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CHAI RPERSON JAMES:

Dr. Brenner.

MR. BRENNER: Thank you, very much. "1
al so give you a brief background. M initial interest
inthis was that when | was very young and naive, | had
my theory of history and the University of Chicago at
that time invited me and | wote two books, one called
Hi story of the Human Ganbl e and the second, Betting on
| deas. Which today | would never have dared to wite.
And it is then that the subject of ganbling a little
bit as a side issue interested ne.

Then since | was frequently asked to wite
about it, about ten years ago | put it together and
Canbridge University published it called: Ganbling and
Specul ation. Later it was translated to French and it

cane out in other countries as well.
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| have not worked on the subject for the
last ten years, | work now in business, in finance.
But still the book is being reviewed here in The Boston
G obe, in the London Tines and The Wall Street Journal,
and | guess | owe the invitation to that.

Peopl e have sent ne over the last ten years
the material that was published and | would say all
that | have said nore or less confirms what at that
stage | found on various aspects of ganbling.

So, let nme briefly just tell you what, at
the tinme, what were the questions that | was interested
in. The book really examnes the history, the
regul atory environnent around the world, not only in
the U S but in the UK , Sweden, France, Norway and
the findings were pretty simlar. So here are the
guestions so that that can help you later if you want
to ask nme anything specific.

One, who pl ays in casi nos, bi ngo,
|otteries, are these the sane or different people? Wy
sonme lotteries fail and others succeed? Is it true
that the poorer are spending a greater fraction of
their inconmes on lotteries than the richer? Are
ganbl ers overestimating the chance of w nning? Wat do

the winners do with the noney? Wy has ganbling been
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so frequently condemmed and prohibited? What happened
when it was prohibited? Wuo were the winners and the
| osers? Wiy was there confusion between ganbling,
i nsurance and specul ati on? How were casi nos financed?

Now here, since the title of the session
here is Wio Wns, Wuo Loses, | shall focus on that
question. And | just gave you the list so that if you
want to ask ne anything nuch broader, then, | shall try
to answer to the best of ny know edge.

So when we ask the question, Who Wns, Wo
Loses?, the question is relative to what? You nust
have a benchmark in mnd when you ask who are the
w nners and losers. Now, frequently the discussion is
that winning and losing relatively to prohibition, and
| shall address that question. Then wi nning and | osing
relatively to a situation when Ilotteries would be
conpletely private or privately run, that's another
alternative.

| find that frequently people when they do
the research, they pay too nuch attention to words and
not to content, and | give you an exanple. I n many
states, the revenues from lotteries go directly into
the general fund, whereas, in other places, they are

designated for hospitals, culture, education. And |
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know that studies have done, is it true that when you
introduce lottery, spending on education or culture has
i ncreased?

Now | find that that line of research not
convincing, not interesting and indeed, they didn't get
any results and for the very sinple reason because if
you |look really at the sequence of events, the nonent
revenues from lotteries are designated for particular
pur poses, then you consider there is a simlar decrease
in the general funds allocated to those sane things.
So it is not true that the fact that you designate
sonething for a particular purpose, that the total
spending for that purpose wll increase. So, that's
one thing.

The second, it is true that tax revenues
from ganbling have been around, | think, between, the
average is about 3.5 percent in 36 states here in the
United States. So it is true that if the governnent
was spending the sane anount of noney as before, and
|otteries or ganbling was prohibited, then you nmay
think that spending, you have to raise that three
percent from sonething else or you had to di mnish your
expenditures. So, in that sense, it is correct that if

this industry was prohibited, then that governnment had
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to either dimnish expenditures or raise taxes and that

woul d pose a problem

However, let nme add in parenthesis that
this issue of Ilinking ganbling with culture and
education or hospitals, has a long history. For

exanple, the Vatican since the mddle ages had a
lottery and it was that lottery that financed the
Vatican Miuseum

The link between casinos and culture is
nmore interesting. | don't know how many of you are
aware of the fact that opera houses have been private
in Italy until the beginning of the 19th Century and
they were profitable. Now, the reason they were
profitable were that the Opera houses had casinos
attached to them and if you look, for exanple at
Stendalt's Bi ography  of Rossi ni , the classical
conposer, you will find a difference in his contract,
and that really he becane rich not as a conposer,
al t hough he was one of the best known at the tine, but
because he received a certain percentage of the
revenues fromthe table.

Now, the reason that t hat financi al
arrangenment was interrupted, and by the way, really the

revenues of these entertainment conplexes financed all
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the R&D in that industry, the conm ssion of new ballets
and operas. The reason that an end was put to this
arrangenent was that after a revolution started in
Bel gi um agai nst Napol eon, and the opera house, the
rulers were afraid it was the nost popular form of
entertainment and so that people go to the casino
rather than to the opera only, so they closed down the
casi nos.

Now, once the casinos are closed down, then
opera houses had to be subsidized by the state. Now,
this may sound surprising why an entertai nnent venture
cannot be on its own, but think for a nonment about
novie theaters today, about 40 percent of their
revenues don't conme from novie tickets but from soft
drinks and popcorn. So, suppose that the governnent
decided that that's bad for our health and cl osed them
down, the counters, then novie theaters would go, half
of them would probably go bankrupt, and then the
gover nnment woul d go into subsi di zi ng t hose
entertai nnent ventures.

So, in fact, a remmant of this arrangenent
survives in Minte Carlo, where the opera and the casino
belong to the famly. And it survives also in many of

the French cities, if you go to De Ville and Avignon
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the casino is the center of the city, where you have
both ganbling and cul ture. In a way places that have
prohi bi ted casinos, the governnent, in a way, is taking
a little bit over this role of allowing lotteries,
allow ng casinos and then saying that the tax noney
comng from the ganbling industry will go to culture

So, it's alnost like reconbining in a kind of indirect
way old, very private and nuch nore successfu

arrangenents, | would say.

Now, let nme go back to the question of
wi nners and |losers, and here | would say we have to
| ook at four categories for what we nean by w nners and
| osers? So, let's |look at the players, the taxpayers,
t he producers and the enployees in the lottery business
and producers and enpl oyees in other businesses. So,
when we | ook at players, first, since | nentioned that
|otteries are here to stay, | shall not nention the
alternative is prohibition. Wy the players are
gaining relatively to a situation when the ganes are
prohi bited. But | shall conpare to the situation where
|otteries or the ganbling industry generally is nore
conpetitive. The  nonent lotteries have nore
conpetition, they pay out nore in prize noney. For

exanple, in a place where it is a nonopoly and people
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don't have access to other lotteries, then like every
monopoly, it pays out less in prize noney. For
exanple, when lotteries just started, the prizes paid
out were about 40 or 50 percent. The nonent the
conpetition intensified, then they pay out in prize
noney about 70 percent. So, obviously the players
benefit if there is nore conpetition because they get
nore prize noney back

Now to speak, just to nention the magnitude
of the nunbers, it doesn't matter whether you | ook at
the U'S., Sweden, France, Norwa<A England is an
exception, and | shall nention why, the average anount
spent on lotteries is about $250 a year. That's about
$20 a nonth. Now these are the gross expenditures. |If
you take into account that nore than half is comng
back in form of prizes, then the net outlay, it's only
about $100 a year.

In England, the amount is only $135
dollars, half the world-w de average, and one of the
reasons is, and maybe sone of you were told already,
that the government granted nonopoly to Canelot and
they are not managing it very well, that's why Branson
is trying to get to nmanage it better and to distribute

nore in noney prizes and offer a greater range of
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lotteries. So the players would benefit if there was
nore conpetition

Now what about the taxpayers? Qoviously,
the taxpayers benefit because as | nentioned at the
beginning, if ganbling was nore restricted, then people
play less, or if less range of lottery is offered, then
people play less, so the governnent revenues are
smal l er and the governnent wants to maintain the sanme
| evel of spending, then it has to increase tax on
sonet hing el se so the other taxpayers would suffer

Now, the producers and enployees in the
|ottery business or in ganbling in general, again, the
nore conpetition there is, the nore you create jobs in
that particular industry. Now, what about producers
and enpl oyees in other business? Wuat you find is that
there is frequently opposition. For exanple, when
Florida wanted to introduce ganbling, the opposition
cane from Disney and from the horse racing
establishment. Now, that shouldn't be surprising.

Qovi ousl vy, even when people are in
principle for conpetition, if it touches them and then
they will invent noral arguments to try to forbid it,

but why Di sney.
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What | found at the tinme was that you have
to separate conpletely two types of ganes of chance
Sone are played for entertainnent, |ike casinos and
bingo and others are played in the hope of getting
rich. Those are the lotteries with the large prizes.
And since antiquity, you do find this distinction that
many tinmes those who opposed ganbling establishnents,
they, the opposition canme from industries one way or
another from the entertainnent industry because they
saw that if people would spend nore hours playing bingo
or in casinos or in pubs where ganbling was all owed,
then obviously they would spend less tinme sonmewhere
el se.

Just as a curiosity let nme show you why
sonetinmes you nmust look a little further behind. I n
the 14th Century, Edward, the King of England, passed a
| aw prohi biting Ganbling establishnents, on the grounds
that it dimnishes the mlitary ability of the
Engl i shman. Now, this struck nme as very strange unti
| | ooked nore quickly into the Act and it cane out that
at that tinme, one of the favorite past tines of people
was archery, and it was the "mlitary |obby" who said

that if you open ganbling establishnents, then people
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will practice less archery and that would be terrible
for the English mlitary ability.

So, | would say | understand why Disney
opposes it, because if you look at what the
transformation that Las Vegas went through, it really
becanme a kind of entertainnent conplex not just a
sl eazy place but alnobst for the famly.

About other businesses, who else can be
af fected? Now, nost of the opposition, the noral one
canme as you m ght have heard fromreligious groups, and
that also has a very long story. Now, the interesting
t hi ng- -

CHAI RPERSON JAMES: And you have about two
mnutes to tell it.

(Laughter)

MR. BRENNER: Anyway, it has to do, once
again, with tine and if you | ook back at the history of
the church, the reason it attacked ganbling and it
attacked also all types of entertainnent, when bicycles
were invented, then they attacked bicycles, when trains
cane in, then they attacked trains because they saw
that people would spend the weekends traveling rather

t han going to church
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However, when they saw that they couldn't
beat the conpetition, then they joined it and, in fact,
frequently they asked to have the nonopoly on bingo for
exanple, and the first state to legalized bingo for
religious purposes was the state of Massachusetts in
1931.

Just the last one mnute, the only problem
that many people nention is addiction. Wat | found at
the tinme and these findings have been comng in all the
countries, all over history, that's a very small nunber
and if you want nore details on that, I'll conme back
| at er.

Thank you, very nuch.

CHAI RPERSON JAMES: Thank you, Dr. Brenner.



