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An old Washington joke is that Republicans are the stupid party and 

Democrats are the evil party, and that bipartisanship occurs when 

someone comes up with an idea that is simultaneously evil and stupid. 

Unfortunately, this joke is disturbingly accurate in the case of 

government-run lotteries.  

 

Almost nonexistent in the near past, lotteries are now ubiquitous. 

Thirty-seven states and the District of Columbia have adopted 

lotteries, and elected officials of both parties seem delighted to have 

more spending money without the pain of raising taxes. And make no 

mistake, the money is the issue. Lottery sales in 1996 were almost $43 

billion, up 950 percent from the $4 billion level in 1982.  

 

By almost any rational standard, however, government-run lotteries 

represent bad public policy. The No. 1 objection is that they lead to 

more government spending. Supporters used to argue that lotteries would 

replace taxes, thus resulting in a less oppressive method of revenue 

collection. Several decades of data, however, provide little reason to 

believe this assertion is true. Tax collections in lottery states have 

continued to rise (as they have in non-lottery states), and the only 

sure conclusion is that government is bigger.  

 

Perhaps even more disturbing, government lotteries victimize the poor. 

More than any other group, lower-income residents are the ones who play 

the lottery, often shelling out hundreds of dollars each year in the 

hope of striking it rich. Yet these are precisely the people who should 

avoid lotteries. As an investment, lotteries are lousy, paying out only 

about half of what they take in. Indeed, states make special efforts to 

design new games, gain more exposure, and finance expensive advertising 

campaigns in an effort to generate more bets. Sadly, if the periodic 

Powerball fevers are any indication, these efforts meet with success.  

 

Supporters of lotteries respond that people should be free to make 

these choices. We allow poor people to rent apartments, buy groceries, 

and hold jobs. Why impose paternalistic policies when it comes to 

gambling? Moreover, only a tiny fraction of lottery players actually 

become compulsive gamblers. Why punish 99 percent of the population in 

an effort - which will probably be unsuccessful, anyhow - to stop 1 

percent of the poor from spending their family food budget? And 

finally, gambling is a form of enjoyment, a way for poor people to have 

some fun. As a result, the fact it is a rotten investment misses the 

point.  

 

All these arguments have merit, but they skirt the main issue. Namely, 

why should state governments be running lotteries? If nothing else, 



lotteries show how much better consumers are treated by the free market 

system. Private gambling operations pay out about 90 cents for every 

dollar wagered (even higher for games such as blackjack), a far better 

deal than the miserly return provided by government-run lotteries. This 

is not because the free market is altruistic. Just like politicians, 

owners of privately run gambling operations want to fleece people. The 

difference is that competition forces the private companies to serve 

the interest of consumers.  

 

A casino that pays only half as much for a winning roulette wheel bet, 

for instance, will quickly lose customers to casinos that pay out a 

larger share of the pot. This competitive pressure bids away profits 

and gives owners an incentive to control costs and seek innovative new 

ways to serve the needs of their customers.  

 

This analysis applies to illegal gambling as well. Bookies 

traditionally allow customers to bet against the point spread for 

sporting events, and they make their money by applying a 10 percent 

charge on the money wagered by those who make losing bets. So if one 

customer bets $50 on a team who beats the point spread and another 

customer bets $50 on a team that failed to cover the spread, the winner 

gets $50 and the loser pays $55. Yes, the bookie makes money, but the 

consumers get the biggest slice of the pie.  

 

Lotteries also show how governments are perfectly willing to engage in 

fraudulent advertising that would result in legal action for a private 

sector company. Big lottery prizes such as the Powerball jackpot are 

stated in nominal terms. "This week's prize: $125 million!" Yet the 

lucky fool who wins this prize will find out that the $125 million is 

available only in increments over a 20-year time period. Needless to 

say, a dollar today has much more value than a dollar that you will 

receive two decades from now. As such, those who elect to take the 

"cash value" of their prize will find that their jackpot shrinks by 

about one-half.  

 

Imagine if a private company engaged in such a deceptive scam, 

promising big dollars to lure customers in the door, but then giving 

them far less than what is implied in the advertising. You can bet your 

last dollar (no pun intended) that some publicity-hungry state attorney 

general will sue the company on behalf of victimized consumers. And, 

just to add insult to injury, those who win the lottery then find the 

Internal Revenue Service on their doorstep, ready to reduce the payout 

by another 30 percent to 40 percent. In other words, the politicians 

win at every step of the game.  

 

Now that the genie is out of the bottle, gambling probably is here to 

stay. Whether government should be in the business of ripping off the 

poor and promoting undesirable behavior, however, is another question. 

Unfortunately, when asked to choose between getting their hands on more 

money and doing the right thing, politicians appear to have a genetic 

instinct that leads them to choose poorly.  
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