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Research in Maine shows that draw lotteries
and instant-play lotteries attract different
demographics, although they both affect the
most economically vulnerable.

Currently, 44 states offer consumers the opportunity to play the
lottery.! Lotteries are often touted as a simple way to raise funds
without increasing taxes. In the most recent economic downturn,
some states—notably Maryland—made the lottery an integral part
of their plans to avoid budget cuts. Because those who play the lot-
tery do so voluntarily with the hope of obtaining a big payout, at
first blush it is hard to point to obvious losers in this revenue-gener-
ating scheme. Even those who do not win can claim some form of
cheap entertainment that perhaps justifies the expense.

Lotteries have grown significantly since their introduction in
1964 by New Hampshire.” More than $70 billion was spent on lot-
tery tickets and games in the United States in 2014,® which averages
out to around $300 per year per adult. However, the growing litera-
ture on what drives lottery play indicates that much of the impetus
appears to be financial desperation on the part of participants rather
than entertainment seeking.*

The Maine State Lottery was enacted in 1974 in a statewide
referendum’ Neighboring states had already adopted some type of
lottery, and the thought in Maine was that if the state introduced
its own, it could capture some of the revenue leaving the state® Lot-
teries are often sold to the public by connecting the revenue with
sympathetic causes, such as education. This is not the case in Maine,
however, where state lottery revenue becomes part of the general
budget. In recent years interstate competition in lottery sales has
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become less of an issue as most states offer lotteries. This has led
to the introduction of multistate lotteries with larger jackpots and
wider publicity. Maine joined the multistate Powerball in 2004, the
Hot Lotto in 2009, the Mega Millions in 2010, and the Lucky for
Life in 2012. All of these are multijurisdictional jackpot games con-
trolled by the Multi-State Lottery Association (MUSL)” MUSL is a
nonprofit, government benefit association that is owned and oper-
ated by its member lotteries.

Not All Lotteries Are Equal

There are two main types of lottery games: draw and instant. Draw
lotteries involve the purchase of a ticket possessing a set of num-
bers (either random or selected by the participant) that provide an
opportunity to win huge jackpots reaching into the hundreds of
millions of dollars. For example, in January 2016, the Powerball
jackpot reached a whopping $1.6 billion. These jackpots are widely
advertised; their size depends on the number of winners from prior
rounds and their take. Game structure and jackpot size are two of
the biggest factors affecting lotteries’ profitability. Researchers argue
that the jackpot size has a bigger impact on lottery sales than likely
expected winnings, suggesting an irrational “lotto mania” behavior
on the part of consumers. The above-mentioned Powerball game,
with the highest jackpot to date as of this writing, had a winning
probability of one in 292.2 million (the overall odds of winning a
prize in a Powerball game are one in 24.87%), yet had a record num-
ber of participants.’

Instant lotteries provide an opportunity for an immediate pay-
out at the time of purchase: having purchased a ticket, customers
scratch an obscuring coating off boxes on the card to reveal whether
or not they have won anything (winning requires all the revealed
boxes to match). Instant games tend to offer much smaller winnings,
although on rare occasions players can win close to $2 million.!?

Who Plays the Lottery and Why It Matters

People with low socioeconomic status are more likely to play the
lottery than those who are better off. Lower-income households and
individuals spend a larger share of their income on purchases of
lottery tickets than do those with higher incomes.!! This by itself
is not particularly damning if it merely indicates that lotteries are
a cheap form of entertainment. However, this does not appear to
be the case. Some have found that simply feeling poor increases the
likelihood of purchasing lottery tickets, regardless of actual income
level.!? Moreover, lottery ticket sales do not appear to substitute for
attendance at movie theaters or other cheap forms of entertainment.?
Behavioral theories of financial risk taking suggest that individu-
als are more prone to take risks when they have experienced recent



negative financial shocks. As they fall below their reference income
level, they are more willing to risk further losses—for example, by
playing the lottery—in order to return to their former status. One
such negative wealth shock is loss of employment, which leaves an
individual without a constant source of income. Therefore we might
expect that as the unemployment rate goes up, lottery sales will too.

The Case of Maine

Using comprehensive store-level data on lottery ticket sales from
the state of Maine, we can shed light on the relationship between
financial shocks and lottery play. Our data include five years of
observations from all sellers in the state of Maine. This includes
total sales of lottery tickets, both draw sales and instant lottery sales.
Notably, the five-year period covers 2010 through 2014, a period
of recovery from a major recession. The analysis is conducted at the
zip code level.

The analysis shows a large, positive, and significant relationship
between unemployment rate and draw lottery sales. (See “Average
Lottery Sales and Unemployment Rate by Zip Code in Maine.”) A
1 percent increase in the unemployment rate tends to increase draw
lottery sales in a zip code by 4.7 percent. There is no corresponding
increase in instant lottery sales, suggesting that the recently unem-
ployed are drawn to the larger jackpots of the draw game. When
people become unemployed, lotteries seem to provide a risky oppor-

tunity to address the immediate problem. However, our analysis is
somewhat more nuanced.

Though a rise in the percentage who are unemployed is
associated with an increase in draw lottery sales, an increase in unem-
ployment compensation within a zip code area is associated with a
decrease in draw lottery sales. (See “Unemployment Rate and Per
Capita Total Lottery Sales by Zip Code in Maine, 2010.”) Higher
average unemployment compensation can result either from hav-
ing a greater number who qualify for unemployment, or from those
who qualify receiving greater benefits. Unemployment benefits are
generally based upon wages when previously employed. Thus, the
result may indicate that increases in low-skill unemployment have
very different results from increases in high-skill unemployment.
An alternative explanation is that the result simply confirms that
immediate reductions in income are associated with greater lottery play.

The lottery in Maine has gained significant attention lately
for the number of those receiving public assistance who have won
substantial jackpots.'® These winnings raise interesting questions
regarding the efficiency of using the lottery for public finance and
the impact on other goals, such as social welfare. In this vein, we
find that both the average number of dependents per household
and income from pensions or social security are associated with
lottery purchases—although in this case the association is with
instant-play lottery sales. In other words, these longer-term indi-
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cators are associated with seeking after cheaper and more frequent
chances at smaller jackpots.

Raising the Question

Even though the probability of winning a big jackpot is very small,
lotteries are thought by many of the most poor as the only means
of escape to a better life. However, lotteries put an extra burden on
this same socioeconomic group, and on those at risk of becoming
a member of it. States offering lotteries to raise revenue for state
budgets should consider the disproportionate impacts on the unem-
ployed, the elderly, and those suffering financial setbacks and should
be very careful how they market the lotteries. As Maine grapples
with how to preserve its state lottery revenues without preying on
the poor, it is worth asking the question more widely: what is the
proper role of state lotteries?
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