Lottery Economics
Background
Fifty years ago, state governments considered it part of
their responsibility to protect their citizens from the
dangers of gambling.1 Since then, lotteries have gone from
being banned in every state in America to being operated
and promoted by 44 states and the District of Columbia.2
In most states, the lottery has been sold to legislatures as a
painless way to increase revenues without raising taxes.3
Their revenues have been used to fund a variety of
initiatives, including education, economic development,
social services, and transportation.4 Alabamians have
rejected multiple efforts to expand gambling over the past
twenty years, yet the current shortfall of more than $200
million in the state’s General Fund has some legislators
considering legalizing a state lottery to help fill the state’s
coffers.

Policy Consideration
Despite the liberal use of “millions” (and even “billions” in
some larger states) by gambling supporters to describe the
potential benefits of legalizing a lottery, there are at least
three reasons why doing so is not in the best economic
interests of Alabamians:
Gambling is not a “fix” for any state’s economy. Lotteries
add very little to the incomes of most state governments.
According to the comprehensive annual financial reports
of all state lotteries in 2012, revenues from the average
lottery covered about 3.6% of total state government
expenditures.5 If Alabama chose to adopt a Georgia-style
education lottery, the actual amount received by the state
to offset essential spending would be even lower, as most
lottery revenue would go to college scholarship programs
and other beneficiaries not otherwise covered by either the
General Fund or the Education Trust Fund.1
1

You asked in your earlier remarks whether we would know whether this last
sentence would be true. If Alabama adopted a Georgia-style lottery, the

ISSUE SNAPSHOT
Lotteries add very little to the incomes of most state
governments; the average lottery state realizes only
about 3.6% of its income from its lottery.
The same market forces that reduced Alabama’s tax
revenue—putting the state in its current fiscal
crisis—would have the same effect on a lottery.
The market for large-scale gambling in the United
States is already flooded: 95% of Americans already
live in a state with a lottery, and most are within a
few hours’ drive of one or more of almost 1,000
casinos scattered across the country.

Likewise, a dollar spent on a lottery ticket in Florida,
Georgia or anywhere else does not equal a dollar devoted
to education. In Georgia, for example, about 64 cents of
every dollar in revenue earned by the state’s lottery in
2013 was given back to gambling patrons in the form of
prizes, and another ten cents was used to cover
administrative expenses and commissions for retailers.
The remaining 25 cents per dollar was earmarked for
college scholarships (14 cents; 56%), pre-K programs
(nine cents; 36%), and technology upgrades for the state’s
schools, colleges and universities (two cents; seven
percent).6 Because Alabama has a smaller population and
a lower per-capita income than all of its neighboring
lottery states, fewer dollars could be expected to be played
and raised for the state.7
The same market forces that reduced Alabama’s tax
revenue—putting the state in its current fiscal crisis—
would have the same effect on a lottery. From the
disposition of revenue would indeed go mostly to HOPE-style college
scholarships, with a tiny fraction going to other education-related projects,
because that is the heart of the Georgia model. Except for $200,000 that goes
to Georgia's DHR every year to help pay for gambling addiction treatment, no
other lottery-based funding goes to the equivalent of their General Fund.

beginning of the Great Recession in 2008 to 2012, the
revenues generated by lotteries for their states declined for
an average of two years, with sixteen lottery states
reporting declines for three or more years.8 Similar losses
in gambling-related tax revenue occurred in states with
casinos and riverboat gambling, with seven states having
yet to return to their 2008 tax revenue levels.9 If the
experiences of other states are any lesson, another
economic decline would drive down revenues from an
Alabama lottery, forcing the state to raise taxes and
introduce more exciting and addictive games.10
The market for large-scale gambling in the United States
is already flooded. With 95% of Americans already living
in lottery states, and most living within a few hours’ drive
of one or more of the 979 casinos scattered across the
country, there is little reason that tourists would come to
Alabama to gamble.11 For the most part, lottery revenue
would come from Alabamians. Other states have found
that the discretionary incomes of residents that would
have been spent on local businesses are instead “invested”
in lottery tickets, transferring large amounts of revenue
away from local economies that would have used them to
create jobs, goods, and services. This is the opposite of
the kind of economic stimulus a depressed economy
needs.12

Recommendation
The experiences of other states show that the income a
lottery would bring to Alabama would constitute only a
small fraction of what the state needs to operate.
Gambling revenue is also vulnerable to the ups and downs
of the economy, making it an unstable source of revenue,
particularly in tough economic times. Given that much of
the revenue from an Alabama lottery would come from
the state’s own residents at the cost of local businesses, it
makes no economic sense for Alabama to legalize a
lottery.
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