


CURRENT SITUATION
continued from page 1

economic terms represents a “good” long-run
development for the greater Atlantic City
economy—it will push the local and regional
economy to the brink over the near-term.
As | explain more fully below (see p. 4), the
industry’s right-sizing will not only increase
unemployment among gaming industry
workers, but also have significant adverse
multiplier effects on the regional economy.
What's more, the potential for a northern-
New Jersey casino operation post-2016
(which recent reports seem to suggest is fast-
becoming a likely possibility) only further
complicates the metropolitan area economy’s
long-term  outlook. The  uncertainty
surrounding such a northern prospect will
undermine Atlantic City’s short-term health as
well because it is likely to deter private sector
investment until a final decision by state
lawmakers has been reached.

All of this suggests that there is an urgent
need for collective strategic thinking
about the regional economy’s longer-term
development. Above all, such thinking
must consider the efficacy of continuing to
pour (what most, though not all, consider
to be) public monies into the local gaming
and hospitality sector. New regional
market realities in these industries must
be recognized and accepted. Subsidies and
publicly-backed finance directed at this
sector cannot be sustained indefinitely. In
short, private sector managers in the gaming
and hospitality industry must be allowed to
weigh market risks and rewards—ones free of
the distortions such subsidies and financial
arrangements tend to generate. Only then
will private sector agents bear the total risks
associated with their investment decisions.
Continued efforts to stave off these larger
market forces (however well-intentioned and
ostensibly laudable) will involve opportunity
costs in long-run development terms. Public
monies directed at one industry or sector can
generally be directed elsewhere, e.g., toward
programs and initiatives that help increase the
viability of businesses and industries whose
long-run growth prospects are brighter. Such
viability, it should be noted, is often heavily
dependent upon a highly-skilled workforce
(whether it is locally nurtured or imported).

Efforts to reshape Atlantic City’s future
economic development over the coming

years must also confront what Edward Glaeser
refers to as the “folly of building-centric urban
renewal”. In short, this means coming to grips
with the idea that, “cities aren't structures;
cities are people.” He writes:

Too many officials in troubled cities wrongly
imagine that they can lead their city back
to its former glories with some massive
construction project—a new stadium or
light rail system, a convention center, or a
housing project. With very few exceptions,
no public policy can stem the tidal forces of
urban change . . . Shiny new real estate may
dress up a declining city, but it doesn’t solve
its underlying problems. The hallmark of
declining cities is that they have too much
housing and infrastructure relative to the
strength of their economies. With all that
supply of structure and so little demand,
it makes no sense to use public money to
build more supply.

The import of Glaeser’s remark cannot be
overstated. Local redevelopment efforts
must begin to focus on strengthening and
broadening the metropolitan area’s economic
base. More polish, security, cleanliness,
ground-breakings, and ribbon cuttings won't
accomplish this goal. Diversifying the local
economy beyond gaming and hospitality,

recruiting successful businesses from outside
the local economy, nurturing the growth of
existing local businesses (especially those
with export potential), and helping the
unemployed acquire new skills, retrain, and/
or providing them relocation assistance
(should they voluntarily seek it)—all these
activities should become constituent parts of
redevelopment efforts in the years ahead.

By the Numbers

In May, nonfarm employment in the Atlantic
City metropolitan area was contracting at a
2.2% rate year-on-year. Employment at the
state and national levels was growing at year-
on-year rates of 0.1% and 1.7% respectively.
(Figure 1) Atlantic City’s year-on-year job
decline of 3,000 in May was the fourth-
largest among all U.S. metropolitan areas.
Remarkably, Atlantic City has not recorded a
single month of year-on-year job growth since
October 2012.

Meanwhile, the metropolitan area’s
unemployment rate stood at 11% in May—
significantly above the state’s 6.8% and the
nation’s 6.3%. While the unemployment rate
has consistently declined since peaking at 14%
in November 2012 (though it did rise briefly
in March and April of this year following
the Atlantic Club’s closure), this reflects a
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s AT CIY

New Jersay—
——=-l5

Volume 8, Number 1 « Summer 2014

Page 2



BY THE NUMBERS
continued from page 2

significant decrease in the metropolitan area’s
labor force—not strong job growth. (Figure 2)
Since November 2012, Atlantic City’s labor
force has declined by a whopping 9,200 or
6.7%. Over the same period, the total number
of unemployed individuals in the metropolitan
area declined by 5,100 or 27%. In May, 14,057
individuals were officially unemployed in
Atlantic City.

The steep decline in the labor force reflects
not only a rising pool of discouraged
workers (which are not officially counted
as unemployed), but also out-migration.
Indeed, recently-released county population
estimates indicate that 5,675 persons
migrated out of Atlantic County between
2010 and 2013. This outflow was offset,
however, by natural increase (+3,000), and
international emigration into the county of
+4,080. If the flow of international emigrants
slows (which seems likely given the continued
poor economic environment), the county will
begin to record population losses if the flow
of domestic out-migration continues apace or
accelerates over the coming years.

As Table 1 shows, in the January-May period
of this year, total nonfarm employment in the
metropolitan area was off 3,100 from a year
earlier. Unsurprisingly, employment in the
accommodations industry (which includes
the hotel casinos) was down 4,000 year-on-
year. Importantly, the jobs lost via the Atlantic
Club’s closure in January represent only 1,600
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of these job losses—a clear indication that
the industry’s remaining operators continue
to trim payroll. Besides accommodations,
year-on-year job losses were also recorded
in  construction,  manufacturing, and
government. Combined these three industries’

Table 1: Industry Employment Trends in Atlantic City

% Change from prior period

Jan-May 2013

Jan-May 2014

Average Employment (000s) Change on prior period (000s)

Industry Jan-May 2012 Jan-May 2013 Jan-May 2014 Jan-May 2013 Jan-May 2014
Total Nonfarm 134.0 132.7 129.6 -12 -3.1
Total Private 110.9 109.5 106.9 -1.4 -2.6
Leisure and Hospitality 457 45.0 41.4 -0.8 -3.5
Accommodation and Food Services 44.2 435 404 -0.7 -3.1
Accommodation 33.0 31.6 27.6 -1.4 -4.0
Casino Hotels 31.3 30.0 26.4 -1.3 -3.6
Food Service and Drinking Places 11.3 11.9 12.7 0.6 0.8
Construction 49 4.6 4.1 -0.3 -0.5
Manufacturing 2.2 21 2.0 -0.1 -0.1
Wholesale Trade 2.9 25 25 -0.4 0.0
Retail Trade 15.0 15.1 15.9 0.2 0.8
Transportation and Utilities 2.9 2.8 3.0 -0.1 0.2
Information 0.8 0.8 0.8 0.0 0.0
Financial Activities 3.9 3.9 39 0.0 0.0
Professional and Business Services 9.1 9.1 9.4 -0.1 0.3
Education and Health Services 18.9 18.6 18.7 -0.3 0.1
Hospitals 6.4 6.1 6.1 -03 0.0
Other Services 45 5.0 5.1 05 0.1
Government 23.1 23.3 22.7 0.2 -0.5
Federal Government 2.7 2.7 2.6 -0.1 -0.1
State Government 41 4.4 4.2 0.4 -0.2
Local Government 16.3 16.2 15.9 -0.1 -0.3

-0.9%
-1.3%
-L7%
-L7%
-4.2%
-4.2%
5.7%
-6.9%
-2.8%
-13.8%
1.1%
-2.1%
0.0%
-0.5%
-0.7%
-1.7%
-5.0%
10.2%
0.8%
-2.2%
8.8%
-0.7%

-2.4%
-2.4%
-7.9%
-1.2%
-12.5%
-11.9%
6.9%
-10.4%
-3.8%
0.0%
5.2%
6.4%
0.0%
0.0%
3.7%
0.3%
-0.3%
2.8%
-2.2%
-2.3%
-4.5%
-1.6%
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MODELING THE EFFECTS OF “RIGHT-SIZING™...

continued from page 4

Table 2: Modeling the Effects of Gaming Industry Right-Sizing on Atlantic City’s Economy cont’d

eventually result in a total employment
decline of approximately 6,300 (4,900 casino
jobs plus an additional 1,400 jobs spread
across other industries in the local economy).
Such job losses will represent 4.8% of the
metropolitan area’s employment base. The
total earnings loss will equal roughly $158
million ($113 million in casino earnings plus
additional earnings of $45 million). This
reduction in wage earnings will represent 3%
of the metro area’s total 2013 annual wage
base.

To put this total employment loss in
perspective, consider the fact that the two
largest annual employment declines ever
recorded by Atlantic City were -5,700 (during
the 1991 national recession) and -8,500 (in
2009 amid the Great Recession). Those two
losses represented employment declines of
4.2% and 5.7%, respectively. Of course, job
growth in the non-gaming portion of the local
economy may help cushion some of these
gaming-industry job losses. But, non-gaming
job growth averaged just 1.8% (1,700 jobs)
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MODELING THE EFFECTS OF “RIGHT-SIZING™...
continued from page 6

current business env
5% decline in the labor force (roughly -6,500)
by year’s end is quite likely with the balance
of the decline playing out during 2015. This
would imply that the' unemployment rate will
increase about 1 to 1.5 percentage points by
year’s end before beginning to slowly decline
in 2015.°

Alternatively, should the initial labor force
response prove rather weak (say, decline only
2%), the unemploym
by considerably mo
3 percentage points
months. Put otherwi
in the labor force ov
lower the rate of no
higher the unemploy
the near-term.

Beside vacant casino hotel towers (which
are problematic for a host of reasons), other
potentially significant real estate effects will
flow from a large sudden decline in the labor
force—more specifically, one that results due
to out-migration by jobless gaming industry
workers.” Given the current environment,
such a large out-migration (say, condensed
into a period of a few months over the course
of the coming winter) certainly seems within
the realm of possibilities—especially for those
who rent and are therefore more footloose
than homeowners.® Should the out-migration
industr1fwork)17(the )1(G)ths.
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THE RIGHT AMOUNT OF RIGHT-SIZING

The scenarios above beg the question of how much
right-sizing in the local gaming industry is required.
While this question will eventually be answered via the
independent decisions of gaming operators, the near-
term trend (say, over the coming eighteen months) in
the industry’s gross gaming revenue will undoubtedly
figure prominently in the calculations that underlie
those decisions. While it's true that Atlantic City’s
remaining casino operators will continue to diversify
and expand their entertainment portfolios—which
implies that gaming revenue will become increasingly
less important than it historically has been to bottom
line profitability—basic facts can not be glossed over:
casinos need gaming patrons. In the event that non-
gaming forms of entertainment become the primary
driver of gaming operators’ profits in the years ahead,
additional industry consolidation would likportftainmMtearm[The sc$4ur)18(e pr)17(oa560ias )1(significant )1l(expensive )l(casino floor space
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THE RIGHT AMOUNT OF RIGHT-SIZING...

continued from page 8

Scenario 1 will reduce the industry’s gaming
revenues by approximately 9-10% (roughly
$270 million) for the year—independent of
any purely additional business cycle and/or
competition-related declines. Should Scenario
2 come to fruition (with the additional closure
it assumes occurring a few months before
year’s end), the revenue decline will likely be
in the 12-13% range (around $350 million).
Either of these scenarios will reduce GGR to
around $2.4 to $2.5 billion. In light of broader
regional gaming industry developments
(Pennsylvania gaming revenues declined last
year after seven years of solid growth), as well
as national economic conditions (which do
not appear particularly robust at present), my
own sense is that gaming revenues in Atlantic
City have not yet stabilized suggesting that
even without any closures gaming revenue
would likely continue to drift lower over the
next few years. An eventual bottoming out of
GGR near the $2 billion range seems possible
depending upon national business cycle
conditions and gaming industry dynamics
outside Atlantic City. Based on longer-term
industry trends, this would imply that the
casino gaming industry workforce in Atlantic
City could eventually stabilize somewhere in
the 18,000 to 20,000 range.

LEAVII
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THE RIGHT AMOUNT OF RIGHT-SIZING...

continued from page 9

One final thought exercise might help further
underscore the point that a considerable
gulf separates Las Vegas and Atlantic City.
One way to compare the different roles that
gaming plays in each metro area’s economy is
to consider their respective gaming revenues
per capita. Las Vegas' Strip took in $6.5
billion in gaming revenue in 2013 compared
to $2.8 billion in Atlantic City. Remarkably,
however, those figures equal $3,249 and
$10,166, respectively, on a per capita basis!
Think about it this way. If every single dollar
of gaming revenue spent in each metropolitan
area last year were a non-local one, then
gaming effectively provided each citizen
of each metro area those dollar amounts.
In other words, whereas per capita gaming
revenue accounted for just 9% of total per
capita income in Las Vegas ($36,676 in 2013),
they accounted for a whopping 24% in Atlantic
City ($42,099).

POLICY RESPONSES

Before turning to the important question of
Atlantic City’s redevelopment, some brief
comments regarding the near-term horizon
seem warranted. The most pressing concern
this fall will be a jobs crisis as it appears (as
the Review went to print) that approximately
4,900 casino workers (at a minimum) will find
themselves jobless this fall. Local policymakers
and others must ensure that every jobless
worker has the necessary information and
capacity (e.g., transportation assistance) to
access existing government programs and
resources (unemployment insurance, health
insurance, rental/mortgage  assistance,
retraining, food  stamps, dislocation
assistance, etc.) available in mass layoff
situations. Ensuring that all local and regional
State Department of Labor One-Stop Career
Centers are adequately staffed and capable
of offering extended hours seem obvious
checklist items given the deluge of workers
they are likely to encounter. And, while
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Firms and businesses with “free” export
potential should be of major interest to
redevelopment officials at the symposium.
As explained in prior editions of the Review,
Atlantic City’s export base must be diversified.
Redevelopment efforts should aim to support
and grow existing local and regional businesses
that sell products beyond the local and regional
economy. Aiding the growth of the local
economy’s “free-export” base is important
because it will reduce customer acquisition
costs and help reduce the economy’s
dependence on visitorship.

The distinction between free and location-
specific “exports” is important. Atlantic
City’s leisure and hospitality sector (which
includes its casinos) represents a location-
specific export as sales require visitorship
(consumption) to (in) Atlantic City. (igaming
of course transforms some of AC’s gaming
products into free exports.) The same is also
true of the regional economy’s healthcare and
higher education exports, viz., consumption of
such exports is generally tied to location. The
upshot is that such exports are vulnerable to
convenience competition. Absent substantial
quality differentials (say in gaming products,
healthcare, or higher education) convenience
(time) is generally important to consumers’
buying decisions.

In contrast, sales of free exports do not
require  visitation or location-specific
consumption. Among others, the region’s
free export base already includes: wine,
several fruit and agricultural products,
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POLICY RESPONSES
continued from page 11

course) in smaller cities as long as there is
vision, planning, cooperation, and leadership
among key players. As Brookings notes, these
include: local and regional governments,
real estate developers, anchor companies,
research, medical, and  educational
institutions, philanthropic investors, and
incubators/accelerators.

There is an argument to be made that
several of the best-performing metropolitan
areas of the past two decades (metro areas
comparably-sized to Atlantic City) owe at
least part of their success to the types of
collaboration, cooperation, and openness
that are the hallmarks of big-city innovation
districts. These metropolitan areas include:
Lincoln, NE; Green Bay, WI; and Boulder,
CO. All three of these metro areas boast key
higher educational anchors—the University of
Nebraska-Lincoln; the University of Wisconsin-
Green Bay; and the University of Colorado—
that have been leveraged in ways to help
drive wider economic growth. To name but
two well-known examples in this vein: UC
Boulder is home to Colorado’s burgeoning
photonics industry, while Lincoln (along with
Omaha, Sioux Falls, and Des Moines) is part of
the Midwest’s Silicon Prairie region—which
boasts several well-known and respected IT
oriented firms.

Each of these metropolitan areas had a
1990 population close to Atlantic City’s. By
leveraging their respective economic assets,
each metro area (from, it should be noted,
very different geographic locales) experienced
remarkable economic success over the past
two decades. While their populations not
only grew more than Atlantic City’s, so too did
their employment bases: 38%, 43%, and 57%,
respectively between 1990 and 2012. Over
the same period, Atlantic City’s employment
increased by 0.6%.

In addition to their core educational
institutions and key corporate employers,
each metro area’s economy is fairly well-
diversified.  (Table 4) While there are
important differences across the metro
areas (which reflect their unique economic

| stress these comments hardly represent a
comprehensive redevelopment plan. Rather,
my intent in setting them out is to make a very
modest contribution to what will undoubtedly
be a long slog into the future—one | believe
can be bright for Atlantic City.
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ENDNOTES:

!Edward Glaeser, Triumph of the City, (New York; Penguin, 2011) p.9

2RIMS Il employment and earnings multipliers from the U.S. Bureau of Economic Analysis for the hotels and motels industry (which includes casino hotels) in Atlantic
City are 1.3 and 1.4, respectively. These multipliers imply: 1) if the gaming industry’s output increases so that its employment increases by 1,000, an additional 300
jobs will be generated, and 2) if the gaming industry’s output increases so that its workers receive additional annual earnings of $1 million, an additional $400,000 of
earnings will be generated in Atlantic City. While multipliers are often used in economic analysis to calculate total job and earnings gains that flow from a particular
industry’s expansion, they are equally applicable to contractions.

31t is worth noting that the historic correlation between gaming and non-gaming job growrbo.a.41(so thahth notems wtr)ng 026ply:asthagh1(gam eaaght )1(will )6()1ed. Thus, w
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