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Chart 1
Gambling Industry Employment

(Thousands)

Betting on Gambling
In recent months, more than half the states have considered some

measure to expand gambling. Critics say the proponents of expanding

the industry focus too much on the economic benefits and not enough

on the social consequences.

The history of gambling in the United
States can be traced back to colonial times.
Gambling was generally accepted as a
harmless diversion. Lotteries were com-
mon at the time, and used to finance the
paving of streets, and building of churches
and libraries—including the construction
of buildings at Harvard and Yale. Lotter-
ies played such an important role in rais-
ing funds for public works that it was con-
sidered a civic responsibility to play them.

Lotteries prospered through the early
19th century until a string of scandals and a
growing belief that they targeted the poor
lessened their acceptance. Although most
state-authorized lotteries were banned by
1840, other forms of gambling continued
to flourish in the western frontier areas,
especially California. As time passed, how-
ever, state laws became more and more
restrictive, and by 1910, virtually all forms
of gambling in the U.S. were prohibited.

The prohibitions did not stop gambling,
however. It simply moved underground.
Illegal gambling became so widespread,
and its enforcement so difficult and costly,
that public sentiment eventually turned in
favor of legalizing and taxing the activity.

The more favorable public attitude to-
ward gambling today is reflected in the
number of states with legalized gambling
and the amounts wagered. By the end of
last year, 43 states offered some sort of
pari-mutuel wagering, such as greyhound
and horse racing, while 39 states and the
District of Columbia operated lotteries.
Commercial casinos are found in 11 states;
slot-machines, video lottery terminals, and
other electronic gambling machines are
available in these states plus eight others.
Native-American casinos represent the fast-
est growing segment in the industry and
are now available in 29 states. Just three
states—Hawaii, Tennessee, and Utah—
have no form of legalized gambling.

According to Christiansen Capital Ad-
visors, which tracks gambling activities,

Americans wagered a staggering $859 bil-
lion in 2001, resulting in $67 billion in
revenues for the industry (i.e., the amount
of money bettors lost gambling). Casi-
nos—including land-based, deepwater
cruise ships, cruises-to-nowhere,
riverboats, and Indian Reservations—ac-
counted for most of the wagering and in-
dustry revenue, followed by state-run lot-
teries and pari-mutuels.

Faced with a need for greater revenue
and widespread opposition to taxes, more
than half the states are now considering
new gambling laws. For example, Ten-
nessee is contemplating a state lottery,
Nebraska is debating whether to create
eight state-run casinos, and California is
seeking a ten-fold increase in the revenues
it collects from the Native-American ca-
sinos in the state. Other states are deliber-
ating more humdrum measures such as
how often to hold daily keno drawings
and whether to extend the hours of off-
track betting.

Critics are alarmed at the states’ ag-
gressive promotion of gambling as a way
to help economically distressed commu-
nities and as an alternative to raising sales
or income taxes. They say that the regula-
tions are being tilted too far in favor of
the economic benefits, with little consid-
eration for the social consequences.

Economic Development

Casino and pari-mutuel gambling are
often touted as a way to bring capital in-
vestment and jobs to poorer areas. Atlan-
tic City and Las Vegas are considered
prime examples of how successful the
strategy can be. For example, Atlantic City
was one of the major convention centers
and seaside resorts in the country until the
1950s, when it began to slowly decline as
conventioneers and vacationers went else-
where. To help revitalize the city’s
economy, in 1977 New Jersey authorized
casino gambling. Casino gambling, which

is merged with upscale restaurants, fancy
floor shows, and big-name performers, has
helped turn Atlantic City into a destina-
tion venue again.

The driving force behind the growth of
casino gambling in the U.S. has been both
the states’ and consumers’ willingness to
increasingly regard it as just another busi-
ness. Further relaxing rules on the number,
location, and size of the facilities, the types
of games that can be offered, betting re-
strictions, limits on advertising, and so
forth, will lead to the maximum possible
economic benefits. However, the degree of
economic success the industry actually en-
joys will ultimately be determined by the
rigors of the marketplace.

Detractors charge that casinos displace
more “legitimate” businesses, such as din-
ing establishments, movie theaters, spec-
tator sports, and retail sales. To the extent
that people prefer gambling to other sources
of entertainment, some existing businesses
may not be able to compete. However, the
size of any economy is not fixed, and it is
possible for spectator sports to thrive along-
side of a healthy gambling industry.

As shown in Chart 1, the industry ex-
perienced rapid job growth through most
of the 1990s, owing both to fewer legal
restrictions and the booming economy.
Although further deregulation could re-
sult in a growth spurt and a wave of new
jobs, ample opportunities already abound
for gambling. Whether the industry has
room to grow or is reaching saturation
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remains to be seen.
Some acknowledge that introducing

casinos in poverty-stricken areas has cre-
ated jobs and reduced unemployment, but
argue that they are relatively low-skilled
and low-paying service jobs. Chart 2 plots

the average weekly earnings of gambling
industry employees and the average
weekly earnings across all industries. The
evidence shows that gambling industry
workers make only 70 percent of what the
average employee earns. (Of course, one
could also conclude that there are worse
alternatives—such as, unemployment or
a job that pays even less than 70 percent
of average.)

Revenue Lure

Among legalized gambling’s other ap-
peals is its ability to raise revenue without
raising income or sales taxes. The Na-
tional Association of Budget Officers,
whose members advise the National Gov-
ernors’ Association on fiscal issues, cites
gambling—creating lotteries, expanding
existing operations, raising taxes and/or
fees, or reducing loss limits at casinos—
as part of its budget-balancing recommen-
dations.

Of the $67 billion consumers lose gam-
bling, $16 billion finds its way into state
coffers. As shown in the accompanying
table, revenues generated from taxing
gambling and running lotteries are exceed-
ingly modest in most states. Although 11
percent of Nevada’s total revenue is de-
rived from gambling, the average across
states is just 1.6 percent. States get the
bulk of their revenue from federal trans-
fers and broader-based sales and income
taxes.

While revenues from pari-mutuel and
casino gambling come from taxes, the pro-
ceeds from lotteries are derived from state-
operated monopolies. Critics note that lot-
teries have the worst odds of any com-
mon form of gambling—returning about
55 cents for each $1 bet—effectively mak-
ing them a highly regressive “sin” tax.
Worse yet, lower-income individuals tend
to spend a higher percentage of their in-
come on lottery purchases than those in
higher-income brackets. Many have noted
the irony of the states trying to encourage
people to work, save, or invest in training
while, at the same time, promoting lotter-
ies as a way to win big quickly and easily.

Social Woes

Gambling is thought by many to lead
to any number of problems, including
bankruptcy, domestic violence, divorce,
homelessness, suicide, crime, and jobless-
ness. But as the National Gambling Im-
pact Study Commission reports, identify-
ing cause and effect relationships between
gambling and social woes is difficult.

A major issue is that problem gam-
bling often occurs in conjunction with
other problems, such as alcohol and drug
abuse or depression, a situation referred
to as “comorbidity.” To illustrate the dif-
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Source: Bureau of Labor Statistics.

1990 1995 2000 2005

Revenue From Gambling Taxes
and Lotteries* by State, 2001

(Amounts in thousands)

Gambling
revenue
as a %

Gambling of all
revenue revenue

Alabama      $      3,622 0.0%
Alaska 2,380 0.0%
Arizona 79,979 0.5%
Arkansas 6,273 0.1%
California 1,057,952 0.6%
Colorado 172,221 0.9%
Connecticut 590,363 3.3%
Delaware 294,527 5.8%
Florida 922,540 2.0%
Georgia 686,662 2.7%
Hawaii - 0.0%
Idaho 14,583 0.3%
Illinois 1,041,569 2.2%
Indiana 621,830 3.0%
Iowa 206,942 2.0%
Kansas 56,110 0.6%
Kentucky 178,251 1.0%
Lousiana 561,840 3.2%
Maine 44,120 0.8%
Maryland 427,702 2.0%
Massachusetts 864,433 2.9%
Michigan 674,610 1.6%
Minnesota 114,624 0.4%
Mississippi 182,190 1.6%
Missouri 335,609 1.7%
Montana 47,927 1.1%
Nebraska 22,831 0.4%
Nevada 729,399 11.0%
New Hampshire 63,466 1.4%
New Jersey 1,027,198 2.4%
New Mexico 54,354 0.6%
New York 1,474,224 1.3%
North Carolina 11,846 0.0%
North Dakota 17,732 0.5%
Ohio 731,325 1.4%
Oklahoma 10,876 0.1%
Oregon 137,574 0.8%
Pennsylvania 651,114 1.4%
Rhode Island 181,526 3.3%
South Carolina 37,651 0.2%
South Dakota 101,738 3.2%
Tennessee - 0.0%
Texas 891,255 1.4%
Utah - 0.0%
Vermont 16,392 0.5%
Virginia 272,015 1.2%
Washington 133,105 0.6%
West Virginia 195,597 2.4%
Wisconsin 112,023 0.6%
Wyoming 249 0.0%

United States  16,356,669 1.6%

* Net of prizes and administration costs.
Source: U.S. Census Bureau.

ficulty in establishing a clear causal link
under this circumstance, suppose a com-
pulsive gambler with a drinking problem
loses his job. Was it the gambling or alco-
hol abuse that led to the job loss? Perhaps
a third unknown factor, such as mental
illness, could be the problem.

While the Commission heard testimo-
nial evidence that pathological gambling
had led to family problems including do-
mestic violence, child abuse, divorce, and
bankruptcy, it did not conclude that gam-
bling increased family problems, crime,
or suicide for the general population.1

Conclusion

According to the Commission, “To-
day the vast majority of Americans either
gamble recreationally and experience no
measurable side effects related to their
gambling, or they choose not to gamble at
all.” Clearly there are those whose gam-
bling adversely affects themselves and
others. Although the causes of problem
gambling remain unknown and research-
ers do no agree on the extent of its preva-
lence, the best policy approach to com-
pulsive gamblers would seem to be to deal
with it at the individual level, not push for
an all-encompassing ban on the activity.
As history shows, gamblers will gamble
whether it is legal or not.

Having said that, the evidence also
shows that relying on gambling as a ma-
jor source of state revenue or promoting it
as a means of economic growth is likely
to lead to disappointing results. Although
every claim that the gambling industry is
already too crowded has been proven
wrong, market saturation will surely set
in long before the states’ thirst for rev-
enue is quenched. ❑

1
 That pathological gambling leads to increased fam-

ily problems is not surprising given that the Ameri-
can Psychiatric Association defines the term as “per-
sistent maladaptive gambling behavior … that dis-
rupts personal, family, or vocational pursuits.”
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In the field of ideas, why are dramatic
new visions of truth so often met with
vehement opposition from a society’s in-
tellectuals—the very men of the mind who
are most dedicated to the pursuit and dem-
onstration of truth? How can today’s in-
tellectuals—so acutely aware of
humanity’s bigoted resistance in the past
to Galileo, Semmelweis, Pasteur, and
other radical discoverers—succumb to the
same blind obstinacy in the face of the
new truths confronting them?

There are several reasons why this pro-
pensity for intolerance to new thinking has
prevailed throughout history among intel-
lectuals. As the physicist Fred Hoyle re-
minds us, scientists are human. They are,
far more often than the lay public perceives,
victims of dogmatism and the tendency of
all humans to argue from preset ideas.

Despite their much-heralded pledge to
objective inquiry, scientists are quite ca-
pable of bias and suppression in order to
preserve their long-standing beliefs. When
a large portion of one’s life has been pas-
sionately devoted to the validation of an
idea, it becomes most difficult to accept
the invalidity of that idea. Therefore, truth,
the most highly prized goal of all, is often
forsaken to protect fragile egos and sup-
port previous convictions.

This tendency of scientists to be obsti-
nate in the face of new truth manifests
itself through the paradigm shift. As Tho-
mas S. Kuhn demonstrated in The Struc-
ture of Scientific Revolutions, all science
is based on the establishment of para-
digms, or what can be termed an overall
“way of viewing things” in a particular
field. And once a paradigm is established,
it becomes difficult for most thinkers to
dispute its basic premises even when that
paradigm is found to be in error.

For example, the first-century Egyptian
astronomer Ptolemy established the Ptole-
maic paradigm of the solar system, which
depicted the earth as its center with the sun
revolving around the earth instead of vice
versa. Even after Copernicus made it obvi-
ous around 1500 that the Ptolemaic con-
cept was a fallacy, it still prevailed in intel-
lectual circles for another 180 years until
Galileo drove the final nails into its coffin.

Herein lies one of the great human di-
lemmas: Once a way of viewing things is
entrenched in any given field, even when
new knowledge comes along to refute the
paradigm, it becomes practically impos-
sible (because of the flaws of human na-
ture) for most intellectuals to think out-
side that paradigm’s constraints. They will
defend the entrenched view even when its
basic conception is shown to be foolish
and impossible, especially if they have
devoted a vital part of their lives to the
teaching and promotion of that way of
viewing things.

This is our situation in many intellec-
tual fields today. Like the medieval dog-
matists, today’s academic community also
clings to some irrational paradigms in face
of overwhelming evidence that their views
are as untenable as the geocentric theo-
ries of old.

Let’s take one of the most entrenched
paradigms of our day as an example: Key-
nesian demand theory in economics. De-
spite its demonstrable weaknesses, our
establishment scholars cling to it. When
presented with strong, logical refutations,
80 percent of our academic community
reacts with bemused scorn.

Evidence is rife throughout the world
that the Keynesian model is a false and
dangerous way to approach political
economy. Inflating demand with fiat cur-
rency is not some kind of “new econom-
ics” as Keynes and Franklin Roosevelt’s
Brain Trust of the 1930s claimed.† It is
not legitimate economics at all, but just
another excuse for powerful governments
to debase the currency in order to confis-
cate their citizens’ wealth.

Neo-Keynesian Variants

Original orthodox Keynesianism may
be dead as a viable theory, but just as neo-
Ptolemaic theories prevailed for almost
200 years after Copernicus, neo-Keyne-
sian variants still control government
policy today, well after Ludwig von Mises
explained how markets work. They are
still entrenched as the basis for statism
and are the reasons for the exacerbated
boom-bust cycles in our economy over
the past decades.

Keynesian economics, of course, got
its start during the Great Depression. In
essence, Keynes’s message to a bewil-
dered 1936 world was this: Vast amounts
of government investment must be cre-

ated to stimulate and perpetually main-
tain consumer demand at a high level. If
this is done, the problems of poverty and
business cycles will be alleviated. The
weakness of free enterprise is that it can't
produce enough purchasing power, that
is, demand, among the people. The gov-
ernment must take control of the mon-
etary system, for Say’s Law of Markets is
no longer valid.

Say’s Law is the brainchild of J.B.
Say, the nineteenth-century French
economist. It states that production is the
cause of consumption, or that the people’s
productivity determines their purchasing
power. For example, if a man plants and
harvests a ten-acre field of corn, his pur-
chasing power in the marketplace will
be whatever that corn is worth in trade to
his fellow man. His production of corn
has created the level of his demand for
clothes, transportation, entertainment,
and so on.

When Say’s Law is considered along
with Mises’s theory of money and credit,
one can easily see the fallacy of Keynes,
for no amount of paper money injected
into an economy in excess of the growth
of goods and services will increase the
purchasing power of the people. This is
because the prices of those goods and ser-
vices will rise in response to the increase
in the money supply, which negates the
effect of the extra paper money in the
people’s pockets.

If Say’s Law is valid, then the Great
Depression should have been handled by
letting prices and wages seek their own
level and allowing Say’s Law to operate.
If this had been done, the natural produc-
tivity of the people would have created
the necessary purchasing power to climb
out of the Depression. The reason it wasn’t
handled this way is that Keynes suppos-
edly showed that Say’s Law was unwork-
able under modern-day conditions.

But as Mark Skousen has pointed out,
Keynes gravely distorted Say’s Law in
order to refute it.1 He created a straw man
and then knocked it down. Such intellec-
tual legerdemain allowed Keynes to pose
as some sort of super-savant with a bril-
liant new theoretical insight into how the
world works.

Many years ago, Henry Hazlitt also
saw the foolishness of Keynes and pointed
out that his allegedly brilliant refutation
consisted of declaring Say’s Law invalid
because it is invalid.2 This is akin to a
physicist suddenly declaring that the law

PARADIGMS, CONTRARIANS, AND KEYNES*

Keynesian economic theory remains one of the most entrenched

paradigms of our day, despite its demonstrable weaknesses.  Why?

* This article, by Nelson Hultberg, is reprinted
from the November 2002 issue of Ideas on Lib-

erty, a monthly publication of the Foundation for
Economic Education, Inc., 30 South Broadway,
Irvington-on-Hudson, NY 10533. Nelson
Hultberg is a freelance writer in Dallas, Texas.

1
 Mark Skousen, “Say’s Law Is Back,” The Free-

man: Ideas on Liberty, August 1999, pp. 54-55.
2
 Henry Hazlitt, The Failure of the “New Eco-

nomics”: An Analysis of the Keynesian Fallacies

(Princeton, N.J.: D. Van Nostrand, 1960).† See Keynes vs. Harwood, AIER, 44 pp., $6.
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of gravity is no longer applicable to hu-
mans because it is no longer applicable.

One can almost imagine FDR’s reply
to his Brain Trust when informed of the
wonders to be worked with Keynes’s
“new economics.” If capitalism has
reached its mature stage and can no
longer produce enough purchasing
power, we in Washington must step in
and get the system going again. If people
don’t have enough money, all we have
to do is print up more and our problems
will be solved. We can usher in an un-
bounded future of government-managed
prosperity. Stripped of all the eloquent
conceptualizations and slick technical
jargon, that was Keynes’s great “innova-
tion” and “revolutionary insight.”

Falling for the Lure

The folly of such a proposal and the
willingness of learned men to fall for its
lure are terribly embarrassing when one
thinks through the basic principles in-
volved and projects the long-run ramifi-
cations. Nevertheless, the most powerful
office of the most powerful country in
the world accepted such fiscal
flimflammery as valid economic theory.
And every administration since FDR’s
has been doing the same thing—printing
up more money to make us all more
“prosperous.”

Neo-Keynesians justify their monetary
inflation with the claim that such policy is
necessary to “create economic growth.”
But this is readily seen for the lie that it is
by simply investigating our economic his-
tory.

As recorded in The Statistical History
of the United States, real wages for the
workingman tripled in the years 1850-
1913, and the GDP increased over 500
percent, averaging 4.3 percent annual
growth from 1870-1913—all without any
inflationary infusions of fiat money from
the Fed because there was no Fed.3 This
highly productive era, based on the “bar-
barous relic” of gold, was accompanied
by an actual deflation of prices. From 1800
to 1913 there was an overall 30 percent
reduction in the Consumer Price Index
from 43 to 30.4

Despite these irrefutable facts, Key-
nesians still maintain that government in-
flation of the money supply is manda-
tory for a productive economy. This in
the face of the total destruction of the
dollar since 1913. This in face of the fact
that average GDP growth is only 2.5 per-

cent annually today. This in face of the
fact that growth in real wages has been
impeded for the past 30 years because
the combine of inflation and taxes di-
minishes the workingman’s increased
wage income.

It is easy to understand why the Wash-
ington establishment does not want to face
the economic facts of reality regarding this
issue. It would mean that its Keynesian
and neo-Keynesian paradigms are (and
have been for 65 years) theoretically
wrong. Accepting such a truth would mean
the same thing that accepting Copernicus’s
discoveries meant to the Catholic Church
in the sixteenth century—relinquishment
of substantial power. In this case,
Washington’s neo-Keynesian bankers and
politicians would have to relinquish sub-
stantial power to the private sector, which
government establishments naturally hate
to do.

Therefore, Keynesian and neo-Keyne-
sian irrationality is not dead by any means.
The idea that governments can direct their
economies for the betterment of the citi-
zenry by manipulating interest rates and
levels of liquidity continues to hold sway
over today’s intellectuals, even though
such a centralized-planning paradigm is
insidiously evolving into economic fas-
cism. The paradigm lives in the minds of
statists everywhere as the ruling economic
dogma of modern times, and they cannot
(or will not) think their way out of it. As a
result, mankind continues to suffer need-
lessly.

Sadly, this is the inevitable nature of
the discovery of truth. The great major-
ity of any society’s intellectual commu-
nity becomes locked into its established
paradigms even when they are false. Only
a select few who are contrarian thinkers
can see the truth and are willing to pro-
mote it.

It is to these minds that the world owes
its advances (its paradigm shifts)—so-
cially, politically, morally, and scientifi-
cally—for the contrarian is possessed of
the vision to see beyond his fellows and
the courage to challenge firmly entrenched
error. Most important, the contrarian is
not plagued with the desire to be popular
and acclaimed in his own time. He cares
little for establishment acceptance. Not
that he will shun acclaim if it happens to

come to him, but it is not the primary
motivation driving him. Herein lies his
strength and one of the important reasons
for his acute clarity.

Open and Creative Minds

There is a law of life that is identifi-
able here, and it can be stated thus: Truth
will always reveal itself only to the con-
trarian, for his is the only mind open
enough and creative enough to see it. Not
that all contrarians speak truth. But the
truth will always come to us only through
contrarian minds—thinkers like Socrates,
Galileo, Pasteur, Einstein, Mises. Estab-
lishment intellectuals are needed to so-
lidify and disseminate already confirmed
truths, but they are not willing to promote
new truths. And because of the flaws in
human nature, they invariably become
roadblocks to those contrarians who are
willing.

Such is the condition of our scientific
and philosophical fields today. As always,
the contrarians are at war with the estab-
lishment, and there are profound revolu-
tions going on. Old established paradigms
are being shattered. New discoveries and
visions in economics, physics, philosophy,
biology, medicine, and more are pouring
forth to stir up elemental debates presumed
to be settled by those who argue from pre-
set ideas.

Every advance that mankind makes
throughout history is accomplished be-
cause small groups of contrarian thinkers
are willing to challenge the old order. In
doing so, they foment a mental revolution
and teach their fellow men a new way of
thinking.

This is the paradigmatic nature of in-
tellectual progress. If one wishes to know
truth, he must understand that the estab-
lished order will seldom provide it for him.
He must possess the power to think for
himself, or as Ayn Rand put it, “see
through his own eyes.” He must cultivate
a totally independent curiosity, and he
must be desirous of whatever the truth
turns out to be—even when it spoils his
fondest, previous convictions.

The reason human civilization ad-
vances so haltingly and laboriously is that
there are only a few intellects capable of
such independence in any given genera-
tion. ❑

3
 The Statistical History of the United States from

Colonial Times to the Present (Stamford, Conn.:
Fairfield Publishers, 1960), pp. 91, 141, 409, 413.
4
 The World Almanac 2002 (New York: World

Almanac Books, 2002), p. 103.


