic history indicates that the widespread
legalization of gambling activities precipitates a classic "boom and
bust" economic cycle. -Accordingly, there is substantial economic
evidence and public policy precedent to conclude that because legalizing
gambling activities represents a threat to the U.S. economic base and to
stability of expectations,6 Congress should consider federal
legislation to re-criminalize or severely limit legalized gambling

4gsee generally, RoeerT GoopMaN, LEGALIZED GAMBLING AS A STRATEGY FOR
Economic DeveELopMENT (Ctr. Econ. Development, U. Mass.-Amherst 1994)
[hereinafter CED REepPorT].

, e.g., CanL. Goverwor’s OrF. PraN. & Research, CaLIrorNIA aND NEvVaDA:
Suesipy, Monorpory, anp CompETITIVE EFFECTs oF LiEGALIZED GaMBLING ES-1 (Dec.
1992).

Ssee

$In the areas of legal and govermment policy, which subsume
strateglc socio- economlc and business. concerns, the classic decision-
making models were formulated by the post legal realists, in particular,
Professor Myres McDougal and Professor Harold Lasswell who postulated a
conceptual framework for legal decision—making in a landmark article
directed toward legal educators and law professors. Harold D. Lasswell
& Myres S. McDougal, Legal Eddcation and Public Policy: Professional
Training in the Public Interest, 52 Yare Li.J. 203 (1943). See also
Harold D. Lasswell & Myres S. McDougal, Criteria for a Theory about Law,
44 S. Cawrr. L. Rev. 362 (1971); Myres S. McDougal, Jurisprudence for a
Free Society, 1 Ga. L. Rev. 1 (1965); John W. Kindt, An Analysis Of
Legal Education And Business Education Within The Context Of A J.D./MBA
Program, 31 J. Leean Epuc. 512, 517-18 (1982). The decision-making
concepts which McDougal and Lasswell introduced were later expanded to
include international law and U.S. domestic law, as these areas
interfaced with "policy-oriented jurisprudence." See John N. Moore,
Prolegomenon to the Jurisprudence of Myres McDougal and Harold Lasswell,
54 Va." L. Rev. 662 (1968); The Lasswell-McDougal Enterprise: Toward a
World Public Order of Human Digmitv, 14 Va. J. Inr’n L. 535 (1974).
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activity. These conclusions are supported by both cursory and in-depth
reviews via the classic McDougal/Lasswell decision-making model for
policymakers.”

This strategic economic threat to the United States is immediate
and should be addressed quickly before newly developing constituencies
in the legalized gambling industry become widespread enough to dictate
economic policy.® For example, the legalized gambling industry drafted
a state constitutional referendum in Florida which aimed to "mandate™"
the introduction of casino-style gambling activities--even into
communities which voted unanimously against such activities.® It is
therefore not surprising that testimony presented at the 1994
congressional hearing indicated that in the future, .franchised legalized
gambling parlors may be as widespread as fast-food hamburger chains are
today.1° :

Thus, the gravamen of the 1994 hearing was that U.S. policymakers
need to develop a national policy on increased legalized gambling
activities. Testimony at the 1994 congressional hearing estimated that
if the current trend toward more legalized gambling activities
continues, the net economic effect could result in the equivalent of an
additional recession every 8 to 15 years.! Combined with regular
cyclical recessions, the U.S. economy faces double jeopardy.
Furthermore, although legalized gambling has just begun to expand in
earnest, its sales already equal approximately two and one-half percent
of U.S. Gross Domestic Product.?

In any event, macro-economic theories and concomitant economic
formulae do not address this growing phenomenon. With the policy
changes in the former Soviet Union and elsewhere, the stability and
strength of the U.S. economic base will change rapidly in the next few
years. The U.S. Bureau of Economic Analysis (and its economic
"multipliers"™ which could easily be negligible or even negative with

AN

7gee id.

8For an authoritative analysis supporting this recommendation, see
CED RerorT, supra note 4, at 18. Many policymakers are concerned that
legalized gambling interests have large budgets to support efforts to
legalize various forms of gambling throughout the United States. For
example, New Jersey has restrictions prohibiting political contributions
from casinos. .- Id. : T )

9See Martin Dyckman, Misleading the Public, . St. PEeTERSBURG TIMES,
Nov. 1, 1994, at Al3.

10gee Cong. Hearing, supra note 3, at 9-10.
1114. at 73.

le-
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respect to legalized gambling activities),?® as well as other economic
agencies will need to keep pace. Furthermore, U.S. policymakers should
query whether an economy which is becoming so heavily influenced and
dependent on legalized gambling activities--which do not create new
money or goods--is similar to the vulnerable, cil-dependent, U.S.
economy of the early 1970s. ‘ :

"In the 1800s, the strategic economic and military consequences of
an economic downturn were less destructive and less absolute. However,
in the modern world, the United States and its allies cannot afford to .
experiment with their interdependent economies by elevating legalized
gambling activities to the level where an economic "boom and bust"
cyclel® or a classic "speculative economic bubble"®® could occur.l®
Unfortunately, because of the gambling industry and the vagaries of the
U.S. legal system®’ which protects the scope and speed with which the
political constituencies supporting the legalized gambling industry
develop, 18 such experiments may already be so far advanced that they
are beyond the control of U.S. policymakers.

Due to several large socio-economic negatives which are associated
with legalized gambling activities but which neither occur in nor .
accompany other types of industries, it can be -concluded that there are
substantial business and economic reasons to believe that widespread
(and even localized) legalized gambling activities are inherently
recessionary in nature. These negatives include: modest increases in
infrastructure costs, relatively high increases in regulatory costs,
large costs to the criminal justice system, and social-welfare and

as of 1994, for example, the U.S. Bureau of Economic Analysis had
no economic multipliers. for the legalized gambling/riverboat industry.
The CED Report indicated that the multipliers for legalized gambling
activities are negative. CED RerorT, supra note 4, at 49-50; sgee Cong.
Hearing, supra note 3, -at 81. o

1%CED REPORT, supra note 4, at 18.

15For example, the 1929 U.S. stock market scenario presents such a
bubble. See Pauvr A. SAMUELSON & Wiiniam D. Norpomaus, Economics 204 (14th
ed. 1992) ("Speculative Bubbles"); Paun A. SamueLsoN, EcoNoMIcs 424-25
(10th ed. 1976). See also Cong. Hearing, supra note 3, at 71-73.

. 1%gee Steven D. Gold, It’s Not a Miracle, It’'s a Mirage, Sr. LgeIs.,
Feb. 1994, at 28.

17gee generally I. Nenson Rose, GaMBLING AND THE Law (1986) .

18CED RepoRT, supra note 4, at 18.
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business-economic costs in the billions of dollars.l® These business
and econcmic costs can easily translate into recessionary pressures and
lost jobs from the rest of the economy. Furthermore, the net creation
of jobs claimed by the legalized gambling industry is at best a .
breakeven proposition, and the evidence suggests that regional net job
losses can easily occur?®--primarily because "consumer dollars" are
drained from the economy.?! The literature frequently refers to this
process as "cannibalization" of the pre-existing economy--including the
pre-existing "tourist" economy.2?

As of 1593, no state had a plan concerning the statewide
development of various legalized gambling activities. The only baseline
study was a 1976 federal report by the U.S. Commission on the Review of
the National Policy Toward Gambling, entitled Gambling in America.23
This 1976 report was apparently prompted by the proposed economic
development of Atlantic City, New Jersey, via the legalization of land-
based casino gambling. Considering that in general the Atlantic City
economy has significantly worsened since 1976, serious questions should
be raised about extending this experiment nationwide.

19gsee, e.g., Mp. Dep’T HearTn & Mentan Hyerewe, Avnconon & Druc ABuse
ApmMiN., Tasxk Force oN GaAMBLING ADDICTION IN Maryranp (1990) (Valerie C. Lorenz
& Robert M. Politzer, co-chairs 1990). For example, "[plathological
gamblers cost Maryland and its citizens about $1.5 billion annually in
lost work productivity and embezzled, stolen or otherwise abused
dollars." Id. at 2. "The total cumulative indebtedness of Maryland’s
pathological gamblers exceeds $4 billion." Id.

20Grinols, Bluff Or Winning Hand? Riverboat Gambling And Regional
Employment And Unemployment, 51 Iin. Bus. REev., Spring 1994, at 8-11
(indicating Illinois riverboats have not created a net increase in
employment and may even Have cost net jobs). Since gambling activities
take jobs from the rest of the economy, the creation of jobs is an
illusory claim. This principle is so basic that it is in the Worwp  Book -

Encvcrorepza. Wortp Book YEar Book 398 (1994) ("The employment increases
resulting from most gambling operations are illusory."). See also Cong.

Hearing, supra note 3, at 71.

2lThis business/economic principle is another principle which is so
basic that it is in the Worup Book Encycropepia. Worwb Boox YEarR Book
398-400 (1994). See supra note 20, and accompanying text; CED ReporT,
supra note 4, at 49-50.

~

'22gee, e.g., CED ReporT, supra note 4, at 51; Cong. Hearing, supra -
note 3, at 87-88 (statement of Congressman Frank R. Wolf). See also

Cong.. Hearing, supra note 3, at 34 (statement of Congressman Richard H.
Baker); Fra. Dep’T Com., Impricarions Or Casino Gamering As Ax Economic
DEVELOPMENT STRATEGY 5 (1994).

23U.8. CommissioN oN THE Rev. oF TeE Nar’n Pon’y Towarp GaMBLING IN AMERICA
(U.S. Gov't Printing Off. 1976). :
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Because some demographics can easily allow the initial profit
margins of many legalized gambling activities to be extremely large, it
should be anticipated that companies will invest millions of dollars to
encourage the legalization of gambling activities in various states. 1In
1994, for example, at least $16.5 million was spent in a losing campaign
to bring casinc gambling to Florida,?? and at least $15 millibn was
spent during two years on campaigns (including $8 millicn in the 1994
winning campaign) to bring video gambling terminals to Missouri.?®
However, skeptical economists emphasize that "any" influx of money to a
community will create the appearance of economic development, and the
socioc-economic costs should not be overlooked. 28

Several studies by the gambling industry allegedly bolster the
claims of economic benefits. To examine these claims the Ford
Foundation and the Aspen Institute funded a-comprehensive 1994 report by
the Center for Economic Development at the University of Massachusetts,
which was entitled Legalized Gambling as a Strateqy for Economic \
Development (CED Report).2? The CED Report analyzed fourteen industry
studies, and in general, was highly critical of them. Emphasizing that
no state had a comprehensive development plan which analyzed legalizing
gambling activities, the CED Report concluded that "hiding the costs"
was apparently widespread and that legalizing gambling activities acted
as economic "cannibalism" on the pre-existing economy and on other
businesses.?8

In the social-welfare context, legalized gambling is widely-
accepted as censtituting a regressive tax on the poor.?? 1In other
words, governmental policies directed toward "legalizing™ and
enccuraging gambling activities make poor people poorer and intensify

24The public relations budget for comvincing the voters to approve

this referendum guestion on November 8, 1994, was apparently

$16.5 million--significantly more than the combined budgets of the two
gubernatorial candidates, Jeb Bush and Governor Lawton Chiles.  Louis
Lavelle, Voters Deal Loss to Casinos: Gambling Backers Lose Despite
$16.5 Million Campaign, Tamea Trisuwe, Nov. 9, 1994, at 1, 5.

25Terry Ganey & Mark Schlinkmann, Hancock IT Qut: Slot Games In,
St. Lours Post-DisparcE, Nov. 9, 1594, at A6.

26BRprrEr Gov’T Assoc., StarF WHITE Paper: Casino Gamering 1N CHICAGO
{1992) (a comprehensive and well-documented report) (introductory
statements by BGA Prasident William Lear and Exec. Dir. Terrence
Brunner) [hereinafter Berrer Gov’T Assoc. REeprort] .

27CED REPORT, supra note 4.
2814. at 15-19, 39, 51. See also Gold, supra note 16, at 30.

2%gsee, e.q., Cuartes T. CrorrerTer & Puinip J. Cook, Sennine Hoze
(Nat’l Bur. Econ. Research, Harvard Univ. Press 1983).
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many pre-existing social-welfare problems. These socio-economic
negatives are calculated to be extremely costly, and they parallel the
negatives associated with alcohol and drug addiction. Substantial

. changes and unpredictable ccnsequences can ke anticipated throughout the

insurance industry {(i.e., increased fraud in the billions of dollafs),
the banking industry (1.e., extended credit losses) and the general
business community, including, for example, increased personnel costs,
lost work productivity, and bankruptcies.3°

In the national media, the cost/benefit debate involving increased
legalized gambling has been growing in scope. As this trend continues,
a 1994 article in the Columbia Jourmalism Review cautions the news media
to "flat out ask [experts, academlcs, and even other reporters] if they
make money off the industry."3?

Several prestigious U.S. business groups have instinctively
responded to these concerns. For example, in September of 1993, the
g85-member Greater Washington, D.C. Board of Trade unanimously rejected
the Mayor’s proposal to bring casino-style gambling to
Washington, D.c.32

The gravamen of this debate is that state govefnments, by
legalizing gambling activities, are crgating large socio-economic
problems which did not previously exist. It is well-established that by

~"legalizing" gambling activities (the "acceptability factor") and making

those activities available to the public (the "accessibility factor™),

~state governments are creating a new population of addicted gamblers--a

recognized addictive activity pursuant to the American Psychiatric
Association (APA), with parallels to alcohol and drug addictions. . From

" a baseline of .77 percent, the percentage of the adult population who

are compulsive gamblers can easily rise to between 1. 5 and 5 percent
once gambling is legalized. The percentage of teens who become
compulsive gamblers generally ranges between 4 and 6 percent, but this
range appears to be increasing.33
AN
‘Compulsive gambling will probably hover at approximately
.77 percent of the population regardless of the steps taken by ethicists

. and governments to eradicate or solve. this problem. However, the

interesting statistic is that once state governments legalize gambling--
once gambling receives the imprimatur of government and becomes not only
"socciologically acceptable" but also is advertised as such--the number

30strategic Economic Base, supra note 2, at 5380 nm. 96-100.

3lstephen F. Simurda, When Gambling Comes To Town, CoruM. JOURNALISM
Rev., Jan.-Feb. 1994, at 36, 37-38.

32117 Spayd & Yolanda Woodlee, Trade Board Redjects D.C. Casino
Plan, Wasx. Post, Sept. 25, 1993, at Al.

33gtrategic Economic Base, supra note 2, at 581, nn. 103-07.
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of compulsive gamblers will increase from .77 percent to between 1.5 and
5 percent of the population.

The social, business, economic and governmental costs of this
phenomenon are potentially catastrophic. The average socio-economic
cost per compulsive gambler per year has been calculated at $53,000.34
For example, by "legalizing" land-based casino gambling and VLT’s, the
business-economic evidence strongly suggests that the South Dakota
legislature has created, within 2 years, an additional $371 million per
yvear in economic and social costs to its citizens.3> Even if these
negative numbers were to overstate the problems, they are still
significant enough to predict major problems for U.S. society, business,
and government.

CONCLUSION

Throughout the twentieth century, the U.S. economy has operated
within a pristine economic environment uncontaminated by widespread
legalized gambling. However, because pro-gambling philosophies are
spreading rapidly throughout the United States, and the governmental
infatuation with legalized gambling is so pervasive, the impacts of
legalized gambling will soon be felt throughout the local, state and
federal governmental systems--regardless of whether a particular state
has or has not legalized a particular form of gambling. Academic
disciplines will change and the standard economic formulae will have to
be modified to accommodate the economic impacts of the gambling
1ndustry Education will suffer both phllosophlcally and flscally as
educational budgets are redirected toward addressing the increasing
social-welfare costs.

The criminal justice system will incur not only increased costs,
but also new forms of misconduct (such as gamblers unfairly beating the
odds or "cheating" the legalized gambling operations). Financial
institutions and bariks will experience rapid and perhaps destabilizing
impacts as pre-existing assets and large proportions of fixed consumer
assets are diverted into legalized gambllng activities. Bad debts and
increased insurance fraud are progected to increase significantly.

34gsee BerTER Gov’'T Assoc. REporRT, supra note 26, at 14 ($53,000/yr. is
adjusted for inflation in 1992 dollars) (gciting to PoniTzer ET an.). By
1994 the range of cost estimates 'began to fluctuate between $13,200 and
$53,000, with most estimates beginning to group around $13,200 to
$35,000. See Cong. Hearing, supra note 3, at 80 n.12.

35For an analysis of this phenomenon, see, e.g., John W. Kindt, The
Economic Impacts Of Legalized Gambling Activities, 43 Drake ‘L. Rev. 51,
73-75 (1994). 1In 1995 an apparent confirmation of this phenomenon was
reported in the case of legalized gambling activities in Iowa. Iowa
Dep’t Human Services, Gambling And Problem Gambling In Iowa: A
Replication Survey (1995).

et il il
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If the gambling trends of the 1950s continue, the negative impacts
will prolong recessionary trends and slow recoveries in local, state and
national economies. The economic history of the United States has
indicated that the U.S. public has intermittently flirted with gambling
and repeatedly rejected it as economically and sociologically
unworkable.

If the U.S. public likes the "War on Crime" and the "War on
Drugs," then the public will be enthralled with the forthcoming "War on
Gambling." The tragedy is that unlike the first two "wars" on social
ills, the "War on Gambling" can still be avoided--simply by not
legalizing gambling activities. In other words, it will take
affirmative government action to magnify a minor social ill into a major
socio-economic problem.

Regardless of these considerations, it appears to be widely-
accepted that U.S. economic strength constitutes a sine gua non of
worldwide economic stability. Any industry which has a growth rate as
substantial as that of the legalized gambling industry and which has the
potential to cannibalize the pre-existing economy with a potential .
negative multiplier effect needs to be closely examined. At a minimum,
a national commission to investigate the economic claims of the industry
is necessary. In the interim, prudent strategic national policy
necessitates that the federal government prohibit any increases in the
various forms of legalized gambling activities or increases in its
geographical expansion.



	
	
	
	
	
	
	
	
	
	
	
	
	



