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Abstract - This paper provides an overview of the forms of taxa-
tion that are applied to casinos by state and local governments, and
analyzes those taxes and fees from a policy perspective. First, the
paper contains a comprehensive review of the taxes and fees applied
to commercial casinos in the 11 states where casinos are legal. The
two most common forms of taxation include a tax on the net amount
gambled (AGR, adjusted gross receipts, or gross receipts minus
prizes paid) and admission taxes charged on riverboat casinos. A
wide range of tax rates are applied to AGR by the states. Second,
economic analysis of the efficiency and equity issues related to casino
taxes is presented. Included in the analysis is consideration of the
revenue offsets involved with other state and local taxes and the uses
of the funds. Finally, a summary of our current knowledge of casino
taxation and suggestions for needed research are presented.

INTRODUCTION

asino gambling is a fast-growing industry around the

world, leading many governments to believe that casinos
are important potential sources of public revenue. The Ameri-
can Gaming Association (2004) reports that 443 commercial
casinos in 11 states generated more than $27 billion in gross
gaming revenue in 2003. State and local governments derived
$4.32 billion in direct gaming taxes from this economic activ-
ity, or about 16 percent of gross gaming revenue. Although
tax revenue from direct gaming currently amounts to just
one-third of one percent of total own-source revenues col-
lected by state and local governments in the U.S., gambling
represents a growing source of revenue nationwide. Over
the period from 1993 to 2003, consumer spending at casinos
rose from $11.2 billion to $27.02 billion in nominal terms. The
American Gaming Association (2004) reports that Americans
spend more on casino activities than on DVD/VHS rentals
and sales, amusement and theme parks, and movie box of-
fice sales.

This fast-growing sector has captured the attention of
state and local governments that see the potential for added
revenues from taxes and fees applied to casinos as they are
legalized and that view casinos as engines for local economic
growth. Madhusudhan (1996) was the first to document
this emergent trend in state and local public finance in the
United States. For a good overview of the economics of
casino gambling, see Suits (1979b) and Eadington (1999).
Similar increased attention to casinos has also been paid in
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the European Union as national govern-
ments there realize the revenue potential
that exists as casino operations expand.
For a brief review of world gambling and
its expansion, see Thompson (1998), and
for European context on casino gambling
and lotteries, see the European Commis-
sion (2003) and European Lotteries (2004).
Smith (2000) provides a good overview
of gambling taxation issues with applica-
tions from Australia.

The purpose of this article is to chronicle
the forms of taxation and fees that are be-
ing applied to casinos by state and local
governments and to analyze those taxes
and fees from a policy perspective. The
second section of this paper contains an
overview of the forms of taxes and fees ap-
plied to casinos in the United States. The
third section contains economic analysis
of several aspects of casino taxes. Finally,
the fourth section includes a summary of
our current knowledge of casino taxes and
presents suggestions for needed research
related to casino revenues.

TAXES AND FEES APPLIED TO
CASINOS IN THE UNITED STATES

This section contains an overview of the
various forms of taxes and fees applied to
casinos in the United States. Distinctions
are drawn among forms of gambling per-
mitted by the states (land-based and river-
boat casinos, and limited—stakes casinos)
and types of taxes and fees applied.

Types of Casinos and Casino Gambling

Casino gambling has been legal in Ne-
vada since 1931 and in New Jersey since
1976. In recent years, however, states and
casinos have creatively crafted and applied
laws that permit riverboat casinos and oth-
er types of gambling facilities. According
to the recent National Council of State Leg-
islatures (2004) analysis, the phenomenon
of casino taxation is proliferating across
the U.S. and “casino gaming has become
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one of the fastest growing businesses in
the recreation and entertainment sector.” A
flurry of casino gambling legalization over
the period between 1989 and 1996 added
nine more states to the list: Colorado, IlI-
linois, Indiana, Iowa, Louisiana, Michigan,
Mississippi, Missouri, and South Dakota.
Interest in legalization and expansion of
casino gambling continues to be hot. Last
year (2004), casino gambling ballot and
other initiatives were raised in the states
of Alabama, Alaska, Arkansas, Delaware,
Minnesota, Nebraska, Ohio, Pennsylvania,
Rhode Island, and Washington. Accord-
ing to the American Gaming Association
(2004), in the year 2003 commercial casinos
operated in 11 states, Native American
casinos operated in 28 states, and racetrack
casinos operated in six states.

Hoffman, Gerstein, Huang, Britting-
ham, Larison, and Toce (1999) conducted
a survey of gamblers and casinos as part
of the National Gambling Impact Study
Commission’s work and found that the
average amount of total revenue for a
top—25 non-tribal casino was $395 mil-
lion in 1998, while the average amount
of total revenue for smaller non-tribal
casinos was $91 million. They also tracked
players at casinos and found that those
who played at top—25 non-tribal casinos
bet an average of nearly $8,000 per year,
although the distribution of the amount
gambled was highly skewed with nearly
73 percent of the players gambling $500
or less and just 3.2 percent gambling more
than $10,000. At smaller non—tribal casinos
the average amount bet was about $2,800
per year with 68 percent gambling $500
or less and 3.6 percent gambling more
than $10,000.

In considering the taxation of casinos, it
is important to distinguish between com-
mercial casinos and other types of casinos.
Commercial casinos include land-based,
riverboat, docked, and racetrack casinos
operated for commercial purposes. State
regulations often make distinctions
between land-based, riverboat, and



Forum on New Revenue Sources from Gambling

limited-stakes gambling. In an effort to
contain gambling activity within discrete
locations and reduce potential negative
externalities, some states began to permit
riverboats to host casino operations in the
1990s (Illinois, Indiana, Iowa, Louisiana,
Mississippi, and Missouri). In some cases,
the riverboats actually had to push away
from the port and travel along the river
while the casino was in operation. More
recently, however, most riverboat casinos
are only nominally boats and are perma-
nently affixed to the dock. Some states put
a limit on the amount a gambler can place
on any bet on a slot machine or at a black-
jack or poker table, providing so—called
limited stakes gambling. For example,
Colorado has a five dollar bet limit, while
South Dakota imposes bet limits that vary
with the game and the casino.

Not all casinos have the same revenue
potential for state and local governments,
however. An important Supreme Court
ruling in 1987 established the principle
that states could not regulate or tax gam-
ing on Native American reservations. As
a result, the number of gaming facilities,
including casinos, proliferated on reserva-
tions and other property owned by tribes.
For an overview of the Indian Gaming
Regulatory Act, see National Indian
Gaming Commission (2004). Evans and
Topoleski (2002) provide an excellent
overview of the rise in Native American
gaming operations. At this point, there are
28 states in the U.S. with Native American
casinos. There are over 310 gaming opera-
tions run by more than 200 tribes in the
U.S., according to Evans and Topoleski
(2002), of which about 220 are Las—
Vegas—style casinos.

While states cannot formally tax tribal
casinos, informal revenue sharing ar-
rangements have become common as
part of the negotiation process between
states and tribes that culminates with a
compact between the state and a tribe.
Among those states with Native Ameri-
can casinos, seven have revenue sharing
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arrangements: Arizona, California, Con-
necticut, Michigan, New Mexico, New
York, and Wisconsin. These revenue
sharing arrangements provide from eight
to 25 percent of slot machine revenues to
state and local governments. One of the
most publicized compacts is that of Con-
necticut, where in 1992 the Mashantucket
Pequot Tribe, which owns the Foxwoods
Casino Resort, agreed to share 25 per-
cent of its slot machine net income with
the State of Connecticut and the City of
Hartford. California compacts with tribes
similarly provide for a state share of gam-
ing revenues—up to 25 percent in some
cases. At the low end, New Mexico tribal
casinos have agreed to pay eight percent
of their slot machine net income to the
state. The fiscal aspects of these compacts
appear to be completely ad hoc with no
evidence of fundamental public finance
principles being applied in their design by
states and tribes, much less consideration
being given to the design of optimal fiscal
compacts in any sense. While state lotteries
have benefited from the economic analysis
of the optimal design of the prize structure
(e.g., see Quiggin (1991)), there is as yet no
economic analysis of optimal compacts
for tribes to share the revenues with state
and local governments. One area in need
of additional research, consequently, is
the question of designing appropriate
state—tribal compacts. In this regard, the
literature on revenue-sharing can be
brought to bear.

The Indian Gaming Regulatory Act
(IGA) of 1988 established the formal juris-
dictional framework that governs Indian
gaming in the United States. That act
established regulations for three classes
of gaming. Class I games are social games
for prizes of minimal value and traditional
Indian games that are conducted during
tribal ceremonies or celebrations. Tribal
governments are vested with the right to
exclusively regulate such games. Class
IT games include bingo, pull tabs, punch
boards, tip jars, and other games similar
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tobingo. This class of games also includes
non-banked card games (played against
other players, not against the house or
another player acting as a bank). Tribes
have the jurisdictional authority to
regulate all such games as long as the
state in which they operate permits such
gaming for any purpose. Class III games
include a broad range of games such as
slot machines, black jack, craps, roulette,
and other table games. The IGA speci-
fies conditions and restrictions by which
tribes have authority to conduct Class III
gaming activity.

Commercial Casinos and Taxation

States typically apply wagering taxes
to casino along with other taxes, such as
admissions taxes in the case of river boat
casinos, and various forms of license fees.
Table 1 provides a summary of the vari-
ous state casino taxes in effect in the year
2004 for the 11 states that generate revenue
from casino operations. The prevalence
and rates of wagering taxes, admissions
taxes, and other taxes and fees applied to
casinos are summarized in what follows.

Wagering Tax

All states in the U.S. that permit com-
mercial casinos impose some form of
wagering tax. The precise definition of
the tax base varies from state to state,
but the essential tax base in all cases is
a form of adjusted gross receipts (AGR),
or gross gambling receipts minus payout
for prizes.

The states of Illinois, Indiana, Iowa,
Louisiana, Mississippi, and Missouri ap-
ply a wagering tax on riverboat casinos.
Tax rates in these riverboat states range
from four percent to 70 percent of AGR.
Missouri applies a flat rate of 20 percent
to AGR, while the other riverboat states
apply graduated rates varying from a low
of four percent in Mississippi to a high of
70 percent in Illinois.
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Land-based casinos are taxed in Michi-
gan, Nevada, and New Jersey. The states
of New Jersey and Michigan apply flat
rate taxes of eight and 18 percent, respec-
tively, to AGR. Nevada applies graduated
rates from three to 6.25 percent of AGR.
The states of Colorado and South Dakota
permit limited—stakes casino gambling,
with South Dakota applying a flat rate
tax of eight percent of AGR and Colorado
applying graduated rates from 0.25 to 20
percent of AGR.

Admissions Tax

Admissions taxes are applied primarily
in riverboat casino states. States applying
such admissions taxes require that each
gambler boarding the riverboat casino
pay a tax. Table 1 illustrates a range of
admissions tax rates ranging from a low
of two dollars in Missouri to a high of five
dollars in Illinois and Iowa. In some cases,
the admissions tax varies with patronage
or size of the facility, for example. In Illi-
nois, the admissions tax is four dollars per
person at facilities admitting 2.3 million or
fewer persons the previous year, and five
dollars per person for larger facilities. In
other cases, the tax varies with the local
government unit, as in Louisiana where
the admissions tax can vary between $2.50
to $3.00 per person depending on the
parish. Iowa allows both state and local
governments to apply an admissions tax
of $0.50 per person.

Fees

Other taxes and fees are also required
in most states with legalized casino gam-
bling, as illustrated in Table 1. In riverboat
casino states, there are typically licensing
fees, as in Iowa where the fee is based on
the capacity of the riverboat, or a local
government license fee based on AGR as
in Mississippi. Land-based casino states
have the most extensive systems of fees
and taxes imposed by local and state
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governments. Michigan applies a munici-
pal service fee. Nevada has a system of
county license fees, state license fees, and
a separate slot machine tax. New Jersey
applies an annual license fee per facility
and a slot machine fee. In addition, New
Jersey applies a tax on the value of casino
complementarities such as entertainment,
food, rooms, and beverages provided at
no or reduced prices to patrons, a tax
on gross revenues of casino companies
conducting multi—casino progressive slot
machines, and an investment alternative
tax applied to casino licensees. Most often,
the fees are municipal or local government
fees designed to generate revenue to cover
local government costs associated with
hosting the casino.

Revenue Interactions with Other Taxes

Casinos generate direct tax revenue
from wagering, admissions, and other
taxes, but from a state budgetary point
of view the relevant question is whether
the added tax revenue from casinos
comes at the expense of other revenue
sources. That is, what is the net effect
of new casino revenue? Do casino taxes
increase overall state tax revenue or are
they offset by reductions in other sources
of state revenue such as sales and excise
taxes? Furthermore, are casino gambling
taxes vulnerable to predatory federalism,
with other units of government, perhaps
across a county or state line, introducing
new gambling opportunities? These are
important issues to consider.

Garrett (2003) warns that the new tax
revenue generated by casinos should
not be viewed as new money to society.
Furthermore, he reviews the evidence on
revenue interactions with other state and
local taxes and suggests that the effects
of casino gambling on other sources of
state revenue must be evaluated carefully
on a case-by—case basis. We review the
evidence to date on this question in the
remainder of this section.
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Leven and Phares (1998) have esti-
mated the spending displacement effect
of casinos in Missouri. They found that
in 1995-96 the ten casinos in Missouri
generated a total of $589 million in
gross receipts, of which $503 million
was the net casino win and $86 million
was from sales of food, drinks, gift shop
merchandise and admissions to shows.
Of that total $589 million in total casino
receipts, $499 million was used in Mis-
souri, with $332 million used for casino
operation, $122 million paid in state taxes,
and $45 million paid in city taxes, while
$90 million leaked out of Missouri (federal
taxes paid, profits paid to non-Missouri
residents, etc.). Furthermore, they found
that Missourians got the $412 million
they spent on casinos from reduced
savings ($49 million), reduced spending
outside the state ($51 million at casinos,
$9 million at dog and horse tracks, $16
million on vacations, and $22 million
on other purchases), and $265 million in
reduced spending on other goods and
services in Missouri. With evidence of
this displacement effect, the net revenue
gains to state and local governments are
surely smaller than they would appear
to be simply based on knowledge of the
amount gambled and the tax rate applied
to gambling.

Mason and Stranahan (1996) have
considered the effects of casino gambling
on state tax revenue in the context of a
theoretical model that accounts for vari-
ous tax interactions. While they provide
no empirical estimates of the actual effect
of casino tax revenues on other state taxes,
they document several channels through
which tax revenue substitution can oc-
cur. One such channel is through direct
substitution of forms of gambling. For
example, Suits (1977) found that casino
gambling and other forms of gambling
are substitutes, not complements. Other
channels come through sectoral changes
in income and employment, and effects
through tourism.



NATIONAL TAX JOURNAL

"9NUSASI X} SUOISSILUPE 3} JO JTeY pue YOV 3} JO 9,G SIAIDI 3SUadI|
oursed e 10j AJTUNUILIOD }SOU] B S SIAIIS Jey} JUSWILLIDAOS [0 JO JIun

UOI[IW 0§T$ < YDV 10F %0L
uoI[[IW 0GZ$ = YOV > U0 001§ 10§ %0S
uor[[Iu 001§ S YOV > UOT[[TW G/$ 10F %G
UOI[[IW §/$ = YDV > UOI[[IU 06§ 10J %S"LE
uoI[[Iu 0g$ S YOV > UON[IW §°£ES 10F %G'TE
UOT[IW §'/E$ S YDV > UOT[[TW 67§ 10F %G /T
UOI[IW 67§ = YDV > 0 10§ %81

:sojer Xe[,

‘(YOV) sydreoar sso1d pajsnipe :aseq xer,
:xey SurreSep

‘sani ey 198rey 107 uosiad 19d 6§ e
‘103 snoraaxd ayy ur
suoszad 19may 10 UOT[[TW ¢'g payTwpe Jey) saniqoey je uosiod 1d 3¢ o
Xe} SUOISSTWPY

‘1661 ut Sune)s ‘soursed jeoqraaLl 0} pardde ‘xey

OB SINUDSAII JATODDI PUNJ UOTEINPS 9)L)S S} PUER SJUSWIUIIA0S [eD0] SurroSem e pue Xe) SUOTISSTWPE Uk SOPN[OUT Uorexe) Surjquies 1eoqIoAry] stour[
“UOI[[TWST§ TDA0 JOV UO %07 o
‘spuny dDV UOI[IWGT$ 03 01§ UO %IT e
Qwos Jo Junyreuries diyds YIIM ‘puny [e1ausd 93els 3y 03 %Q'6F IOV UOI[[TW 0T$ 03 G§ U0 %4 [] e
“PuN,] UOIOWOL ] WISLINOT, PUE [9ARI], OPLIO[OD) 3} 0} %70 e OV UOT[[TW G§ 03 §$ UO %F o
*S3ID ASOY} U pajersudld IOV UOI[[TW $$ 0 7¢ UO %7
sanuaaax Surwes ayy 03 uonrodord ur spuBWUISA0S 31D 03 %,0T e IOV UOI[[TW 7¢ 03 0$ U0 94,670 e
*S3TUNOD SO} UL pajeIaudld :s9jer Xe[,
sanuaaax urwred ayy 03 uonzodord ur spUSWIUISA0S AJUNod 03 %, 7] e (dOV) spaadoad sso1d pajsnlpe :aseq xe],
‘syueid
uoneatssard [edLI0)sTY 10§ A19100G [eOLIOISTE] OPRIO[0)) 9} O %87 e 1661 Ul Sumre)s ‘soursed 03 siseq saxyeis—pajrur| e uo pardde xey ourse) opeIo[o)
NULAJY OUISE)) JO SAS(] UOTJEXE], OUISE)) JO SULIO] el

SAXVL ONISVO H1IVLS 'S

LH14dVL

308



Forum on New Revenue Sources from Gambling

‘puny [e1audS 23e)s aYj 03 ISPUIeWal
‘pung DURISISSY SIS[qUIEs) 3} 0} 9%¢"()
‘pareurSLIo uorsImoxa Jurquied ayj YoM woiy Ajunod ayj 03 9,60

‘pajeur3LIo uorsinoxs Jurjquued sy yorym woiy £310 3y} 03 YOV JO %S0

‘junodoe snidins Gurwred pue £19)301

pun, euerpuy prmg ayj pue puny jusurade[dar xey Ayradoxd ayy 03 94,6/
“(uounqLIsIp [20] 70T UO Paseq paystqe}ss)

uor[Tur ¢¢ 03 dn “sarumod pue SaNI WO JEOGIdALI 0} %,GT

:xey SurraSep

‘e eore ur sarjdde uonnquisip anuasax ajeredos
“UOTSSTUIWIOD SUIdeI 9SI0Y 33e3S U3 03 G9'0$

“Uj[eay] [eJUSW JO UOISIAIP U3 0} 0T'0%

“UOTSSIWILLIOD ITeJ 33€)S 3} O3 G1°0$

‘puny uonoword WSLMo} AJunod ayy 03 01°0$

“PaYO0P ST JROQIDALL 3} YDTYM Je £JUnod ayj o3 [
“PIYOOP ST JLOGISALI AU} YDTYM Je AJ1D 3} 03 T§

Xe) UOISSTWPY

e o o o

e o o 0o o o

"UOT[[IW €§ < YOV U0 %0T

UOT[TW € 5 YOV > UOI[[TW [§ I0J %0T e

UOH[IW [§ 5 YOV > 0F 10F %G o

:s9je1 Xe,

‘(¥OV) sidreoas sso18 pajsnipe :aseq xer,
:xey Surra8ea

‘TeMm
se ()G0$ JO Xe} SUOISSIWIpe Uk dsodwI 0} PIZLIOYINE |DBd 1L SIHUNOD
pue sanm pue uorsstpe 12d (g'0¢ Jo arer e sasoduur aje)s :dje1 99,1
"Je0( UOTSINOXD 0} UOISSIWIPE :9Seq 93]

:99J UOISSTWIPY
‘uosad 1ad g¢ :a1e1 991
‘M1 Gurpniour ‘[assaa oy jo Ajoeded uosiad :oseq 99

:99J 9SUADI|

‘661
ur Sumnae)s ‘soursed jeoqiaArl o} paridde ‘xey Surjquuied jeoq uorsmoxyg

YDV JO %G'TT eI Xe],
(¥OV) sidrear ssox3 pajsnipe :aseq xe],
:sye0q Sursmid 103 xey Suradep

“UOT[[IW OST$ < YDV 10F %S¢
“UOI[IWE OST$ = YDV > UOI[IW §/F I0F %0¢
“UOI[I G/$ = YDV > UOI[IU 05§ 10F %GT
“UOI[IW 0S¢ 5 YDV > UOH[IW GZ§ 10F %0T o
"UOI[[IW GZ§ = YDV > 0% 10F %ST o
:sajer Xe[,
‘(IOV) sidredas sso1d pajsnipe :aseq xer,
:S1e0q APISYO0P 10§ Xey SurroSes

o o o

‘syeoq Sursmid pue apIsyoop 10y uosiad 1ad ¢¢ jo xey,
1XE} SUOISSTWPY

‘G661 Ut Sumae)s ‘soutsed jeoqraAlr 0} parjdde “xey
SuraSem e pue xe} suoISSTWIPE U Sapnur uorexe; Jurquies Je0qIaAry

emor

euerpuy

309



NATIONAL TAX JOURNAL

‘puny [e1audg 3y} 03 03 SINUIAI 3}e)S 3} JO [[B “T10T 184 3y} Py

‘puny [e1ausd a3e)s ayj 03 S908 anudAdI Sururewar sy,

2102 1294 ayy [yun pun,y AemySi] ajess ayj 03 303

“0,GZ UL} SSI] N “UOI[[TWE £¢ JO SSIX UI SNUSASI JO JUNOWe AUy
“Z10T Teak a3 [un Spuoq a11ax 0} S908 dILYS SNUSAI

AON
JO 9% 03 dn jo xe) feuonyIppe ue asodur osfe Aewr SUWIUIIA0S [220
‘aseq awres ayy 03 pargdde 9,80 pue “%9°0 “%F 0
Jo saje1 pajenpeid Y)m 93§ asuadI[ [edo] e asodwt Aewr Ajunod 10 £y y
"000'FET$ < DN U0 %8
“000°F€T$ = MDA > 000°05$ UO %9
"000°05$ = ADIN > 0 10] %Y o
:saje1 xe[,
(IOIN) dnudAdI ss013 Aypuowr :aseq xeJ,

AQqyuowr 93e3s 9y JO “19yeard ST IDAYDIIYM “0/,G7 1O UOI[[IW €4 "€661 Ul soursed jeoqraatt 0} parjdde ‘095 asusor] SurreSem Surjquuies jeoqIaATy rddississtin
“pun,] juowdofpaacy
Ansnpuy sumbyg armymoudy oy 03 08 SANULAI Y JO TT/T “UOT[[TW $§ 1O dNUSAI SSOIS
‘puny [erausd 3y} 03 03 SINUSAI Y} JO T // o JO %G’ Jo 191213 ) 0] Tenba 3] ao1A18s Tedrunw e Aed jsnur sourse))
‘Juawdoossp 199§ 9014198 TedIUNA
Srouodd pue Ajayes drigqnd ut asn 105 L3I0 34} 03 08 SONUAAIJO €/T
:SMOT[O] SE PAINLISIP SaNUDAI SapTa0xd Xe} 9,9 [eUORIPPY ‘pardde st YOV JO 99 TeuonIppe ue ‘400z ‘1 2quaideg aAag
“04QT :9yeI Xe[
Juawdo[oAdp dTWIOU0d pue ‘(IOV) sidraoar ssoxd pajsnipe :aseq xe,
£yayes orpqnd ur asn 10§ Pajedo] ST OUISed 3} dIYM AJID 3} 03 %GS o
‘puny pre [00yDs 33els Y} 0} %GCF e ‘9661 Ul Sunre)s ‘soursed paseq—pue| 03 parjdde ‘xey SurroSem ourse)) ueSydIA
“193ea18 ST IOAUDTUM “UOT[[IUX ()G IO SONUDADI J9U JO 9,6 7 :9Jel Xe],
‘SaNUDASI JaU :95Bq Xe],
1X©) OUISED PIseq—pue] SUea[I0) MaN
'S3)1NJE)S 9)e)S A PIUTLLIS)IP I SUOLIO[[E SNUIAI JUSWUIIA0S [0 -ystred ayy uo Surpuadap ‘uosiad 1ad o g4 10 G 74 01 dn 935 uondo [ed0]
:99] SUOTSSTUPE J2OGIOATY
‘sasrer Aed
pue SaLIe[es ISYDea) 10§ PUNy UOHJEdNPd Uk 0} 0F SINUSAIL RIS [[Y e “UOT[[TW 8¢ < INIA 10F %G1 —
:oursed paseq-pue] “UOT[IUI 84 S INIA > UOT[[TWI 9 10§ %G'0T —
“UOTTIUI 9 5 ININ > 0% 105 %G'ST —
“JUSUIADIONUD SMO[[O] Se SajeI Xe) Sey suea[I) MIN Ul Jeoq s,A[eg e
urquued 105 puny [erousad ay) 03 08 senusAdI dje)s Sururewdy e *spaadoxd 3au Jo 9,61z 03 dn 9,61 woxy Surseyd axe syeoq paseq-310dosdryg e
‘urexdoxd Surqured aarsindurod e 0] 03 sanuoAdx 31eIs JO 9T e :sajeI Xe[,
‘saste1 Aed pue ‘(ANIA) spaadoid jou ATypuowr :aseq xef,
SOLIETES I9YDEA) 10 PUNJ UOHEINPS Uk 0 0F SINUIAI 9JEJS JO %6 o
SJPOQIDATY  "g66T Ul Sume)s ‘soursed jeoqroari o} parjdde ‘xey SurraSem Surquied jeoqraany BURISINO]
ANUDAY OuIse) JO Sas) UOTJeXE] OUTSE)) JO SULIO] Aelg

SAXVL ONISVO 41VLS 'S

(panunuod) T 419VL

(e}
i
o



Forum on New Revenue Sources from Gambling

‘puny [erauad aje)s pue SJUSULIIA0S [e20]

‘surexdoxd
uonEdNPa pue SURIAA 0} S908 s3dIoda1 YOV JO dIeyS 93RS YL e
“SJUSWIUIDA0S [D0] 03 S908 YOV JO %7 o
:xe} Surradep

A)unod 10 £310 oop dwoy Ay) 03 s903 1§ «
‘puny
juswyear; sxo[qured aarsindurod ayy 03 $303 Junowe SIy Jo 10°0% —
“uorssTwod Surured aje)s ayy 03 s903 1§
199§ SUOISSTWPY

'$33SUBDI| PAJOLIISAI-UOU 10J 9,G ‘S39SUSDI] PIJOLISI I0J %] :dYel Xe],
SSTPUBLDISUI PUE SJUSUWIYSIIJAI “POO] “Uotsstuupe 10§ pred syunowre :aseq xe[,
1XE} JUSWIUTLHID}US SAT]

‘sjusuuIaA0g [edoy Aq pasoduur osfe are s3]
$99] YO
*SUIDBW JO[S GT J0J GI§T$ 03 SursLI ‘auryoewr
10[S 1811J @Y} 10§ 184 JO (9suadt] SurureS Pajo1nsar) 99) asuadI| A[123renb —
‘auryoewr 1ad (Gg$ Jo (asuadr] Surwed payornsar) xey [enuue —
SUIYORW J0[S o
‘(sowred 1930 ou pue saurydew
JOTS G UeY) 210U J0U JO uonerado ay) 10§ pansst) asuadl] Jurwred pajdrnsay
"G¢ JO ssaoxa ur sawred 10y awred 1ad 6zg snid 00g’0z$
03 Surst ‘sowre8 91 03 dn 105 owreS xod Gz st 99§ oY) sowreS (1 ueyy
210w Sunjerado saasuadl] 105 ‘sowred )-8 0§ €10} 0G/$ 03 dwred duo 10§
05714 woxy Surduer (asuady] Surured pajoLIISaI-UOU) 99§ dSUDI[ A[1a3renb —
‘91 1040 dwed yoea 10§ 00z$ snid 00091$ 01 wreS suo
103 00T$ woy Surduer (asuadt] Surured PajoLIISaI—UOU) 99) ISUIDI] [enuUUe —
Sawres) o
-dunpew 19d 0z Jo (asuadt] JurureS pajdLIISaI-UoU) 995 asuAdI[ A[19)renb —
‘ounyoew 1d (Gz$ Jo (9suaor] Sunuued pajorIisaI-uou) xej fenuue —
SUTYORW J0[S o
*(SauTydeW O[S YHIM uondUN({Uuod ur sa[qe) 10/ pue sawes jo
uoryerado ayy 105 10 “A[U0 saundrW JO[S I0W 10 9T JO uonerado ay 10§ 10 ‘A[uo
sa[qe; 1o/ pue sauwres jo uornerado 10y panssr) asusdl] Surwesd pajoLysaI-UoN
:S99) 9SUDI| pue SaxXe} YO

"000°FET$ 19A0 YDV UO %G/'9
"000'F8$ PRU U0 %Y
"000°0S$ 3813 UO 95°¢ d3el XeL,
OV :9seq Xe],

"T€6T UT SuTIe)s “Uorjexe) oursed paseq-pue]

*(JUSWILLIDAOS [ED0] AU} 03 9,7 PUL 33e)S 3Yj 03 94,QT) %07 :9¥er Xe],
(¥OV) sideoar ssoxd pajsnipe :aseq xe],

:xe) SurreSem Surqured jeoqroary

‘uos1ad 1ad z¢

‘F661 Ul Sunies ‘soursed jeoqraalr 0y paridde ‘295 uorsstuupe Surjquued Je0qIoARy

epeAdN

LINOSSTIA

311



NATIONAL TAX JOURNAL

*SUOISSTUIWIOD [o13u0d Surured ajeys ayy wogy sayepdn ($002) TSON “(€007) UOHRIO0SSY Suruen) UedLawy 90Inog

‘poompes( Jo
31D 3y pue ‘S1oL1SIP [00YDS §31 ‘AJUN0D) 20UIMET] 3} 03 S90S %€ e
‘puny [e1auag aje)s 3y} 03 S908 94,0/

1SMOT[0F Sk pajedore axe 1ea4 19d UOI[Iq §'9% JO SSADXD UT SONUSAY

‘puny uonjearasard
OLIO}SIY S} 10§ POOMPERI(] JO AJTD) Y} 03 S303 dNUIAI JO ISPUTLUIY
‘urex3oxd ueoy uonearasard orx0sIYy € 03 000°001$
‘uorssruod Surwesd ayy jo uonerado 105 sasuadxa jo juswikeday
Ajuno)) aduaImer] 03 %,0T

‘uojowoid WSLINO} 0} %0F o
:SMO[[0F Sk pajedo[e are 1eak 1ad uoriq g:9¢ 03 dn sanuaaay '686T Sunreys ‘parpdde xey Surquues saxes—pajrwr]  ejoeq YInos

‘048 OYer XeJ,
((d9V) spasooid sso1d pajsnfpe :aseq xef,
:xey Suruen)

w1 Areyuawrjdwod e se 3sang e £q pardnooo

ST 11y} [9J01] OUTSED B UT WOOI [J01] |dkd U0 93] Aduednodo Aep 12d ¢¢ o
“(Au0 90~$00T sTeak [edsy

JI0J) OUISED B JO SWODUI J3U pajsnipe g0z 1894 Iepus[ed ayj uo Xe} %G/ e
‘saumyoew Jo[s aAIssardord

ourSEd-T[NUI JPNPUOd Jey) saruedurod Jo SaNUSASI SSOIS dY) UO Xe) %8 e
*(soutsed jo suoxjed 0} saotrd padnpar 10 ou je papraoid saderaAaq ‘Swoor

“POOJ “JUSWIUTE}IOUD) SITLIEJUSWD[dUIOD OUTSED JO dN[EA 3} UO XB} %GTH o

159X} OUISED SNOSUR[[IISIIA!

‘0,6 19yeI Xe[,
'S99SUDDI[ OUISED JO YOV :9seq XeJ,
X} dATIRUID)E JUSUWISIAU]

‘auryoew 19d (0G4 1€ $99F SSUADI] SUIYDLW JOIS “000°00T$ 3SLI[
J© JO 99J [EMIURI [enuue Uk [3Im ‘000’00$ 15[ 1€ 9q JSNW 99§ [erjIul ],
199§ 9SUIT

‘048 OYer Xe[,
OV :9seq xe[,
:xey Surjquien)
‘pa[qestp
pue A[19p[a 9y} 0} ddURISISSE [eIdURUTf 9PIA0Id SpUnj aNULAI ourse)) "8/61 UT SurjIes ‘xej ouIsed paseq-pue] Kos1a[ MON

ANUDAY OUISED) JO Sas) uorjexe], OuIse)) Jo SWLIO,] aelg

SAXVL ONISVO 4IVLS 'S
(panunuod) THIIVL

312



Forum on New Revenue Sources from Gambling

Anders, Siegel, and Yacoub (1998)
tested the hypothesis that Indian casino
introduction in 1993 caused a structural
change in the sources of state revenue in
Arizona. Using data on the state’s largest
tax source, the Transaction Privilege, Use,
and Severance Tax (TPT) collected in Mari-
copa County, the largest county in Ari-
zona, they found that the introduction of
Indian casinos had the effect of diverting
funds from taxable to non—taxable sectors
of the state economy. Non-taxable Indian
gaming expenditures are substituted for
other taxable consumption expenditures
and the TPT tax base is reduced as a result.
They found that four major sectors of the
economy experience revenue displace-
ment due to Indian casinos: retail trade,
restaurants and bars, hotels and motels,
and amusements.

Siegel and Anders (2001) analyzed
the impact of Indian casinos on state lot-
tery revenue in Arizona as well. Using
monthly data for the period from 1993
through 1998, they estimated a time series
model of the various types of lottery sales.
They found that a ten percent increase in
slot machines, for example, results in a
3.8 percent decline in general lottery rev-
enues and a 4.2 percent decline in Lotto
revenues.

Siegel and Anders (1999) examined the
economic displacement effects of river
boat casinos in Missouri. Using indus-
try-level time series data for 11 counties
where new riverboat casinos were located,
they found limited evidence of displace-
ment effects. Their strongest evidence of
displacement was between casino spend-
ing and spending in the entertainment and
amusement sectors of the economy:.

While there is, as yet, limited direct evi-
dence on the question of the net revenue
effect of casino taxation, as outlined above,
there is substantial evidence of the effects
of state lottery revenue. Fink, Marco, and
Rork (2004) have recently examined the
overall revenue effect of state lotteries
and have found that the additional lot-
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tery revenue is offset by reductions in
other state revenue sources. They used
state data over a 32 year period of time
and found that a one percent increase
in net lottery revenue was met by a 0.01
percent decline in aggregate tax revenues.
Their investigation of the specific sources
of revenue decline revealed that general
sales and excise tax revenues fell with ad-
ditional lottery revenue. While they also
found that income tax revenues from both
corporate and personal income taxes rose
with higher lottery revenue, that increase
was not sufficient to compensate for lower
sales and excise tax revenues. Haas, Heidt
and Lockwood (2000) conducted a study
of the effects of new casinos on Michigan
state lottery sales and found that the
casinos have a negative impact on daily
lottery game revenue.

Popp and Stehwien (2002) used data
from 33 counties in New Mexico over the
period 1990-97 to test whether Indian
casinos had the effect of reducing total
taxable gross receipts (TGR). They found
that the first casino in a county has the
effect of reducing TGR by a small but
significant amount. A second casino in
a county, however, has the effect of de-
creasing TGR by 6.2 percent, indicating a
strong substitution of gambling for other
taxable activity. Furthermore, they found
that the presence of a casino in a county
has a negative impact of TGR in neighbor-
ing counties.

Elliott and Navin (2002) examined the
extent to which licensing of casinos in
a state cannibalizes revenues from the
state lottery. They used pooled cross—sec-
tion data over the period 1989-95 estimat-
ing a sample-selection model and found
significant cannibalization of lottery
revenues by casinos and pari-mutual
betting. State revenues still rise with the
combination of casinos and a lottery, but
they found that the state loses $0.83 in net
lottery revenue for each additional dollar
of revenue the state derives from casino
gambling.
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Tosun and Skidmore (2004) examined
the issue of interstate lottery competition.
They used data on lottery sales for West
Virginia counties over the period 1987-
2000 and tested whether the introduction
of new lottery games introduced by other
states in bordering counties affected sales.
Their empirical estimates indicate a clear
effect and demonstrate that interstate
competition can reduce lottery sales.
Furthermore, their analysis indicates that
new lottery games introduced within
a state also have the effect of reducing
sales revenue on the traditional lottery
games. Consequently, there is evidence of
substitution among games within a state
and across state lines.

Consequently, while we have limited
empirical research evidence on the effect
of commercial casino taxes on overall
state and local tax revenue, what evidence
we have indicates a substantial revenue
offset exists with other state taxes. We
have supporting indirect evidence from
the experience of states adopting lotter-
ies and states with Indian casinos that
also indicates there may be a substantial
revenue offset. This is a research question
in need of further analysis. It is important
to know whether new casino tax revenue
generated from legalization of casinos in
a state where they were formerly illegal
results in a reduction in overall revenue, as
in the case of state lotteries. Furthermore,
more evidence on the interaction between
Indian casinos and other commercial ca-
sinos is needed.

Uses of Casino Tax Revenues

Taxes and fees generated from casino
operations are often dedicated, or ear-
marked, to specific state or local govern-
ments or earmarked for specific state and
local government purposes. Some states
provide a division of revenues for state
and local governments. Many states ear-
mark revenues for specific purposes, as
recorded in Table 1, including gambling
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addiction programs, tourism promotion,
historic preservation, education, state
fair, mental health programs, horse racing
commission, and elderly and disabled
programs.

In examining the list of government
programs supported by casino taxes and
fees, one can see the direct link between
revenue generated by casino taxes and
government costs related to casinos in the
form of gambling addiction programs and
shared revenues for local governments
hosting the casinos. Support for tourism
promotion may also be directly related
to the casinos and their operation if the
proceeds are spent on casino destination
promotion. Other than that, however, the
laundry list of programs supported by
these funds indicates that they are replace-
ments for general fund financing of these
government activities. It may be the case
that voters are induced to approve casino
gambling in part by assuaging voter guilt
with promises of support for unrelated
but generally recognized good causes.

Casino taxation advocates tout the
benefits to these purposes coming from
tax revenues generated by casino taxes.
Cities, in particular, see clear links be-
tween casino taxes and the local public
infrastructure and services they wish to
provide. Whether the earmarking of casi-
no tax revenues to these specific purposes
actually increases expenditures for these
purposes is an open question, however.
While there is no direct empirical evidence
on the issue, there has been research on the
fungibility of lottery tax revenues.

Borg and Mason (1990) analyzed the
issue of earmarking of state lottery funds
and found that earmarking of lottery rev-
enues generally does not benefit the statu-
tory recipients. In fact, they found that the
recipients do not even realize the statutory
benefit to which they are entitled. Spindler
(1995) also studied the impact of lotteries
on state education funding and found
that in some states the lottery produces
a positive cumulative effect on education
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expenditures, but in other cases he found
that the effect is negative. He concluded
that despite the earmarking of lottery
revenues, they were fungible, leading to
the situation where the state was robbing
Peter to pay Paul. Spindler (1995) found
two major forms of fungibility. In one case,
there is an initial increase in education
expenditure after lottery implementation,
followed by an abrupt reduction. In the
other case, he found a constant incremen-
tal adjustment in education expenditures,
with year—to—year fluctuations.

Garrett (2001) has provided the most
recent analysis on this issue by updating
the Mason and Borg (1990) study with
new data and a new test. Using Ohio data
over the period 1958-1996, where lottery
operation began in 1975, he estimated a
time series model that focused specifically
on how the lottery funds affected educa-
tion expenditures. Controlling for lottery
revenues and their impact on education
expenditures in the model, he examined
the impact the lottery revenues had on
education expenditures. His conclusion
is that lottery revenues earmarked for
education had no impact on education
expenditures. Hence, despite earmark-
ing, the lottery revenues were found to
be fully fungible.

The policy implications of this fungibil-
ity finding are important for the budget-
ary incidence of casino taxes. If casino
tax revenues are as fungible as lottery
tax revenues appear to be, then the
combined incidence of the taxes and the
government spending may not be what
it appears. If, for example, the casino
tax revenue is earmarked for education
expenditures that would have benefited
low—income families, but in reality no
additional education expenditures result
from the earmarked casino tax revenue,
the combined incidence would be less
favorable to the low—-income families
than the statutory incidence would ap-
pear. Here, again, we need empirical
research on the fungibility of casino tax
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revenues to inform this important policy
consideration.

ECONOMIC ANALYSIS OF CASINO
TAXES

Market Analysis of a Casino Game

It is important to consider basic mar-
ket economic analysis of a casino game
because the gambling context uses a
unique terminology and a non-tradi-
tional approach due to the nature of casino
gambling services. The fraction of total
wagers placed by bettors that is withheld
by the casino, called the take-out rate,
determines the price of the game. The
total amount of money wagered in a ca-
sino game is called the handle (H). Total
prizes paid to winners (P) can be written
as P = H — wH, where w is the withhold-
ing, or take—out, rate. Solving this prize
expression for the take-out rate gives,
w=1-P/H. Hence, the take—out rate is one
minus the ratio of prizes paid to handle.
This take—-out rate (w) represents the true
price of the casino game being analyzed.
The price of gambling with a casino game
is inversely related to the prize amount:
ow/JP = -1/H < 0. The higher the prize
amount relative to handle, the lower is the
price of gambling. We expect that gam-
blers will gamble more at lower relative
prices (and gamble less at higher relative
prices), other things being equal. While we
cannot assume that gamblers have perfect
information, knowing with full precision
the price (w), there is evidence from the
gambling literature that indicates the price
is generally well known. In particular, evi-
dence from the lottery literature reported
in Matheson and Grote (2004) indicates
that lottery ticket buyers demonstrate a
surprising degree of rationality.

Figure 1 illustrates the demand for a
particular casino game where the price,
or take—out rate (w), is on the vertical axis
and the total quantity of bets, or handle
(H), is on the horizontal axis. The demand
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Figure 1. Market Analysis of a Casino Game

Supply with tax on AGR

Price, or 4
take-out
rate w

wi(l-t)

Demand

Hy Hy

for the game reflects the usual situation
where the higher the price reflected in the
take—out rate applied by the casino, the
smaller is the amount bet (handle), other
things being equal. Thus, the demand
function can be written as H(w), where
H' <.

Including the supply curve in Figure
1 gives a complete picture of the market
for the game being analyzed. The supply
curve is represented as relatively inelastic
in Figure 1 since state governments typi-
cally limit and regulate the number and
size of casinos within their jurisdictions.
The interaction of demand and supply
determines the equilibrium price, or
take—out rate, and the equilibrium amount
bet, or handle. We can then consider the
effect of a tax applied to the casino offer-
ing the game.

The typical tax applied to a casino game
is based on the adjusted gross receipts
(AGR) of the game, with the tax revenue (T)
generated equal to the marginal tax rate (f)
applied to the tax base (AGR): T = t(AGR).
Since AGR is the product of the handle
and the take-out rate (AGR = wH), an
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Quantity Ef bets, or handle

equivalent expression for the tax revenue is
T = twH. With the tax written this way, the
corresponding marginal tax rate implicitly
applied to the handle, is thus, tw.

The statutory tax is applied to AGR, but
we analyze the casino gambling market in
terms of the handle (H). Hence, we illus-
trate the tax with an upward shift of the
supply curve, resulting in a higher equilib-
rium take—out rate and lower equilibrium
handle. A tax of fw on H raises the price
paid by gamblers from w, to w, and low-
ers the price received by the casino from
w, to w,(1 - t). The tax revenue is tw H,.
The gambler bears the burden of (w, -
w,)H, while the casino bears the burden of
[w, —w,(1-t)]H,.

Despite the fact that the statutory in-
cidence of a tax on AGR is on the casino,
its economic incidence is determined by
market forces with burden ultimately
shared between the bettors and the casino,
as illustrated in Figure 1. Of course, the
economic agent with the more inelastic
behavior will bear the greater share of the
tax burden. If the regulatory environment
of the state limits supply of the game,
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resulting in a relatively inelastic supply
curve, then the casino will bear a larger
share of the tax burden. For example, if
the state has a legal limit on the number
of casinos, slot machines, or table games
permitted in the state, then the supply
curve becomes vertical as those limits
become effective.

At this point, it is interesting to stop and
consider how the state would set taxes if
it were to apply monopoly regulatory and
pricing rules to the casino industry. If the
state were to permit just one monopoly
casino and set the take—out rate in order
to extract the monopoly rent earned by
the casino, it would maximize AGR =
wH - C(H), where the cost of operating
the casino is C(H). Maximization with
respect to w yields the familiar monopoly
pricing solution, w = C'[e/(1 + e)], where
e is the price elasticity of demand. The
maximum amount of state revenue would
be obtained by setting the take—out rate
according to this monopoly pricing for-
mula, but allowing the casino to keep the
fraction C(H)/H of the handle in order to
cover its operating cost. The remaining
share, w — C(H)/H, would be taken in tax
by the state.

Returning to our traditional tax consid-
eration, there is also an excess burden due
to an AGR tax applied to a casino game.
Figure 1 illustrates the excess burden by
the usual triangle with height () and
width (H, — H)). The size of the excess
burden of the tax will depend on the tax
rate and the compensated elasticities of
demand and supply.

Suits (1979a) estimated the elasticity of
demand for various forms of gambling.
He finds price elasticities considerably
greater than one for legal bookmaking
establishments in Nevada and for betting
at thoroughbred race tracks. Paton, Sie-
gel, and Williams (2004) confirm that the
demand for bookmaking is price elastic,
using recent changes in UK tax policy
applied to bookmakers to test the elastic-
ity. These results raise several important
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policy issues. First, high—price elasticities
place severe limits on gambling as a source
of tax revenue. In a simple monopoly
model, we know that gambling revenue
would be maximized at the unitary elastic
point on the demand curve. If the price
elasticity exceeds unity, we are at a point
on the demand curve corresponding to
a higher price and smaller quantity than
the revenue maximizing point. Hence,
any further tax rate increase that raises
the price will reduce revenue. Second,
since relatively high—price elasticities are
likely to be due to the availability of illegal
gambling alternatives, any further tax in-
crease may simply drive gambling activity
out of the legal casino sector and into the
illegal gambling sector. Although Suits
(1979a) did not estimate price elasticities
for casino gambling, per se, his results
are suggestive of gambler responsiveness
more generally and provide some of the
only evidence on this issue.

Our partial equilibrium analysis of a
casino game ignores the reality that there
are both legal and illegal gambling op-
portunities and, hence, both taxed and
untaxed casinos, available to gamblers.
In reality, there are two sectors—legal
and illegal—that need to be considered.
We would expect that a tax applied in
the legal casino sector would reduce the
equilibrium handle in that sector, lower
the after—-tax take—out rate, and drive
some gambling into the illegal sector. To
date, there is no apparent research on
optimal second-best casino taxation in
this context. It is also important to take
into account that some forms of casino
gambling can be taxed (the activity that
occurs in non-Indian reservation casinos)
and other forms cannot (the activity that
occurs on reservations).

Rationales for Casino Taxation

Casino taxation must be examined
within the larger context of legalization
and regulation of gaming by states. As
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states have legalized various forms of
state-sponsored and commercial gaming
over the past 30 years, they have done so
with an explicit recognition of the potential
social costs of expanded gaming and have
developed elaborate regulatory contexts
within which gaming takes place.! States
often regulate the location and number of
casinos, slot machines, and table games
in order to minimize social costs. The
original concept of riverboat casinos is the
clearest example of that intent.

The major direct forms of taxation ap-
plied to casinos include gaming receipts
(or wagering taxes), admissions taxes, and
other forms of taxation. Madhusudhan
(1999) reports that gaming receipts, or
wagering taxes, based on AGR are the
most common forms of taxation applied
to casinos and account for the majority of
revenues generated. Admissions taxes are
the second most common and important
source of revenue. In this case, the tax is
typically a flat amount required of each
gambler entering a casino establishment.
Licenses, fees, and other forms of taxa-
tion are the third most important source
of revenues. Among states with land-
based casinos, Nevada has the highest
share of state revenues generated by casi-
nos at approximately 38 percent. Among
riverboat casino states, Louisiana has the
highest share of state revenues generated
by casinos at approximately five percent.
Of course, casinos also pay federal and
state business corporation taxes, state
and local sales taxes, and local property
taxes.

One rationale for the imposition of gam-
ing receipts, or wagering and admissions
taxes applied to casinos, is the traditional
logic of a sin tax. Recognizing the potential
detrimental effects of casino gambling,
states apply taxes to reduce the amount
of this activity. Whether such taxation is
effective in reducing the level of gaming
activity depends, in part, on the size of the
tax, the price elasticity of demand for ca-
sino gaming, and the nature of the supply
of casino gambling opportunities.

A main stated rationale for fees applied
to casinos is to generate revenues to cover
state regulatory and enforcement costs
for the casino gambling industry and the
public safety and infrastructure needs of
the local governments where the casinos
are located. It is doubtful, however, that a
state would be content with revenues that
simply cover regulatory and enforcement
costs. Given that the state legalization of
casinos generates economic rents for the
casino gaming industry, it is natural to
think that the state and local governments
would also desire to have a piece of the
action. Hence, an important rationale for
taxation of casinos may be to extract mo-
nopoly rents created through legalization
and regulation of casino gambling. The
state may recognize that by legalizing
casino gambling and limiting the number
of casinos, slot machines, and table games,
it has the power to create large economic
rents for casino operators. Consequently,
the state may tax away a portion of those
monopoly rents for its own budgetary
use, leaving a sufficient amount of eco-

1

As a part of a comprehensive view of the combined incidence of taxes and expenditures related to casinos,

we should also consider, at least briefly, the difficult question of social costs associated with casino gambling.
The social costs of casino gambling include costs related to increased crime (apprehension and increased
police costs, adjudication and criminal and civil justice costs, and incarceration and supervision costs); busi-
ness and employment costs (lost productivity on the job, lost time, and unemployment); bankruptcy, suicide,
illness and social service costs (therapy and treatment costs, unemployment and other social service costs,
including welfare and food stamps); government direct regulatory costs; family costs (divorce and separation);
and abused dollars (lost gambling money acquired from family, employers, or friends under false pretenses,
including theft and embezzlement). Grinols (2004) provides the most comprehensive overview of the benefits
and costs related to casinos. He concludes that the costs outweigh the benefits by a factor between 3.9:1 and
6.3:1. Further evidence on the social costs of gambling can be found in General Accounting Office (2000) and
in Gerstein, Hoffman, Huang, Brittingham, Larison, and Toce (1999).
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nomic rent for the casino operators to
induce them to operate the casinos. For
an economic analysis based on this view,
see Sauer (2001).

Incidence of Casino Taxes

As we consider the question of who
bears the burden of taxes on casinos, it
is important to make a distinction not
often discussed in public discourse on
casino gambling. One of the attractive
features of casino taxation is often said
to be that the incidence of taxes on casino
gambling falls entirely on the gambler,
regardless of whether the tax is applied
to the casino operator or the gambler.
The assumption here, of course, is that
gamblers are completely price inelastic.
Hence, the gambler bears the burden of
the tax, which is typically quite regressive
as indicated by the results in Suits (1977),
Suits (1982), Borg, Mason, and Shapiro
(1991), Mason, Shapiro, and Borg (1989),
Rivenbark (1998), and Walther (2004).
Of course, the assumption of completely
inelastic demand cannot be correct. As a
result, there must be some sharing of the
tax burden between the casino and the
gamblers. Since the gambling behavior is
entirely voluntary, however, some people
consider the question of tax incidence as
not very important. This view ignores,
however, the fundamental reality that
taxation of any good or service involves
changing the voluntary consumption of
consumers. The incidence question is no
less interesting in the casino context.

There is another incidence perspective
to consider, however. Casino gambling
taxes may be viewed as taxes on the eco-
nomic rents earned by casino operators
who have been granted these rents due
to restrictive government regulations on
casino gambling. If casino gambling was
formerly illegal in a state, then a change
in state law permits a limited number of
casinos to operate, and there are clear
economic rents generated for the casino
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operators. From this point of view, the
government legalization of casino gam-
bling, combined with restrictions on the
number of casinos and slot machines,
results in economic rents being earned
by the casino operators. Those rents are
then taxed with various forms of casino
gambling taxes. From this point of view,
casino taxes may not be regressive if they
do not fall on the gamblers. Indeed, they
may be progressive if the burden of the
tax falls on the casino owners (and casino
owners are not able to pass the tax on to
labor).

There is little research on how casino
taxation may affect the economic rents
earned by casino operators. An indirect
piece of evidence is provided by Shonk-
wiler (1993) who examined the effect of
legalizing casinos in Atlantic City in 1976
on the existing casinos in Nevada. That
study provides evidence from a dynamic
unobserved components time series mod-
el that by 1985 the impact of Atlantic City
casinos had reduced the steady-state Ne-
vada gaming revenues by about ten to 12
percent. Such evidence indicates that the
economic rents earned in Nevada when
it was effectively a monopoly location for
casinos were susceptible to legalization in
New Jersey.

Taxes on gambling have generally been
found to be regressive in their incidence.
The seminal study on gambling tax in-
cidence is Suits (1977). Using a national
survey on gambling conducted during the
summer of 1975 (covering horse tracks,
state lotteries, casino games, numbers,
sports cards, off-track betting, and sports
books), he estimated the incidence of
various gambling taxes. His estimates
indicted that taken as a whole, gambling
taxes were somewhat more regressive
than state sales taxes. He found wide
variation, however, in the incidence of
specific forms of gambling taxation with
taxes on lotteries, numbers, and sports
cards being two to three times more re-
gressive than state sales taxes, but Nevada
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casino gambling taxes being progressive.
Indeed, his estimates indicated that those
casino taxes were approximately twice as
progressive as the U.S. personal income
tax. He reasoned that the cost of travel to
the action accounted for the high degree
of progressivity he found for the Nevada
casino tax. Taking into account plane fare,
hotel room and meal costs, plus the need
for sufficient leisure time to make the trip,
these costs acted like a high admission
charge that discouraged participation by
poor people. He also speculated that if ca-
sino gambling were to become more read-
ily accessible elsewhere in the country, its
taxation would become more regressive.
That has certainly happened, and we
know that the contemporary casino situ-
ation results in much less progressive, or
more regressive, taxation.

As we have noted, since Suits (1977)
published his paper, casino gambling
has spread across the U.S. As a result, the
travel and time costs for casino gamblers
have been greatly reduced. Borg, Mason,
and Shapiro (1991) challenge the Suits
(1977) results for Nevada casinos. Rather
than use a national sample as in Suits
(1977), they use survey data obtained from
gamblers who either lived in or traveled
to Las Vegas or Atlantic City. They find
that casino taxes are regressive. In fact,
their results for Las Vegas are strongly
regressive. They conclude that with easier
access to casino gambling opportunities,
taxes on casino gambling are placing
a proportionately heavier burden on
low—income groups.

Economic analysis of the incidence of
taxation for state lotteries provides simi-
lar evidence that the taxes are generally
regressive. See Scott and Garen (1993), for
example, for a careful study of lottery tax
incidence. The only evidence suggesting
a possible progressive incidence for gam-
bling taxes is that of Oster (2004) for the
PowerBall lottery game in the case of very
large jackpots that draw in large volumes
of new players.
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Rivenbark (1998) estimated the pattern
of incidence using survey data collected
from gamblers in Mississippi. He found
that the incidence of casino taxes is regres-
sive for members of both casino counties
and non-casino counties; however, he
found that the degree of regressivity is
greater for residents of casino counties.
One would suppose that this result reflects
the fact that greater access and closer prox-
imity to casinos results in more gambling
among low-income gamblers. Rivenbark
(1998) concludes that once casino gam-
bling access is readily available, the poor
become more attracted to gaming.

To the extent that casino taxes are more
regressive than other taxes whose revenue
they replace in state and local government
budgets, the differential tax incidence
is more regressive. As states rely more
heavily on casino taxes as substitutes
for income taxes or even sales taxes, the
differential tax incidence is clearly made
more regressive. Of course, what matters
most as we consider the incidence question
is the combined incidence of the taxation
and spending package related to casinos,
or the balanced-budget incidence of casino
taxation. If casino taxes and fees are ap-
plied in a regressive manner, but spending
for programs funded by those taxes and
fees is allocated disproportionately to the
poor, the overall incidence of the casino
fiscal system might be substantially less
regressive. Clearly, this is what state policy
makers have in mind. Table 1 illustrates
that policy makers have earmarked casino
tax revenues for a wide range of purposes,
many of which seem intended to provide
benefits for low-income families. With
states earmarking revenues for local public
safety, public education, and such activi-
ties, it is clear that this is what states had in
mind in crafting the enabling legislation.

SUMMARY AND CONCLUSIONS

Casino taxation by state and local
government in the United States is an
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increasingly important aspect of tax policy
as the spread of casino gambling by com-
mercial casinos has introduced the op-
portunity to generate additional revenue.
While casino taxes are generating rapidly
increasing revenues, they still account
for just one—third of one percent of total
own-source revenues collected by state
and local governments in the U.S. Despite
that small share, it is clear that the rates of
increase in casino tax revenue are rising
and, in some states where the gambling
industry has matured, these taxes are
substantial revenue sources.

Commercial casinos are taxed primarily
with wagering taxes based on their ad-
justed gross receipts (AGR). The wagering
tax rates applied vary fro m a low of four
percent in Mississippi to a high of 70 per-
cent in Illinois. The wide variation in wa-
gering tax rates applied to AGR deserves
further economic analysis. To date there is
no research on the determinants of wager-
ing tax rates. Riverboat casinos are taxed
with both wagering taxes and admissions
taxes. Admissions taxes vary from alow of
two dollars in Mississippi to a high of five
dollars in Illinois and Iowa. In practice, the
wagering tax revenue typically goes to the
state, while the admissions tax revenue
goes to the casino host local government.
Such a division of revenue seems purely
ad hoc. Research is needed to analyze the
optimal combination of admission fees
and wagering taxes.

Beyond wagering and admissions
taxes, states also apply various licensing
fees. The most elaborate fee structure is
that of Nevada, where fees are applied to
slot machines, table games, and live
entertainment. New Jersey applies a
slot machine license fee and also levies
license fees of at least $200,000 per ca-
sino plus annual renewal fees of at least
$100,000. Research is needed in this area
to determine both the appropriate mix of
wagering tax and licensing fees for casinos
and the appropriate mix of casino taxa-
tion and complementary good taxation
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(hotel rooms, live entertainment, food,
drinks, etc.).

Revenue interactions with other sources
of state revenue are apparent from the
economic studies conducted in casino
states to date. It seems clear that a good
portion of the revenue generated by taxes
on casinos is offset by reduced revenues
from other sources, primarily from sales
and excise taxes. Hence, the net revenue
effect of additional casino taxes is smaller
than it first appears. Additional research
on this issue is needed in order to provide
a clear picture of the net revenue implica-
tions of casinos.

Uses of casino tax and fee revenue run
the gamut from being directed into the
state’s general fund to being earmarked
for specific programs such as education,
gambling addiction, tourism promotion,
historic preservation, and other programs.
Evidence on the fungibility of funds from
lotteries indicates that earmarking for
specific purposes is not likely to assure
increased funding for those purposes. Ad-
ditional research is needed to determine
more precisely, in the case of casinos, how
earmarked revenues affect expenditure
levels in dedicated programs and how
they may affect other tax rates such as
state sales and excise tax rates.

Evidence on the incidence of casino tax-
es indicates that they are born primarily
by the gamblers and are quite regressive.
With increasing casino access as gambling
opportunities spread across the country,
however, the degree of repressiveness
may be reduced as more gamblers can
afford both the time and out—of-pocket
costs to engage in casino gambling. An
important issue related to the incidence
of casino taxes has not been addressed in
the literature, however. That issue is the
extent to which state regulations on the
number and location of casinos confer
economic rents for casino owners and
operators, and the corresponding question
of how the states may attempt to capture
a certain portion of those economic rents.
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Through taxes and license fees, the states
may be in a position to effectively extract
a substantial portion of the economic rents
conferred, but there is not yet any substan-
tial economic analysis of this potential.

Casino taxation, therefore, provides not
only the prospect of additional revenues
for state and local governments, but also a
variety of new opportunities for public fi-
nance researchers. The research questions
outlined above beg for attention as state
and local governments are increasingly
intent on pursuing revenue opportunities
and policy makers need more insightful
analyses on which to base their enabling
casino legislation.
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