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It Was The Best Of Times, It Was The

Worst Of Times.
By Margaret Mueller Ph.D.
Independent Lottery Research

THE EFFECT OF THE ECONOMY ON JOE AND JACK

The economy is a top of mind concern for consumers across the nation, including the Joes and
Jacks in your jurisdictions. Nine out of ten lottery players' say they have been paying attention
to the financial news on Wall Street and around the nation (88%). Not only is the economy top
of mind, but lottery players say they have been directly affected by the economic downturn,
with Joes being affected more than Jacks: almost two thirds of Joes (63%) and just over half of
Jacks (54%) say they have been negatively impacted in some way by this crisis.

Question: So far, have you been hurt in any way by this crisis?
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! Lottery players include those who say they have played the lottery in their state.
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Joes are slightly more optimistic about the duration of the crisis, with the greatest proportion
expecting it to last two years, though they are slightly less likely than Jacks to say their own life
will improve once the crisis is over (60% Joes versus 65% Jacks).

Question: How soon do you expect that this crisis will be over? Do you think in ...
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Jacks anticipate the economic crisis to endure for another three to five years. However, nearly
one in ten Joes feels it will never end (8%), versus just 2% of Jacks. In addition, about a third of
those who have ever played the lottery say that before the economic crisis is over it will have
greatly impacted them and their household (31%, data not shown).

Question: Once the economic crisis is over, do you think that your own life will improve?
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The Effect of the Economy on Joe’s and Jack’s Lottery Play

Seven in ten of those who have ever played the lottery say they are playing just as much now as
they did at this time last year (70%). One quarter say they are playing less (24%) and just 4%
say they are playing more. Joes are more likely than Jacks to say they are playing more now
than they played last year (11% Joes playing more now, 2% Jacks).

Question: Thinking about this same time last year, would you say you are playing the lottery
more, less, or about as much now as you were last year?
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The few respondents who say they are playing more mention things like, “Times are
questionable, and I want to pay off my house,” “Just the thought of winning is nice,” and
“Things are tough, so I'm hoping I can win!” Explicitly asked if the economy has played a role
in their increase in ticket purchases, respondents say:

* “The changes to the economy got me to start playing.”
¢ “I'm playing more because times are harder.”
e “The changes to the economy have made me start playing more.” ?

Respondents who are playing the lottery less are about as likely to say they are buying fewer
instant tickets (37%), lotto tickets (36%), and Powerball (34%) or Mega Millions (20%) tickets.
Joes (64%) are more likely than Jacks (32%) to say they are cutting back on instants, while Jacks
(40%) are more likely than Joes (8%) to say they are cutting back on Lotto tickets. (Please note
that many Joes and Jacks use “lotto” generically to indicate lottery play; caution should be used
in interpreting this as a “game” indication).

Question: Specifically, what tickets are you buying less of?

2 caution: Small base size (N=9)



Base: All who say they are playing less now compared to this time last year.
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One in five of those who say they are spending less on instants say they are buying less
expensive tickets (22%), two in five say they are buying fewer tickets (41%), and about a third
say they are buying less expensive and fewer tickets (35%). Joes are most likely to buy less
expensive tickets, while Jacks are most likely to buy fewer tickets. ®

Question: Are you buying less expensive tickets, fewer tickets, or both?
Base: All who say they are playing instants less now compared to this time last year.
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? caution: Small base size (N=24 who say they are spending less on instant tickets)



Those respondents who say they are playing the lottery less now say it is because “money is
tight” (30%) or they cannot afford it (25%). One in eight say they are no longer interested in
playing (13%), and one in ten each say they “never win” (11%), they are spending their money
elsewhere (11%), or they feel the lottery is a waste of money (10%).

Question: Why are you playing less now than before?
Base: All who say they are playing less now compared to this time last year.
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To further understand the impact of the economy upon player’s behaviors, we reviewed 2007-
2008 fourth quarter calendar sales and identified which states reported an increase or decrease.
As you review the data, note that twelve of the fifteen states reporting an increase in sales are
Powerball states; just three Mega Millions states report an increase. Eight of the twelve Mega
Millions states and seven of the thirty-one Powerball states have experienced a decrease in
lottery sales from 2007 to 2008.

No matter the state sales report, those who have played the lottery have similar mindsets about
how often they play relative to this time last year: they are most likely to say they are spending
just as much now as they were at this time last year, though about one quarter of those residing
in states reporting an increase (23%) or decrease (24%) in sales say they currently spend less on
the lottery now than last year.

Question: Thinking about this same time last year, would you say you are playing the lottery
more, less, or about as much now as you were playing last year?
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Those players who say they are spending less on the lottery mostly cite economic reasons for
decreasing their spending. Notably, although nearly a third of residents of states reporting a
decrease in sales say they are playing less now because they cannot afford to play, one in five
simply are not interested in playing (20%) and one in six each say it is a waste of money (17%)
or they rarely win (16%).

We might conclude that yes, residents of states whose sales have decreased are feeling the
economic belt-tightening, but they are also growing dissatisfied with the lottery brand in their
state. In contrast, residents of states whose sales have increased are more likely to have cut back
spending because they are managing their money; they say they have cut back because money
is tight (25%), they are spending money elsewhere (22%), they cannot afford it (17%), or they are
saving money (10%). Just one in ten say they are no longer interested in playing (versus 20% of
those in decreased sales states), and 4% each say they don’t win often (versus 16% in decreased
sales states) or the lottery is a waste of money (versus 17% in decreased sales states).

Question: Why are you playing less now than before?
Base: All who say they are playing less now compared to this time last year.
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Putting It In Perspective

In August last year, when the national average price of gas hovered at $4 per gallon*, we asked
Joes and Jacks to talk about the impact of the rising cost of gas on their lottery play. Nearly one
in five lottery players told us that the recent increase has affected their lottery play (18%). A
year prior, in 2007, Joes noted a significantly greater impact on play than Jacks, with 28% of Joes
and 15% of Jacks saying the cost of gas impacted play in 2007. Just last August, however, a
greater proportion of Jacks were feeling the pinch too, as the average cost of gas moved from $3
per gallon in 2007 to $4 per gallon in 2008 (13% of Joes affected by recent increases, 19% of
Jacks).

* Source: AAA Media Site for Retail Gasoline Prices (http.//www.fuelgaugereport.com/index.asp)
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Of those who say their lottery play had been affected by rising gas prices, one in ten said they
were playing less often (11%), 5% said they had stopped buying tickets altogether, and 1% said

they were spending less.

Asked specifically how they have cut back their lottery play, comparable to the impact of the
recent economic crisis, two in five said they were buying fewer tickets (40%), one in five said
they were buying less expensive tickets (18%), and just over a third said they were buying fewer
and less expensive tickets (36%). Two in five Joes, who according to previous National Jack
Updates are the purchasers of the costlier $10, $20, and $50 instant tickets, said they cut

spending by buying less expensive tickets (62%).
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To go back even further, when gas approached the $3.00/gallon average for the first time in
history, we found that one-quarter said that in September 2005 players were spending less on
lottery tickets (26% of lottery players), and one in five noted that although they hadn’t yet
changed their behavior, they expected to spend less in light of the increase in gas prices (21% of
lottery players). We asked the same question next month, in October 2005, and a third of lottery
players said they had been spending less on the lottery because of the price of gas (33% of those
who have ever played the lottery).

A year later, in August 2006, we asked players how the forecasted increase in gas to a national
average of $4.00/gallon might affect their lottery play. Two-thirds suggested they would not
change their behavior at all (63% lottery players); three in ten said they would play less (29%),
and the balance said they would actually spend more on the lottery (4%).

Question: If gas rises to $4 a gallon, will you play the lottery more, less, or the same as you
play now?

Base: All who have ever played the lottery.

Source: August 2006
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Implications

It appears that while there is no difference in the mindset about playing more or less, states
whose sales have declined are more likely to be impacted by negative opinions about the lottery
compared to states that increased. While everyone talks about money being tight, consumers in
states with an increase are more likely to simply be shifting priorities with the onset of
economic woes; they are spending money on other things, saving, and are more discerning
about where their hard-earned dollars go. However, consumers in states that declined are more
likely to say they simply can't afford the lottery, and worse yet, they talk negatively about
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playing: “I never win,” “it’s a waste of time,
is turning into a brand issue in struggling states, and the problem is not necessarily rooted

solely in economics.

m just not interested in playing anymore.” This

With that said, between increasing gasoline prices and now a sudden deep recession, a sizable
number of Joes and Jacks have reported over time a decrease in lottery play. The impact of these
events continues to be direr on Joe behavior than Jack, and that impact is seen in recent reports
of sales decreases by a number of lottery jurisdictions. It is clear that Joe, the key to lottery sales,
is buying fewer less expensive tickets and Jack, although less impacted, is cutting back as well.
Some of the graphs above are cumulative: if you review past ILR newsletters you will see that
these percentages are percentages of smaller groups. Energy costs, and now the recession, have
caused the percentage of lottery play among total populations to generally decline.

And, although most reporters contacting ILR over the last few months about lottery play
increasing as players and non players have been made desperate by economic forces, neither
sales nor data indicate that this is true. What is true is that lotteries need to examine ticket
pricing and numbers of games as demand declines among Joes. Although most Joes and Jacks
indicate significant changes in behavior, small changes among key groups can have a major
affect on overall sales.
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Recommendations

Rising sales due to price point increases or prize percentage enhancement may be a thing of the
past. Recent Lottery Insider articles about fall-offs in mega-priced instant tickets may be the tip
of the iceberg. Lotteries and lottery vendors can weather the economic storms best by
broadening the base of lottery players. As we have reported for the last few years, Joes are the
most vulnerable market segment to cost of living increases or pessimism about the economic
future. If this market segment cuts back in purchasing, it will have a geometric impact on
overall lottery sales. Jacks are less affected and they may be more open to playing lottery games
instead of spending money on more traditional discretionary entertainment choices. The
success of some licensed property games as reported in the trades may indicate this.

Our data suggest that the media template story of economic desperation driving increased
lottery play is fiction. In fact, reported decreases in lottery sales prove this to be a media fantasy.
As the industry moves forward, it can reverse sales declines by maximizing bloc lotto grand
prize events and paying more attention to Game Planned attributes when constructing games
that can appeal to a broad segment of potential players.

During the last major recession in the eighties, lottery sales went up a billion dollars in less than
four years in Illinois. Their marketing and game plan was simple and effective: appeal to the
many and not the few.



