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Legislative Budget and Finance Committee                   May 7, 2014 

Testimony of Stephen P. Mullin 

 

Good morning. My name is Stephen Mullin and I am a President of Econsult Solutions, Inc., based 

in Philadelphia. In response to Senate Resolution 2013-273, the Legislative Budget and Finance 

Committee (PA-LBFC) engaged out firm to analyze the current condition and the potential future 

competitive environment of casino gaming in Pennsylvania. Aggregate gaming tax revenues 

declined for the first time in 2013, and this, combined with the prospect of adding two new casinos, 

and aggressive new gaming efforts in neighboring states, has led to legitimate concern about the 

strength and future viability of the gaming industry in the Commonwealth.  

 

I am here to present the results of this study. First, I will provide a brief overview of the state of 

the industry in the state. Then I will discuss its economic impact in PA. Then I will discuss the 

regional competitive trends that are affecting the industry, and then the regulatory and policy 

environment, including some comparative information to other states. I will close by discussing 

some potential new sources of gaming and gaming related revenues the state could consider 

pursuing. 

 

As a way to generate state and local revenues, and to stimulate economic development, 

Pennsylvania legalized casino gaming in 2004, and the first casinos opened in 2006. Initially these 

were to be slots parlors only, but state legislation added table games soon after the first casinos 

opened. Since then, new casinos have opened nearly every year, and direct state gaming tax 

revenue has totaled over $8.1 billion, in addition to property, PIT, wage, and other tax revenues 

at the state and local levels.  Before declining in 2013, direct gaming tax revenue grew strongly 

from 2006 through 2012 due to the construction of new casinos, significant “import substitution” 
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primarily in the form of shifting Pennsylvania gamers from Atlantic City, and the introduction of 

gaming into Pennsylvania regions that had no convenient casino options. 

 

When gaming was introduced to Pennsylvania, adjoining states New Jersey, Delaware and West 

Virginia had some commercial casinos and New York had Native American casinos, but for most 

Pennsylvania residents these were not convenient options. Other contiguous states did not offer 

casino gaming. Since that time, Maryland, New York and Ohio have legalized and opened 

casinos, and each expects to see additional casinos come on line in the next few years.  There 

are currently 12 casinos in Pennsylvania. A second Philadelphia Cat 2 casino license is expected 

to be awarded in this spring, and a decision on the application for a Cat 1 Racino license in 

Lawrence County is also expected in 2014. In addition, there is legislative authorization for a third 

resort Cat 3 casino license in 2017. 

 

The decline in tax revenue, the addition of new casinos in surrounding states as well as in 

Pennsylvania, and the potential for types of gaming not currently permitted, all raise questions 

about what can be expected of gaming in Pennsylvania in the next five to ten years.  Is the current 

Pennsylvania market saturated, so that additional Pennsylvania casinos will not bring incremental 

direct state gaming tax revenue? Will the addition of casinos in surrounding states capture a 

significant percentage of gaming currently in Pennsylvania? Are there regulations or practices in 

Pennsylvania that currently or in the future might impact casinos’ competitiveness and profitability 

without offering a commensurate benefit to the state? Are there additional types of gaming that 

could expand the market?   

 

Our study addressed these questions to help the Commonwealth conduct an informed dialogue 

as it considers potential changes in the gaming landscape. We spoke with dozens of experts both 
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in and outside of the gaming industry, reviewed a variety of trade reports and the academic 

literature, and conducted analysis of an array of industry data. 

 

 

Industry Overview 

 

Our first step in understanding the future of gaming in Pennsylvania was to take a close look at 

where the industry in the state stands today and how we got here. One important thing we heard 

from a variety of experts, both in and outside of the industry, is that Pennsylvania has done a 

great job in rolling out its industry as a tax revenue generator. While there are a lot of questions 

now about sustainability of current revenues, and how to improve things, it’s important not to lose 

sight of the fact that casino gaming has been an economic success for the state. Experts have 

identified two basic “objectives” or approaches to state gaming legislative actions: tax revenue 

generation and economic development catalyst. While the two are not mutually exclusive, as the 

landscape becomes increasingly competitive, succeeding over time at the tax generation 

objective requires more effort in developing casinos as centers for economic development. the 

former requires more effort on the latter. 

 
 
 
In 2013, the Pennsylvania gaming industry generated a total of $3.1 billion in total gaming 

revenues producing $1.4 billion in state and local taxes. Revenues grew steadily as a significant 

new supply of slot machines entered the market each year from 2006 and 2010, in addition to the 

implementation of table gaming starting in July 2010. Total gaming tax revenues have declined 

slightly in 2013. Our analysis suggests the decline is a result of four broad trends: 

1) Table Game Tax Rates - Table game effective tax rates have declined because casinos 

pay a higher rate (14%) in the first 24 months of table games. The majority of Pennsylvania 
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casinos hit the 24 month cut-off midway through 2012, meaning that 2013 was the first 

year to fully incorporate the lower rates (12%) for most properties. 

2) National Trends – Macro-gaming patterns regarding slot (decline) and table (growth) 

activities respectively may have shifted activity from the higher taxed slot machines to the 

lower taxed table games.  Approximately 92% of tax revenue generated by Pennsylvania 

casinos in 2013 came from slot earnings. 

3) Interstate Cannibalization -- The flight of previous Pennsylvania gaming activity to nearby 

states (Ohio and Maryland) with new gaming venues, and possibly some rebound in 

Pennsylvania gamers returning to Atlantic City may also be a contributing factor. 

4) Novelty of Nearby Casino Openings – As new casinos open in Ohio and Maryland, gamers 

deviate from their normal casino to investigate the new casino. Many of these gamers will 

return to their original casino, but the temporary shift will offset revenue.   

 

We note that this overall gaming revenue decline continued in Q1 2014. In addition to the possible 

causes listed above, - the bad weather may have had a significant negative impact on gaming 

activity during this quarter, and we should loook to Q2 and Q3 to better get a feel for any secular 

trends in gaming activity. 

  
 
Economic Impact 
 
Understanding the true impact of gaming in the state requires looking beyond the direct industry 

revenues and state gaming tax revenues. As of 2013, Pennsylvania casinos directly employed 

almost 16,700 people across the Commonwealth. The casino operations and induced spending 

from casino employees produced a grand total of approximately $2.9 billion in total output, 

supporting nearly 25,000 total jobs (inclusive of the direct employment) and $1.0 billion in total 

labor income. Casinos also invested large sums to renovate and maintain their facilities. In total, 

$224 million in additional capital expenditures have been spent by the twelve Commonwealth 
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casinos on renovations and upkeep. Annualized, the twelve casinos spend approximately $76 

million per year on renovations and upkeep combined. These capital expenditures generated 

approximately $80 million in total output, supporting an additional 600 jobs, and $37 million in 

labor income. Combined, annual operations of Pennsylvania casinos translates to $3.0 billion in 

total output, approximately 25,500 jobs, and $1.1 billion in labor income. 

 
Beyond direct gaming tax revenues from slots, table games, and horse racing handle, 

Pennsylvania casinos also generate annual tax revenues for the Commonwealth and local 

government from operations and renovation and upkeep expenditures. Counting only income, 

sales & excise, and business taxes, Pennsylvania casinos contribute approximately $81 million 

in taxes, annually. Of this tax revenue, $78.5 million is generated from operations, and $2.3 million 

is generated from upkeep and renovations 

 
In short, directly and indirectly, the industry has a huge annual economic impact on the 

Pennsylvania. They spend a lot of money, employ a lot of residents, and generate a significant 

amount of state and local tax revenues. Importantly, because of “import substitution” (e.g., from 

New Jersey casinos), it is likely that the bulk of this economic impact is “net new” for the 

Pennsylvania, and not “crowding out” existing expenditures. Because the industry revenues are 

driven in large part by keeping revenues in the state, the true economic impact is actually quite 

significant and far closer to what the economic footprint suggests than is usually the case.  

 
 
Regional Competitive Trends 
 
The Mid-Atlantic region, Pennsylvania, Delaware, Maryland, New Jersey, New York, Ohio, 

Virginia, and West Virginia, has seen a significant increase in overall casino supply since 

Pennsylvania entered the gaming business. The Commonwealth was a beneficiary of an 

unsaturated market upon entry in 2006. Eight years later, Pennsylvania has recaptured patrons 

who had been previously crossing state lines and attracts more revenue than any state in the 
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region, having passed New Jersey in 2012. The declining revenues in Pennsylvania as of the 

past two years can be attributed in part to the near full recapturing of in-state gamblers and the 

entry of contiguous states Ohio and Maryland, whose gamblers previously provided significant 

revenues at certain Commonwealth casinos. 

 

Since 2011, as each state has begun to serve its locals as a greater share of its patronage due 

to legalization in contiguous states, casino revenue per capita and as a percentage of personal 

income has begun to converge. The graph of this is fairly remarkable. Over this time New Jersey’s 

gaming revenue as a percent of state personal income has moved down as PA has moved upward 

in almost a mirror image. Both states now are at just below 0.6%, meaning 0.6% of each dollar of 

personal income is spent on casino gaming. While outlying states show significant yearly changes 

as they converge to the mean, Pennsylvania has remained stable for the last three years. This 

can be attributed to approximately equal export and import in gaming patrons for the 

Commonwealth. 

 

Future state gaming tax revenue will be impacted by both positive and negative factors. Expanded 

gaming supply in Pennsylvania (from a second Category 2 license in Philadelphia, a new 

Category 1 casino in Lawrence County or elsewhere, and a third Category 3 license in 2017) will 

likely increase overall gaming tax revenues.  

 
Pennsylvania’s casino market does have some vulnerabilities at this stage. Additional casino 

openings in Ohio will continue to take some market share from casinos in the Greater Pittsburgh 

region. If New York locates casinos in Orange County or allows table gaming in New York City, 

table gaming revenue in Northeast Pennsylvania casinos may be at risk. If New Jersey allows 

casinos at the Meadowlands or, less likely, in Camden or another location near Philadelphia, 

Southeastern Pennsylvania gaming revenue growth might be in jeopardy. However, based on our 
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models, we do not believe Pennsylvania will experience the magnitudes of decline seen recently 

in Atlantic City.  

 

However, despite these out-of-state threats, because most gaming revenue is generated from 

Pennsylvania residents, and some level of gaming from out of state will continue, Pennsylvania 

gaming tax revenue is likely to be relatively stable, with the potential for either an increase or a 

decrease, depending primarily on potential supply increases in New York and New Jersey.  

 

Revenue is also sensitive to long-term industry and demographic trends. A decrease in demand 

for slots gaming will have a greater impact on tax revenue than an increase in table game demand, 

due to the differential rates at which the two are taxed. However, gaming revenue should be 

expected to see some increase over time due to normal growth in population and income.  

 

What is important to emphasize about regional competition is that while there are risks to the 

industry in the future, the probability of an Atlantic City scale decline in PA’s gaming industry is 

not likely. The industry here mostly serves the state’s residents and nearby residents, along with 

visitors who are not coming to the state primarily for gaming, and this makes the future demand 

far more secure. 

 

 
Regulatory and Policy Landscape 

But the relative security of industry revenues does not mean that there will not be some losses, 

and that the state should seek to do what it can to ensure the casino gaming continues to thrive. 

To that end, I’d like to discuss the regulatory and policy landscape.  
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As my comments so far have shown, gaming has changed dramatically in the past decade with 

a national and regional increase in competition. Each state that permits commercial gaming 

employs a unique approach to regulating their gaming industry. Looking at these practices 

together help illuminate potential areas for regulatory reform in Pennsylvania that could help the 

industry maintain competitive and financial sustainability.  

 

The most common complaint we heard from casino operators is that the tax rates are high. And 

indeed, Pennsylvania has the 5th highest effective casino gaming tax rate in the nation. However, 

what may surprise some is that the nearby states of Maryland, West Virginia, and Delaware have 

higher rates, and New York and Ohio rank closely as well at 6th and 8th, respectively. While our 

tax rates are high for the nation, compared to regional competitors they are about average. As a 

result, we conclude that while lower taxes would likely produce some positive economic and fiscal 

spillovers for the state, there is a great degree of uncertainty about whether the benefits to the 

Commonwealth will be worth the costs in forgone taxes, and given current conditions a tax cut is 

not likely the optimal policy response from the state, especially at this time. 

 

However, there are a variety of possible regulatory reforms and changes the state could pursue 

to help improve the financial sustainability of the industry. In addition, some of these regulations 

will likely help increase revenues and state taxes. The challenge for any regulatory structure is to 

balance the interests of all parties. The balance is always tricky, and the appropriate regulatory 

approach can change over time as the industry changes.  

 

With these concerns in mind, the evidence suggests there are several regulations that potentially 

disadvantage Pennsylvania gaming.  The inclusion of regulatory changes in our report does not 

constitute an endorsement of the modifying or removal of the regulatory or legislative 

requirements. Proper regulation is a balancing act and the result of a broader policy making 
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process, and removing a regulation that inhibits casino revenue or adds costs might, on balance, 

still make sense in the policy context.  

 

With that in mind, the following are a list of regulatory options that we believe merit further 

consideration as ways to help Pennsylvania casinos remain profitable and competitive into the 

future: 

 

 Allowing alcohol sales beyond 2 am: we have heard there is a steep drop off in players in 

many PA casinos at last call, and many other states allow casinos to operate with 24 hour 

drink service. 

 Improve approval time for new games and more flexibility in table game rules: creating the 

best mix of rules and games in a rapidly changing environment is an important tool for 

drawing players and maximizing profit. Allowing casinos more flexibility here will help them 

compete effectively.  

 Allow for cash advance with credit cards on the gaming floor: the regulations around how 

casinos are allowed to offer credit to players needs consideration as this is an important 

service to players and is currently a very a tightly regulated area with potential room for 

improvement here. 

 Let gamers cash third party checks and personal checks over $2,500: this is something 

that we have heard is an inconvenience to players. 

 Decrease required level of state police presence: casinos have a lot of incentive in 

providing security, and the current mandated level of policy presence is an expensive 

regulation. 

 Investigate potential for decreasing the cost of direct regulatory and administrative bodies; 

it made sense for Pennsylvania to have a large regulatory body compared to other states 
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as the industry was rolled out. But as the industry has matured there should be some room 

for scaling back costs here. 

 Allow more flexibility for staffing requirements: New Jersey has led the way recently in 

increasing operational flexibility to casinos when it comes to staffing matters. Allowing 

more flexibility in staffing decisions will help casinos lower costs and compete with other 

states.   

 Remove or decrease non-gaming vender licensing: the process for working with non-

gaming venders is more burdensome in PA than in other states. In particular this was one 

area that we have heard is limiting casinos’ ability to partner with nearby small businesses 

who do not want to go through the burdensome and time consuming process of becoming 

licensed.  

 

Overall, regulating a casino gambling industry for the first time is a difficult and complex task, and 

we feel Pennsylvania has done an excellent job. As the industry matures it is important to consider 

places for improvement however. New Jersey undertook similar reforms recently that have 

lowered costs and increased flexibility for their casinos, and Pennsylvania should consider 

following their lead. 

 

Potential Sources of New Gaming Revenue 

 

The final issue our study explored was potential forms of new gaming revenue that the state could 

explore. While there are several potential sources, none are likely to have the impact on revenues 

that casino gambling has had. It is important to keep this in context, and that is that the state has 

taken the low hanging fruit of gaming revenues. With that said, there is a lot that could be done 

and a significant amount of new revenues and economic activity that could be had.  
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The largest potential new revenue source is Internet gaming, or igaming as it is sometimes called. 

The forecasted gaming revenues for this industry would be $180 million in the first year and 

approximately $300 million after that. If the roll-out and regulation of igaming is done in a way to 

encourage growth, then the $300 million forecast is possible within the first year. Assuming 

illustrative tax rates of 20% for poker and 60% for online slots-style games, tax revenues could 

be $68 million in the first year, and over $110 million annually thereafter. While there is a 

reasonable degree of uncertainty, the available evidence suggests the net effect igaming would 

be to complement, and not cannibalize, existing land-based casino revenues in the state. This 

may seem counterintuitive, but it is important to remember that igaming is in a lot of ways a 

different activity than casino gaming. While some in the industry are more skeptical, we’ve spoken 

to many operators who agree that there is a significant potential for synergies that will help them 

bring in new gamers.  

 

In addition, we believe that there could be $20 to $110 million dollars in tax revenues generated 

if the state were to legalize sports betting. While this is currently not an option due to federal law, 

it is possible that this will change in the near future and it is something the state should keep in 

mind.  

 

In the report we also discuss three other possible new revenue sources the state should explore 

including fantasy sports, prediction markets, and airport slot machines. In each case we believe 

there is scope for either new gaming revenues or new economic activity and jobs, but that many 

issues must be examined before any implementation.  

 
 
Conclusion 
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In conclusion, there are a couple of keys we’d like to emphasize. First, that Pennsylvania’s casino 

gaming industry has been a success for the state in terms of economic activity and tax revenues. 

This success reflects wise policymaking on the part of the state that is recognized by industry 

experts as a model of how a casino roll-out to maximize tax revenues should look.  

 

Second, while the regulatory and policy landscape has helped us get to this point, there are 

important reforms that the state should consider. The most important theme is allowing casinos 

more flexibility to compete.  

 

Third, while competition from other states has increased and is going to increase some more in 

the future, Pennsylvania’s gaming revenues and direct gaming tax revenues are significantly more 

secure than Atlantic City’s were at the beginning of 21st century. We forecast that overall gaming 

revenues and direct state gaming tax revenues will increase overall in the future as 

Pennsylvania’s final two (or 3) casinos come on board. We forecast a significant net increase in 

aggregate gaming tax revenues, even though existing casinos will likely see some gaming 

revenue reductions due to intrastate cannibalization. We further forecast greater overall 

headwinds associated with macro gaming trends, and more specifically the ever-growing 

competition from nearby states, with possible impacts on the order of 5%-10% of revenues going 

out to 2020, 2025 and beyond.  

 

Finally, there are several potential sources of new gaming and related revenues the state should 

explore. In particular, igaming represents the opportunity for new revenues and is more likely to 

help rather than hurt Pennsylvania’s existing land-based casinos. 

 


