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EXECUTIVE SUMMARY

Casino Gambling in the United States began in 1931 in Las Vegas, Nevada.  Since that time, gambling has been legalized in 47 states, and is now a $58 billion per year industry.  Additionally, 37 states now operate a state lottery.  Casino gambling was legalized in Atlantic City, New Jersey in 1978.  There are now 28 states with legalized Indian casinos.  Commercial casinos took in $22.2 billion in revenue in 1999, the last year for which data were available, according to the umbrella organization American Gaming Association.  The organization also reports 30% of U.S. households visited a casino in 1999, making an average of 5.4 trips a year.  Online gambling is now a $2.2 billion per year industry.

The explosive growth of casinos has been fueled by the benefits received by entrepreneurs, corporations, and governments alike.  Casino tax revenues fund social programs such as education and other state initiatives.  Governments view gambling revenue as a device for reckoning income tax shortfalls.  Native American, or Indian Reservation casinos, are betting heavily on gambling for their long term survival.  Indian reservations are now projected to be a $9.6 billion per year industry growing three times as fast as competitors.

Changing technology, government regulations, and faltering world economies are all potential threats to the gaming industry.   Four corporations command 70% of the U.S. Gambling revenue and are banking on innovations in the Casino Resort Hotel Industry to protect them from any long-term harm in an economic downturn.  Vices such as drinking, smoking, and gambling are usually safe despite the condition of the economy.
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Introduction

Since the dawn of civilization, man has sought to improve his rudimentary existence through lifestyle-enriching activities.  At first, these efforts focused upon self-preservation and promotion.  As a result, man invented tools to lessen the burdens of work, and art to communicate his life-long learning to coming generations.  Religion soon evolved to answer the unanswerable questions of life, and new ideas were born as to the role of mankind in the universe.  As standards of living improved, so did man’s collective desire for betterment.  Over time luxuries grew to augment the necessities of life, while new philosophies espoused the virtues of leisure time and activities.  The Epicurean ideals of “Eat, Drink, and Be Merry,” surely fostered in some way man’s new found desire for personal freedom.  

While the earliest settlers of the lands that would come to be known as America were not strong supporters of personal indulgence, they certainly understood the quest for freedom as they embarked on a journey to a new land that allowed for the free practice of religion.  This one act in itself demonstrates at its very heart the freewheeling, non risk-averse nature of our forefathers that undoubtedly led to the American spirit and the guaranteed pursuit of happiness in our constitution.  We as a people value our freedom, our happiness, and our leisure time, and are willing to take a chance in order to create a better life or standard of living.  With such ideals, it was only inevitable that an entire industry devoted to self-indulgence and personal entertainment would be born: GAMBLING! 

 Background

What once “used to be seen as a sin” is now “seen as a leisure activity,” (ref. #11 Gilley).  Indeed, “gambling is in a growth phase because of recent technological innovations such as…the Internet,” (ref. #25 Waddock).  But this was not always the case.  Although once viewed as a substantial vice to be avoided at all costs, in reality “gambling has been around in various forms for centuries” (ref. #26, Weinstock et al).  The allure of easy money coupled with the excitement of “leaving it up to chance” has been difficult for man to resist.  The gambling industry in the United States however, was relatively slow to evolve in the commercial sense.  Until modern times, back-room card games amongst friends and acquaintances had been the norm.  It wasn’t until a place called Las Vegas was born that gambling in its current form began to prosper.

Las Vegas History

“In 1829, Spanish explorers discovered the site of the future gambling entertainment capital of the world and named Las Vegas-it means The Meadows in Spanish-describing the lushness they found at this spot in the desert.  An underground aquifer provided water for the vegetation” (ref. #12 Griffin).  Later The Meadows were occupied a Mormon settlement, several farmers, and finally Senator William Clark [Clark County, Nevada] who bought the land for a Salt Lake City-Los Angeles railroad connection.  

The modern history of Las Vegas begins most recently during the Great Depression when in 1930 a project to create a dam was initiated in order to provide power to most of the southwest; Hoover Dam.   In 1931 casino gambling was legalized in Nevada, and casinos quickly sprouted to relieve Hoover Dam construction workers or their albeit small, but disposable, income  (ref. #12 Griffin).

Private individuals dominated the gambling scene until 1967 when corporations received the okay to “get in the game.”  All the while, Las Vegas was growing, as weekend travelers from California headed into town “for some action.”  Little did the Nevada legislature know back in the thirties, that it was laying the ground for one of the largest travel and tourism destinations of the 21st century.

Las Vegas Today
“It’s a bit premature to single out any one place as “the American city of the 21st century,” but if forced to do so, putting your money on Las Vegas would be a smart bet.  In the past 50-odd years, the city has grown from a remote railroad water stop into an international tourist destination drawing millions of visitors” (ref. #9 Frankel).  Indeed, “McCarran International Airport is consistently ranked among the 10 busiest airports in the world with more than 800 daily flights” (ref. #12 Griffin).  “Comic Magicians Penn and Teller describe Las Vegas [in a new ad campaign] as ‘a big prom for middle-aged people…offering ‘What you want.  When you want.’” (ref. #24 Voight).  Nothing could be more true, and people are coming in droves to get “what they want;” Gambling and Entertainment.  

“More than 30 million people visit Las Vegas every year” (ref. #12 Griffin).  With so much demand, construction of resort hotels has been in a boom, with Las Vegas now offering more than 120,000 total rooms. Occupancy rates however have not suffered with blossoming supply.  Surprisingly as national average occupancy rates were a mere 63.3% in October of 2000, Las Vegas occupancy topped 93.3% for the same period (ref. #4 Beirne).  Growth of service sector jobs is unprecedented in Las Vegas, and most reports have the city growing between 4-8,000 new residents a month; amongst the highest in the country.  Such growth in tax revenues and jobs has not gone unnoticed.  Indeed, other states have began to investigate the allure of easy money that gambling has to offer.

Gambling Gone Mainstream
“Twenty-five years ago, legalized gambling was rare, confined to the Nevada desert, Atlantic City, a few race tracks, and two or three state lotteries.  In contrast some form of gambling is now legal in 47 states” (ref. # 21 Tully).  “In 1963, New Hampshire was the first state to introduce a lottery.  New Hampshire’s goal was to raise money for education.  Since that time, lotteries have rapidly spread across the country.  Lotteries now exist in 37 states…” (ref. #2 Atkinson).  Similar expansion is seen in the casino industry.  Although Las Vegas was the first to open in the thirties, no competitors entered the fray until 1978 when New Jersey legalized gambling in Atlantic City, hoping to serve the gambling appetite of the highly populated northeast.  Still, at this time competition was minimal as the two venues operated in isolation on opposite coasts.  However, recognizing the potential for huge tax revenue, many states began to okay gambling initiatives beginning in 1989.  There are now casinos operating in 27 states, including Indian reservations (ref. #2 Atkinson).  The results have been astounding:

Commercial casinos took in $22.2 billion in revenue in 1999, the last year for which data were available, according to the umbrella organization American Gaming Association.  The organization also reports 30% of U.S. households visited a casino in 1999, making an average of 5.4 trips a year (ref. #7 Davis).

Similar growth in non-Casino gambling has also taken place.  No longer is gambling relegated to the “back-room” of less-than-upstanding establishments.  Gambling in the 21st century is often right around the corner from where you live.  “Today, gambling has gone mainstream and forms of gambling have mushroomed.  The following forms of gambling are now commonplace:”

· State lotteries

· Scratch games

· Casinos

· Bingo

· Video poker

· Slot machines

· Video keno

· Sports wagering

· Pari-mutuel betting on horses and greyhounds

· Back-room poker games

“In addition, many more people are now ‘playing the stock market’ and, unfortunately approach the financial market with the mentality of a gambler.  Obsessive ‘day trading’ is once example of this problem” (ref. #21 Tully).  Similarly, advancements in technology have brought gambling once again closer the consumer.  Today a gambler, who is so inclined, can entertain himself from the comfort of his own home.

Online Gambling
The growth of the Internet, and the sub-$1000 personal computer, has spawned an entire generation of new business models.  Foremost among them perhaps is online gambling.  Through the simple touch of a mouse, a gambler can be online wagering on his favorite sports team, playing blackjack or video poker, or even virtual slots.

Cyber-gamblers can choose from nearly 900 sites that advertise widely and offer everything from blackjack, roulette, and slot machines to baseball, basketball, and tennis wagers.  Although online betting is still a small slice of the $58 billion U.S. gambling business, the growth of Web wagering has been impressive.  Three years ago, it was a $300 million industry.  This year, revenues—or losses from bettors—will reach $2.2 billion, up 83% from $1.2 billion last year, estimates Sebastian Sinclair, a vice president at Christiansen Capital Advisors (ref. #16 Pascual).

Few could argue that gambling has ever been easier.  And that has Anti-Gambling watch groups and government bureaucrats stirring alike.  The NCALG, National Coalition Against Legalized Gambling, is waging a state-by-state campaign to “pull in the reigns” (ref. #1 Anonymous).  

Government involvement in the online gambling arena has to this point been futile.  Pressing the issue under the 1961 Wire Communications Act, the government is hoping to make online gambling once again illegal.  However, swift entrepreneurs have moved operations offshore to places like Antigua  (ref. #3 Baker).  The effect of which thus far has been to further madden enforcement agencies that can only charge perpetrators in absentia.  Local jurisdictions in the Caribbean are awash with gambling revenues and won’t soon seek to cooperate in extradition of online gambling executives.  Roger Pelamati, manager of Antigua based World Wide Tele-Sports boasts that “the only way to enforce an online gambling prohibition would be to turn the Internet off” (ref. #16 Pascual).  Indeed, the prospect that online gambling is here to stay is an almost certainty. The role of government must now focus on identifying ways to work with the online gambling units, rather than against them.  Gambling certainly has its associated evils, but when properly regulated can offer a boon to struggling economies, in both state and local jurisdictions.

The Macroeconomic Benefits of Gambling
“Gambling provides tremendous revenues to state and local governments while creating jobs in distressed areas.  Indian casinos have channeled a staggering amount of money to some of America’s most wretched places…” (ref. #1 Anonymous).  With proper regulation, gambling has been proven to redistribute wealth to socially beneficial programs; not dissimilar to a tax.  The problem is that gambling has long been seen as a morally indefensible vice and as such does not often receive intelligent debate in its approval, application, and implementation.

Gambling initiatives have been used in places such as Gary, Indiana, and most recently Detroit, Michigan to revitalize economically depressed economies.  Casino expansion brings construction jobs, service sector jobs, and most importantly tax revenue.  Casinos attract “budget-conscious planners” that bring large amounts of convention money to town (ref. #6 Cummings).  Similarly, casinos often attract leisure travelers and weekend entertainment aficionados looking to relieve themselves of disposable income.  

Another offshoot of the Casino boom is the city rejuvenation effort that can often follow.  If casinos are successful in cleaning-up once left-for-dead cities, office, retail, and residential development can’t be far behind.  Detroit, Michigan is a prime example as city planners look to pick up where the automobile industry left off twenty-five years ago.  Casinos cannot be credited revitalizing a city, but they are certainly a seed that plays an instrumental role in the process.

Indirect Gambling Benefits
There are many other industries that benefit from the boom in Casino expansion across the United States.  For every piece of furniture, equipment, light bulb, slot machine, etc. that goes into a casino, there is a company outside of the industry that is the beneficiary.  It is not dissimilar to the far-reaching effects of the U.S. Automobile industry.

The real estate industry is often revitalized in adjacent locales as room is made for new restaurants, parking lots, residential buildings, etc.  The insurance industry has even seen an upshot in its Inland Marine Insurance as a result of the burgeoning riverboat casino industry (ref. #20 Sweeney).

Other indirect beneficiaries of the gambling onslaught are in the financial world.  Several mutual funds have been developed for the sole purpose of capitalizing on traditional vices, often seen to be safe “sin investments” in times of an economic slowdown because people will still seek entertainment (ref. #22 Twin).  Another less obvious but far-reaching beneficiary of gambling’s history is detailed in Timothy O’ Brien’s book, Bad Bet: The Inside Story of the Glamour, Glitz, and Danger of America’s Gambling Industry.  Andy Zipser from Barron’s describes O’Brien’s contention that the Black and Scholes Option Pricing Model was created in part due to the work of a gambler, Thorpe,  “that developed a computer-driven hedging strategy while figuring out a method for beating the house at blackjack” (ref. #27 Zipser).  Still even with the direct and indirect benefits of gambling, all is not certain.

Uncertain Bets
As with any business, the allure of money brings competitors – and lots of them.  This often unfortunately leads to greed and eventually over-capacity.  Consolidation in the industry is already leading to vast changes in the business.  In 1999 alone, there were 50 deals totaling $5.0 billion dollars.  Further M&A in the industry saw well over $7.2 billion dollars in mergers on 12 deals at the halfway point of 2000  (ref. #10 Gawlicki).  Do companies have a lot of spare cash on the books…or is something going on?

The industry is dominated by a few key players, with perennial tycoons such as Carl Icahn and Steve Wynn jumping in and out of the mix, while corporations such as MGM, and Arthur Goldberg’s Park Place Entertainment battle with Harrah’s Entertainment and the like for industry dominance (ref. #13 Grover).  Arthur Goldberg isn’t worried though.  The 57 year-old Villanova University School of Law graduate is content in his position as CEO of Park Place.  “One of every five dollars that America Gambles in casinos now runs through his hands” (ref. #21 Tully).  Still, even Goldberg recognizes the looming battle between California’s Indian casinos and Las Vegas (ref. #19 Spector).  

“After nearly a decade of unprecedented growth…it appears the gaming industry is now ready for a breather – at least in terms of building new casinos” (ref. #10 Gawlicki).  That’s just one reason Goldberg understands the importance of hedging his bets through casino management contracts with California Indian casinos that are expected to potentially cannibalize gaming revenue from the Strip in Las Vegas.  Several large competitors including Donald Trump of Atlantic City, New Jersey are already lining up for a piece of the “potential pie.”  That has some people worried that perhaps this time the Indians are in for a rude awakening.

The Big Gamble
Native American tribes were one of the first to recognize the potential benefits of the

Gaming industry in the late 1980’s.  Casinos were seen as a way for Indians to funnel large amounts of money into poverty-stricken ailing economies with the hopes of revitalizing tribes.  Although approval was slow to come, it was clear upon the arrival of the first casino that good times, good jobs, and good profits were well within reach.  Citizens of the United States that were geographically removed from Las Vegas or Atlantic City now had the option of gambling in their backyards, and maybe even for a good cause.  The results were clear.  Profits were fantastic and more tribes wanted into the game.

There are currently 28 states with Indian reservations that now, or will soon, offer casino gambling.  It’s a $9.6 billion industry growing at three times the rate of non-Indian casinos (ref. #23 Useem).  That has a lot of people worried:

“As a result, the humble slot machine is being hailed as the Native Americans’ new buffalo – a single source capable of fulfilling all of a tribe’s needs, including jobs, schools, social services, and infrastructure.  “Indian gaming is the first - and – only economic development tool that has ever worked on reservations,” the National Indian Gaming Association declares.  But like the real buffalo, the slot machine may also be a symbol of the tribes’ vulnerability” (ref. #23 Useem).  
The concern is that Indian tribes are not well diversified and should the economy or legal environment change, the prospect of easy money will dry up leaving tribes worse-off than they started.  Still, at the moment things couldn’t be rosier.  Gambling is revitalizing tribes which are in turn using the money to restore old customs, preserve tribal history, and educate its members thus preparing for the future.  

One potential bright spot for the Indian casinos is its domestic-centric customer base.  Indian casinos typically serve customers that are geographically local to the casino.  These same customers would presumably be less likely to travel to Las Vegas or Atlantic City in the throes of an economic downturn.  This is something of which competing casinos in Las Vegas cannot boast, which have strong international exposure.

International Exposure
Las Vegas would on the surface appear to have the best of both worlds.  Domestic customers that travel to the city for entertainment and gambling, as well as international customers that take advantage of the cheap exchange rates and cheap flights and come to Las Vegas to experience something that is truly American.  On the surface this is true, however, there is also a disadvantage to reliance upon international customers.  Las Vegas is certainly vulnerable to changes in economies around the world.  “The health of Asian economies has a direct bearing on the bottom line of several Las Vegas casinos” (ref. #5 Biers).

Leading the rush have been the Japanese.  Nearly half a million came to Las Vegas in 1999 (the most recent year for which statistics are available).  That was up 40% on the previous year, when Japan Airlines began a thrice-weekly nonstop service to Las Vegas.  It now flies five times a week (ref. #5 Biers).

Similarly, Las Vegas is equally vulnerable to the changing governmental relationships between the U.S. and China, which also offers up several “whales” to the Las Vegas casinos.  

Only through constant interaction with the gambling public and innovations in the entertainment industry will Las Vegas be able to protect itself from an almost inevitable economic slowdown in the gambling industry.

Future Research Work
More detailed papers could perhaps investigate the gaming business models and their effect on the Casino/Resort Hotel Industry.  There are currently four major players in the Las Vegas space:

1. Park Place

2. MGM Mirage

3. Harrah’s Entertainment

4. Mandalay Resort Group

These four players collect 70% of U.S. Gaming revenues (ref. #21 Tully).  In addition, individuals such as Steve Wynn are recognized as visionaries in the industry and simply cannot be underestimated or disregarded.

Other projects might also include an investigation of foreign competition on the industry, or the moral Anti-Gambling movements and their efforts in the space.  One thing is clear, the industry is not static – the dynamic changes taking place in Las Vegas will be felt throughout casinos in every other state.

Finally, an in-depth study of the long-term effects of the gaming industry on Native American tribes could be a career-building piece.  There are many issues ranging from financial to socioeconomic, and finally political.  It would not be surprising if the wealth generated by Indian casino gambling were to propel Native Americans into the political spotlight, or at a minimum to foster renewed efforts at Indian Cultural revival.  Studies of the economic effects of gambling on Las Vegas and Indian casino towns most certainly warrant further consideration.

Conclusions
The United States Gaming Industry has grown at an unprecedented rate.  Enormous profits are generated daily by casinos, entrepreneurs, and governments alike.   Federal, state, and local bodies all have a piece of the action.  Even traditionally third world countries are now beneficiaries of the wealth transfer game that is casino gambling.  The question as to whether or not a social good is being performed in allowing citizens to “gamble away” their money is secondary to the issues of freedom and the benefits to the economy.  Although each person may differ on the rights of an individual to entertain himself with such a vice, the fact is gambling is currently a valid, legal business in the United States, from which corporations are making billions.

Technology has changed the array of options available to gamblers, but traditional casinos like those in Las Vegas and Atlantic City are betting they still have the upper hand.  Gambling in the United States has transformed from a vice of morally suspect blue-collar construction workers in a desert town, and back-door businessmen to an industry re-framing itself around family entertainment. Who is to say what direction the industry may take in the future?  One thing is for certain however, American companies and citizens alike will likely be there to benefit in one way or another.  Las Vegas truly is the 21st century American city.
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