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l. Introduction

This report. dated June 1995, is prepared for Manitoba Lotteries
Corporation (“MLC')L It comments on a report dated April 7, 19495
entitled “Analysis of the Net Social Benefis from Legalized
Gambling in the Province of Manitoba,” authored by Philippe

1'_']. renne, Ph.D)., Aszistant Prodessor, L'h;p.j_m'r.ﬁnl; of Economics, The
Lmiversity of Winnipeg ("Cyrenne")

1L, Scope And Purpose

This report is imended to provide a third party point of view
regarding the Cyrenne report’s contents, particularly with respect
to the application of economic technigues and with respect 1o the
statistical data used.

Chur report does not atempl o independenily develop an opinion
regarding the “net social benefit from legalized gambling™ in the
Prowinge of Manitoba .

We have not interviewed Cyrenne regarding the assumptions,
cilculations and interpretations wsed in his report.

In that we do not consider ourselves experts in the feld of
pathological gambling we have not commented on Cyrenne's
interpretation of, or selective use of, studies cited on this topic
(other than data-relsted observations). In our view . however, it
would be appropriate for the MLC to commission an inde pendent
assessment of this aspect of the Cyrenne reporn

We understand that this repont may be used for mmternal MLC

PUrg=msSs or may ke a document submitted '.“r:. MLC 1o a commission
reviewing gaming in Maniloba

L Emst & Young 1995
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(11 Conclusion

Cyrenne variously applies microeconomic analysis, econometric
methods and cost benefit analysis to analyze the impact of
Eovernment-managed fambling on the Manitoba economy, and 1o
assess the public policy implications of government's involvement
in gambling. While these analvtical approaches are penerally
appropriate for such analysis, we have identified a variety of
wenknesses l'-'.".~i|.':l:;.".i|'|;.' theit ﬂ[l[:l'.;;m;llln I'\-_',.' L'}'r{'nnu:_

These methodological deficiencies, os well as errors and omdssions i
the datn applied by Cyrenne, are docomented in detail below,
Hecause these are both numerous and sigmificant, they cast serious
doubt on the accuracy and validity of many of the shdy s findings,
both quantitative and qualitative, and on the authoe’s ebjec tivity in
developing his arguments and conclusions,

Major weaknesses or errors in the Cyrenne report include:

inappropriate application andfor interpretation of standard
regression analysis tools in developing forecasts, and in
assessing the degree of possible relationships among variables;

Hawed and inadequately supported microcconomic analvsis in
estimating consumer surplus associated with gambling;

incorrect caleulation methods to determine spending, revenue
and cost cstimaies;

incorrect sourcing and application of various standard data
relating to the Manitoba economy and provincial demographics;
and

apparent lack of balance in citing secondary references and
application of secondary daia sources
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1Y, Restriclions

This report may be usad only for the purpose described above, [i
may nod be reproduced for use beyond internal MLC applications
without our prior consent, which will not be unreasonably
withheld, Any approved reproduction of this report will be
complete and not excenpied.

W, Review of Cyrenne Report

This section of our report reviews commentary and calculations
contained in the Cyrenne report,  The Cyrenne repon is organized
arcund the concept of benefit-cost analysis. It attempts to define, in
dollar terms, the direct and indirect benefits and costs 10 Manitoba
(a1l Manitobansi of “legalized pambling.”

Because we take issuz with a significant portion of the Cyrenne
report’s contents, the commentary which follows is presented
scording to page-number sequence 10 facilitate comparison with
thie Cyrenne report.  This report assumes the reader has read the
Lyrenne paper. For readers who wish 1o refresh their familiarioy
with the Cyrenne report o summary of the approach used in that
document is attached as Appendix 1.

Greneral Commentary

A faalt which underlies many of the problems contained in the
Cyrenne report is s single-minded attempt to correlate social
phenomena {ravel pattemns, business income, charitahble income,
consumer bankruptcies, eic.) o government-managed gambling, It
reminds us of ancient tales in which people believed the crowing of
the cock caused the sun io rise = that is, if only one variable is
examined 1o explain a phenomenon, inevitably some conrelation
between the two can be found. In this report we point out that
Cyrenne's atlempts o comelate gocial |'-I1:_'|||,'||1'|!_'r,|_'|n with
government-managed gambling ignores other persuasive data,

second, Cyrenne’s methodologies w quantify costs and benefits

contim errors in logic and deficiencies in application, We address 3
number of these shortcomings in this report.

3 B Emst & Young 1995
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Third, the Cyrenne report containg severl instances where the data
employed is simply wrong. 'We highlight these instances.

The combination of these deficiencies cast serious doubt on many
of the study’s findings, both quantitative and gualitative, and on
the author's objectivity in developing his arguments and
conelusions,

V.a. Public Finances

In his repoat, Cyrenne describes legalized gambling as “a significan
feature in the public finances of Manitoba.” The data shows that:

*  povernment-managed guming represents a minor portion of
overall public finances:

= eapendiiures on government-managed gaming represcnts less

than 1.53% of provincial gross domestic product.

The twe tables below place legalized MLC gambling into
perspective as comipared 1o the provincial budger and gross
domestic product (GIP)
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V.b. Profitability of Gaming

Cyrenne suggests that “it is important 1o note, that gambling is not
un inherently profitable activity, if the price of gambling was set at
average cost then profits would be zero. Thus, the province of
Manitoba must restrict entry into gambling if it wants 1 earn
profits,”™

This observation is not commect. In theory, it is possible for gambling
iy b & purely competitive indusiry and 1o earn a normal profit jus
like any other industry. Legal gambling is competitive and
profitable in places such s Mevada,

I swch a sitwation, the province of Manitoba would benefit from
the industry in the form of jobs created and various tax revenues
carned just as 15 the cose for many other industries, Obviously,
however, the province can eam monopoly profits by restricting
entry inte gambling, which is exactly what it does

3 © Emst & Young 1995
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V.. Gambling Expendilures

'f:]. renne Comncludes, ||'-.i|||_'_ 4 combmabnon of Statstics Camada
Survey of Family Expenditures data and MLC data that the
amounis spent on gambling by average Winnipeg households
increased by 4 imes from 1990 1w 1994, As we demonsirae in the
following:

the data and calculations on which this finding 15 based are
badly flawed;

wsing this data it 18 mot possible (0 measure ©o what extent
gambling expendineres by Maniiobans have nsen or fallen,

Cyrenne Calewlations

Loyrenne compares the results of two different caleulation methods
to examine gambling expenditures over time. The first method uses
data from Sansncs Canada's Survey of Family Expenditures. The
second method uses MLC revenue and population data. In the
tollowing paragraphs we show the two aliemative methods for the
calculation and then indicate their limitations,

Cyrenne; Houselhold expenditures

In the firss method, Cyrenne refers to the average houschold in
Winnipeg in 1990 spending 0.30% of its total expenditmres, or $111,
on lottery products. The Statistics Canada Swrvey of Family
Expenditures was mios| 1|'r|'|:I|:.' published in the years 1986, 1990,
and 1992, Dara w caleulate lovery expenditure as a percentage of
total expenditere for the average Winnipeg houschold is presented
in the table below.

6 @ Ernst & Young 1995
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Latiry Expindilwred a5 a Percentage of Average Household Expendijure -
Winnipeg

' r

[ it
Laotiery Expenditures {3) T Il
l'oial Expencivare (5} 36,553
Loteery % of Expendiiun b A0 DALY -

Soarce: Seieles Caeads - Tal. Mo, 82-5355

Ok this basis, i1 can be seen that the data shows 19492 hoasehold
|.“':|'l|.'l'.-::iI|.||.'x on lonernes 1o have nsen ;_|_|'||1r|:'-'-ci|_~1_'||:|_'|_l.-' 415 in
nominal dollars from 1990 (X39% from 1986). Mo Statistics Canada
data 15 available beyond 1992,

Cyrenme: MLC Reverue Per Capita

In an apparent atgempt 1o overcome the lack of Statistics Canada
data more current than 1993, Cyrenne attempts a different
calculation for 1994, He next calculates lotteries sxpenditure per
capita for Manitoba using 1odal loneries expenditures and total
adult population which he estimates at 811,000, He divides 1994
gross MLC revenues, 5341676 million, by the population estimate
to armve af a number of 3420,

He concludes that 3420 (MLC revenue per capita calculation) is 4
times 3111 {Statistics Canada 1990 expenditure per household) and
that “the average amount spent on lotteries” increased by four
times during that period.

Comparability of Calenlafions and Corrections
Cyrenne’s atempls to impute the growth in lomery expendiures by
comparng the Family Expenditnre Survey 3111 average spent by

Winnipeg households in 19950 to his per capita calculation of 5420
in 1994 contams numerons eITors.

T @ Emsar & Young 1995
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Ihese two calculations use different bases and are not comparable,
For 1990, the houschold expenditure method yields an average
expenditure of 3111 per household, Dividing MLC revenue by
populanon yields an average expenditure of 3205 per adult in
L9090, Sratistics Canada's Survey of Family Expenditures lisis an
average of 1.83 adults (eighteen years of age or older) per
houschold in 1990, and an average of 1.90in 1992, Cyrenne is
comparing household expenditures in one method to individual
i L""':.P'l.'l'._ﬁl.Lll."'- 1 the second.

Household Expenditures

Looking a1 the household expenditure method first, we adjusied the
average expenditure on lotteries o a real dellar amount to account
for inflation, or increases in the consumer price index. This
adjustment is summarized in the table below,

Lotiery Expenditures as a Percentoge of Average Household Expenditure,
Windipeg - In Beal Dollars | 1984 = Base Yeark

Year

15440 19812
Lasiery Expendiiures (19565 5) ] a3 12%
CF 118.90 126800

Sources Statistics Cannda - Car Mo, §2-555: Cai. Mo, &2-001

Using this data, average lottery expenditure has actually declined or
rermaned flat since 1990 in real dollars and as a perceniage of
household expenditure for the years which data is available

Further, Cyrenne emred when he used $36,563 a3 (he avefie
expenditure of Winnipeg households w calculate the percentage of
expenditure spent on loteries in /994, $36,563 is the Statistics
Canada /990 average expenditure for Winnipeg households.... no
data is available for 1994, The 1able "Lottery Expenditures as a
Percentage of Average Household Income Winnipeg,” shows thay

B © Emst & Young 1995
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household expenditures incressed by 17% between 1990 and 1992
alone, so it is very likely the 336,563 underestimates 19494
expenditure, and that the percentage of expenditure on lotteres 13
loweer than ﬂ'_‘:.'r-:'.'l'.ln.:"\. caleulared 1,129%,

MLC Revenue Per Capita
A table summanzing MLC revenue per copifa 15 presented below

MILC Rivenus per Capila

Year
15a5 ] 1540 1551 1542

MILE Revesss ,
|

{3000 S165.106 | 5167084 | 5172095 | 5193017 [ 5258154
| 1

Populmion (LX)
Loiienes
Expandiiure per

L RI02.44 | 57048 | 520977 | $233.50 | 5304991 | B&07.19

Sources Statistics Camxda - CANSIM: MLC Annual Beporis
Feotas: Adell Populaton = 1% years al ape and older

This caleulation method would generae a per capita revenue value
of approximately 5407 in 1994 and 5205 in 1990, Therefore, by
this method, expenditures from 1990w 19994 would have doubled -
ol quadrupled,

The souree of | -y rendie's eslimate of the adall ]:-c:-|1|,:|li|!|||r| of
Manitoba at 81 1,000 for 1994 is unknown., Our adult popalation
murmbers are from Statistics Canadas CANSIM and " Trrercensal
and Posteerial Anaial Estimaes of Populittion ard Compvonens
of Groweh by Sex and Age for Caneda, Provinces ard Territories,
July I, 19711993 These estimates take into account the resulis
of the Censuges .|l.|iu-!1l.‘;.‘| for net censis |:||||||.'||.'|l|.|r|I:. non permancnt
residents and retuming Canadians up to 199]. CANSIM data for
1994 by age shows the 1994 aduli popalation of Manitoba 10 be
approximately 339,000, (We have defined the aduly population as
individuals 18 years of nge or older.)

9 & Emst & Young 1995
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and Total Pogpulation Siamicilea

Population  ("800s)|Adubl % of| Populatkon Changs (%)
Vear | Adull | Total | Toial Adluli Total
1943 .1 106 6 73,229 1.37% TITE:
1986 ROLA 10540 T3.46% i 30 i i7%
1987 ) 100s 11.51% LETE 0L 50%
TUHH El14 Bobod T . 545 . 309
19EE ElS 1LDAT 31.73% 0.27% (), 14%
100 £17.1 11064 x| L 18% 0. 20%
1Hn Exi ) 713,695 {44%
261 N EN 4.2%% } 2%
H317 I LI 4. MR 1.1} 0. 236%
330 11324 4075 1.51%

Somrces: Statistics Conada - Ca, Mo, 91-537, Revised Iniercensal Esimmes; CANSIM

ol Population ls TR Yisrs af & pe [

Conclusion

We are of the view that, even using the data comrectly, neither
approach is able to accurately measure expenditures on gambling
products by Manitobans, Both methods are unable 1o measure the
“leakage” of gambling dollars into and out of Maniteha, We don't
Enow if, or what portion, of wal spending by Maniobans on
gambling has shifted from ouside Manitoba o within Manitoba
And, we don’t know how muech of MLC revenees are generated
from non Manitobans,

V.d. Expendilures Inversely Related To Income

Cyrenne observes that “as a percentipge of income, lotiery
expenditures are inversely related 10 income.™ In making this poini,
Cyrenne is laying the foundation for an argument which suggests
that lotteries represent an unfair, regressive form of taxation. We
note that:

= many 1ypes of expenditures are inversely related to income.

I 2 Emnst & Young 1995
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W llustrate below that many poods share this same property 43
|-::-Ih'r:l |.':-:|||,'||:1|I||r|'x, ey, that :"\.'|'\-\.:1I|.|i|'.lll"k. o theeam are
inversely related 1o income. Examples include household
operations (communications, child care, pet expenses, etc.),
cigarettes and laundry and dry-cleaning costs. The following iable
highlights this property for selected items.

Percemtagpes of Household Expendileres by Household Income -
Peairie Provinees 199E

Haouwiehold)] Lawndry
Howseheld |Howsehold Cleaming ! & [ry=

1 o il [bparation |Cigareties| Sapplies |Cleaning | Lolleries
Under 515,000 65 5% 0.9% I 5% (il
TG MM . 70 004 & A 3 4 141 L 1A e
S0 [ - T e 1% 1% L.E% L4 4%
330,004} - ¥4 4.T% 1% 0.7% 0.3% DA%
340000 - 49 559 4 1. 5% AL . 03% 0.3%
R0 D0 - A GGG 4.4% 1.5% {65 L% [WI-L
S50 DO - T G 4.1% 1.%% 0.5% 0% 03%
FR0LD00 and aver 4 5% 056% 4% 0% 02%

Sounse: Staledcs Canada, Cal Mo, 62-555

V.e. Travel By Manitobans

Cyrenne discusses the affect of expanded legalized gambling on the
numiber of Mamtobans travebing to jumsdictions with extensive
gambling networks on page 7 ol s report and presents supporting
dara in his E'-i_.'IIII: i, He s, [Irl\.:‘\.l.lrll:'.hl_'_-', alEmpring ]-.;r-:-||_;-||j|,' the
reader that government-managed gaming in Manitoba has no
infleenced the frequency with which Maniwohans gamble outside
Manitoba, Our analysis shows thar:

{-.:. renne uged incormect data in his -:':'.|:':||,_1I:||'|r|'v::

the data does not enable o conclusion regarding gambling-
clated travel.

11 & Emst & Young 1995
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Char review of the published data shows that Cyrenne misused this
data. He presents data as “Manitobans Traveling o the 15,7, but
the data 15 actually the number of Cangdians raveling to the LS.
The correct data for Manitobans is presented in the table below, for
visits of one or more nighis

Manitoba Residemis Travelling to the Unlied Stades - Visits by Siate
Compared oo ik Aversgpe Exchange Rate

Seleried ¥ i

Sratis 10 I 1993 =
South Drakots VT, 700 T 400 LT ] Lyl i M3 4
Mpw lersoy 12000 Kl 1,100 1, 3K = N
Meevadn 25 A0 IT.EO0 TET00 27,100 17100
Manm:sila 193 200 175 400 1 400 125,500 151,500
Honh Delkea S84 TN S04 W 1% & BN ST 119 41}

Traal ) AR ] B39 100 T A 0,500 15 600
Averuge

Lamadlon
Dhadllsr im LIS N8TI& 0.BXTE 07755 07321
Funds

source: Swmusiecs Cangadn, Inemations Teevel Secton: Bank of Casada Revicw
Spring 1995

Mate: Dt preseniod i Tor visits of one or more nighcs

{:l.':l'.lr;l.rj.' (L) |:"_-. renne's statement that “the numbers of Mannobans
1::|1.--:.i|a; to such [.[_le'l'lh]:.l'l'_.‘: srates such as South Dakoa, Minnesota,
Mew Jersey and Mevada has been almost constant,” the dats
generally shows sizable fluctuamons, both up and dowmn, since 1950
with a sharp decline in 1994, The exceplions are Mew Jersey, where
there 15 o sharp increase in 19494 (although the numbers are tiny),
and Morth Dakota. The Latter attracis the large majority of travel by
Manitobans and the number of ravelers has declined :-:t.-._'uj':l_'\_-.' amd
dramatically since 1991,

12 © Ernst & Young 1995
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Further, the usefulness of 1this analysis is questionable in that the
data does not isolate gaming wavel, and that Manitobans may have
a number of motives for I:':ll.'|:|i||.|l, OF Tk I'r:l,'.-i.:"lmg i thess states,
Cyrenne mentions major influences in changes in travel patterns
were likely the introduction of the GST and the relatively strong
value of the Canadian dollar, particularly in 1991, Not surprisingly.
total U5, mravel by Manitobans fell as the Canadian dollar declined
in value relative w the U5, dollar,

V.. Revenues To Operators

Cyrenne classifies profits to government as benefits and all MLC
payments 12 suppliers as cosis to produce the gambling products.
This is appropriate. However, in his calculation of benefits, Cyrenne
also determines thar the 533 million he estimates will be paid o VLT
site holders as “commission”™ to be benefits. Here Cyrenne’s
inclusion of benefits 1o sive holders is inappropriate because:

* the focus of the benefits calculation is government and society
at '.:LI'!.[_-;.', o disdivicluals,

For Cyrenne to inclede payments to VLT site holders as benefits
“opens the door™ for other payments to suppliers (o be similarly be
clussified as benefits. For example, just as VLT siie holders {age
comtrolled, licensed premises such as lounges and hotels) receive
compensation, 0 do retailers (often convenience stores, pharmacies,
eic.} who sell lowery tickets, The millions paid o these retailers are
hghly similar in namwee 10 VLT commissions and should, therefore,
be included as “benefits™ if Cyrenne's cost benefit analysis were
consistently applied. Funther, if expenditures to these suppliers of
service 10 ML are benefins, expenditures made to other suppliers
are equally “beneficial™ w Manitoh

In summary, it is our view that the cost benefit approach used by
Cyrenne is inconsistent,

13 & Ems & Young 1995
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V.g. Consumer Benefits

In hs dhzcussion of consumer surplus (benefits enjoved by
consumers 0 addibon 1o the amount paid for a good), Cyrenne
concludes thar for gambling “the demand curve is therefore
relatively inelasiic, than is, not very responsive to the price of
gambling™ and “there is relatively listhe consumer surplus
remaining.” In oor view:

these comments appear 1 be both imprecise and inconsiseent;
* o support is provided o substantiate their validiny,

To begin, Cyrenne does not specify precisely what he means by
“relatively inelastic™ as a description of the demand curve overall,
Howewver, we note that for most demand curves, there is some price
range where demsand 15 elaste, that is, where a relative increase in
price would be mone than offsey by a relative decrease in guaniny
sorld, =0 that the overall effect is 3 decline in total revenue. Since
Cyrenne regards the MLC as a monopalist, then it follows that in
order o maximize profit, the MLC would et the price of gambling
in the elastic portion of the demand curve, which sesms at variance
W i':h II'\- LAITTATTR2T1E

While the technical proof of this fact 15 beyond the scope of this
paper, the argument can be summanzed simply as follows: (o
maximize profit, the monopolist prices where the incremental
revenue from selling an additional unit is just equal o the
mcremental cost of producing thar umt. Since this incremental cost
is positive, 50 oo is the incremental revene, Suppose the producer
were 10 reduce the price a little. This would prompt a small increase
in the quantity sold, and would result in a small gain in overall
revenwe {(since incremental revenue from another undl is positive)
Thus, the relative decline in the pric-: i5 oW e1ghed ||_'\_-.' the relatrye
gain in the quantity sold, which 15 precisely what is meant when
demand is said to be elastic in this price range.

{:_'. renne offers no arguments or calculations 1o Support his
comtention that “there is relatively linle consumer surplus
rematming . Indeed, such a calculation depends on the shape of the
demand curve, about which insufficient information is known.

14 2 Emst & 's':u_mg 1955
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In passing, we poant out that consumer surplus rises as the price
falls, and that the consumer surplus is therefore bigger in the
mnelastwe portion of the demand curve than in the elastic portion,
which is precisely why a monopolist prices in the elastic portion of
the curve,

V.h. Cosis Of Providing Gaming Services

[n Cyrenne’s measurement of social costs he includes an estimate of
costs 1o provide gaming services (coc in s Table 1 include an
estimite of annual YLT machine costs and annual operating cosis).
Lur revaew of s r|1:_'|||-:'~_=.n||:|-__::.' shiows:

#  he has double counted both [¥pes of 2xpense

First, Cyrenne calculates an estimated 1 million as the annoal
charge tor the omounts invested o create a VLT network of 4,900
machimes. His logic here is fouley. He has ignored the face thar the
el revenes he has used as the basis of his benefit calculation is
already net of 34,7 million in non cash depreciation charges for the
VLT network

Second, Cyrenne shows MLC's annual general and administrative
expenses of approximately 54.9 million as a social cost. In doing
this he has committed yet another mechanical error in that in his
development of his estimate of annual non VLT revenves (the 1994
amount of $103 million, plateauing at 5110 million) he has already
deducted the gemeral and administrative expenses. (His calculation
was 5181 million net revenoe - 578 mallion VLT = $103 non VLT,
The 5181 million is already net of general and administrative costs.)

V.. LossiIn Profits To Charitable Organizations

1'_']. TENNE Argwes that |l.‘:_;:||i..'.:|.| _.-::rnhling hias an adverse effect on

chantable revenues (see pages 16-18), His argument in this respect
1% umconvincing. In particular

*  he places a heavy reliance upon a forecast of his own creation
tor estimating the expected level of chariable deductions, hazsed
upon the siale of the economy;

L5 & Ernst & Young 1905
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#  he ignores other economic factors which may explain changes in
donation patierns.

With respect 1o his donation forecast, there are no details |1ml.'||J¢|_|
concerning his forecasting methodology. There are only seven data
points in Figure 10 to which he refers the reader, If his analysis s
based wpon these data points, surely this is inadequate information
upon which to base a forecast. Even further, Cyrenne supplics no
evidence 1o support the contention that such a simplistic mode] of
chantable Behivior 1% reaeomable, Also, L':.':r{'mlc _t:uppli::.:-: no
indication of the relizhility of the forecast model in 3 stansteal
gense, that is, the standard error, so it % impossible 1o judge whether
the varance berween the actual level of charitable deductions and
those that would have been predicied by the model are even
statistically significant.

O page 17 of his report, Cyrenne states that charitable gaming
profits are static or falling from which he deduces that MLC
produwcts have hurt chantable paming. He performs no further
analysis o support that conclusion. He fails even to consider his
own logie from earlier in bis report wherein he states that gaming
revenue can be expected w plateaw after a period of growth. This
|'.l|'|i.'|:i.l|'l'.l\.'|'ll.|:| irself (4 H Y -:'-.|:~|_1||'| chartable BRTINE Mevene irencs,

Detailed data shows that while charitable gaming net profits have
been remaining relatively flat in the past four years, gross revenues
have in fact been increasing

Chariabde Giamang | 3010

Lamaee Havaones
Prizes Faid
Tulal Eapermncs
Mei Prafii

Seurce: ML Arneal Beporis

Pooss Prizes Paid ared Tonal Expesses aie 28 lvmalod (or 19E5, 1088 x=d 19E7, ozl e nel pvmilabe
oo 148N

Lsa Por 184 was provaded by ML and has been epdaned sisce sppeaning in the 1994 MLC
wrmua] repEmi
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While the II:|rr|'|'||||_'_ ol chartakhle gaming |1r-!|||._1h'|||:.' may b= a
pr:'-g:.u:_'l of nurmerous Beetors, 10 may |:!:!_|-.':|II:I. result as a lack of cost
pontrod by chanbes as they Comipee with @ach other [or consumier
dedlars, The graph below indicates that prizes paid as a percentage
of gross revenue 15 following an increasing remd

Charitabbe Gamigg - Prizes Paid a8 a Percenlage of

ernes Revemus

4

P

-

Pz e Paiidd

Fercentage

Year
Source: MLC Annual Reports; Dala not available for 1958

Cwrenne then argues that 55 mallion of charitable donations were
lost as a result of the expansion of legalized gambling and that this
reduction in chariable denations 15 |;|T_|L:_'|=_.' attnbutable to rural
Manitoba.

In 1992 39% of the ol chantable deductions for Manitoba were
donated by residents outside of ".'-.'innlrn:._;, The table below
sumimarizes the odal charitable donations allowed |:|_':.' Hevenne
Canada for individuals in Winnipeg and other areas in Manitoba,
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Charitable Donations (5 000}

LHher
Sanigoha

|
Year | Winmipep

1585 43,088
1505 | 47,757
1987 4,35] 50,03
1555

IGEe) 83022

15540 U1 0B
1551 13033
15T aa 67

Sowe: Revenue Cannda - Taxnotion Sumistics

The year over year growth in chariable donatons for Mand toba
peaked in 1989, and decreased inothe following years. The year
over year change data is presented below for Manitoba and
neighboring provinces for comparizsen, {(Doenation daa subsequent
o 1952 0 vet unavailable.)

Chavritable Domiions
¥ear Over Year Chanpe (%)

hewanl|  Ontano

HHI%| D34S
UL | d.45%
CLLR% | L AEL
4% 9. 78%
T2k | 1M
[ |

L.06% |

Souree: Rewsemye Canada - Taxalion Staiisins
Ihe table above shows that these provinces displaved similar mrends

o Manitoba's. Neither of the other provinces had VLT s during the
mEriod,
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It is more instructive to consider the effect of fluctuations i farm
net income on charitable donations of Manitoba residents hiving in
areas other than Winnipeg. The table below examines the
relationship berween charitable donations and farm net income.

Charitable Dunations & Farm Ml D oms

ither
Mamitnha
Charidable
Chibeer [homatioms
“anidoba - Blanilcha as @ B ool
i Farm Met Ylaniqoka
Inedime Farm *et
Yeur ] 5" TN el - 11 s @

'__--l\. 1% OER Sl T %45
1130845 | 7 178 12 51
15T §0L,936 i ] PG
1988 §3.012 150 5%
|RES L ] 40 12.19%
(R &1 567 472 15, 34%
1991 [LET ) 143 &4 6%
Loo3 HLEN4 Iy 15.50%

Soupce: Revened Camads - Taxason Suvtisics; Manmioba Apriculvoee Y eirbook [R2

The data shows that farm incomes suffered a precipitous drop i
1991 and that in 1992, while recovering, remained beloa 195%

bevels

It i5 our view that the Blows iaken by Manitoba's rural economy, as
well as broader consumer 155ues feflected in the three provinces’
donation patterns, had an influence on 1992 rural Manitoba
donations,

V.. Lossin Profits To Other Businesses

Cyrenne calculates as a social cost his estimate of profits lost in
1992 by businesses in rural Manitoba as a result of monies spent on
ing. Todoso he forecasts net income of self employed
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forecast, the differential 15 a gambling-related co1. According to
Crorenne “thig meature 1% ||L-..I'3. 1 pack wp the .I“I.-:: on Small
husinesses particularly in rural Manioha” (page 18 In our view:

a t_'}'r::nru' has monsukad zalf :'|1||'\-|-::--.'-q_'|| rceme data, i .::'I||.'|'||_'_.'
shows the oppasite of his contention:

he hos ignored the more sigmificant incorporated business
meame bevels, the efect of the recestion, amd the Tact that
T{':!-’!Th‘d Laxable ineomes o not cormalate 3|:r|E;I'.:-:l|{'I.1.' with GDP
His alempls 1o lorecast losn sell l.'rII[I|II_':.'rIII_'II| BT Are
mzaningless,

I order to estirmate los profis, 1_':.'rl_':||:{' Once agn ._I.,'.'.':_'I||'|1:~ a
ghly '-\.1|||||I|'-.I||.' eramomelric model which uses the state of the
coonomy as the single explanatory variahle for the change in the
net income of self-empl l.l'.l..i I|I-.|.|'. iduals in Manitoha, As was the
case in his earlier econometric estimation, Cyrenne does not exhibit
any deuls of the estmanon |:|r-::-|:'|';1|,|r¢ The resalts that are shown
cover only an ::1;__'!|I VEAT |1-.'ri:'-:_!. far oo few observations for
developing reliable econometric results, The standard error from the
regression is nod shown, and the time period relating o the
introduction of video lotery 1erminals in rural Manitoba 15 far 100
shomt to derive any reliable conclusions

Cyrenne does not state the source of his self-employed income
statishes, He presents data for ol of Manitoba in his Figure 12, he
does ned use data tor s2lf-employed net mcome in rural areas only
We yed Revenoe Canada’s Taxaiion Srarisiios to examine the
total self :'|1:|1|-:'-:.':'|.I nel income egrned I,1'.' all Mamiobans m the
taxation years 1988 wo 1992, This data s |1n._.~.|,'1||-:_|_l in the tahle
below for Winnipeg and for other areas of Manitoba excluding
Wi |.||||‘:-|. g Ie 1992 5549 of all zeli |,,.rl1|,I|I_'|}I_'|;] ncome Noe MManiioha
was carned by Winnipeg residents, Self-employed net income for
Oither Manitokba, or rural Manitoba, actually increases in 1992 while
it declines in Winnipeg.
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Sell-Employed Net Income |5 00|

Tharllars (% D) Change (%)

Yiar | Winndpes | Other Mb | Total Mb Wimnipez | Trbser Mb
§.1.1 42 i LITALHY AUz
1Ok {4, sl 887175 5555 14T
FEHH]) 03,826 ITLTIG . 1045
3] 48] 8954 LLLm A | . e 2 MR

1992 464 408

Siource: Revenas CUamads - Tasaeod Seilvalics

We have additional concerng with thiz :_|.|'||'|r-:'-;||_'|'| Farst. L'_'_.'n_-.nm_-e
observes (page 18) that it is necessary o “count as losses the las
profits which are brought about by a reduction in demand for those
ponds which are substitutes for gambling™ in estimating the costs of
legabized gambling. Howewver, his methoedology fails to attempt 1o
measune increases in profits for those businesses which provide
complimentary goods, These could include the hotel, restaurant and
tourist indusiries, all of which are supporiers of variows forms of
legalized gambling. By looking only at self employed income he
has ignored most businesses which would provide the

“substitutes” Cyrenne believes are hurt by gambling. Cerainly,
mest providers of entertainment ane incorporated be they theatres,
bowling alleys, or pizza parlors,

Further, most -_':'|'.|l.'|'l|l.'||;.':||i:|| ticommes are mifloenced |:|_1. hirgsicl
business trends. Taxable incorporated business mcome can be used
to examine business rends. The able below summarisaes raxahle
incorporated business income for Maniwoha, Saskaichewan and
Ontario,
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Taxable Incorporated Business Incoane (5'00H15)

Prisinee

W Emr Mamitoba | Suskatchewan Cmtario
IUHE 1 AFE 41 Sk A 25,117,700
1280 K 1 YT 026 24 01 83
T4 NS BG7.725
T e BT I 1K X777 66T
1992 370 TaM 206 14,793,724

Soyree: Smss Candda, Findgncig and Taxahle Swanstic o Enl
All thres provinces dhisplay s lar remwds

Becouse the average taxable income tor incorporated businesses
will vary h:-.' Py imce, 1 1s wlzo pzeful o look at the nomber of
buasimesses TEpOTting laxable income, Mot :'-nl':' chel incomes [all in
1992 hut the number of businesses shrunk, This data 15 semmaried
i the following 1akle

Samber of Incorporated Bedimessgs wilh Taxable Income

Frovince

Year Manitoba |Saskaichewan Cimiarin
k=14 0,235 11,095 121,556
(5 H, 705 4 il (M3, 534
1940 B.B54 DRSS 103,378
i | H,2M Q417 LR R E]
1oz | 612 R,555 71,783

Sources Siatislics Canada, Fimancial and Taxable Siatssics for Enireprises

Year over YEAT PETCENL ;.||:|:|.|.'q_' in the number of |||'.'::-|'..-.:-1:|Il.'.|1
businesses reporting taxable income follows:
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Sumber of Ingorporated Businessis wilh Tavakble Incomse
Yenr Over Year Change

¥ Ear

Pravinge

—

Mlanitiha

Suskalchewun

Omturio

(1.4
TRy
3}
[E

1992

<14.30%

1A%
L
-H.6F

-1 HH%
1.96%: §
4. 30%

0G5

-12.365%

2965
17, 1érR
-14,15%

Source: Smustes Cankda, Finsncial and Tasable Sussics for Enapaiases

.-";:'_:'.lu. I three provinces have similiar trends. FFourther, as shown
below, business income does not correlate w.||1'.|1|i~|n'l1_.- with GDP,

Smumber o |.IIII"-r|'|III'H|I-I| Bwimeises wiih Taxpble Income
Compared to GDF -

Mandtoba

N _"'-:1.|n| |.|.|lr al

Busimesses

G0P

Change (%)

15 @00, B}

i [T L TTEY

TCLT]

B,765
BB54
B279

7.612

21,256
22437
23,124
22 K41

234631

1
i4.365% |
1AK%
e L
&%

GDP

5.56%
100
-1.22%

1a6%|

aeoe0052.tif

: Biatstics Canada, Fimancial and Taxable Siumistics for Emreprises
Sansucs Comads, Car Mo 1100

In SUIMITELrY, Lyrenne 5 altemps to forecast lost self :_'|1|p|-::-:.'|1'.:_':|1
incomee are meaningless

Ta support his estimate of lost profits to businesses providing poods
and services for which gambling is a substiuee, Cyrenne cites the
results of a survey of rural Manitoba businesses conducted by the
Winmpeg Free Press, 1f the resules of this survey are to be believed,
then moughly 7% of all businesses believe that business and profits
wall be up or will remiin the same following the intoduction of
video lodtery termanals, Further, almost %0% of businesses report
that emploviment 15 up of the same since video lottery terminals were
introduced,

-
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Im our view, however, the design of the survey is wanting in many
respects, For example, the guestions posed are simplistic or vague,
there is no evidence that the respondents were requested to check
their records in order o ensure the accuracy of their responses.
There 15 no discussion as 0 how the businesses were selected,
whether or nod the -.sr|1|'|l:_' o busimesses selected can be consclerad
representative, how the sample frone was determined from which
businesses were selected, and how issues of non-response could
affect the stated survey resulis,

V.k. Discussion Of Costs Of Pathological Gambling

In an effort to quantity the social costs which arise from problem
gambling, Cyrenne bases his caloulations upon differing estimntes
wihich APpear i bwo stuches ot the LS. situzstion ."L{n;'llrdil'.g A%}
thess shecdies, the socal costs per pathological gambler in 1981 in
the U5, was S13,600(LI5) and £8,200(L1S), respectively. The two
studies are hased wpon essentially the same data and differ only in a
relatively minos methodological issue, Cyrenne derives what be
believes is the eguivalent amount in 1995 Canadian dollars by
assuming an inberest rate of 5% and then converting the U5, dollar
figure into Canadian dollars, In our view this methodology is
seriously Mawed because:

+  the mechanics used fo generate a current Manitoba equivalent
for this 14 year old U5, data are faulty;

*  the social costs per pathological gambler used in his calculations
are highly suspect

{_.:.:L'un-.:'- egimae of woenal costs of p;l_llu,'.l!_'.gl-'_'.:ﬁ pirnang are hiised
on work done by Rachel A, Valberg, Ph.D. As a result of enquiries
by us, Wolberg has written 1o us saving:

“With respect to your inguiry regarding the figures used by
Roben Goodman in Legahized Gambling as o Strategy for
Ecomomic Development, quoting an unpublished presentation |
gave ol the seventh Manonal Conference on Gambling Behwvior
in 19403, [ll:_'.;l'\;!_' node the ||||||.-.|_-1|-|L_| F-:;-inls:
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The dollar figures wsed by Mr. Goodman, and therafore
Professor Cyrenne, are based on o 1981 sample of 25
individuals selected trom a group of approximately B0
|:|;|'_h-::|-:g|:_'u| t::||1||1|-.'r- 1n an anpaten] fredlment Program i
the United Seates,

This sumple cannot be considerad representative of
p:ll!l-::-l-:'-|_'_|-.':|| ;-'_:'.|1'.|1|-.:r- i FEalmEnl 2ance most Fealimenl
programs are suipatient facilites, Mor i3 this sample
representative of pathological gamblers in the general
population. Given these differences, extrapolation of data
frorm this sample is of extremely limited use.

Furher, given the small size of the original sample of
pathological gamblers, the “social costs™ associated with this
sample are best considered anecdotal and should not be

considered reliable for extrupolation to larger groups.

The lack of existing research in this arca makes the calculation of
the total social costs associated with problem gaming
speculative at best. 1t i1s unfortunate that the social cost figures |
developed for discussion purposes at the conference in 1993
have been BIVERN il & redibelity that 1 do not beheve I,I'u:_'].
wiarrant,

Further, Cyrenne’s ad hoc methodology for estimating social costs
from problem gambling in Canada is entirely inappropriate. To
begin, there is ne reason to believe that the social costs for problem
gambling in Canada are related to those in the U, in any simple
way such as this might suggest. The Canadian and U5, economy
differ with respect to wage rites, socil systems, impor costs, bl
dut padterns and many other factors which wouold make 2uch a

amphistie comparizen fdiculous withow a considerable weight of

LuppoTiing evidence,

Ewen further, the conversion '.r||.'II||||I-.:-I:'-g:I.' whch I:_":'n;:nru.'. :|:,!|1|'|[~.
o ascertam the Canahan dollar costs 15 nonsense. In theory, 1013
miot clear whether 10 convert the ULS, dollar estimate from 1981 ino
the corresponding Canadian dollar value in 1981, and then apply
Canadian intlation, or te inflake the U5, dollar estimate to 1994
aceording o LLE, inflation, and then apply some exchange
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conversion. [n any event, 1o convert from 15981 dollors to 1995
dallars, '.'l."l‘..iil'.|:. ane should aor use an interest rate a5 he does, but
rather an inflation rate

Second, it is by no means clear what would be the appropriate
exchange rate for conventing the U.S. dollar costs into Canadian
dollars. What is clear i tha ||:-.' using a 71 cent Canadhan dollar,
which is very close 1o the historical low for the Canadian exchange
rate relative w the U5, dollar, Cyrenne 15 unfairly biasing the
es5mals

V.. Losl Salary Due To Pathological Gambling

Cyrenne ohserves that “the mapor cost from problem and
r"ZII:I'II:!h'IgiE al ;_:.ll'l'.h”IIg i7 the dollar walue of the -i|i:|'r}' thit wonald
have been earned by problem and pathological gamblers who lost

therr jobs {page 22). Cyrenne then proceeds o develop a

calculation for the cost associated with such job loss based wpon his
estimale ihat 30% of problem and pathological gamblers lose their
jobs and that the position remains unfilled for half a year. In our
view!

«  the :|m'.|'.r|;'-|i-.:||'\-. Hl | u||x|_1|1|'||_1r||_*-|_1:
¢ lhe calculations contain mechanical errors,

First, there is absolutely no evidence provided to support the
reasonability of either of Cyrenmne’s assumptions. For example,
calculating that jobs remain vacant for half a year assumes
elatively little slack in the workforce, I it were altermatively
assamed thar j:.l|'l VACANCIE: Were |1r-.|:r|3:-1|:, filled h:..' |_||-||;-|1||1|{-_-::{-d
individuals collecting unemployment insurance, Cyrenne's
approach would generate zero social salary costs

Further, we observe that the math he uses to calculate social costs in
Appendix Af, page 40, is in error. Specifically, he calculates the
same cost for unemployment insurance regardless of whether 30¢9%
of s esnimated 5,000 problem gamblers lose their pobs or whether
10U b s, This 15 incormect.
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¥.m. Other Social Costs

Cyrenne determimes other social costs to be measurable by
estimating the amounts of money transferred involuntarily o
gambling from the family members of problem gamblers, The
methedology he employs:

= uses daa which 1s imconsisient with other calculations in his
report and thereby biases his result,

Hiz calculation attempts to measure the amount by which gambling
expendimres of problem gamblers excesd normal discretionary
spending by families, He estimates the annual income of problem
E.;I'I'JI:III\_'I:'\- to b 815 000, wses a 21% estimate of |;|1'\.'|;r|,'|i|::-|1;|r:|'
spending (from the Family Expendinere Survey) and then
concludes that if problem gamblers spend 55 000 per year on
gamblimg 1t woold exceed 33,150 (21% of 315,0080) by 51,850, The
51,850 is meant to represent the necessities family members are
deprived of and i3 muliplied by the number of problem gamblers o
derive 3 sacial cosi

This methodology would not withstand rigorous examination by an
eupert in the area of gaming pistholagy, For example, the same
Cifellner study he cites wo develop his gambling expenditure
cetimate also says that over 40% of problem gamblers are single and
never married

Further, we question why Cyrenne uses a problem gambles
employment income estimate of $Z9.000 in the calculation of “lost
salary™ and then uses 515000 as the income estimate when
calculating “other” social costs. In both cases he's referring 1o the
same popuelation of 5,000 estimated problem gamblers. By
changing income estimates he has biased the calculation of other
social costs, I the higher income estimaie is used and the same
methedology applied, no ather social costs are incurmed

V.n. Consumer Bankruptcles

Lyrenne cites the expansion of the VLT nerwork as the reason for
the discrepancy between actual consumer bankrupicies and his
forecasted consumer bankrupicies for 1990 and 1992 on page 30 of
his report. We conclude that

-
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+  bankrupey wends reflect broader social and economic factors;

#  Cyrenne wses a highly simphistic model in his anempt 1o predic
h;|1|krl_|'|'-|r::'- m Mamioha

The table below summarizes the number of consumer bankrupicies
T E 15t h g [, e
for |1'|gl horng provinces
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Mumher of Uonsamer Hamkrupicks - By Proviets

Year

Provinoe

Nlamitoha

Uilarin

Sk abihe wan

1783
1504
19T
1588
1555
Er= il
191
142
1993
[T

[T
T4
[T}
L6
1414
A9
L
1843
1354

T LT

]
1.53R0
708
1AL
e
£.IR7
65, )
T8
1.153

1436

454
Al
&1
I
O3
1341
1,607
1340
1204
1238

Soune

CHTice ol i Superimendent «

Bankrupicy

The following table shows that both Saskatchewan and Ontano
also had dramatic growth in the number of consomer bankruptcies
from 1990 po 1991,
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Nambsr of Consumer Bankruplcies - By Provimce
Vear Cher Year Change

FProvinoe

Mamitoha {mlario Ruskaichewnn

14.34% 11.00%:
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11105 E1.56% TIAR%
15, D 61 55% B
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23545

2 M

.75
12 ER%
R

WLTIS

source: Dibice ol the Supéisicndenl of Bankrupicy
The growth pattern in consumer bankrupicies appears 1o be very
similar in all the provinces. Ontario, which does not have
government VLT3, actually shows the largest increase in consumer
bankruptcies im 1990, 1991, and 1992, Clearly, there are broader
economic factors, consurmers confidence factors and other factors
influencing bankrupicy panemns. 'We do not find it credible 1o
attempt to correlate the expanzion of povernment-managed YLT's
o consumer bankrupecies. In fact, 10 do o would emroneously
wmiply that the expansion of the VLT network in Manitoba from
1992 10 1994 caused a decline in bankrupicies during those years

Y. Summary

Cyrenne concleded that “Legalized gambling produces enormous
social benefits and enormous social costs™ and calenlated net
benefits o exceed costs. We have not attermpted 1o arrive at our
oan opinion as 1o what thess benefits and cosis might be.

Car review of the Cyrenna report has revealed a number of
significant methodological deficiencies as well as errors and
omissions in the application of dota, These cast serious doubt on the
validity and accuracy of the sdy’s findings, the aothor’s
objectivity, and the usefulness of his reporn.
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Appendix |. Overview Of Cyrenne Repor

The Cyrenne report 15 organized around the concept of benefit-cost
analysis, I attempts 1o defing, in dollar terms, the direct and indirect
benehits and costs to Mamtoba (all Manitobans) of “legalized
gambhng.”

['Whilke Cyrenne introduces his repon as a net social benefin siudy of
legalized pambling, it tocuses exclusively on MLC-operated garmes
[he report does not review non-MLC gaming, such as horse racing
and licensed chamable gaming events. Additionally, within the
subset of MLC produces the foces 15 primarnly on video lottery
terminals “YLT ™)

Cyrenne estimartes the annual dollar benefins of gaming as follows

(in S'000,000s):
Revenuves (o government 3210
Revenues Lo operators i3
Consumer benefits 45
Taonal Benefils

Bevenues o povermment

to develop this estimate Cyrenne first looks at acimal 1994 fiscal
VL net revenue of approximately 578 million and predicis i
will platenu at an annual level of 5100 million,

he then examines revenoe from products other than YLT's, He
Judges net revenae in fiscal 1994 1o be 3103 million and
comiludes this will plateaw at an anmsal level of £1 10 million,

he concludes the sum of these two revenue strepms will
represent annuwal benefits of 5210 million,

¥ & Emst & Young 1995

Narre: aeoe0066. ti f
Di nensi ons: 2878 x 3473 pixels



Revenues 10 operarors

1o determing the amount of VLT commissions going to site
holders on an annual basis, he grosses up the approximately 526
million paid owt in 1994 o £33 million, in line with his plateaged
estimate for VLT net revenss

Consumer benefits from gambling

Cyrenne intfroduces the notional concept of consumer surplus,
Consumer surplus 15 defined as the benefil a consumer enjoys
which is greater than the benefit the consumer is required to pay

for

He postulates that consumer demand for lottery products is not
very price sensitive and that the existing pricing is high,
deducing from this that the consumer su rplus is relatively small.

He estimates that the amount of the consumer surplus is one-
fafth of future annoal “monopaly profitsT(which he defines as
MLC nat income plus VLT coanandssion), adjusted downward for
non=Manitobans who use the prodects, 15 the amount of
consumer surplus. His estimate of this amount 12 545 million.

Cyrenne then quantifies the anneal dollar costs of gaming as
follows (in 3000,000s)

Costs - machine cosis £1.0
Costs - operaling expenses 4.4
Lost profits charities - rural 5.0

Lost profits charities
Winnipeg

Lot profits - other

busimesses
Bocial cosis - lost salary

aocial cosis - other
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Total eoses 51349

Costs of gaming facilines - mochine cosis

Cyrenne opanes that the cost of producing gambling services
miusk be anclheded as a social cost. He estimates a price per YLT
machine a1 §7.000, and multiplics this by the 4,900 VLT s in
SETVice o arrive at an estimare of the “fixed cost for the Video
]L'I'![I.'r'_-.' network™ of ‘E-‘. 1 i o

He then calculaes how much must be invested annually, over
T

20 VEArs, af intzrest, 1 fund the estimated $34 million cost.

He concludes this annual cost (o be approximately 31 million pes
VEar

osis of gaming facilities - operpling costs

Lyrenne wses 549 million as the annual operating cost of
garning facilites, this number presumably tken from the $4.904
millicn shown on MLC's 1994 financial statements as general
and administration expenses

Lot proding 1o charges - maral

Cyrenne posiulaies that profits from “legalized' gaming reduce
the profits which are available to charitable organizations from
licensed activities, He concludes that charitable gaming profits
are static or falling, without quantifying benefits or losses, and
further postulates that legalized gaming reduces donations given
to charitable organizations,

He examines rends in charable donations in Manitoba and
then concludes 1992 donations owlside Winnipeg were below
the long term average relative to Winnipeg donations, Because
VLT s were introduced to sites outside Winnipeg in the fall of
1991, he attributes this variance to VLT s. He quantifies this
amount a1 55 million and vses this as an annoal social cost,
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Similarly, he predicts that Winnipeg charitable donations will fall
when YL s are introduced to Winnipeg and guantifies this a
38 rmullson per yeir,

Lost profits io other businesses

Cyrenne notes that VLT s may be substimies for other forms of
entertainment and calculates as a social cost lost profits w other
businesses. He suggests that self employed income i3 a useful
mensurs of profits 1o small rural business,

Hie then calculates that selt employved income is 3446 million less
than what he would ctherwise forecast for 1992 and uses this as

hiz on-going estimate of losses to other businesses,

aocial costs - Jost salary

[:'_'.-rl.'lll'.:: aremus Lo address e woeial cosiz of FI:,I_||II'|||_'|Ei;';||_
gamblers. He discusses several 15, references 1o social costs
and concludes one mapor cost 1o society is job loss by
pathelogical pamblers

He quantities job loss cost by assuming kalf of the estimated
200 problem gomblers in Manitoba lose their johs every year
tor half the year, At his estimate of 329,000 per job this is
equivalent to $36.25 million

In addition 1o salary loss Cyvrenne describes unemployment
insurance amounts paid 1o those with lost jobs as a social cost.
He calculates this amount to be 520016 million,

The sum of these 1wo wage-reluted costs is rounded to an
estimate of 380 millicn per vear on an on-going basis.

Social cogts - other costs

Cyrenne guantifies as an additional social cost his estdmae of
amounts spent on VLT s by problem gamblers which would
atherwise have been spent on household secessites
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He does this by assuming that 5000 problem gamblers spend
55,000 per vear each on gambling. He assumes these pomblers
earn 515,000 per vear. He notes that Statstics Canada surveys
report that 21 5% of family expenditeres are discretionary,

Tor determineg the amounts transferred involuntarnly from other
1;|r||:|:.' miermibert he calculites that 21% of & 515000 meome 1%
23,150, His assuomed gambling expenditare of 55,000 exceeds
thiz amount by 1,850, He therefore concludes that a socieral
cost of 51 _H30# (5,000 ;.'u|'|'||'l|q.'| 3 b= %50 250 (1), This is rounded
o an annual cost of 510 million.

Oriher observations by Cyrenne include;

-

Lotery profits earmed by government create a ransfer of wealil
from those who gamble 1o these who don®)

Phat gambling profiz (0 govemment represant o regressive tax
im that amounis “paid”™ are not related o ability to pay

He estomates consumer bankrupicies in 1991 and 1992 were
higher than he would otherwise predict based on a comrelation
with provincial GDP and atmbutes this discrepancy o the
expansion of the VLT nerwork
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