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Introduction:  The introduction of Internet gaming into the marketplace will have a major 
impact on U.S. state lotteries, and therefore the regulation and taxation of Internet gaming should 
be controlled by the state, just as all forms of gaming and gambling are regulated, licensed, and 
taxed by the state.    
 
Following is an analysis of the economic impact that proposed federal legislation to regulate, 
license, and tax Internet gaming would have on U.S. lotteries.  This analysis is broken down by 
individual states in a way that enables state legislators to understand the specific economic 
impact to their state and the beneficiaries of their own state lottery.  While predicting the future 
is not an exact science, this research report does yield a fact-based, data-driven picture of the loss 
in revenues and funding to Lottery stakeholders that would result from the federalization of the i-
gaming taxation, licensing, and regulatory structure.   
 
Regulation and taxation of the gambling industry has always been the province of state 
governments, not the federal government.  Our purpose is to highlight the urgency for states to 
take action now to stop the federal take-over of the Internet gaming industry; preserve control 
over taxing, licensing, and regulating of all forms of gaming and gambling; and channel the 
economic benefits of gaming, gambling, and lottery industries to their in-state constituents.  
  

Background:  In 2010, U.S. lottery sales generated nearly $15 billion (excluding video lottery 
revenue) for state governments in 44 jurisdictions around the country [Source: NASPL; National 
Association of State and Provincial Lotteries]. Those funds went to buy books for school 
children; allowed high school graduates to go on to college; funded new infrastructure projects 
which help create jobs, and otherwise contribute to causes that serve the general public.  That 
funding will be severely and negatively impacted by legislation which federalizes the regulation 
and taxing of Internet gaming.   The timing could not be worse, with states making drastic 
budget cuts across the board: 

Of the 47 states with newly enacted budgets, 38 or more states are making deep, 
identifiable cuts in K-12 education, higher education, health care, or other key areas in 
their budgets for fiscal year 2012. Even as states face rising numbers of children enrolled 
in public schools, students enrolled in universities, and seniors eligible for services, the 
vast majority of states (37 of 44 states for which data are available) plan to spend less on 
services in 2012 than they spent in 2008 – in some cases, much less. [Source: State 
Budget Cuts in the New Fiscal Year, Are Unnecessarily Harmful Cuts, Are Hitting Hard 
at Education, Health Care, and State Economies; July 28, 2011; Center on Budget and 
Policy Priorities] 



2 
 

 

Objective:  To quantify the impact that federalization of Internet gaming will have on state 

lottery revenues and funds transferred to lottery beneficiaries.   

Hypothesis: If the introduction of a new lottery game into the market results in some measure of 

cannibalization, then the introduction of i-gaming into the market would result in at least some 

migration of lottery spend over to i-gaming.   

Methods:  We relied on survey data collected by The Nielsen Claritas Company and Mediamark 
Research & Intelligence (MRI), a tool widely used by marketing professionals to help them 
forecast consumer behavior. The Nielsen MRI Profiles enable you to analyze consumer behavior 
based on lifestyle, media exposure, product usage, consumption, purchasing and psychographic 
dimensions.  This consumer data was integrated with lottery-specific data for the purpose of 
measuring the impact of i-gaming on lottery revenues and bottom-line funds transfers to 
beneficiaries.  
    

The Lottery Player and Internet Gaming 

The introduction of a successful new product into any marketplace changes the 
competitive landscape and the revenues of the existing products.  Likewise, the 
introduction of a new lottery game with mass appeal results in at least some measure of 
cannibalization of existing games.  For example, prior to January of 2010, U.S. state 
lotteries sold Mega Millions or Powerball but no state sold both games.  When the states 
began to sell both games in 2010, total sales increased in most states, but sales of the 
original game declined by an average of 30% as a result of players migrating a portion of 
their lottery spend over to the new game.  The federalization of i-gaming would not likely 
result in a 30% decline in lottery sales.  Measuring the propensity of the lottery player to 
play Internet games is key to understanding the impact of i-gaming on lottery spend.   
 
The argument that the lottery player and the poker player are two different people is a 
popular misconception. Examination of the Nielsen Claritas data segmentation shows that 
on average, the lottery player who would migrate a portion of spend over to i-gaming 
comprises approximately 28 percent of the total population of lottery players.   Further, 
Nielsen Claritas shows households who used the Internet for online gaming in the last 
month and their likelihood to play the lottery 1-5 times per month over the course of a 
year.  According to the Nielsen Claritas cross segmentation, there is a strong correlation 
between people who have a propensity to play games on the Internet and play lottery 
games multiple times a month (67 percent).  Most importantly, a state lottery could 
manage the implementation of Internet gaming in ways that would minimize 
cannibalization, maximize synergy between games and across market segments, and 
optimize the overall outcome of the major change in the marketplace that Internet gaming 
represents.  The federal government and Big Casino interests would not have that as their 
objective and the outcome would be predictably negative for state interests and the 
beneficiaries of lottery funding.   
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Conclusion:  The regulation, licensing, and taxation of Internet-gaming must be controlled by 
the state.  If implemented by the federal government, the introduction of i-gaming into the 
marketplace would have an immediate, measurable, and negative impact on lottery revenues and 
funds transferred to lottery beneficiaries.  State legislators need to manage the introduction of i-
gaming for the overall outcomes to be positive for the state.  Specifically, it is projected that the 
aggregate loss to U.S. state lotteries resulting from the federalization of Internet gaming would 
be $1.4 billion.  That is $1.4 billion in bottom-line funding (not lottery sales revenue). The three 
largest states stand to lose over $100 million each, most states lose between $10 million and 
$100 million, and the lotteries of even small states lose millions of dollars that they cannot afford 
to lose. 
 
Lotteries in the United States will be severely and negatively impacted by any proposal that calls 
for Congress to license, regulate and/or tax online poker. The evidence of this report just 
confirms the common-sense concern that the current revenue stream for lottery beneficiaries 
would be threatened significantly by the introduction of online poker.  With states facing more 
revenue shortfalls, a federal online poker initiative would exacerbate revenue shortfalls being 
faced by governors and legislatures in lottery states. In fiscal year 2013, some two dozen states 
are projecting budget deficits totaling $46 billion [Source: States Continue to Feel Recession’s 
Impact; June 17, 2011; Center on Budget and Policy Priorities].  With very few, if any, revenue 
generating options available to lottery states other than raising taxes, these states need to be able 
to protect the revenues generated by their lotteries, and to preserve the brand-value of one of its 
most valuable assets.   
 

See Tables below 
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The impact on the return to the state can be seen in the 

following table entitled “Predicted Lottery Sales with 

Launch of Online Gaming.”  This table shows that on 

average, lottery states would see a decrease in the return 

to state government of 8.65 percent.  In some cases, it 

would be almost 10 percent (i.e. Maryland at 9.89 

percent). Those percentages translate into nearly a $1.4 

billion loss of funding to Good Causes for U.S. lottery 

states. It is estimated that the impacted population 

currently accounts for approximately $16 billion in lottery 

sales. 

The player profile and propensity to migrate spend to i-

gaming does vary somewhat by state.  The chart shows, 

for example, that West Virginia has an index of 117, 

which means that WV indexes 17 percent above the 

average in terms of their total population’s propensity to 

play both the lottery multiple times per month and also 

play games online. Therefore, West Virginia would have a 

better chance of seeing lottery game cannibalization with 

the introduction of online poker, than a state that indexed 

only at 105. 

 

Propensity by Lottery Player to Play 

Games on the Internet  

State  
Play Lottery 1‐5 Times 
per Month over 1 Year  

AZ  107 

AR  114 

CA  105 

CO  105 

CT  104 

DE  106 

DC  104 

FL  109 

GA  107 

ID  108 

IL  106 

IN  108 

IA  110 

KS  108 

KY  111 

LA  110 

ME  110 

MD  105 

MA  104 

MI  108 

MN  107 

MO  110 

MT  112 

NE  110 

NH  104 

NJ  105 

NM  110 

NY  107 

NC  109 

ND  112 

OH  109 

OK  111 

OR  108 

PA  109 

RI  106 

SC  110 

SD  112 

TN  111 

TX  108 

VT  107 

VA  107 

WA  106 

WV  117 

WI  107 
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VLT states - traditional Lottery % return estimated based on average of other states; *Based on Nielsen Claritas cross segmentation of households that Play Lottery, 
1yr (A) and households that have a Propensity to Use the Internet to Play On-line Games; Expected loss of Sales due to Online Gaming Launch: 30.00%  


