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EXECUTIVE SUMMARY

Jeff Dense


A comprehensive analysis of the role played by the Oregon State Lottery within public finance was recently completed. The study’s major findings are as follows:

· State lotteries have assumed a prominent, albeit under-appreciated role within public finance. Given the revenue shortfall attributable to New Federalism, along with fervent anti-tax sentiment, lotteries have been perceived as a ‘fiscal savior’ for many financially challenged states. 

These state enterprises have proven to be a politically expedient source of revenue generating $38.3 billion in sales and $12.1 billion in profits during fiscal year 2000.

· Lottery revenue significance is rising in comparison with twenty-two traditional sources of state revenue. The average rank order of lottery revenue was 6.88 in 1998. The Oregon State Lottery is the 7th largest source of state revenue. Despite this, recent trends in lottery performance highlight the murky future of state lotteries. 17 states suffered declining lottery sales during fiscal year 2000. 21 state lotteries were unable to generate the same level of net revenue as they did during fiscal year 1999.

Trend analysis of recent performance paints an uncomplimentary picture of revenue growth for the Oregon State Lottery. In the last five years per capita total OSL revenue has suffered an annual average decrease of 3.4%. During the last five years video poker has suffered an average annual revenue decrease of 1.8%.
· The Oregon State Lottery (OSL) has provided nearly $2.4 billion in revenue to state coffers since its introduction in 1984, and generated $602 million for educational, economic development and job creation programs during the 1999-2001 biennium. However, analysis revealed a mixed record of success for the OSL.
Over the last decade several OSL games have suffered significant sales decreases. Megabucks, Daily 4 and Breakopen games have endured a recent pattern of decaying annual sales. Instant, Sports Action, and Keno games and traditional game total sales demonstrate a trend of flattening annual per capita sales.

· A comparative assessment of OSL performance reveals room for considerable improvement. During fiscal year the Oregon State Lottery ($16.74) ranked 23rd of 38 lotteries in per capita administrative expenses.  

Traditional lottery game per capita sales were $94.61, well below the national average of $137.68, while per capita revenue generated from traditional games $16.31, well below the national average ($41.20). The OSL ($73.97) ranks 4th of 5 states in video poker profits, significantly lower than the national average ($108.18).

· The primary policy intervention effecting OSL performance is not the introduction of Native American casinos. Instead, the primary determinant of current OSL performance was the introduction of Video Lottery Terminals in 1993. 
The introduction of video poker has had a negative impact on revenue generation by traditional games in the Oregon State Lottery product portfolio.  In the last five years annual per capita traditional game revenue has suffered an average decline of 7.8%.  
· There is little substitution between state lotteries and casinos. The reality is there is far more substitution amongst lottery products than there is between lotteries and casinos. In particular, there is significant substitution between video poker, Megabucks and Breakopen games.

Video poker (.95) and instant scratch-off tickets (.86) sales are highly correlated with OSL total sales. OSL total sales are negatively correlated with the Breakopen, Daily 4 and Megabucks games (-.52, -.65, and -.32) respectively.

· Population and per capita income have a negligible impact on per capita lottery sales for the 36 counties in Oregon. Hence, population and its erstwhile compatriot, urbanization, appear to have little effect on county per capita sales by game.

Sherman County had the highest per capita sales for 6 of the 9 games currently offered by the Oregon State Lottery.  Sherman County had the highest per capita sales for the Instant ($112.85), Megabucks ($22.08), Breakopen ($9.21), Powerball ($62.96), Win 4 Life ($2.85) and Video Poker ($325.41) in fiscal year 2001. Sherman County residents spend an average of 5.38% of their income on OSL products, an astonishing total in comparison with the 2nd ranked county (Tillamook, 1.34%) and the 36 county average (0.96%).

· A skewed pattern of lottery profit distribution exists in Oregon. Wheeler County was able to retrieve $337 per capita in lottery proceeds as part of its State School Fund allocation for its schools during the 1999-2001 biennium, well over the state average of $163, while Tillamook County only received $60. 

The distribution of non-education lottery grants is inequitable. Lottery funded economic development projects in Sherman County received $298 per capita, well over the state average of $29.30. Conversely, Washington County economic development projects received $0.19 per capita in lottery profits. Per capita video poker revenue is distributed in an inequitable manner. Sherman County received $44 per capita in video poker profits, well above the state average of $8.84. Conversely, Benton County received only $2.58 per capita in video poker profits.

· An evaluation of previous research determined that the earmarking of lottery profits has a deleterious effect on education funding. Lotteries have done more to harm education that they have helped in a number of states.

The earmarking of lottery monies to the education community has led to fungibility of existing revenues, and supplantation of educational budgets. This finding has strident implications on Measure 13, which would earmark lottery monies for an Educational Stabilization Fund. Based on evidence unearthed in a number of states, passage of Measure 13 could plausibly lead to a net reduction in educational expenditures. 
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