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Abstract

The rapid expansion in casinos has involved in a relentless "casino competition™ between cities
or countries across the border. This paper develops a framework to shed light on the cross-
border casino competition and conducts both analytical and quantitative studies. Two bordering
casinos compete each other for the external source of demand from the other side of the border
and the two competing cities set their optimal tax policy (the casino revenue tax on casino
operators and/or the tax surcharge on gamblers) to maximize the social welfare. By calibrating
the model to fit the casino competition between Detroit and Windsor, we quantify the
consequences of rising commuting costs and declined population size for cross-border casino
competition. We further assess the casino tax effects and then determine the optimal casino tax
policy in the calibrated two-city economy. The welfare and counterfactual analyses provide
policy implications to the casino policymakers of the bordering cities and offer new insights to

the thin economic literature on casino gambling.
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Washington University in St. Louis and Research Associate at the NBER. His major research
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Spatial/Health Economics. He has published over 60 research articles in refereed journals,
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Review of Economics and Statistics (2).

He is currently Vice President for Planning and Development of the East Asian Institute,
Associate Editor for Economics Bulletin, Journal of Public Economic Theory, Pacific Economic
Review and Regional Science and Urban Economics, and on the editorial and advisory boards
for Journal of Macroeconomics, Taipei Economic Review, and American Association for
Chinese Studies. His current research focuses primarily on: (i) micro-founded theory in growth
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corruption, casinos and networks, and (vii) economic integration, outsourcing, venture capital

and institutions.
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