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ABSTRACT 

Several recent proposals advocate the establishment of a national lottery 

as a supplementary source of Federal revenue. This report discusses some of the 

economic and political considerations that underly the establishment of a na- 

tional lottery. 
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SHOULD THE FEDERAL GOVERNMENT SPONSOR A NATIONAL LOTTERY?* 

Some Preliminary Considerat ions 

1. BACKGROUND AND HISTORY 

The increasing appeal of a national lottery as a potential fiscal prescip- 

tion owes itself to two basic developments: 

1. Over the last several years concern over the Federal deficit, including 

long term funding of the Social Security system have heightened. - 1 /  

2. Public acceptance of government-operated gambling has expanded consid- 

erably in the last decade. State-run lotteries have grown from one in 

1964 to 17 currently. An additional four States approved lottery referew- 

dums or initiatives in November 1984.  This trend reflects the public 

acceptability of legal gambling per se including government-operated 

lotteries. A 1984 poll by the Gallup Organization reported that 62 

percent of Americans approved a lottery. 2/ 

* Some of the material used in this report is excerpted from U.S. Library 
p£ Congress. Congressional Research Service. Legalized Gambling in the United 
States. Report no. 83-84 E, by Bernevia McCalip. Washington, 1983.  34 p. 

1/ For example, see: U.S. Library of Congress. Congressional Research 
service. Public Opinion Polls on Government Spending and the Federal Deficit . 
Typed Report by Mark K. German. January 6 ,  1984. Washington, 1984. p. 89.  

2 /  Clark, Charles. National Lottery Is Long Shot for Reducing Federal 
~eficit. Congressional Quarterly, December 8 ,  1984.  p. 3065. 



Worldwide p receden t s  e x i s t  f o r  an  American n a t i o n a l  l o t t e r y .  S ix ty- four  

c o u n t r i e s ,  w i th  a  t o t a l  of 90 l o t t e r i e s ,  a r e  members of t h e  28-year o l d  I n t e r n a -  

t i o n a l  Assoc i a t i on  of Government L o t t e r i e s  (IAGL), headquar te red  i n  Montreal.  3-1 

Jean-Marc L a f a i l l e ,  IAGL Secre ta ry-Genera l ,  has  observed g e n e r a l l y  t h a t  na- 

t i o n a l  l o t t e r i e s  tend t o  "be a s s o c i a t e d  w i th  c e n t r a l i z e d  governments." Examples 

would be France and Spain.  H e  noted t h a t  f e d e r a l i z e d  n a t i o n s  have a  g r e a t e r  a f -  

f i n i t y  f o r  s t a t e  o r  p r o v i n c i a l  l o g g e r i e s ,  c i t i n g  Canada, West Germany, t h e  

United S t a t e s ,  and Swi tzer land  as examples. k/  

H i s t o r i c a l l y ,  t h e  United S t a t e s  has  a l s o  experimented wi th  such  l o t t e r i e s .  

There was one i n  t h e  c o l o n i a l  e r a  and a n o t h e r  i n  t h e  e a r l y  19 th  cen tury .  I n  

1776, t h e  Con t inen ta l  Congress approved a  l o t t e r y  t o  r a i s e  $10 m i l l i o n  t o  f i -  

nance t h e  Revolut ion.  One m i l l i o n  t i c k e t s  were t o  be s o l d  a t  p r i c e s  ranging  

from $10 t o  $40, and p r i z e s  ranged from $20 t o  $50,000. Th i s  l o t t e r y  was sub- 

s equen t ly  abandoned, when i t  was r e a l i z e d  t h a t  t h e  m a j o r i t y  of l e s s  than  4  

m i l l i o n  persons  accounted f o r  a t  t h a t  t ime could not a f f o r d  t h e  minimum $10 

t i c k e t  and the  "wea l th i e r -ones  who were T o r i e s  had no d e s i r e  t o  a i d  t h e  

r e b e l l i o n . "  - 5/  

On t h e  o t h e r  occas ion ,  an  A c t  of May 15, 1820, a u t h o r i z e d  t h e  C i t y  of Wash- 

i n g t o n  t o  c o n t r a c t  t h e  p r o f e s s i o n a l  s e r v i c e s  of a  p r i v a t e  group of managers t o  

run a  Fede ra l  l o t t e r y .  The proceeds were earmarked f o r  t h e  c o n s t r u c t i o n  of two pub- 

l i c  schoolhouses ,  a  town o r  c i t y  h a l l ,  and a  p e n i t e n t i a r y .  The acqu i r ed  promot- 

e r s  c a l l e d  t h e  scheme t h e  "Grand Na t iona l  Lo t t e ry . "  However, a l t hough  "thou- 

- -- 

31 I b i d . ,  p. 3064. - 
Ib id . ,  

5 /  Scarne ,  John. Sca rne ' s  Complete Guide t o  Gambling. New York, Simon and - 
Schus t e r ,  1961. p.  136. 



sands" of t i c k e t s  were s o l d ,  t h e  drawing was h e l d ,  and t h e  names of t h e  winners  

announced, t h e  payoff was never  made and t h e  "promoters were never  apprehended." 

Consequently,  t h e  t op  pr izewinner  ho ld ing  t h e  $100,000 l o t t e r y  t i c k e t  sued t h e  

C i t y  of Washington f o r  t h a t  amount be fo re  t h e  Supreme Cour t ,  and, a s  a  r e s u l t ,  he 

was t h e  "only winner t o  c o l l e c t  when t h e  Supreme Court r u l e d  i n  h i s  favor . "  - 6 /  

11. ECONOMIC CONSIDERATIONS 

Roughly $2,041 pe r  c a p i t a  would have t o  be spen t  annua l ly  by t h e  n o n i n s t i -  

t u t i o n a l  popu la t i on  16 y e a r s  and over  (176.4 m i l l i o n  persons  i n  1984) i n  o r d e r  

f o r  t h e  n a t i o n a l  l o t t e r y ' s  n e t  revenue t o  e l i m i n a t e  t o t a l l y  t h e  c u r r e n t  Fede ra l  

d e f i c i t  of $185 b i l l i o n  i n  FY 1984. C e r t a i n l y ,  no one would a n t i c i p a t e  t h a t  

such l e v e l s  would a c t u a l l y  be ach ieved  i n  a  n a t i o n a l  l o t t e r y .  

The pe r  c a p i t a  g ros s  expend i tu re s  on a  n a t i o n a l  l o t t e r y  necessary  t o  e l i m i n a t e  

t h e  d e f i c i t  were e s t ima ted  based on t h e  fo l l owing  assumptions:  1) t h e  n a t i o n a l  

l o t t e r y  would r e t a i n  50 percent  of i t s  g r o s s  s a l e s  a s  n e t  revenue ( t h i s  compares 

wi th  on ly  an average  of 35 t o  40 percent  f o r  S t a t e  l o t t e r i e s ) ;  and 2)  t h e  

p l a y e r  base would come from t h e  n o n i n s t i t u t i o n a l  U.S. popu la t i on  16 y e a r s  and 

over.  T h i s  popu la t i on  was 176.4 m i l l i o n  i n  1984. 

111. PRO-CON ANALYSIS 

The p r i n c i p a l  arguments f o r  an  a g a i n s t  a  U.S. n a t i o n a l  l o t t e r y  have focused 

v n  t h e  impact i t  would have on t h e  poor. It is g e n e r a l l y  accepted  t h a t  people  

w i t h  f i n a n c i a l  burdens a r e  t hose  most s u s c e p t i b l e  t o  "get  r i c k  qu ick"  dreams. 

Suppor te rs  of a  n a t i o n a l  l o t t e r y  b e l i e v e  however t h a t  such a  scheme would 

6 /  Ib id . ,  p. 136. - 



produce s u b s t a n t i a l  revenue t o  h e l p  f i g h t  i n f l a t i o n  and,  t hey  c l a im ,  would do s o  

wi thout  having  t o  i n c r e a s e  taxes .  Some proponents  have contended t h a t  S t a t e  revenues 

de r ived  from a  n a t i o n a l  l o t t e r y  could  be w e l l  i n  exces s  of amounts a  S t a t e  re-  

c e i v e s  from c u r r e n t  l o c a l  l e g a l i z e d  wagering. It  would do s o  by g i v i n g  p a r t i c i -  

p a t i n g  S t a t e s  up t o  about  25 pe rcen t  of t h e  revenues produced from t h a t  S t a t e ' s  

s a l e s .  C u r r e n t l y ,  d i s t r i b u t i o n  of g r o s s  r e c e i p t s  from l o t t e r y  t i c k e t  s a l e s  i n  

t h e  18 j u r i s d i c t i o n s  (17 S t a t e s  and t h e  District of Columbia) w i t h  government- 

ope ra t ed  l o t t e r i e s  vary  somewhat from S t a t e  t o  S t a t e ,  b u t ,  on average ,  S t a t e s  re- 

c e i v e  about  35 t o  40 percent  i n  ne t  revenue ( t h e  amount t h a t  goes t o  t h e  S t a t e  

t r e a s u r i e s  ) . 
Ques t ions  t h a t  s t a t e s  w i t h  l o t t e r i e s  might be concerned w i t h  would i n c l u d e :  

Would s t a t e s  have t h e  r i g h t  t o  no t  p a r t i c i p a t e  i n  a  l e g i s l a t e d  n a t i o n a l  l o t t e r y  

system? Would a  Fede ra l  l o t t e r y  have a  s t a t e  revenue s h a r i n g  p r o v i s i o n  and 

i f  s o  what would be t h e  n a t u r e  of such a  p r o v i s i o n ?  

Opponents of a n a t i o n a l  l o t t e r y  b e l i e v e  t h a t  a l t hough  many i n d i v i d u a l s  have 

a  s t r o n g  d e s i r e  t o  gamble, i t  is a g a i n s t  t h e i r  own s e l f - i n t e r e s t  t o  do s o ,  and 

t h e  U.S. Government is  mora l ly  ob l iged  no t  t o  encourage gambling. A s  i n  any form 

of gambling, opponents a l s o  a rgue  t h a t  such a  l o t t e r y  would, a s  i s  a l s o  thought  

of l o t t e r y  a c t i v i t y  i n  g e n e r a l ,  be a  very  r e g r e s s i v e  t a x  i n  t h a t  i t  would 

a t t r a c t  a  h i g h e r  p ropor t i on  of t h e  income of low-income i n d i v i d u a l s  t han  i t  

would of t h e  income of t hose  w i t h  t h e  h i g h e r  incomes. I n  de fense  of t h i s  

argument, s u p p o r t e r s  b e l i e v e  t h a t  a  Fede ra l  l o t t e r y  would produce b i l l i o n s  of 
b. 

' d o l l a r s  of a d d i t i o n a l  funds t o  h e l p  f i n a n c e  Government s e r v i c e s  o r  t o  h e l p  

d e f r a y  a  p o r t i o n  of t h e  Fede ra l  d e f i c i t .  

A n a t i o n a l  l o t t e r y  has  p o t e n t i a l l y  shor t - te rm problems which tend  t o  make 

most l e g i s l a t o r s  approach t h e  i d e a  c a u t i o u s l y .  P o t e n t i a l  problems w i t h  t h e  

a d m i n i s t r a t i o n  of a  n a t i o n a l l y  maintai-ned l o t t e r y  scheme, cause  i t  t o  be 



viewed as utopian to some and frightful to others. Obviously a Pottery could 

not be accomplished without the appropriate leadership and financing to counter 

the numerous challenges and problems. In particular, such an operation 

would initially require (a) a substantial appropriation of start-up 

funds, (b) establishment of another Federal administrative bureaucracy, (c) 

coordination with States, especially those currently operating a State lottery, 

( 3 )  a regulatory body to monitor and control operations, (e) a distribution 

network, and (f) consideration of equity questions, especially as to allegations 

that the lottery might be viewed as a "pseudo-tax on lower-income groups." 

Finally, among the issues to be resolved is the question of "rate of 

return" to the States: would the States view a national lottery to be in their 

own specific self-interest. In comparison to individually State-approved and 

run lotteries, a national lottery which would operate in all States could 

prove to be much more controversial, especially in States with historically 

strong objections to such wagering, and, contrary to otherwise available economies 

of scale, national lotteries might prove to be less cost-effective than indivi- 

dually approved and run State lotteries. 



APPENDIX 1 .  

Legislative Proposals for a National Lottery, 94th-99th Congresses 

94th Congress 

H.R. 13459 (Eilberg) 

Establishes a national lottery in the Department of the Treasury and creates 
a trust fund ot known as the Lottery Trust Fund. Provides that revenues from 
such lottery be used to render assistance to low-income senior citizens in paying 
their electric and telephone bills. Introduced April 29, 1976; referred to the 
Committee on Ways and Means. 

H.R. 13863 (Eilberg et al.) 

Establishes a national lottery in the Department of the Treasury and creates 
a trust fund to be known as the Lottery Trust Fund. Provides that revenues from 
such lottery be used to render assistance to low-income senior citizens in paying 
their electric and telephone bills. Introduced May 18, 1976; referred to the 
Committee on Ways and Means. 

95th Congress 

H.R. 1582 (~ilberg) 

Establishes a national lottery in the Department of the Treasury and creates 
a trust fund to be known as the Lottery Trust Fund. Provides that revenues from 
such lottery be used to render assistance to low-income senior citizens in paying 
their electric and telephone bills. Introduced January 10, 1977; referred to the 
Committee on Ways and Means. 

H.R. 8712 (Beard) 

Establishes the National Lottery Commission to assist in financing programs 
under Title I1 (Old-Age, Survivors, and Disability Insurance) of the Social Se- 
curity Act. Authorizes the Conrmission to establish a lottery and to issue regu- 
lations governing its operation. Requires that revenues from the sale of lottery 
tickets be deposited in the Federal Disability Insurance Trust Fund and the Fed- 
m a 1  Old-Age and Survivors Insurance Trust Fund. Introduced August 3, 1977; 
referred to the Committee on Ways and Means. 



97th Congress 

H.R. 6871 (Matsui) 

Amends the Voting Rights Act of 1965 to allow privately sponsored, nonpar- 
tisan, nonprofit voter lotteries designed to encourage individuals to register 
to vote or to vote. Introduced July 27, 1982; referred to the House Judiciary 
Committee. 

98th Congress 

H.R. 85 (Collins, et. al.) 

Establishes a national lottery the revenues from which shall be used to 
help finance the Old Age, Survivors and Disability Insurance program. Introdue- 
ed January 3, 1983; referred to more than one committee. 

H.R. 6241 (Luken) 

Establishes a National Lottery Commission to study lotteries in the United 
States and other countries and make recommendations on the feasibility of estab- 
lishing a national lottery. Introduced September 13, 1984; referred to the Com- 
mittee on Ways and Means. 

H.R. 6278 (Murphy, A , )  

Establishes a national lottery the revenues from which shall be used to help 
finance the Old Age, Survivors and Disability Insurance program and reduce the 
principal on the Federal debt. Introduced September 19, 1984; referred to the 
Committee on Ways and Means. 

99th Congress 

H.R. 49 (Collins) 

Establishes the National Lottery Commission to administer an annual lottery 
for the benefit of Medicare programs. Establishes the National Medicare Lottery 
Trust Fund. Introduced January 3, 1985; referred to more than one committee. 

H.R. 363 (Luken et al.) 

Establishes a National Lottery Commission to study lotteries in the United 
States and other countries and make recommendations on the feasibility of estab- 
lishing a national lottery. Introduced January 3, 1985; referred to the Commit- 
tee on Ways and Means. 
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CRS Reports on Related Subjects 

U.S.  Library of Congress. Congressional Research Service.  Overview of s t a t e  
lo t tery  operations [by] Kevin F. Winch, Bernevia McCalip, Gary W. Shorter, 
and Kent Ronhovde. [Washington] 1985. 38 p. (Report no. 85-520 E) 

---- Legalized gambling i n  the United States  [by] Bernevia McCalip. [Wash- 
ington] 1983. 34 p. (Report no. 83-84 E )  


