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Foreword

This Submission was prepared independently by ACIL Consulting Pty Ltd. The
assignment was funded by a group of six gambling service providers — Crown
Limited, Jupiters Limited, Star City Casino, TABCORP Holdings Limited, TAB
Limited and Tattersall’s. They support the policy principles enunciated in the
Submission but do not necessarily agree with some of the conclusions drawn by
ACIL from their application.
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Glossary

Bet:

Casino gaming:

Clubs:
EGMs:

Expenditure:

Expenditure per capita:

Gambling:

Gaming:

Household disposable
income:

Hotels:

Minor gaming:

Market failure:

Operating profit:

Racing:

Turnover:

Wager:

An amount placed on the outcome of a future uncertain event, particularly
pertaining to gaming. In other words, it is the amount spent on a particular
form of gambling

The figures reported under this heading represent wagers at casinos and
include wagers on table games, gaming machines and Keno systems.

Licenced premises with gaming machines.

Electronic Gaming Machines. The figures reported under this heading
represent EGMs situated in hotels and clubs and not in casinos, unless
otherwise stated.

The amount wagered minus the amount won by people who gamble. It can
also be thought of as the gross profit to the operators of each particular
form of gambling.

The amount spent per person. In relation to gambling, this is the total
expenditure on gambling divided by the adult population.

The lawful placement of a wager or bet on the outcome of a future
uncertain event. Wagering and gaming related gambling are commonly
distinguished.

All legal forms of gambling other than racing, such as lotteries, EGMs,
casino gaming, pools and minor gaming.

Total net income, whether cash or kind, and after deduction of direct taxes,
available to households.

Premises also referred to as pubs, taverns and bars, licenced to sell
alcoholic beverages.

The collective name given to raffles, bingo, lucky envelopes etc.

A market is said to fail’ when significant economic effects, positive or
negative, are not taken into account by voluntary market processes. A
consequence of market failure is likely to be too much or too little
production/consumption relative to what would have been the case had all
effects been priced in the market. Market failure is also defined in terms of
‘externalities’ and ‘unpriced spillovers'.

Profit before extraordinary items are brought into account and prior to the
deduction of income tax and appropriations to owners (eg: dividends) are
paid. ‘Operating Profit Margin’ is the percentage of operating profit before
tax divided by sales of goods and services.

Usually defined in the gambling industry as horse and greyhound races
and other specified contests covered by TABs. Figures reported under the
racing heading include legal betting with bookmakers and totalisators, both
on racecourses and off-course. It is related to.

An expression often used to describe the amount wagered and bet on
every game. This does not include any additional charges that may also
be paid at the point of purchase, such as selling agents’ commissions in
the case of lotteries.

A bet or an amount placed on the outcome of a future uncertain event,
pertaining to sport, mainly racing. In other words, it is the amount initially
outlayed on a particular gamble.
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This Qubmission draws
on two main policy
principles. consumer
sovereignty and the
idea that markets
generally work most
efficiently without
government
intervention.

These principles have
formed the basis for
public policy reform
since the early 1980s...

... but they have not
been applied to
gambling.

Executive summary

This Submission

This Submission has been prepared by ACIL Consulting Pty Ltd for a
group of gambling service providers comprising Crown Limited, Jupiters
Limited, Star City Casino, TABCORP Holdings Limited, TAB Limited
and Tattersall’s.

Its purposeis to provide factual information on the industry, to explore
the key policy issues and to point to possible areas of policy change that
would be in Australia s interest.

The Submission draws upon well-established and widely-accepted
principlesthat are applied to the development of public policy on the
conduct and enjoyment of economic activities. The policy principles are
that:

= individuals are generally best placed to determine which economic
activities they should engage in and the extent of their engagement;

» free choice may not deliver socialy optimal outcomesiif thereis
‘market failure’ . Some constraints on voluntary outcomes may be
worthwhile in these circumstances;

= some people (such as children or the mentally unfit) may be judged
not to be competent to exercise free choice;

» however, minimal interference in markets generally ensures that
consumers and suppliers are able to make the economic decisions
that arein their best interests;

* intervention by government to correct market failure always has side
effects; and therefore

* intervention by government to correct market failure does not
necessarily yield a net benefit to the community.

These are the policy principles that the Productivity Commission and its
predecessors have applied in the past to the conduct and enjoyment of a
wide range of economic activities. They have formed the basis for much
of the reform of public policy since the beginning of the 1980s, including
the Agreements on National Competition Policy adopted by all Australian
government sin April 1995.

Traditionally these principles have not been applied to the conduct and
enjoyment of gambling activitiesin Australia. The Submission takes the
view that the community would benefit from their application to the
enjoyment of gambling and the provision of gambling servicesin this
country.



Current regulations
reduce both consumer
and producer welfare.
Justifications for this
level of restriction are
weak. Consumer
interests are best
looked after in
competitive markets.

Recent relaxation of
some restrictions has
raised competition.
While further policy
actionisrequired,
there must be a phased
approach to further
change.

People enjoy
gambling.

Outcomes can be
governed by fate or
influenced by skill —
forms of gambling
characterised by the
latter can be pursued
professionally.
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Briefly, the Submission explains that gambling is subject to arbitrarily
high and discriminatory taxation and regulation which reduces both
consumer and producer welfare. The Submission also explains that the
reasons commonly advanced for restrictions on the industry and on
consumer access to gambling products have little foundation. Mostly, it
looks asif the objectives could be better approached in less intrusive
ways. In particular, the claims of commentators about problem gambling
being an issue for governments are often exaggerated. Basic rules
blocking access by minors are of course necessary. But with adults, the
Submission argues, the community’s best safeguard is a competitive
gambling sector in which suppliers will look after the well being of their
customers.

Some of the regulatory restrictions on the industry have been relaxed in
many states and territories in recent years. These changes have increased
competition that, in turn, may be expected to have encouraged greater
efficiency and productivity in the provision of gambling services to the
Australian community. Nevertheless, policy in this area has away to go.
Although the industry is not as open to competition asit should be, moves
in the direction of a more open industry would be better made steadily
over the medium to long run. Such moves need to recognise that
incumbents have paid large amounts for their rights to operate and have
large investments at stake. Accordingly, there would need to be a phased
approach to any change to ensure that what happensiis credible and fair
and preserves the integrity of existing contractual arrangements.

Nature of Gambling

There are some features of gambling as an activity that help explain its
popularity and which some people say provide abasis for the
consideration of gambling policy issues.

The Oxford Dictionary defines gambling as games of chance decided by
skill, strength or luck. Thereis morein this simple definition than meets
the eye.

The degree to which outcomes are governed purely by fate rather than
able to be influenced by learning or innate skill, is the important
conceptua distinction which marks the boundary between gambling
forms which can be pursued professionally and those which cannot. Thus
certain card games (such as poker), race gambling and baccarat attract
professiona players while lotto, electronic gaming machines (EGMs),
scratch tickets and raffles generally do not. The former are sometimes
known as ‘hard’ and the latter, seen solely as entertainments, as ‘ soft’
forms of gambling.
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Gambling has not only
provided entertainment
but has been used by
scholarsto study
probability and risk
management.

Gambling's functions
as business and
entertainment are
blurred due to different
attitudesto risk —
attitudes to a gamble
differ in the same way
that attitudesto an
investment differ.

The gambling industry
received $80 billionin
wagers and bets, and
generated $10 billion
of gross output in
1996-97 — half was
from EGMs.

Recent strong growth

in gambling is mainly
from EGM and casino
gaming.
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Gambling has been both a source of entertainment, and a theatre for the
pitting of skills, for thousands of years. Gambling has also provided the
setting in which the principles of probability and risk have been divined.
Developmentsin this field since the Renaissance are regarded by some
management experts as forming the basis of most modern achievements
in business and the affairs of state.

The modern theory of the management of risk and uncertainty contains
two principles which tend to blur the distinction between gambling’'srole
in entertainment on the one hand and business on the other. One is that
attitudes to risk and the value (or utility) of a particular game differ
widely between individuals, depending on such things as age, wealth,
upbringing, experience and, of course, genetics. Another is the fact that
when considering a choice between more risky and less risky actions,
individuals will make decisions in the context of the whole ‘portfolio’ of
risky ventures (investments, career, lifestyle, choice of partner, etc) in
which they are presently engaged. The upshot is that what will be a
rational involvement in arisky activity like gambling to some may be
quiteirrationa for others and what qualifies as businessto person A may
be mere folly to person B. People’s needs for relaxation and involvement
in distractions are no less diverse.

Inthislight, it isnot surprising that it is difficult for governmentsto
impose restraints on gambling rules that unambiguously improve social
well being.

Australia’s Gambling Industry

Gambling is an important industry. In 1996-97, the latest year for which
official data are available, Australia s gambling industry received wagers
and bets totalling $80 billion. Of this, some $10 billion represented the
gross output of the industry. The industry contribution to gross domestic
product (GDP), or value added, was around $5.5 hillion or just over 1 per
cent of GDP. In terms of value added, Australia s gambling industry is
about twice the size of the textiles, clothing and footwear industry but is
considerably smaller than most other industries such as agriculture,
transport, mining, construction and the retail trade.

Of the gross output, nearly half related to EGMs, with casino gaming
accounting for afurther 19 per cent and racing 15 per cent.

Both the total bets received and the gross output of the gambling industry
have increased significantly over the past ten years. Theincreasein
expenditure on EGMs and casino gaming has more than offset the fall in
the share of output of racing and lotteries over this period.
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Alesseningin
restrictions on
gambling in the 1990s
has had a positive
effect on the economy
and also heightened
competition within the
industry.

Consumer spending on
gambling hasrisen
notably since the early
1980s. Thisrise has
coincided with an
increase in expenditure
on other entertainment
products.

The profile of gamblers
differs between
gambling products.

Gambling consumption
patterns have changed

markedly over the past

10 years.

‘Consumer surplus
and ‘value added’
together can be used to
estimate the benefits of
gambling.
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Gambling has indirect links with many industries and there are estimates
suggesting that in Victoria, for example, as many as 35,000 jobsin
gambling and related industries emerged in the first five years after the
relaxation of gaming lawsin 1992.

In recent years there has been an increase in the number of gambling
service providers and products available. This has increased competition
within the industry which, in turn, should have helped to increase its
efficiency and its productivity.

Consumption of Gambling

In 1996-97, consumer expenditure on gambling was $10 hillion. This
represents 3 per cent of household disposable income, and means that
each Australian adult spent $700 on gambling on average in that year.
Expenditure on gambling has increased from 2.1 per cent of household
incomesin 1990-91 and 1.7 per cent in 1980-81, which isin line with the
increase in gaming opportunities available to consumers. Also,
expenditure on entertainment and recreation goods and servicesin
general, which includes gambling, hasincreased % up from 11 per cent
of household disposable income in 1994-95 to 11.7 per cent in 1997-98.

The profile of consumers who participate in gambling activities differs
according to the type of game played. The differences include the sex and
income level of the consumer. For example, on average men prefer to bet
on sporting events while women marginally prefer lotteries and EGMs,
and high-income households spend a greater proportion of their gambling
expenditure on casinos and EGM s than those on lower incomes. Overall
expenditure on gambling is proportionately greater in lower income
households.

The pattern of gambling consumption has changed significantly over the
past decade. While the share of expenditure on casino gaming and EGMs
increased significantly over the past ten years, its increase has probably
been at the expense of racing and lotteries, although the extent of this
effect isnot clear.

Measuring the Benefits from Gambling

In estimating the benefits of gambling to the community, an estimate of
the benefits to both consumers and the providers of gambling servicesis
required and account needs to be taken of the taxation obtained by
governments from the industry for genera use. An economic concept
which can be used to estimate the benefits of a good or service to
consumersis consumer surplus. Consumer surplus measures the
difference between the amount a consumer is prepared to pay for a good
or service, rather than go without it, and the amount actually paid.
Producer surplus measures the net economic benefit to providers of

CONSUL MG
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Modelling work shows
the entire economy
could gain
significantly froma
combination of lower
entry restrictions and
lower taxes.

Problem gambling is
not as big a problemas
some people say.

Just because a few
people have trouble
controlling their
spending on gambling,
thisis no reason for
taxing everybody.

For their own reasons,
some commentators
seemto want to have it
both ways.
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gambling services, which together with the revenue from gambling taxes
is approximately measured by the industry’s ‘value-added’ (that is, its
contribution to national GDP).

Currently the industry generates annually consumer surplus of at least $5
billion and GDP of about $5.5 billion. Together these represent benefits
of the industry to the Australian economy.

Genera equilibrium simulations conducted for this Submission show how
consumers, the gambling industry and the Australian economy as awhole
could al gain from lower taxes on and less regulation of the gambling
industry. As for the significance of the gambling industry, one of the
simulations shows, for example, that for every percentage reduction in
gambling output brought about by a gambling tax increase, national GDP
could fall by as much as $300 million in the long run.

The Issue of ‘Problem’ Gambling

Problem gambling is perceived to be amajor social issue and areason for
containing gambling. There are many reasons for thinking it is not as
grave aproblem asit is commonly portrayed.

Thereis abroad consensus that for a very large mgjority of Australians
gambling is an enjoyable and harmless form of entertainment. Moreover,
culturally, Australiais more tolerant of gambling, and isless likely to see
gambling asimmoral or to see gambling habits as problems, than
societies such as the United States.

Thereis also abroad consensus that a small sub-group of people suffer
emotional and financial distress as a result of their compulsive gambling
activities and that by their actions, some of them impose costs on their
families or more generally on society at large. These phenomena are said
to congtitute ‘ problem gambling’.

It iswrong to blame gambling as an industry for difficulties experienced
by a small number of people with deep seated personality disorders. This
is not how people with so-called ‘problem consumption' of other goods
and services such asjunk food or ‘adventure’ sports are treated. It is
realy quite perverse to be taxing the vast majority of gamblers and the
venues in which they responsibly gamble, to support a very small number
of those deemed to be ‘problem’ gamblers.

Whether viewed as a personal health issue or as a social impost, the
extent of ‘problem’ gambling is difficult to measure. Casua empiricism
and folklore dominate most commentaries, including most of those
contained in submissions to the Productivity Commission. Some
submissions that have initially expressed an acceptance of Australian
traditions of tolerance for gambling have later expressed quite conflicting
recommendations for further suppression of the industry.
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Though they may be well-intentioned, it is clear that many parties have a
strong career interest in exaggerating the problem gambling phenomenon
and in seeing that the reported incidence is never below some threshold.

By contrast, gambling service suppliers are highly visible and have
reputations to protect and have a strong economic incentive to contain
problem gambling. Voluntarily they have adopted a range of effective
measures for this purpose.

Problem gamblers have a so been assisted by medical practitioners and
traditional safety net organisations and support groups.

Economic analysisindicates that there is not a very coherent case for
special government intervention to contain problem gambling. The
externality argument is unconvincing and compulsive gambling does not
fit the usual precepts of irrational behaviour that warrant treating adults as
if they areinsane.

One of the most influential thinkers on the issue of addiction, Nobel Prize
winner Professor Gary Becker, points out that addicts are not made
happier if forced to restrict their consumption against their will.

Thus it seems, Australian states have been outlaying large sums (probably
tens of millions annually) to combat problem gambling without proper
grounds for action and the transparency and accountability of that funding
is not high.

Equally, the repeated calls by some groups for further regulation of
gambling and a greater earmarking of funds to deal with the problem
appear baseless.

A risk of overstating problem gambling which the Australian Institute of
Criminology has mentioned is that law breakers will begin to use problem
gambling as an excuse for their crimes. Already in Melbourne a number
of suspects have offered what is becoming known as the * Crown

defence,’ though to date the courts have not been taken in by this.

Our conclusion isthat it may now be time for governments to take steps
to de-mystify and de-institutionalise problem gambling as an issue.

Crime and Gambling

Some people fear thereis alink between crime and gambling. They seem
to think that local disturbances, money laundering by mobsters and race
or game fixing are natural accompaniments of gambling. In Australia, as
elsewhere the fear of such alink is sometimes cited as areason for
restricting the industry.

We believe there is no statistical evidence that gambling attracts crime.
Criminal involvement in gambling appears to be a thing of the past in the
USand in Austraia (which in any case has a different history). The
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legalisation of casinos and poker machines appears to have diminished
crime rather than encouraged it. Indeed, arecent US survey pointsto a
number of cases where both crime rates and actual numbers of crimes

have fallen in districts where gaming establishments have commenced.

While it may not be wise to do away atogether with prudential controls
on gambling service providers or supervision of draws and venues to
ensure fair dealing, the community’ s best defence in the long run will be
to encourage further competition amongst suppliers and avoid the types
of controls or taxation levels which push gambling activity underground.

Taxes, Fees and Charges

Australia’ s gambling industry is highly taxed, averaging 60-70 per cent in
effective tax terms. The various tax regimes are very complex,
distortionary and combined with heavy regulations produce inefficient
outcomes. The tax burden on consumersis regressive. It is unfair that
those on lower incomes who gamble responsibly are required to support
the social workers and support groups associated with so-called problem
gambling.

In each jurisdiction the rates of tax vary across, and even within,
gambling products for no good reason. The rates of tax on other goods
and services as well as other forms of entertainment are generally much
lower than those on gambling. These characteristics will not be altered by
the proposed introduction of a goods and services tax unless one of the
main causes of the problem — vertical fiscal imbalance — is squarely
addressed at the sametime.

Gambling taxes can be assessed using traditional and widely accepted
economic criteria that have been applied to arguments for reforming the
taxation system. They are economic efficiency, administrative efficiency
or simplicity, and equity. The present array of gambling taxes do not hold
up well against any of these criteria.

The taxation treatment of gambling has distorted consumer spending
patterns as well as the provision of gambling services. The end result is
that consumers are being discouraged from spending their income on
services they value more highly and providers of gambling services are
being discouraged from servicing consumer needs.

Reducing the rates of gambling taxation and simplifying the tax regimes
would reduce the losses that the community suffers as aresult of these
distortions.

The introduction and expansion of Internet gambling provides a further
reason for reviewing gambling taxes. Increased competition for the
gambling dollar from untaxable Internet suppliers could be a factor which
forces Australian governments to reduce and simplify taxes on traditional
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forms of gambling and fund any support for problem gambling from
consolidated revenue.

Regulation of Gambling

Aswell as being heavily taxed, the gambling industry is highly regulated
and because they are intertwined, both forms of intervention should really
be considered together. Regulations exist in the form of licensing of
operators; limits on type, size, number and distribution of outlets; controls
on payouts, controls on the kind of gambling activity and number of
EGMs and gaming tables; and restrictions on advertising. Also there are
staffing regulations and stringent day-to-day supervision of suppliers
contracts. Many of these measures are linked to a taxation purpose.

The main pretext for the current stringent regulation of the gambling
industry isto limit the social impacts associated with gambling, notably
problem gambling and crime. As noted, there are doubts about the gravity
of these problems, indicating that the current regulatory structureisfar in
excess of what would be efficient, or fair.

The case for reform is overwhelming. The current regulations limit the
benefits to consumers per dollar spent on gambling. In addition, the
regulations constrain individual operators and discourage operators from
offering the product mix that consumers value most highly. Productivity
is compromised.

In many jurisdictions, the regulatory treatment of gambling is less
restrictive for clubs with gambling facilities than for hotels and casinos.
This gives clubs an unfair advantage and distorts competition, thereby
reducing economic welfare. The freedom of many clubs from income tax
is another privilege that is distortionary and ought to be reformed.

The highest reform priority isfor governments to begin applying the same
policy paradigm to gambling regulation as they apply to other industries.
Federal fiscal imbalance, the mismatch of taxation and spending
responsibilities, is the main reason for the over-taxation of gambling and
indirectly, for its over-regulation too. That problem should be tackled at
source by devolving taxation powers. The states and territories should
accept responsibility for deregulation, but will need to ensure that the
contractual arrangements they have entered into with existing providers
are not repudiated. Emerging competition from unregulated Internet
gambling increases the urgency of getting on with deregulation of the
domestic industry.

Internet Gambling

Internet gambling is a new phenomenon that some people are worried
about. We have found that:
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» thereisahuge range of actual and possible gambling products
available on the Internet;

» Internet gambling is aready established in a number of countries;
= currently, Australian interest in Internet gambling is low, but could

change;
..and banning it is = attemptsto regulate Internet gambling are at odds with policiesin
likely to be difficult to many countries to keep e-commerce as a free trade zone;
enforce. » thereisamoveinthe U.S. to ban Internet gambling but thisis likely
to be difficult to enforce, especialy in other countries;
Australian action is » Australia has taken a more positive approach by establishing a
encouraging, and ... framework (and legidlation) for legal Internet gambling;

= the advent of Internet gambling means that existing tax and
regulatory regimes should be reviewed;

... perceived problems = crime and problem gambling concerns are probably overstated; and
concerning crime, » dueto the nature of the technology, it is very difficult for children to
compulsive behaviour access gambling on the Internet.

and access by minors
are over-stated.

CONSULTING
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Introduction

This Chapter outlines the well-established and widely accepted principles
that are applied to the devel opment of public policy on the conduct and
enjoyment of economic activities. The policy principles are that:

® jindividualsare generally best placed to determine which economic
activities they should engage in and the extent of their engagement;

® free choice may not deliver socially optimal outcomesif thereis
‘market failure' . Some constraints on voluntary outcomes may be
worthwhile in these circumstances;

=  some people (such as children or the mentally unfit) may be judged
not to be competent to exercise free choice;

=  however, minimal interference in markets generally ensures that
consumers and suppliers are able to make the economic decisions
that arein their best interests;

"  intervention by government to correct market failure always has side-
effects; and therefore

® intervention by government to correct market failure does not
necessarily yield a net benefit to the community.

These are the policy principles that the Productivity Commission itself
has applied in the past to the conduct and enjoyment of a wide range of
economic activities. They have formed the basis for much of the reform of
public policy since the beginning of the 1980s, including the Agreements
on National Competition Policy adopted by all Australian government s
in April 1995.

Traditionally these principles have not been applied to the conduct and
enjoyment of gambling activitiesin Australia. The remainder of this
Submission is based on the view that the community would benefit from
their application to the enjoyment of gambling and the provision of
gambling services.

Background

The most appropriate approach to the analysis of the gambling industry
and associated issuesisto consider it within the well-established and
widely accepted economic framework of analysing industries and
consumption activities. This approach, as ageneral rule, seesindustries
competing on broadly equal terms, with consumers as sovereign
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individuals, being free to choose which products they will consume, in
what quantities and when.

The economic approach to issues begins with the proposition that any
assessment of what an activity contributesto the welfare of the
community must recognise that all activities have both benefits and
costs, and that policy needsto consider and reflect both fully. The
economic framework for assessing costs and benefitsis based on a
number of key principles. These are outlined below.

The policy principles and their rationales

One basic economic tenet isthe ‘consumer sovereignty’ principlethat
individuals are generally best placed to assessfor themselvesthe
benefitsthat they receive and the coststhat they incur from engaging
in an activity. A corollary of thisisthat, generaly, an individua will
only engage in an activity to the extent that the benefits of doing so
outweigh any costs involved. Another is that the activities we observe can
be safely assumed to represent the set which gives greatest possible
satisfaction to those engaged in them, given the constraints of income,
time, available information, and so on.

In contradiction of the consumer sovereignty principle, it is often said
there are circumstances wher e people ar e unable to deter mine what
isin their own best interests. By extension, the argument sometimes
goes, such people should not be allowed the freedom to choose the
activities that they engage in. The notable examples put forward are those
who are minors or whom the courts have judged to be legally insane. But
the net is often cast much wider. Consider able care needsto be taken
with thisline of argument asit can lead to gratuitous paternalism and be
used to deny consumers their rights, restrict their freedom and undermine
their well-being.

Minimal interferencein markets generally ensuresthat the decisions
of individual consumersor suppliersreflect all the benefits and costs
associated with each activity in which they engage. In such
circumstances intervention to force changes in those decisions will only
reduce the net benefit that each market participant derives. Competitive
markets characterise most economic activity in Australia. A lightly
regulated, competitive market tends to be accepted as the default option,
with the onus of proof for intervention resting with its advocates. This,
indeed, is the approach that was formally adopted by all Australian
government s to the regulation of competition under the National
Competition Policy. This tradition is a compelling reason for
commencing from the position that gambling should be treated like any
other industry.

There may be circumstances in which markets fail to ensure that each
market participant gains the greatest possible net benefit. These
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circumstances occur when there are costs or benefits that are not fully
reflected in market prices or other contractual forms of payment. Often
poor policies reflect unduly hasty acceptance of the assertion that the
market has failed the community. Market failure is discussed in more
detail below.

All intervention by governments distorts mar ket behaviour to some
extent and ther eby imposes an economic cost on the community.
Whether the costs of an intervention are outweighed by its benefitsis an
empirical question. The rationale for intervention cannot be determined a
priori but is only capable of being resolved on a case-by-case analysis of
the costs and benefits to the community as awhole. However, the
significant information demanded for efficient intervention represents a
major hurdle to be overcome.

Finally, participants in the political process are not disinterested in the
economic outcomes from government intervention. This means that the
risk of government failure has to be taken into account in assessing the
benefits and costs of intervention. Government failure is also discussed in
more detail below.

1.2.1 Market failure

A market issaid to fail when economic effects are not fully captured
by voluntary market processes. That is, the positive or negative aspects
of an activity are not taken fully into account by those who either
undertake or enjoy them. The conseguence of market failureislikely to
be too much or too little production/consumption relative to what would
have been the case had al effects been priced in the market. Market
fallureis also defined in terms of ‘externalities’ and ‘unpriced spillovers'.

A well-known economic insight isthat if an activity has spillover
effectsthat remain ‘external’ to the economic system, national
income might be improved by corrective gover nment inter vention.
However, in popular economic commentariesit is often asserted that
government intervention is required to correct for certain spillover
effects, when in fact thisis not so because the particular spillovers are
aready being priced indirectly. What seem to casual observersto be
external effects, sometimes on closer inspection are found not to be.

Even if external effects are present, it does not automatically follow
that corrective government action isrequired on efficiency grounds.
Two main mechanisms — cooperative activity amongst individuals and
contracting — will often prove flexible enough to eliminate externalities
altogether. The modern understanding of the potential for voluntary
arrangements to cope with spillovers involving negative or beneficial
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impacts on others owes much to scholars such as Professor Ronald
Coase,! the 1993 Nobel Prize winner. His analysis has become the most
accepted view.

Another issuein the context of identifying (and correcting) market
failureisthe potential for decision makersto confuse so-called
‘public goods’ with economically unjustifiable ‘merit goods'. Merit
goods s the term traditionally used by public finance speciaists to
describe the type of good or service which governments supply or
subsidise, not on the basis of the failure of the market to reflect supply
and demand conditions, but rather on the grounds that an influential
interest group insists on it. Subsidies for opera, ballet and public
orchestras are sometimes cited as examples. Aswill be discussed later in
this Submission, provision of public gambling related activities such as
government supported services to combat ‘ problem gambling’, might be
another. Thereis an overtly paternalistic flavour to merit goods % ‘we
know what is good for people, even if they do not know it themselves'.

By contrast, so-called public goods are recognised by economists as
goods or services afflicted by genuine market failure. The important
difference between the public good and merit good concepts is that the
latter has only a normative (value judgement) basis and not an objective
basis. One consequence isthat there is no basis for estimating whether the
provision of a merit good is delivering a net benefit.

1.2.2 Government failure

As noted earlier, intervention by government intended to correct a
failure of the market to realise the best possible outcome for the
community as a whole can be plagued by ‘government failure'.
Government failure can occur in anumber of ways.

Firgt, public officials cannot always be relied upon to act in the public
interest. They understandably have a strong interest in protecting jobs,
promations and so on, so will not want to see the programs or regulations
they administer challenged and wound up. The upshot is that
inappropriate structures can be left in place.

Second, there is usually no reason to expect that governments are better at
providing goods and services than the private sector, even those which
markets imperfectly provide. The point is most readily seen with certain
services we used to think were the preserves of government but in which
the private sector now plays an increasingly valuable role - such asin
navigation, the postal system, personal security and biological research.

1 Coase, R, 1960, “The Problem of Social Cost”, Journal of Law and Economics, 3, October; pp. 1-44.
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Often lowest common denominator outcomes result from government
sponsored bodies.

Third, politicians have a direct vested interest in being seen to do
something when vocal interest groups capture media headlines with
stories about the alleged detrimental impact of this or that policy or
activity. For example, doing something about ‘ problem gambling’ is
generaly regarded as being ‘agood thing’. A risk isthat various support
programs might be started and expanded irrespective of the need or their
benefits to the community as a whole (problem gambling and associated
issues are discussed later in this Submission).

Finally, government funding for programs must come from somewhere
— public funding is not costless — and might involve one or both of
raising more taxes than would otherwise be the case or diverting taxpayer
funds from other uses. Additional government revenue will end up
increasing the existing economic distortions associated with the tax
system or in generating new ones. Diverting revenue from other public
expenditure programs means foregoing the benefits to the community
from such programs. Either way the net result can be to make the
Situation worse.

Thekey issueisthat even if the market clearly failsin the provision

of gambling services, thisdoes not of itself justify the existence of
public funding, regulatory and institutional arrangementsto combat
the market failure. At the very least, the market failure must outweigh
any government failure that may be reasonably expected to be associated
with fixing it. This apparently straightforward point is often forgotten by
proponents of government intervention and stands as an important reason
why the current array of interventions, including tax policy, in Australia’' s
gambling industry deserves review.

Coverage of the Submission

The purpose of this Submission is to provide factual information on
Australia’ s gambling industry, to explore the key policy issues and to
point to possible areas of policy change that would bein Austraia’s
interest.

The Submission draws upon well-established and widely accepted
principles (which were discussed in more detail in Sections 1.1 and 1.2)
that are applied to the development of public policy on the conduct and
enjoyment of economic activities.

These are the policy principles that the Productivity Commission and its
predecessors have applied in the past to the conduct and enjoyment of a
wide range of economic activities. They have formed the basis for much
of the reform of public policy since the beginning of the 1980s, including
the Agreements on National Competition Policy.
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Traditionally these principles have not been applied to the conduct and
enjoyment of gambling activitiesin Australia. The Submission sets out to
demonstrate the advantages to the community of their application to
gambling’ s activitiesin this country.

Briefly, the Submission explains that gambling is subject to arbitrarily
high and discriminatory taxation and regulation which reduces both
consumer and producer welfare. The Submission also explains that the
reasons commonly advanced for restrictions on the industry and on
consumer access to gambling products have little foundation. Mostly, it
looks asif the objectives could be better approached in less intrusive
ways. In particular, the claims of commentators about problem gambling
being an issue for governments are often exaggerated. Basic rules
blocking access by minors are of course necessary. But with adults, the
Submission argues, the community’s best safeguard is a competitive
gambling sector in which suppliers will look after the well being of their
customers.

Some of the regulatory restrictions on the industry have been relaxed in
many states and territories in recent years. These changes have increased
competition that, in turn, may be expected to have encouraged greater
efficiency and productivity in the provision of gambling services to the
Australian community. Nevertheless policy in this area has away to go.
Although the industry is not as open to competition asit should be, moves
in the direction of a more open industry would be better made steadily
over the medium to long run. Such moves need to recognise that
incumbents have paid large amounts for their rights to operate and have
large investments at stake. Accordingly there would need to be a phased
approach to any change to ensure that what happensiis credible and fair
and preserves the integrity of existing contractual arrangements.

CONSULTING
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Nature of Gambling

There are some features of gambling as an activity, which help explain its
popularity and which some people say provide a basis for the
consideration of gambling policy issues.

The Oxford Dictionary defines gambling as games of chance decided by
skill, strength or luck. Thereis morein this simple definition than meets
the eye.

The degree to which outcomes are governed purely by fate rather than
able to be influenced by learning or innate skill, is the important
conceptual distinction which marks the boundary between gambling
forms which can be pursued professionally and those which cannot. Thus
certain card games (such as poker), race gambling and baccarat attract
professional players while lotto, EGMSs, scratch tickets and raffles
generally do not. The former are sometimes known as ‘hard’ and the
latter, seen solely as entertainments, as ‘ soft’ forms of gambling.

Gambling has been both a sour ce of entertainment and a theatre for the
pitting of skills for thousands of years. Gambling has also provided the
setting in which the principles of probability and risk have been divined.
Developmentsin this field since the Renaissance are regarded by some
management experts as forming the basis of most modern achievements
in business and the affairs of state.

The modern theory of the management of risk and uncertainty contains
two principles which tend to blur the distinction between gambling'srole
in entertainment on the one hand and business on the other. Oneis that
attitudes to risk and the value (or utility) of a particular game differ
widely between individuals, depending on such things as age, wealth,
upbringing, experience and, of course, genetics. Another isthe fact that
when considering a choice between more risky and less risky actions,
individuals will make decisions in the context of the whole ‘ portfolio’ of
risky ventures (investments, career, lifestyle, choice of partner, etc) in
which they are presently engaged. The upshot is that what will be a
rational involvement in a risky activity like gambling to some may be
quiteirrational for others and what qualifies as business to person A may
be mere folly to person B. Peopl€e's needs for relaxation and involverment
in distractions are no less diverse.

Inthislight, itisnot surprising that it is difficult for governments to
regulate gambling in a way that will unambiguously improve social well
being.
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2.1 Definition of gambling

The Oxford Dictionary defines gambling as playing games (contests
bound by rules and decided by skill, strength or luck) of chance for
money stakes. In Australiathere is awide variety of organisations
providing (legal) gambling services. Providers of gambling services range
from racecourses, totalisators, bookmakers, sports betting businesses,
casinos, clubs, hotels, lottery organisations and agents and various
charities (including churches and community service organisations). The
various gambling services these providers offer include wagering, sports
betting, casino table games, EGMs, lottery games (including Keno),
pools, scratch tickets, bingo games and raffles (raffles sometimes have
non-monetary prizes). In addition, many venues provide services
additional to gambling activities such as shops, restaurants/food premises,
bars, nightclubs, places of accommodation (ranging from budget to 5-star
international standard), convention and conference facilities, exhibition
venues, sporting facilities, theatres and concert venues.

Thisreport categorises gambling service providersinto businesses
(both private and public sector) which provide casino gaming,
EGMs, lotteries, minor gaming, racing and sports wagering

oper ations. This schemais consistent with the generally accepted
approach adopted by the Australian Bureau of Statistics (ABS) and the
Tasmanian Gaming Commission (TGC), both of which produce awide
variety of official industry statistics.

2.2 Chance, skill and gambling

Evidence of gambling goes back thousands of years, with the earliest
known form being a kind of dice game played with an ‘astragalus’, or
knucklebone. Sets of knucklebones have surfaced in archaeologica digs
in many parts of the world. Egyptian tomb paintings dating from 3500 BC
depict games being played with them and Greek vases show young men
tossing the bonesinto acircle. And it is said that backgammon boards
were buried with the Pharaohs.2

Dice games are said to have come to Europe from the Middle East viathe
Crusades. Card games developed in Asia from ancient forms of fortune
telling, but they did not become popular in Europe until the invention of
printing.

Peter Bernstein, the well-known American investment adviser and the
author of arecently published survey of risk management, notes that
games of chance need to be distinguished from games in which skill

2 Raiffa, H, 1970, Decision Analysis: Introductory Lectures on Choices under Uncertainty, Addison-Wesley, Reading, Massachusetts.
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makes a difference.3 The principles at work in roulette, dice and slot
machines are identical, but they explain only part of what isinvolvedin
poker, betting on the horses and backgammon. With one group of games,
the outcome is determined by fate; with the other group, choice comes
into play. The odds are all you need to know for betting in a game of
chance, but you need mor e infor mation to predict who will win and
who will lose when the outcome depends on skill aswell asluck. Thus
there are card players and racetrack bettors that are genuine professionals,
but no one makes a successful profession out of shooting craps.

Poker, an extremely popular card game played regularly by millions
worldwide, is about 150 years old. It isan American variation of an
earlier form. Poker has been described as “ secret ploys, monumental
deceptions, calculated strategies and fervent beliefs [with] deep invisible

structures ... A game to experience rather than to observe”.4 Luck isjust
one element.

Some people say the stock market is little more than a gambling casino,
and Bernstein devotes a chapter of his book to that issue. In any case, the
ideathat the scope for the exercise of skill separates some forms of
gambling from others is well established. Those involving pure chance
are sometimes termed ‘ soft” and those involving skill, ‘hard'.

In fact, insights gained about risk sincethe 17" Century, and
especially those concer ning the difference between price and utility
on the one hand and the principles of diversification on the other
hand, indicate that the notional difference between soft and hard
types of gamesisrather blurred. Quite rationally, individuals may have
very different perceptions of the value and purpose of a particular wager.
The differencesin peopl€e' s attitudes are sometimes expressed as
‘personality’ traits. Whether such traits define ‘ genetic differences’ or
people’s different circumstances and experiencesis one of the
longstanding debates in psychological theory.

A brief history of ideas about risk and risk management in a gambling
context is presented below.

3 Bernstein, P, 1998, Against the Gods: The Remarkable Sory of Risk, Wiley, New Y ork.

4

Bernstein, 1998, ibid., citing David M. Hayano, 1982, Poker Face: The Life and Work of Professional Card Players, University of

California Press, Berkeley and Los Angeles.

ONISULTING
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2.3 Gambling and the development of risk analysis

2.3.1 The ‘Enlightenment’

Notwithstanding gambling’ s long history, it will come as a surprise to
many people to learn that the analysis of probability and risk as a business
and gambling aid emerged only in the mid 1600s. Moreover, as Bernstein
points out, many of the most sophisticated ideas about managing risk
and making decisions have developed from the analysis of the most
childish games of chance and sKill.

Despite their mathematical skills, it seemsthe great Greek, Hebrew,
Roman and Arabic philosophers had not broken through their
preoccupation with discovering absolute truths to confront probability in
a systematic way. For the ancients, the worldly affairs of men were
assumed to be fickle and dictated by the whims of the gods, and thus not
amenable to worthwhile prior analysis except by the likes of oracles. The
future was regarded as little more than a black hole.

The key developments behind the emergence of modern principles of risk
analysisin Europe are said to have been®:

» thegradua adoption in Europe from the 1,000 to 1,500 of the
numbering system which Arabic scholars had adopted from the
Hindus around 700 AD. This transformed mathematics and
measurement in astronomy, navigation and commerce, and fostered
abstract thought. A key European contribution was the handwritten,
Book of the Abacus, which Fibonacci completed in Italy in 1202;

* there-emergence during the Renaissance and the Protestant
Reformation of a scientific tradition where philosophy was less
dominated by the clergy and the future came to be seen more
commonly to provide opportunities for advancement through
independent personal endeavour; and

» achalenge set in 1654 by a French gambler and nobleman, the
Chevalier de Méré, for the famed French mathematician Blaise
Pascal. The question was the famous ‘ problem of the points': how to
divide the stakes of an unfinished game of chance between two
players when one of them is ahead. The puzzle had confounded
mathematicians since it was posed two hundred years earlier by the
monk, Luca Paccioli — who among other things had tutored
Leonardo da Vinci in multiplication tables.

Most experts on the history of the subject include a reference to the 16"
Century Renaissance physician named Girolamo Cardano (1500-1571).

5

Adapted from Bernstein, 1998, op. cit.; pp. 1-8.
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Cardano was probably the first person to investigate closely the
mathematics of probability in dice throwing. Indeed he was probably the
first to write an analysis of games of chance. Certainly he had a strong
interest in the subject — he confessed to “...immoderate devotion to table
games and dice ... During many years ... | have played not off and on
but, as | am ashamed to say, every day.”® He played everything from dice
and cards to chess. He even went so far as to recommend gambling as
beneficial: “in times of great anxiety and grief ... | found no little solace
at playing constantly at dice.”

However, he was far from dysfunctional. He was the most famous
physician of his age, wrote 131 printed works, claims to have burned 170
more before publication and left 111 in manuscript form at his death. He
wrote the first descriptions of the symptoms of typhus, wrote about
syphilis and devel oped a new way to operate on hernias. He wrote about
mathematics, astronomy, physics, urine, teeth, religion, morality, and
immortality.’

Cardano’ s treatise on gambling, titled Book on Games of Chance seems
to have been the first serious effort to develop the statistical principles of
probability. The most sophisticated aspect was its treatment of
combinations. The book was first written in 1525, rewritten by himin
1565, and then found amongst his manuscripts when he died in 1571 and
ultimately published in Baslein 1663. By then others, unaware of
Cardano’ s work, had also made great strides.

Whether Cardano wrote hisbook asa guide for gamblersor asa
theoretical work isnot clear. But hisbook demonstratesthat
gambling has been the laboratory in which the quantification of risk
and decision making hasitsroots.

The centre of mathematical innovation, especially in calculus and algebra,
shifted to France in the 17 and 18" Centuries, and advances well beyond
Cardano’ s efforts ensued.

In the early 1700s, Swiss scientist and mathematician, Jacob Bernoulli
invented the Law of Large Numbers (presented in the book The Art of
Conjecture) and the methods of statistical sampling that drive modern
polling and survey techniques. By 1725 mathematicians in England were
devising tables of life expectancies and by 1700 the British Government
was financing its deficit through the sale of life annuities. In 1730,
Abraham de Moivre proposed the bell shaped ‘normal distribution’ and

6

7

Cited in Bernstein, 1998, op. cit.; p. 45.

Bernstein, 1998, op. cit.;, pp. 45-46.



12 AUSTRALIA'S GAMBLING INDUSTRIES

discovered the standard deviation concept, which are the two key
components of the ‘Law of Averages .

Another important breskthrough came in 1738, when Jacob Bernoulli’s
nephew, David, as distinguished a scientist and mathematician as his
uncle, defined the systematic process by which most people make choices
and reach decisions and explained why most people are risk averse.

In the 1750s, marine insurance emerged as a flourishing businessin
London. Stock exchanges had become established in most European
centres following the example of Amsterdam 100 years before. Also in
the 1750s the dissident English cleric, Thomas Bayes, developed a
procedure for blending new information with old (eg subjective
information) to improve decisions, now known as ‘ Bayes theorem’'.

Thus, it has been argued, all but two of the precepts of modern analysis of
decisions and choice had been established between 1654 and 1760. The
other two were the discovery of ‘regression to the mean’ by amateur
English mathematician Francis Galton in 1875; and the mathematical
demonstration by Harry Markowitz of the University of Chicago, of why
diversification makes economic sense. In view of their importancein the
present context, we will return to Markowitz' sfindings a little |ater.

2.3.2 The ‘utility’ concept and the Petersburg Paradox

The Chevalier de Méré was a French gambler and philosopher who is
said to have been very proud of the way he applied the mathematics of
probability to his gambling strategies. The brainteaser he set Pascal in
1654 had appeared repeatedly in the writings of mathematicians during
the 16™ and 17" Centuries: ‘How do we divide the stakesin an
uncompleted game? Pascal, a brilliant mathematician, was 31 years of
age. At that stage, he was aregular visitor to the gambling tables of Paris
in an age when this kind of activity was considered unexceptional®.

With the help of a celebrated scholar and mathematician from
Toulouse, Pierre de Fermat, Pascal discovered the theory of
probability that liesat the heart of the concept of risk. A key
contribution was their demonstration that the personal yield (or utility)
from an outcome and one’ s beliefs about their probability should
influence a decision.

In the wake of the Pascal/Fermat discoveries, mathematicians added new
layers of insight, transforming probability theory from a gambler’ stoy

8 Interestingly, Asian societies today reflect much the same attitudes as were evident in Paris then. Mora and ethical objections by

certain Christian groups appear to stem from the 19" and 20" Centuries.
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into a powerful instrument for organising interpreting and applying
information.

A principal contributor was the Swiss mathematician, Daniel Benoulli,
another of Jacob’s nephews, who worked in St Petersburg from 1725 to
1733.1n 1738 in a paper initialy presented to the Academy of Sciencesin
St Petersburg in 1731 (Exposition of a New Theory on the Measurement
of Risk), he established a point Pascal and Fermat had discovered, that
people see risks and rewards differently and in particular that “the value
of an item must not be based on its price, but rather on the utility that it
yields’.? Because people see rewards differently, their preparednessto
take risks or their decision to proceed with strategies carrying different
combinations of risks differs also.

In his St Peter shurg paper, Daniel Bernoulli attacked theidea that
the weighted probability of possible outcomes was sufficient for
decision making under risk. Although the facts are the same for
everyone, “...the utility isdependent on the particular circumstances
of the per son making the estimate. Thereisno reason to assume that
... therisks anticipated by each [individual] must be deemed equal in
value’.

One of Bernoulli’s most famous illustrations of the point has become
known as the ‘ Petersburg Paradox’. It involves the question of how much
‘Peter’ should pay ‘Paul’ for the privilege of taking part in a game where
Peter tosses a coin till it comes up with heads with him paying Peter 1
ducat if it comes up on the first toss, 2 ducats if it comes up on the
second, 4 ducatsif it comes up on the third and so on. Strictly calculated,
the ‘expected value' of the game isinfinity. A variety of answers asto the
worth of the game have been posited, all depending to some degree on the
initial wealth of the prospective purchaser. Bernoulli’ s extended
mathematical analysis of the issue assumed that the personal valuation of
increases in wealth were inversely related to initial wealth.11

‘Utility’ proved to be such a powerful concept that over the next two
hundred years it formed the foundation for the dominant paradigm that
explained human decision making and theories of choice. Utility has had
an equally profound influence on psychology and philosophy, for
Bernoulli set the standard for defining human rationality, and the theory
of games — the innovative 20™ Century approach to decision making in

9 Bernstein, 1998, op. cit.;, p. 99, citing Bernoulli, 1738.

10y mately, behind this insight is the now commonplace theory of demand, including the concept of consumer surplus, which we shall

introduce in Chapter 5 of this Submission.

11 His concept of wealth included human capital, another innovation.
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war, politics and business management — makes utility an integral part
of its entire system.12

It was not for two hundred years that it was revealed that Bernoulli’s
propositions were short of the mark in afew key areas.

2.3.3 Uncertainty and the portfolio concept

Keynes Theories on Probability published in 1921 became one of

several worksin the first half of the 20™ Century to repudiate parts of
Bernoulli’ s prescriptions. In business and economics, if not in games of
pure chance, the mathematical frequencies of past occurrences are inexact
predictors of the future because of uncertainty. K eynes was one who
emphasised that uncertainty isan important (subjective) part of how
the futurewill unfold. He considered that even per ceptions of so-
called ‘facts' differed: “the basis of our degrees of belief are part of
our human outfit.” 13

Another of Bernoulli’s conclusions that has been overturned in recent
years is the expectation that peopl€’ s actions ought always display risk
aversity in ‘recognition’ that aloss of wealth will cause more pain than
the pleasure of an equivalent gain. Among other things, this proposition
had led to his warning to gamblers that anyone who participatesin afair
gameisacting irrationally.14

Two seminal theoretical studies to challenge this view of the world have
been von Neumann and Morgenstern’s Theory of Games and Economic
Behaviour of 1944 (which focused on strategy and imperfect knowledge
and is regarded as a pioneering work on game theory), and Harry
Markowitz' sinfluential 14-page article “Portfolio Selection” which
appeared in the Journal of Finance in June 1952. Markowicz, then a 25
year old graduate at the University of Chicago, later (in 1990) received
the Nobel Prize in Economics for his elaboration of the principles of
diversification and the key insight that peoples decisions at the margin
arerationally influenced by therisk structure of their existing
portfolios.

What the developments of the theory have continued to underline is that
even the most rational amongst us will often disagree about what the facts
mean. This should be a strong reason for caution on the part of

12 Bernstein, 1998, op. cit.; p. 110.

13 Bernstein, 1998, op. cit.; p. 227, citing Keynes, 1921, p. 4.

14 Bernge n, 1998, op. cit.; p. 113.
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gover nments about their ability to regulate gambling activitiesfor the
common good.
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3.1

Australia's Gambling Industry

In 1996-97, Australia’s gambling industry generated $80 billion in total
wagers and bets by consumers. Of this, some $10 billion represented the
expenditure (or net losses) by consumers on gambling services.

Theindustry's contribution to GDP or value added is more than $5
billion, of which some two-thirds istax. The industry’s value added is
comparable to that of many of Australia’ s traditional industries.

In terms of expenditure, nearly half was spent on EGMs, with casino
gaming accounting for a further 19 per cent and racing 15 per cent of
total expenditure. Smilar percentage shares exist for turnover.

Both expenditure and the total amount wagered or bet of the gambling
industry has increased significantly over the past ten years. Theriseis
exclusively due to an increase in both expenditure and total wagers and
bets on EGMs and casino gaming, which more than offset the fall in
wagers and bets and expenditure of racing and lotteries over this period.

Gambling has indirect links with many industries and there are estimates
suggesting that in Victoria, for example, as many as 35,000 jobsin
gambling and related industries emerged in the first five years after the
relaxation of gaming laws.

Industry scope and overview

The gambling industry covers awide range of activities provided by a
variety of organisations, as outlined in Chapter 2. Not only are the
characteristics of each kind of gambling activity very different (baccarat
versus bingo, for example), there are also some significant product
quality and organisationa differences by state.

The gambling market isat different stages of maturity in different
states. The different stages of maturity are primarily the result of
differences in the timing of the easing of restrictions on entry into the
industry. For example, while casinos are arelatively new development in
NSW and Victoria, the other states have had at least one casino for a
number of years. Australia sfirst casino, Wrest Point in Hobart, opened
for business 25 years ago in 1973. In addition, the introduction and
expansion of EGM licencesin Victoria occurred recently, while lotteries
and racing gambling operations have been in Victoriaand NSW for a
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century and ahalf>, In contrast in Western Australia, where racing also
has along history, EGMs remain prohibited in locations other than the
Burswood casino.

Together casinos, EGMs and racing gambling dominate the gambling
industry in terms of both ‘turnover’ (the total amount wagered and bet)
and expenditure (the amount gamblers do not keep - see Box 1).
However, people purchase lottery tickets more often than they frequent
casinos or play EGMs. Y et, more is spent on gambling at casinos, and on
horse and dog racing and EGMs.

Box 1: Turnover (the total amount wagered and bet) and expenditure

Providers of statistics on the gambling industry (notably, the ABS and TGC) tend to use the term ‘turnover’ to mean the amount
wagered, or the total amount bet on every game. However, for clarity, in this Submission, the term ‘turnover’ will be replaced by ‘total
wagers and bets'.

The amount wagered is not ‘turnover' in the usual business sense. Instead, as with banking, where the institution deals with a gross inflow
and outflow of money, the usual business concept of turnover is the interest cost (for borrowers) and account keeping charges (for
lenders), that is, the amount customers do not take with them when they leave. For the gambling industry as a whole, it is the average
amount customers do not take away. For clarity, in this Submission we will call this ‘expenditure’. It will have the same magnitude as the
service providers’ gross revenue.

Ordinarily, one might expect the difference between the amount wagered and the expenditure to reflect the odds of the games concerned.
On this point, the official statistics can be confusing. For example, in the case of casinos, the gambling industry’s standard concept of
‘turnover’ reported by the TGC is actually the ‘handle’ or drop. This is the amount the customer first uses at table games to purchase
chips. This will almost always be lower than the amount wagered — the latter will include any winnings of chips used in subsequent bets.
Literally, the amount wagered will be the sum of all the chips appearing at each spin of the wheel. At whatever time the customer’s stock
of chips is inspected, the expected per cent future take by the house on any proportion of it wagered will be the same. At the start the
expected loss might be $10. One hour later the expected loss might be $2. Towards closing time the expected loss might be $100. A
similar situation exists with EGMs where the credits played may exceed the initial stake by several times.

Clearly no difference between ‘amount wagered’ and ‘handle’ exists in the case of the TAB. You have to cash your winning tickets in
order to be able to place your winnings on another race. Thus, unlike the case with casinos and EGMs, official race gambling statistics will
show a relationship between the amount wagered and the amount lost which correctly reflects the odds on offer.

It can be appreciated nonetheless, that as in the case of casinos and EGMs, many race gamblers choose to use any winnings they obtain
in follow-up bets. The financial position of a TAB client following the last race could be the outcome of a whole afternoon’s activity and
need bear no relation to the initial stake bet on the first race. The official statistics make no distinction between the types of products
where repeated wagering of winnings occurs over a ‘session’ and products, such as lotteries, where individual wagers tend to be discrete
events.

The dominance of expenditure and total wagers and bets generated
from casinos and EGM s has been a relatively recent development.
Since the early 1990s, growth of these activities has been significant,
more so for EGMs than casinos. The main reason for thisis the increase
in the number of casinos and EGM licences granted over that period. It
appears that some of this growth has been at the expense of more
traditional forms of gambling, such asracing and lotteries which have

15 The first ‘officia’ horse race recorded in Australia was on 15 October 1810 at Hyde Park in Sydney. It was at a race meeting
organised by officers of the First Battalion, 73 Regiment.
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experienced relatively slow growth in total wagers and bets and
expenditurel.

The economic impact of the growth in gambling activity has had a
positive impact on the economy. It has provided new employment
opportunities, given a boost to tourism and the building and construction
industry (due to the building of new venues or refurbishment of existing
venues), and had positive flow on effects to industries that supply
gambling service providers. This has been particularly apparent when a
new casino has opened and when a substantial number of EGM licences
had been granted.

3.2 A snapshot of gambling services

3.2.1 The size of the gambling industry

In 1996-97, the gambling industry attracted nearly $80 billion in total
wager s and bets. Gaming machines, casino gaming (which includes table
games and EGMs) and racing accounted for over 95 per cent of turnover
in 1996-97. Asthe chart on the left of Chart 1 shows, of these three forms
of gambling, EGMs had the highest amount of wagers and betsin the
industryl’.

16 Also, there may have been some substitution for various forms of ‘subterranean’ gambling activity such as card schools and illegal

gaming houses.

17 The ‘Gami ng machines' category does not include EGMs in the casinos. ‘Casino gaming’ includes table games, EGMs and Keno

systems within the casino. Thisistrue for all expenditure and ‘turnover’ statistics sourced from the TGC.

CONSULTING
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Chart 1: Gambling wagers and bets and expenditure by type, 1996-97
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Source: Tasmanian Gaming Commission, 1997

Expenditure on gambling in Australia was $10 billion in 1996-97
(Chart 1). Nearly half of the $10 billion was spent on EGM s, with
casino gaming accounting for afurther 19 per cent and racing 15 per cent
of total expenditure. The pattern of expenditure across the different
gambling productsis similar to that of turnover.

3.2.2 The gambling industry’s impact on the economy

Measuring the output of the industry

Asdiscussed in Box 1, by definition, ‘expenditure’ is the gross gambling
profit of theindustry. Hence, the gambling industries generated $10
billion in gross gambling profit in 1996-97. The total amount wagered
and bet, on the other hand, does not take into account the cost side of the
gambling business.

The ABS publishes statistics on the value of gambling: ‘ gross takings',
‘net takings' and industry gross product. In Gambling Industries (Cat.
8684.0), the ABS reports ‘ gross takings' for some gambling sectors and
‘net takings' for all sectors (Table 1).

CONSULTING
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Table 1: ABS measures of gross and net takings, 1994-95

Net takings ($m) Gross takings ($m)

Poker/gaming machines 1,196.0 na

Casino Keno 255 na

Other casino gambling 1,012.7 na
Lotteries, Keno, lotto, pools, scratchies 1,344.6 3,439.1

On course totalisators 1,300.6 365.5

Off course TAB included in above 8,022.7
Bookmakers 44.2 839.7

Source: ABS 1997, Cat No 8684.0

‘Grosstakings' is defined as the sum of all components of income before
the payment of prize money and winnings are netted off. ‘Net takings' is
gross income minus the payments of prize money and winnings.18

The ABS net takings figures are not entirely consistent with the
expenditure figures published by the TGC. ‘ Expenditure’ by TAB on-
course and off-course across Australiais recorded by the TGC as $1,381
million, which is about $80 million more than the equivalent ABS net
takings figure. The difference is not big and could be because ABS
excludes ‘ gambling commissions’, while the TGC is ambiguous on this
point. We note that ABS says gambling commissions for bookmakers,
TAB agencies and betting shops are $85.2 million. As with tax, we
consider this should be counted as part of TAB expenditure. In this
regard, it seemsthe TGC data are the more reliable estimate of ‘net
takings', or expenditure, of the gambling industry.

Measuring value added

A measure of ‘value added’ for the gambling industry would be useful in
ng the impact the gambling industry has on the economy, and how
it compares to other industries. Vaue added is the value of output, or
sdes, of gambling activities, less the cost of outside purchases of goods
and services used in the production process, such as raw materials or
electricity. The sum of the value added for all individual activities across
the economy totals Gross Domestic Product (GDP).

18

QOddly, in Table 5 of the same publication, ABS defines ‘Total gambling takings' as a sum comprising some gross and some net
takings. The difference between gross takings and net takings is operating costs and taxation (including compulsory transfers to race

clubs, safety net funds etc.).
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Unfortunately, there are no official statistics of value added for the
gambling industry. While it can be estimated, there are some difficulties
in measuring the exact amount of value added of the industry which need
to be addressed. Most notable are the differences in definitions of key
variables by sources and the lack of timely data available from the ABS.

A rough estimate of the value added of the gambling industry would be to
take the ‘industry gross product’ figures cited in the ABS Gambling
Industries publication, and add the amount of tax revenue from gambling.
The ABS industry gross product estimate for 1994-95 is $2.1 hillion.
Adding on government taxation revenue from gambling for that year
(sourced from the TGC) of $2.9 hillion gives avalue added figure for
the gambling industry in 1994-95 of $5 billion.

There have been a number of changes within the industry since 1994-95
(see Section 3.3). However, the ABS data are only available for 1994-95.
We can get arough estimate of value added in 1996-97 using the change
in expenditure from 1994-95 to 1996-97 and applying that to the value
added figure for 1994-95.1° Doing this gives an estimate of value added
of morethan $5 billion in 1996-97.

Even though this estimate of the gambling industry’ s value added is not
strictly comparable with the available value added data on other
individual industriesit provides a useful summary statement of the
gambling industry’s place in the economy.

Comparison with other industries

How does the gambling value added estimate of $5.5 billion in 1996-97
compare with that for other industries? The estimate suggests that the
gambling industry contributed just over 1 per cent to national GDPin
1996-97. (Notionally, GDP is the sum of the value added for all
industries) Chart 2 compares the value added of the gambling industry to
arange of other industries. While in GDP terms the gambling industry
shows up as having nearly twice the value of the Textile, clothing and
footwear industry, it isalot smaller than most other conventionally
defined industries such as Agriculture, Transport, Mining, Construction
and Retail trade.

19

To get a more accurate estimate of value added, estimates of operating expenses and tax revenue are required. However, the data for
operating expenses is unavailable. Using this compromise, we are ignoring the fact that the definitions of the data from TGC and ABS
are not strictly comparable. Thus care needs to be taken when interpreting the estimate of value added of ‘more than $5 billion’.
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Chart 2: Value added of selected industries, 1996-97
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3.2.3 Structure of service providers20

The gambling industry isa large and diver seindustry, with over
6,800 businesses providing gambling services. Some of these
businesses provide gambling services either astheir predominant activity
(such as casinos, bookmaker/betting shop operations, TAB and totalisator
operations and agencies, and lottery operations). Others have some other
activity astheir main source of income (such as pubs, taverns and bars,
hospitality clubs and horse and dog racing clubs).?!

The gambling industry generates two sources of income: net takings (that
is, after payouts of winnings) from gambling and commissions from
gambling. Table 2 shows the breakdown of total earnings by type of
gambling business. As these are derived from an ABS survey, the latest
figures are for 1994-95. Thetotal is comparable to the figure published by
the TGC for that year.

20

21

This section uses the latest ABS survey data, taken for the 1994-95 year for gambling services, and a survey of casinos taken in 1995-
96 (also referring to 1994-95). Unlike the TGC, the ABS uses the term ‘takings' rather than ‘ expenditure’, but essentially, these are the

ABS, 1997, Gambling Industries 1994-95, Cat. No. 8684.0, February. The term, ‘hotels’ is interchangeable with ‘pubs, taverns and
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Table 2: Businesses with gambling activities, 1994-95

Businesses at end June Net takings Commissions
No. % $m % $m %
Gambling industries

Casinos 14 0.2 1,382 18.2 1 0.2

Lottery operation 9 0.1 1,881 24.8 n.a. n.a.

Lottery agency 169 25 n.a. n.a. n.a. n.a.

Bookmaker/betting shop 658 9.6 44 0.6

TAB & totalisator operation 15 0.2 1,615 213

Totalisator agency 1,163 17.0 - - 85 19.1

Other 13 0.2 n.a. n.a.

Total Gambling industry 2,041 29.9 4,924 64.8 106 23.7
Clubs (hospitality) 2,144 314 2,222 293 133 298
Pubs, taverns & bars 2,327 34.1 440 5.8 136 30.5
Sports industries 315 4.6 10.8 0.1 72 16.0
TOTAL 6,826 100.0 7,597 100.0 447 100.0

Source: ABS, 1997, Cat No 8684.0

Of the gambling businesses, |ottery operations had the highest rate of net
takings, with TAB/totaliser operations and casinos?? next highest. Clubs,
pubs, taverns and bars with gambling facilities accounted for about 35 per
cent of total net takings.

Table 3 shows the dominance of EGMs in terms of net takings from all
gambling operations. The mgjority of those takings were from EGMs
located in hospitality clubs.

22 Figures on casino gambling include EGMs within casinos.
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Table 3: Net takings by type of gambling activity, 1994-95

Type of gambling activity Net takings

$m %
EGMs 3,869 50.9
On-course totalisator sales and off-course TAB sales 1,301 17.1
Bookmaker's turnover 44 0.6
Lotteries, Keno, lotto, football pools, instant money sales, and other 1,345 17.7
gambling
Casino Keno 26 0.3
Other casino gaming (incl. table games & EGMs) 1,013 133
TOTAL 7,597 100.0

Source: ABS 1997, Cat No 8684.0

Of the 6,800 businesses that provided gambling servicesin 1994-95,
Table 4 shows that there were 2,041 businesses whose predominant
activity was the provision of gambling services. These operations
generated $15.5 billion in total income and reported an operating profit
before tax of $1.3 billion in 1994-95. This represented an operating profit
margin of 8.4 per cent.23

In comparison, there were 2,327 pubs, taverns and bars with gambling
facilitiesin 1994-95. They earned $3.4 billion of income (of which
gambling only accounted for 17 per cent) and generated an operating
profit before tax of $0.2 billion.

In addition, there was 2,114 clubs with gambling facilities in 1994-95.
Table 5 shows that 54 per cent of pubs, taverns and bars and 65 per cent
of clubs had gambling facilities in 1994-95.

23 ‘Operating profit’ is profit before extraordinary items are brought into account and prior to the deduction of income tax and

appropriations to owners (eg: dividends). ‘ Operating profit margin’ is the percentage of operating profit before tax divided by sales of
goods and services.
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Table 4: Summary of operations — Businesses that provide gambling services, 1994-95

Gambling industries Pubs, taverns and Clubs with
Unit Lotteries Casinos Other bars \:c\gg"gt];?bling gambling facilities

Number of businesses no. 178 14 1,849 2,327 2,114
Employment no. 2,006 15,837 14,219 48,618 53,181
Sales of goods and services $m 4,099 1,643 9,699 3,385

Takings and commissions $m 3,997 1,383 9,627 576
from gambling

% 97.5 84.2 99.3 17.0

Operating profit before tax $m 793 107 391 183
Operating profit margin % 194 6.5 4.0 3.9
Industry gross product $m 867 650 594 1,257

Source: ABS, 1996, Cat No 8684.0 and ABS 1997, Cat No 8687.0.

Table 5: Clubs, pubs, taverns and bars, 1994-95

Pubs, taverns and bars Clubs

With gambling facilities Without gambling With gambling facilities Without gambling

Number of businesses 2,327 1,997 2,114 1,140
Employment 48,618 22,820 53,181 9,355
Average number of 21 11 25 8

employees per business

Source: ABS, 1996, Cat No 8687.0

3.2.4 Employment in gambling services

Aspresented in Table 4 and Table 5, just over 135,000 people were
employed in the gambling and related industriesin 1994-95: about
32,000 in businesses whose predominant activity is the provision of
gambling services and nearly 103,000 in clubs, pubs, taverns and bars and
with gambling facilities.

On average, each of those businesses involved in gambling employed
significantly more people than those that were not. Each pub, tavern or
bar with gambling facilities employed twice the number of those without
such facilities. In the case of clubs, those with gambling facilities had
three times the number of employees on average.
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The ABS has recently released employment statistics for casinosin
Australiain 1997-98. Table 6 shows a significant increase in employment
in casinos over the 1990s, which reflects the opening of six new casinos
in Australia over that period.24 The fall in employment in 1997-98
compared to 1996-97 is aresult of the closure of the Christmas Island
casino and the effect of the Asian crisis on the industry. Importantly,
nearly 80 per cent of these jobsin 1997-98 were permanent positions.

Table 6: Employment in Australian casinos
1991-92 1994-95 1995-96 1996-97 1997-98
Number of casinos 8 14 14 14 13
Employment (number)
Permanent employees 5712 11,281 14,038 17,490 15,920
Casual employees 3,506 4,556 4,452 5,018 4,611
Total employment 9,218 15,837 18,490 22,508 20,531

Source: ABS, 1998, Cat No 8683.0

Case study: Effect of gambling on employment in Victoria

A study by the National Institute of Applied Economic and Social
Research (NIAESR) for the VCGA in 1997 found that by 1996, new
gambling operations (EGM s and the casino) had increased
employment in Victoria by 34,700 per sons.?® This takes into account
both the positive and negative direct and indirect effects from the new
gambling operations. The study found that direct new gambling industry
employment displaced some employment in other traditional gambling
sectors such as racing but the overall net effect was positive.

The NIAESR study estimated the change in direct employment resulting
from the new gambling operations and employment in traditional
gambling industries in Victoria from 1991-92 to 1995-9626 (Chart 3).
While new gambling boosted employment by over 8,600 by 1995-96, the
NIAESR study estimates that this change coincided with adeclinein
employment in traditional gambling industries of over 10 per cent. The

24

Historical employment figures for other businesses whose main activity is gambling (ie: lotteries and other gambling services), and

clubs, pubs, taverns and bars are unavailable. Figures for 1994-95 are shown in Table 4.

25
VCGA, August.

26

National Institute of Applied Economic and Social Research, 1997, The Impact of Gambling on Victorian Employment, Report for the

‘New gaming’ employment is estimated as gaming employment associated with EGMs at gaming venues, VCGA employment, casino

and estimated gaming employees at Tattersall’s and TABCORP. ‘Traditional gambling’ includes all other estimated employment at
Tattersall’s and TABCORP and bookies and clerks.
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overall net direct impact on employment was the creation of 8,000 hew
jobs.

Chart 3: Direct effects on Victorian employment due to the new gambling operations
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Source: National Institute of Applied Economic and Social Research, 1997

The NIAESR study estimates that indirectly new gambling industries
resulted in anet rise of 26,500 jobs by 1995-96. It concludes that the
indirect impact of new gambling activities on employment included the
following effects:

» the expenditure on goods and services of the net gambling industry
employment directly created by the new gambling activities;

= theimpact on the Victorian budget of the net taxation received
directly generated by new gambling activities;

» thedistribution of gross operating surplus from new gambling
activities,

» theincreasein the net inter-industry demand for goods and services
generated by the new gambling activity sector; and

= capital expenditure applied to create the infrastructure to support the
new gambling activities.

The study also found that the impact of new gambling activities was to
reduce Victoria's unemployment rate by 1 percentage point in 1995-96.

New investments by hotels and clubs to expanding and upgrading their
facilities as aresult of the new EGM licences led to a significant number
of new jobsin these venues. Detailed information about new investments
in gaming venues as well as the change in the number of employeesis
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shown in Table 8 in Section 3.4. The employment changes as aresult of
the EGM licences in some of the venues are;

= Zagames hotel at Caulfield employed 45 extra staff;

= A new club at Kilsyth opened, employing 50 staff;

» Royal Hotel in Ferntree Gully employed 45 extra staff; and
»  The Wantirna Club opened, hiring 65 employees.

Crown casino not only provided new employment opportunities, but also
has atraining facility that covers arange of training courses relevant to all
aspects of the casino. In addition, the casino provides professional
accreditation qualifications, apprenticeships and traineeships (Box 2).

Box 2: Crown casino’s training initiatives

Crown has a strong commitment to staff training and development. All employees have equal access to training and development and are
encouraged to attend or ask for training. Annually, Crown spends about $4 million on training courses alone and Crown’s commitment on
training to date is in excess of $35 million. Approximately 8,000 employees would attend one or more training courses annually that is in
addition to induction training and compulsory job-specific training.

Crown casino has a dedicated training facility — Crown College — that develops, facilitates and administers a comprehensive range of
structured in-house training courses (approx. 80). Courses include occupational health and safety training, first aid courses, computer
courses for a wide range of packages and levels and specialist technical training tailored for various business units such as wine
appreciation, report writing, lighting systems maintenance and gaming table reclothing. There are also two compulsory courses for all
gaming and hospitality employees: Responsible Serving of Alcohol and Responsible Serving of Gaming. In addition, Crown is a
Registered Training Organisation and thus provides a number of nationally recognised and accredited Certificates in Gaming and
Hospitality. Crown College was awarded the Certificate of Excellence Award for Industry Training — Private Sector in the Victorian
Tourism Awards.

Crown has also developed strategic alliances with several educational institutions including RMIT, Victoria University, Swinburne TAFE,
William Angliss and Holmesglen TAFE. These institutions provide training in food and beverage, hospitality and gaming related subjects.
RMIT has recently provided a 13-week Management Development Program to over 200 front-line management staff, concentrating on
Service Delivery and Leadership.

Crown accommodates and offers hundreds of apprenticeships in the food and beverage and gaming areas. There are a number of
traineeships that assist employees obtain a professional qualification and industry recognition across all disciplines of Crown.

Source: Crown casino

3.2.5 Gambling services by state

Gambling expenditure per capitain NSW wasthe highest of all the
statesin 1996-97, at $853 (Chart 4). Per capita expenditure was also high
in the Northern Territory ($806) and Victoria ($805). In all of the states,
about 80-90 per cent of gambling expenditure per capita was spent on
gaming?’ except in the Northern Territory, where per capita expenditure
on racing was significantly higher than any other state. Compared to
1995-96, per capita expenditure in South Australiaand Victoriaincreased

27 ‘Gaming’ includes casino gaming, EGMs, lottery operations including pools, minor gaming such as bingo, lucky envelopes and

raffles, and Keno operations.
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by 5.9 per cent and 5.6 per cent respectively, mainly dueto alarge
increase in gaming expenditure in these states, reflecting an increase in
the number of EGM licences over that period.

Chart 4: Real per capita gambling expenditure by state, 1996-97
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Care needs to be taken in interpreting per capitafigures. Per capita
expenditure on gambling asreported in official statistics such as
those prepared by the TGC can be viewed asan upper bound. Thisis
because the estimates are derived by dividing expenditure by population.
In most cases this will be areasonably accurate picture but all gambling
expenditureisnot made by Australians. Foreigners also use Australian
gambling facilities. In the case of some casinos, alarge proportion of the
total expenditure is derived from foreign premium players who represent
lessthan 1 per cent of casino customers. Similarly, some gambling
service providers in the Northern Territory, for example, earn substantial
revenue from foreign gamblers.

Importantly, the median expenditure on gamblingislikely to be
significantly lower than the mean. Thisis because the transactions of a
small group of high stakes gamblers increase the mean figure while the
bulk of gamblers spend much less than that reported in Chart 4. Thisis
especially the case for casino and, to alesser extent, racing expenditure,
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but less of an effect on the expenditure figures reported on lotteries and
EGMs?8,

3.3 Structural changes in gambling services

The gambling industry has changed significantly over the past decade,
mainly as aresult of the increase in the number of casinos and EGM
licences since the early 1990s. This expansion of gambling facilities was
adirect consequence of arelaxation of the restrictions placed on the
industry by governments.

The loosening of gambling regulations has led to a number of positive
outcomes, namely:

» anincrease in the number of operators;
= anumber of privatisations within the industry;

» anincreasein the range of products offered to the consumer; and
consequently,

* anincreasein competition in the gambling industry.

The increase in competition among the gambling service providers has
resulted in a more productive industry. While official estimates of
productivity are unavailable, and an estimate will not be provided in this
submission, we expect the Productivity Commission will address this
issue as a part of itsreview of Australia’s gambling industries.

This section outlines the magjor changes that have occurred in the
industry, while Chapter 9 provides an assessment of regulatory changes.

3.3.1 Overall growth in gambling services

Following a period of relatively subdued growth in the industry, the
amount of wagers and betsincreased markedly in the 1990s. Thiswas
mainly dueto an increasein the number of EGMsin many states and
the opening of 6 new casinos over that period. The industry generated
$34 hillion in wagers and betsin 1990-91, and this increased to nearly
$80 hillion in 1996-97. This change isreflected in an increasein
gambling expenditure,2® which rose from $5.7 billion in 1990-91 to just
over $10 billion in 1996-97. The growth of both wagers and bets and
expenditure over the past 10 yearsis shown in Chart 5.

28 Constant references to Australia's per capita gambling expenditure may distort peopl€’s perceptions. Public references to per capita
gambling expenditure may be applied by the public to their own income levels and taken to be some measure of the extent of
gambling and therefore problem gambling, leading to false conclusions about the weight of gambling expenditure in the median
household.

29

Note the differences between ‘wagers and bets' and ‘ expenditure’ measures — see Box 1.
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Chart 5: Wagers and bets and expenditure on gambling
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3.3.2 Changes in the composition of gambling services

Wagersand betson EGMs and casinos accounted for over 80 per
cent of total wagersand betsin 1996-97, compared to just 43 per cent
in 1986-87. Over the sametime period, racing’s share of total wagers
and bets declined from 46 per cent to just over 14 per cent.

In terms of expenditurethe pictureissimilar. As Chart 6 shows,
nearly al of the growth in gambling expenditure has come from gaming,
while expenditure on racing has remained fairly stagnant since 1972-73.

The main reason behind the growth in expenditure on gaming is the
relaxation of the restrictions on EGM and casino licences in the 1990s.

Consumer expenditureon racing as a proportion of total gambling
expenditur e fell significantly over theten yearsto 1996-97. In 1986-
87, racing accounted for 34 per cent of al gambling expenditure, and this
fell to only 16 per cent in 1996-97. I n contrast, expenditureon EGMs
increased from 28 per cent in 1986-87, to nearly half of all gambling
expenditurein 1996-97. In addition, expenditure on casino gaming
increased significantly from 1994-95, while expenditure on lotteries and
minor gaming remained at afairly constant level in the 1990s. Thisis
highlighted in Chart 7.
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Chart 6: Expenditure on gaming and racing
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Chart 7: Expenditure on gambling, by type
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3.3.3 Changes by state

In all states, the growth in gambling expenditureis dueto the steady
increase in expenditure on gaming, resulting from aloosening of the
regulations controlling entry and expansion of EGM s and casinos.
This has more than offset the static growth in racing expenditure in each
state, as Chart 8 and Chart 10 illustrates.

Chart 8: Real per capita gaming expenditure by state
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Victoria experienced the largest increase in gaming expenditure
during the 1990s, due to the introduction of EGM licences and the
opening of the casino. Table 7 shows the total number of EGMsiin
Victoriaincreased from 2,696 in clubs and hotels by the end of August
1992 to nearly 27,000 by June 1998. The number of venues with EGMs
also increased over that period. Consequently, there have been
increasingly more opportunities for people to satisfy their gambling
preferences.
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Table 7: Number of EGMs in Victoria

As at: Number of EGMs Total number | Max. number of
of venues EGMs allowed in
Clubs Hotels Total the casino
August 1992 n.a n.a 2,696 41 0
June 1993 n.a n.a 12,970 238 0
June 1994 n.a n.a 14,713 344 1,300
June 1995 9,506 1,0371 19,877 465 1,300
June 1996 1,1162 1,2253 23,415 519 1,300
June 1997 1,2329 1,3633 25,962 554 2,500
June 1998 1,3230 1,3755 26,965 561 2,500

Source: Victorian Casino and Gaming Authority

While Queensland hashad EGMsfor a number of years, the number
in clubs and hotelsincreased notably in 1992 and 1993, in line with
an increase in the number of venues with new EGM licences, as Chart
9 shows. Currently, Queensland has over 23,000 EGMs in clubs and
hotels, and about 3,100 in the four casinos. Compared to Victoria,
Queensland has nearly as many machines, but over twice as many venues.

Chart 9: The number of EGMs and venues with EGMs in Queensland
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In contrast to the strong expansion in gaming, per capita expenditure on
racing has been fairly steady for a number of yearsin most states, and in
some states has experienced negative growth in recent (Chart 10).
Victorians spend about $50 less per capita on racing now than in the
1970s, while the amount spent in NSW, South Australia and Queensland
has remained fairly steady. Expenditure on racing per capitain Western
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Australiafell steadily through the late 1980s and early 1990s, but it has
stayed fairly constant in the 1990s, at around $100 per person per year.

Attachment 2 outlines the major changes in the gambling industry in each
state over the ten years to 1996-97.

Chart 10: Real per capita racing expenditure by state
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3.4 Gambling’s importance to other industries

Theintroduction of new gambling operations due to the relaxation of
restrictions on gambling in many states has had positive flow-on
effectson arange of industries. Thisis especially true for tourism. In
addition, there have been more general positive effects of the introduction
of new gambling industries, such as the boost to employment in Victoria,
following the introduction of EGMs and the opening of the casino
(mentioned in Section 3.2.4 above).

The ACA estimates that around one million overseas tourists visit
Australian casinos each year. Thereis little doubt that casinos offer the
state, city or region in question with a major tourism opportunity. Indeed,
many tour operators include the city’s casino asamajor attraction in their
packages and local tourism agencies use the casinos as a major drawcard
to the area for both domestic and international visitors.
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Chart 11 shows the room occupancy rates for hotels, motels and
guesthouses with 5 or more rooms in Melbourne City. That is, the
percentage of rooms in these establishments which are occupied. Since
the opening of the casino in 1994, occupancy ratesin Melbourne City
increased notably and are now at their highest levels since the mid
1980s.

Chart 11: Room occupancy rates — Melbourne City
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In addition, accommodation takings increased by 26 per cent during
1994-95 — the first year of operation of the casino.

Similarly, following the opening of JupitersLimited casinoin late
1985, occupancy rateson the Gold Coast increased from about 55 per
cent in 1985 to over 70 per cent by 1988. During this period, the
number of new establishments on the Gold Coast increased as well,
indicating that the increase in the number of tourists more than offset the
growth in the number of establishments.

During 1986, accommodation takings on the Gold Coast increased by 62
per cent. A similar situation occurred in Townsville: takings from
accommodations in Townsville increased by 23 per cent in 1987,
following a strong rise of 22 per cent the year earlier. The opening of the
casino in late 1986 would have influenced both of these figures.

The growth in gambling operations have had positive effects on other
industries related to gambling, such as suppliersto the venues,
particularly food wholesalers, and manufacturers of gaming products.
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The introduction of EGMs in Victoria has had a significant impact on the
Victorian economy. The introduction of EGMsin clubs and hotels by
both TABCORP and Tattersall’s has resulted in a number of significant
investment projects. Some of them are listed in Table 8. Generdly, the
introduction of EGMs has led to:

® anincrease in the number of direct employees of the venue,
especially for young people and in regional areas;

= atemporary increase in employment relating to the building and
renovation of the venues; and

®  positive impacts on suppliers of goods to the gaming venues, such as
food and services, advertising agencies and printers.

However, theintroduction of new gambling oper ations has had some
negative effects on other industries. Indeed, the introduction of casinos
and EGMs in most states has seen expenditure on racing gambling
decline or remain stagnant over time, as shown in Chart 8 and Chart 10.

In Victoria, some retailers have suggested that consumers are diverting
their disposable income away from retailing and towards the new forms
of gambling. However, research into household expenditure patterns over
the 1990s by the NIAEIR shows that a reduction in household savings,
occurred at the same time as an increase in retail, services and gambling
expenditure over the period.30 (see Table 9)3L. Interestingly, expenditure
on other entertainment products increased over this period also, a point
which will be discussed further in Chapter 4.

Table 8: Case Study — investment in TABCORP and Tattersall's gaming venues

TABCORP venues: Type of # of EGMs Renovation Pre gaming Current staff
venue cost venue staff

Lunico Bar & Tavern, Clayton Hotel 35 $1 million 7 30
Zagame's at Caulfield, Caulfield East Hotel 100 $4.5 million 15 50

Club Kilsyth, North Bayswater Club 100 $4 million New venue 50
Tattersall’s venues:

Doncaster Hotel Hotel 88 $3.5 million 32 46
Royal Hotel, Ferntree Gully Hotel 90 $2.5 million 25 70
Wantirna Club Club 80 $4.5 million New venue 65
Clayton RSL Club 80 $1.8 million 32 46

Source: TABCORP and Tattersall’sinternal marketing research

30

National Institute of Applied Economic and Industry Research, 1997, The Impact of the Expansion in Gaming on the Victorian Retail

Sector, Report for the VCGA, March.

31
gambling services.

Household savings, however, increased between 1994-95 and 1995-96, this being reflected in a reduction in expenditure on non-
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Table 9 shows the proportion of household income that was spent on
gambling in Australiawas 3 per cent in 1995-96, while households spent
nearly 40 per cent and 55 per cent of their incomes on retail items and
services (excluding gambling) respectively. In addition, spending on
gambling over 1989-90 to 1995-96 increased, as did spending on r etail
items and services, however, at a slower rate. The source of therisein
total spending to be a declinein savings of households.

Table 9: Percentage share of household outlays to household income

1989-90 | 1990-91 | 1991-92 | 1992-93 | 1993-94 | 1994-95 | 1995-96
Retail 38 37.8 38.2 384 38.8 39.7 39.7
Services (excl. gambling) 534 54.6 55.1 55.8 55.7 55.8 54.8
Gambling 1.9 2.1 2.1 2.2 25 2.9 3.0
Savings 6.7 5.6 46 36 29 1.6 25

Source: National Institute of Applied Economic and Industry Research, 1997

This effect is more pronounced in Victoria where expenditure on
gambling increased from 1.4 per cent of household income in 1989-90 to
3.3 per cent in 1995-96. Expenditure on goods and services has also risen
from a share of 88.1 per cent in 1989-90 to 93.2 per cent in 1995-96.
Over the same period savings as a percentage of household income has
declined from 10.5 per cent to 3.5 per cent (Table 10).

The NIAEIR report cites anumber of other factors that may have
contributed to the industry’ s perception of low growth of retail sales, such
as an expansion in floor space and increased competition in the retail
Sector.

Table 10: Percentage share of household outlays to household income — Victoria

1989-90 | 1990-91 | 1991-92 | 199293 | 1993-94 | 1994-95 | 1995-96
Retail 35.9 34.9 36.0 35.9 37.0 38.8 38.2
Services (excl. gambling) 52.2 53.0 54.8 55.8 56.6 56.5 55.0
Gambling 14 13 13 1.6 21 29 33
Savings 105 10.8 79 6.7 42 1.8 35

Source: National Institute of Applied Economic and Industry Research, 199.

A more general point can be made about the expansion of gambling and
the impact on other activities. It should be expected that if consumers
have not been allowed to expresstheir preferencesfor certain
activities (in this case gambling) dueto regulation and then the
regulationsarerelaxed or removed, consumer spending will shift to
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the previoudly constrained activity. The shift in spending towards
gambling can thusbe regarded asa ‘correction’.

Changes of this order have been common in the Australian economy.
There have been some notable periods of structural changein Australia's
economic history, which have seen consumer preferences shift elsewhere,
drastically changing pattern of demand and economic activity. Some
examples that spring to mind are;

®  The replacement of horses and carriages by motor vehicles;
=  The market dominance of margarine over butter;

=  CDsversus vinyl records,

=  Colour television versus black and white television;

® Therapid acceptance by Australian consumers of mobile telephones,
video recorders (VHS versus Beta) and Internet services.

Thereishowever, aview held by some of those who oppose gambling
that a shift in activity to gambling servicesis somehow ‘bad’ because
adollar worth of gambling is of lessworth than a dollar of something
else (ice creams, going to the movies, apair of shoes and so on). This
argument downplaystherole of consumer choice in determining what
is produced and consumed.

More detailed analysis of the economy-wide impact of the gambling
industry on the Australian economy is presented in Attachment 1. That
analysis has been undertaken with the use of an economy-wide general
equilibrium model that contains inter-linkages between 113 industries.
The highlights of this analysis are outlined in Chapter 5 (Section 5.4).
The modelling suggests, for example, that for every percentage decrease
in gambling output brought about by a gambling tax increase, national
GDP could drop by as much as $300 million in the long run.
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4. Consumption of Gambling

In 1996-97, total expenditure on gambling was $10 billion which
represents 3 per cent of household disposable incomes. In that year
adults spent on average $700 on gambling.. Expenditure on gambling has
increased from 2.1 per cent of household incomesin 1990-91 and 1.7 per
cent in 1980-81, which isin line with the increase in gaming
opportunities available to consumers. But this rise has coincided with an
increase in expenditure on entertainment and recreation goods and
services, which includes gambling.

The profile of consumers who participate in gambling activities differs
according to the type of game played. The differences include the sex and
income level of the consumer.

The pattern of gambling consumption has changed significantly over the
past decade. While the share of expenditure on casino gaming and EGMs
increased significantly over the past ten years, it has been at the expense
of racing and lotteries.

4.1 Participation in gambling

4.1.1 The general consumption profile

Expenditure on gambling, that is, the amount wagered minus the amount
won, is the concept used in this Chapter to represent consumer demand
for gambling. While total wagers and bets, or ‘turnover’, might also give
some indication of consumer demand for gambling, itis not realy a
proper indicator of cost32 and in any case, accurate figures for it are not
available for casino table games or poker machines. As discussed in Box
1 (Chapter 3), the ‘turnover’ figure from the TGC and ABS measured for
casinosis not specifically the total amount bet on each game, but the
‘handle’ — the value of money exchanged for gaming chips. It does not
represent the amount wagered at a table game and between tables.

32 This point is made by the ABS, 1997, Issues to be Considered: 13" Series Consumer Price Index, ABS Cat. No. 6451.0: “A more
sustainable view (of the ‘price’ or ‘cost’ of gambling) is that the benefit to be derived from a gamble is a function of the real value of
the expected return”.
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Likewise, figures are not available for the amount of money ‘ put through’
(wagered at) poker machines.33

The profile of consumer s participating in gambling activities differs
accor ding to the type of game played. According to the Australian
Institute for Gambling Research (AIGR)34, while the split between the
sexesisfairly even for all gambling, women marginally prefer lotteries
and EGMs, while men generally prefer to bet on a sporting event. There
are also differences according to the level of income of consumers. The
ABS Household Expenditure Survey (HES) shows that households in the
lower income quintile spend more on lotto type games than higher
income households. Households in the higher income quintile spend more
on casino gaming and EGM s than households in the lower income
quintile.

In general, Austraians play lottery-type games more frequently than
other forms of gambling. However, on average, people tend to spend
more money per annum on EGMs, casino gaming and on racing. There
seems to be a small proportion of players who spend very high amounts
and this may distort the average figures.

In 1996-97, Australian adults on aver age spent $700 on gambling.3°
Total expenditure on gambling was over $10 billion in 1996-97. The
HES (a survey of household weekly characteristics and spending patterns)
revealsthat on average lower income households allocate a higher
proportion of their weekly earnings to entertainment and recreation
products, which includes gambling, than other households. However,
households with higher earnings spend much larger amounts, in absolute
dollar terms, than lower income households.

Households allocated 3 per cent of disposableincomesin 1996-97 on
gambling activities. Expenditure on gambling increased from 2.1 per
cent of household incomein 1990-91 and 1.7 per cent in 1980-81, which
isin line with the increase in gaming opportunities available to
consumers.

33 seefor example, ABS, 1997, Gambling Industries 1994-95, Cat. No. 8684.0, February.

34 Cited in Melbourne Ingtitute of Applied Economic and Social Research, Deakin Human Services and National Institute of Economic
and Industry Research, 1997, Impact of Gaming Venues on Inner-City Municipalities; p. 49.

3B The per capita expenditure on gambling figures published by the TGC indicate that in 1996-97 Australian adults on average spent

$736 on gambling. This figure is misleading as it does not take into account expenditure by foreign players. For example, foreign
premium (commission or ‘junket’) players at casinos account for at least 25 per cent of total casino gambling income (consumer
expenditure). In 1996-97 casino income was $1,951.4 million. 25 per cent of that amounts to $488 million. Subtracting this from total
gambling expenditure of $10,037.4 million gives a figure of $9,549.4 million for expenditure by Australian adults in Australia, or
$700 per capita. The per capita figure would be even lower if the foreign component of other gambling activities were taken into
account.
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Thisincrease has coincided with an increasein expenditure on
entertainment and recr eation goods, which includes gambling. In
1994-95, entertainment and recreation goods accounted for just over 11
per cent of total consumer expenditure. Thisincreased to 11.7 per cent in
1997-98. Over the same period it appears that consumers have allocated
less expenditure to most consumer durables. For example, expenditure on
clothing as a proportion of total expenditure fell from 4.4 per cent in
1994-95 to 3.9 per cent in 1997-98, while expenditure on food as a
proportion of total expenditure remained fairly steady.

Gambling consumption patter ns between gambling products changed
significantly over the past decade. While expenditure on casino gaming
and EGMs increased significantly over the past ten years, that on race
gambling and lotteries has fallenin real dollar terms. The share of
expenditure on lotteries halved between 1986-87 and 1996-97, and the
share of expenditure on racing fell from 34 per cent to 16 per cent. Over
the same period, the share of expenditure on EGMs rose from 28 per cent
to 49 per cent and from 9 per cent to 19 per cent for casinos. Thisis
mainly due to the increased availability of EGMs and casinos over this
time.

Consumer demand for gambling is somewhat different to most other
consumer goods and services. One difference is the amount of money
spent per hour. An amount, say, $12 spent at the cinema buys you about
1Y% hours of amovie. By contrast, there is no certainty how much time
$12 spent on an EGM or a casino table game will buy you. In addition,
what is spent per hour differs between gambling products. Lottery
tickets could buy you aweek of entertainment waiting for the draw, but
thisis not true of most other forms of gambling. These differences aside,
the $10 billion spent on gambling each year is no less valid than $10
billion of expenditure on any other consumables.

4.1.2 Figures on who gambles

Most of Australia s gambling service providers have completed internal
research on the profile of their customers. The characteristics of the
providers are vastly different — ranging from churches and community
groups that provide bingo, totalisator agencies and bookmakers that
provide wagering services, to casinos that provide gaming machines,
table games and arange of other entertainment, accommodeation, food
services and other retail. Asaresult, the profile of customersdiffers
according to the venue or the operator or both. A few general
comments, however, can be made.

As noted, AIGR has found that 73 per cent of Australians bet at least once
ayear. In addition, it is estimated that about one half of al Australians bet
regularly. Generally, the split between the sexesis fairly even for
gambling in total, however, it appears that men and women have
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different preferencesfor thetype of gambling activity they
participatein. For example, on average men prefer to bet on a sporting
event while women marginally prefer lotteries and EGMs.

Generally, people have a preferred form of gambling. For example,
two studies commissioned by the VCGA38 into the characteristics of
EGM usersin Victoriafound that nearly 90 per cent would not use a TAB
or go to the races. In addition, many EGM users who frequent a casino do
not play table games, but prefer to play only the EGMs.

The latest HES conducted by the ABS gives a breakdown of average
weekly expenditure on gambling products by income quintile. This
survey datawill not quite match that from the TGC due to under-
reporting in the HES (see below) and the absence from the HES of most
spending by foreigners.

Moreover, asthe ABS has acknowledged in a recent review,
conceptually, household expenditure on gambling excludes gambling
undertaken as a business (that is, professional gambling). No official
figures on the number of professional gamblers or their market share
appears to be available.

In addition, the ABS notes that the HES gambling data are

“subject to high relative standard errors and aso to
significant under reporting, making it necessary to rely
on other data to set [CPI] weights.” 37

With both these caveats in mind, Table 11 presents ABS' s HES estimates
of the average weekly household expenditure by income quintiles for
different forms of gambling. On average, households are shown to spend
about $5.20 per week on gambling. Of this, it appearsthat the lar gest
item of expenditure on gambling ison lotto type games.38 We note that
this form of gambling involves lower odds, but relatively large prizes.

Another interesting indication from the data is the type of gambling
products different income groups spend their money on. The weekly
expenditure of higher income households tends to be greater on casino
gaming, while lower income househol ds spend more on lotto type games.
In addition, it is evident that the higher income households spend more

36 Melbourne Institute of Applied Economic and Social Research, Deakin Human Services and Nationa Institute of Economic and

Industry Research, 1997, Impact of Gaming Venues on Inner-City Municipalities, Report for the VCGA, December, and Deakin
Human Services Australia and the Melbourne Institute of Applied Economic and Social Research, 1997, Social and Economic Effects
of Electronic Gaming Machines on Non-Metropolitan Communities, Report for the VCGA, December.

37 ABS, 1997, Issues to be Considered: 13" Series Consumer Price Index Review, Cat 6451.0, p. 32.

38 Asshown in the next secti on, the result that consumers spend the largest amount of consumption on gambling products on lotteries is

at odds with (more reliable) data from the TGC. Again these results from the HES are subject to a number of caveats, as described
above, notably the tendency for under-reporting and the absence of spending by foreignersin the HES.
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on poker machinesthan the lower income households, both in
absolute termsand as a proportion of their total weekly expenditure
on gambling. Thisis explored further in Section 4.1.3.

Table 11: Average weekly expenditure on gambling by household income quintiles, 1993-94

Lowest 20% 2nd quintile 3rd quintile 4t quintile Highest 20%
Lottery tickets $0.26 $0.26 $0.27 $0.35 $0.48
Lotto type games $2.48 $2.80 $3.44 $3.75 $3.16
TAB, bookmakers etc $0.40 -$0.02 $0.73 $1.37 -$0.74
Poker and ticket machines $0.35 $0.86 $0.77 $1.35 $1.40
Casino gaming and other $0.66 $1.13 $0.19 -$1.84 $2.01
Total gambling $4.16 $5.02 $5.41 $4.97 $6.30

Note: The negative figures in the table imply net wins by households and may reflect defective
reporting and/or sample-size.

Source: ABS, 1996, Cat. No. 6535.0

4.1.3 Figures on what games consumers play

A recent Roy Morgan Survey found that 60 per cent of arandom sample
of adultsinterviewed in Australia (by telephone) bought alottery ticket in
the past three months, while the next most popular bet was on gaming
machines. In addition, the results suggest that some of those surveyed had
played more than one game. The results are outlined in Table 12.

Table 12: Types of gambling activities people play

% of respondents
Bought a lottery ticket 59.6
Played a poker machine 40.6
Bought a scratch ticket 35.2
Placed a bet 28.7
Casino table games 12.4
Played draw poker machine 9.9

Source: Australian Gaming Magazine, 1997, Vol 2 No.4, December

A comparison of these figures with those from the TGC on expenditure
shows that while a greater number of people play lotteries, moreis
spent per annum on EGMs, casino gaming and racing (Chart 12).
Clearly average outlays are relatively higher on the latter three.

CONSULTING
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Chart 12: Proportion of expenditure on gambling, by type, 1996-97
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Source: Tasmanian Gaming Commission, 1997

Table 13 shows average weekly household expenditure on gambling
products, as a percentage of total gambling expenditure, from the HES.
For most households on average, the majority of the expenditure was on
lotto type games and lottery tickets. The table also indicates that: lower
income households spend proportionately more on lotto type games
per week than householdsin the highest income quintile; and that,
higher income households allocate much more of their weekly
gambling expenditure on EGMs and casino gaming than households
in the lower income quartiles. The rdiability of the figures remains
open to question.

Table 13: Average weekly household gambling expenditure as a per cent of total gambling expenditure, 1993-94

Lowest 20% 2nd quintile 3rd quintile 4t quintile Highest 20%
Lottery tickets 6% 5% 5% % 8%
Lotto type games 60% 56% 64% 6% 50%
TAB, bookmakers etc 10% 0% 14% 28% -12%
Poker and ticket machines 8% 17% 14% 21% 22%
Casino gaming and other 16% 23% 4% -37% 32%

Note: The negative figures in the table imply net wins by households and may reflect defective
reporting and/or sample-size.

Source: ABS, 1996, Cat. No. 6535.0

CONSULTING
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4.1.4 How frequently consumers play

The Roy Morgan survey reports that 25 per cent of people who visit a
casino are regular casino players. The survey concludes that many people
who have played in a casino have not become regular players. In fact,
only 11 per cent of those who played a casino game in a period of three
months had played more than 14 times. The mgjority of people played
between 1 and 13 timesin those three months.

Consequently, there appears to be only a small proportion of casino
gamblers that play a significant amount of times.

4.1.5 How much is gambled

Total consumer expenditure on gambling was $10.2 billion in 1996-97:
$1.8 billion was spent on racing and $8.4 billion was spent on gaming.

The TGC reportsthat on average, adults spent $736 on gamblingin
1996-97, with $123 spent per capita on racing and $614 on gaming.
Gambling expenditure accounted for 3 per cent of household incomesin
1996-97: ¥z per cent of this was spent on racing and 2¥% per cent on
gaming. However, the median adult expenditure on gamblingis
considerably less than the mean dueto a small proportion of high
stakes gambler swho increase the mean. The mgjority of gamblers
would spend much less than $736 a year on gambling. This could be
more prominent in the statistics for casino gaming and racing as high
stakes gamblers bet primarily on these forms of gambling.

The average per capita figure of $736 isalso misleading asit includes
expenditure by foreigners. Thefigureislikely to be significantly lower
for casino gambling alone, as casino gaming income from foreign
premium players’ account for at least 25 per cent of casino gambling
income.3° Table 14 shows the break down of expenditure by type of
gamble.

Chart 13 shows the average weekly household expenditure on gambling
by income quintile, collected from the HES. Householdsin the lowest
income quintile allocated the highest proportion of their total weekly
expenditure to gambling in 1993-94, even though in dollar termsthis
group spent the least. Conver sely, the highest income ear ner s spent
the smallest proportion of their total weekly expenditure on
gambling, but themost in dollar terms. Thisis due to the fact that the
lower income group has less discretionary income to spend.

39 seefootnote 35.
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Table 14: Consumer expenditure, per capita and as a proportion of incomes on gambling, 1996-97

Expenditure ($m) Per capita Per cent of household
expenditure ($) disposable incomes
Racing 1,674 122.80 0.50
Lotto, Tattslotto, pools etc 942 69.01 0.28
Instant lottery 213 15.63 0.06
Bingo & minor gaming 173 12.72 0.05
Gaming machines 4,952 363.30 1.49
Casino gaming 1,956 143.51 0.59
Keno 126 9.25 0.04
Total Gaming 8,363 613.52 2.52
Total Gambling 10,037 736.32 3.03

Source: Tasmanian Gaming Commission, 1997

Chart 13: Average weekly household expenditure on gambling, by household income quintiles, 1993-94
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Source: ABS, 1995, Cat No 6530.0

While lower income househol ds spend more of their income on gambling
than higher income households, Table 13 in Section 4.1.3 shows that
lower income households spend a much smaller amount of their weekly
gambling expenditures on EGMs and casino gaming than the higher
income households.

CONSULTING
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In the HES, gambling expenditure is a sub-category of ‘recreation’. Table
15 compares expenditure on gambling to expenditure on other sub-
categories of recreation. The comparison shows that consumers spend
most of their recreation dollar on items in the entertainment and
recreational services category on average (which includes cinemaand
other admission charges, and health and sporting club charges) and
televisions and other audio-visual equipment. Generally, the proportion
of the average household’srecreation spending devoted to gambling
isfairly low, and in fact, has the smallest share of ABS' s six categories
of recreation-spending in households in the three highest income
quintiles.

The figures differ slightly between income groups, possibly reflecting the
difference in the cost of these activities. Lower income households spend
alarger proportion of their weekly income on gambling and books,
newspapers and magazines than the higher income groups who spend a
greater amount on more expensive items such as televisions, other audio-
visual eguipment and entertainment and recreational services.

Table 15: Average weekly expenditure on recreational goods/services categories as a proportion of total
expenditure on recreation, by household income quintiles, 1993-94

Lowest 20% 2nd quintile 3rd quintile 4th quintile Highest 20%
Television & other AV equip 19% 22% 25% 26% 24%
Books, newspapers, magazines, etc 16% 15% 13% 13% 13%
Other recreational equip. 15% 13% 18% 15% 19%
Gambling 16% 14% 10% 8% 6%
Entertainment/recreational services 23% 25% 23% 29% 29%
Animal charges/expenses 11% 11% 11% 10% %%

Source: ABS, 1996, Cat No 6535.0

Whereas Table 15 showsthat lower income households allocate more
of their weekly recreation consumption to gambling than higher
income households, Table 16 shows that expenditure on recreation
(which includes gambling) as a proportion of total weekly
expenditureissmaller in the lowest than in the highest income
quintile households. The lowest income group spent 13 per cent of their
weekly expenditure on recreation (including gambling), 24 per cent on
food and beverages, 13 per cent on transport and 16 per cent on current
housing costs. The highest household income quintile spent 15 per cent
on recreation, 21 per cent on food and beverages, 16 per cent on transport
and 12 per cent on housing costs. Thisis highlighted in Table 16.
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Table 16: Average weekly expenditure as a proportion of total expenditure, by household quintiles, 1993-94

lowest 20% 2nd quintile 3rd quintile 4th quintile Highest 20%
Current housing costs 16% 15% 15% 14% 12%
Fuel and power 4% 4% 3% 3% 2%
Food, alcohol & tobacco 24% 26% 24% 23% 21%
Clothing & footwear 5% 4% 5% 6% %
Household durables 6% % 6% % %
Household service & operation % 6% 5% 5% 5%
Medical care & health expenses 5% 4% 4% 5% 5%
Transport 13% 15% 16% 15% 16%
Recreation 13% 12% 12% 13% 15%
Personal care 2% 2% 2% 2% 2%
Miscellaneous goods & services 6% 5% % 8% 8%

Box 3: Player profiles

Source: ABS, 1996, Cat No 6535.0

Given that the reference period for the data presented from the HES is
1993-94, it would not include the number of important changesin the
gambling industry which have occurred since the survey was taken. For
example, these results would not include the opening of the casinosin
NSW and Victoria, nor the relaxation of restrictions on EGM licencesin
many states that have occurred since then. Consequently, there may have
been some significant changes in patterns of gambling demand. Given
this constraint, we have sought to update these figures with more recent
information about player profiles from internal research conducted by
some of the gambling service providers. Thisis presented in Box 3.

people who do not gamble.

Most of the gambling service providers conduct surveys of their customers on a regular basis. While these are based on a small

percentage of the population, they nonetheless give a more up-to-date profile of the gambling consumer than the ABS data presented
above does. Examples of such information include:

= Asurvey of 3,000 Melbournians conducted by Tattersall's estimated that over January to September 1998, 9%% per cent of the
greater Melbourne population aged 18 and over played the pokies in the week preceding the survey.

= The average revenue per TABCORP EGMs in 1997 was $160 per day.
= The average spend per EGM per hour in a TABCORP venue was $29 between January and November 1998.

=  ATattersall's survey of EGM users taken over the 1997-98 financial year indicated that the average amount spent per person per
week on a poker machine in Melbourne was $37.

The average spend figures shown above are much higher than those presented from the HES. While the amount people spend on EGMs
has more than likely increased since 1993-94 when the HES data was collected, these figures are also a lot higher as the HES includes

Source: TABCORP and Tattersall’sinternal marketing research

A C BIE
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4.2 Structural changes in demand

From the expenditure figures presented below, it is evident that consumer
demand for gambling products has shifted significantly over the past
decade, from lotteries and racing towards EGMs and casino gaming.

The effect on other items of expenditure is hard to determine.

Nonethel ess, expenditure on all forms of entertainment goods and
services has increased, not just on gambling. In any case, the effect on
other items of expenditure of the increase in gambling expenditureis
likely to have been minimal given that even now expenditure on
gambling accounts for only 3 per cent of household disposable incomes.

4.2.1 Changes in participation

Expenditure on EGMs grew significantly from 28 per cent of total
gambling expenditure in 1986-87 to 49 per cent in 1996-97. Expenditure
on casino gaming grew from 9 per cent of total gambling expenditurein
1986-87 to 19 per cent in 1996-97. Thisisillustrated in Chart 14.

Chart 14: Share of gambling expenditure, 1986-87 compared to 1996-9740
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Source: Tasmanian Gaming Commission, 1997

40 ‘Gaming machines' are those in hotels and clubs only. EGMs in the casino are in the ‘Casino’ category. ‘Minor gaming’ includes

Keno and bingo, and ‘Lottery, soccer pools, etc' includes expenditure on general lottery, Tattslotto, lotto, instant money and pools
operations.

CONSULTING
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Thisincrease in expenditure on EGMs and casino gaming was, in
part, at the expense of expenditure on other forms of gambling. The
most significant effects were on lotteries, which fell from 22 per cent of
gambling expenditure in 1986-87 to 11 per cent in 1996-97, and racing
which fell from 34 per cent in 1986-87 to 16 per cent in 1996-97. One of
the reasons behind this shift in expenditure patternsisthe increase in the
number of EGMs and casinos over this period. While the liberaisation of
casino and EGM legidlation did release much of the constrained demand,
there are other factors at play too. Two examples are:

» More vigorous changes in marketing of gambling products; and

» increasing product sophistication.

4.2.2 Gambling’s impact on consumption

The ABS measure of consumption expenditure*! shows that in 1997-98,
consumers allocated 11.7 per cent of total expenditure to entertainment
and recreation products — the category that includes expenditure on
gambling. Thisincreased from 11.4 per cent in 1994-95. It appears that
the two sub-categories of entertainment and recreation that have driven
most of the growth in expenditureis ‘services (such asadmission to
cinema, theatre, opera, sporting events, and sporting/health club fees) and
‘gambling’.

Table 17 compares proportionate consumer expenditure on selected good
and services in two recent years. Between 1994-95 and 1997-98
consumers increased spending on entertainment and recreation products
and communications, and reduced spending on household durables,
clothing and footwear and motor vehicles. The increase in the share of
expenditures on entertainment and recreation, however, was small. This
implies that while gambling expenditure did increase, it did not have a
major impact on other expenditureitems. The majority impact wasa
switch in demand from traditional forms of gambling to EGMsand
casino gaming.

Chart 15 gives a breakdown of the sub-categories of consumption
expenditure on entertainment and recreation products. It is apparent that
consumer s spent the majority of their entertainment and recreation
dollar in 1997-98 on recreational and cultural services, such as
gambling, admission prices to the cinema, concerts, theatre or sporting
events. It also includes subscriptions, for example, to the Australian
Ballet or theatre companies, and sporting and health club memberships.

41 National Accounts estimates. This differs to the HES as it is an estimate of total expenditure, not an average amount spent by

Australian households. However, the definition of expenditure remains the same — the amount wagered minus the amount won.
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The next largest item of expenditure was on durables, such astelevision
sets and stereos.

Chart 15 also shows that expenditur e on all the sub-categories of
recreation and cultureincreased between 1994-95 and 1997-98.
However, the largest percentage increases in net expenditure were for
gambling and other services.

Table 17: Consumption expenditure — selected items as a proportion of total net expenditure

1994-95 1995-96 1996-97 1997-98
Food 12.0% 12.3% 12.2% 12.1%
Motor vehicles 10.4% 10.1% 10.0% 10.0%
Entertainment and recreation 11.4% 11.6% 11.6% 11.7%
Household durables 6.1% 6.0% 5.8% 5.7%
Clothing & footwear 4.4% 4.3% 4.0% 3.9%
Alcoholic drinks 1.3% 1.3% 1.2% 1.2%
Communications 1.9% 2.1% 2.1% 2.2%

Source: ABS, 1998, Cat. No. 5206.0

Chart 15: Consumption expenditure — entertainment and recreation goods and services
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4.2.3 The importance of gambling as a proportion of
disposable income

On average, Australian househol ds spent 3 per cent of total disposable
incomes*2 on gambling in 1996-97. As Chart 16 below illustrates, this
figure has increased notably over recent years. As noted earlier,the
majority of the increase has been in gaming-related expenditure,
apparently in part at the expense of racing.

Chart 16: Gambling expenditure as a proportion of disposable income
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Source: Tasmanian Gaming Commission, 1997

While gambling accountsfor 3 per cent of household disposable
income, Chart 17 showsthat thisisa much lower proportion of
household income than some other items of expenditure. For example,
expenditure on acohol accounts for nearly 4 per cent of disposable
incomes, clothing accounts for 4% per cent and food, being the largest
item of consumption expenditure, at over 14 per cent.

Consumption expenditure on entertainment and recreation was just over 6
per cent of disposable incomesin 1997-98. This increased from 5.4 per
cent in 1994-95. It islikely that some of thisincreaseisdueto therisein
expenditure on gambling, as shown in Chart 16. Food and recreation and
culture are the only categories of consumption expenditure shown in

42

Household disposable income is an estimate of the total amount of net income households have to spend, whether in cash or kind, and

after the deduction of direct taxes. This is from the National Accounts, not the household sample-based HES which, among other
things, would exclude spending by foreign players. The amount Australians spend as a proportion of household disposable incomes is
likely to be less than the 3 per cent reported here.
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Chart 17 that have increased as a proportion of household disposable
incomes between 1994-95 and 1997-98.

Chart 17: Selected items of consumer expenditure as a proportion of disposable incomes
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Source: ABS, 1998, Cat. No. 5206.0

Gambling and disposable incomes, by state

Chart 18 shows that the amount of disposable income spent in NSW on
gambling, at 3.4 per cent in 1996-97, is the highest of dl of the states.
The share of income spent on gambling in Victoria and Queendand
increased dramatically between 1986-87 and 1996-97: from 1.3 per cent
to 3.2 per cent in Victoriaand from 1.5 per cent to 2.9 per cent in
Queensland. The Tasmanian market experienced only aslight risein the
proportion of income spent on gambling over that period.

Asdiscussed previously, the mgjority of the income spent on gambling is
on gaming, primarily on EGMs. The large increase in spending in
Victorian and Queendiand over the ten years to 1996-97 was in gaming,
however, only asmall proportion of expenditure was redirected from
racing to gaming.3 Thisimplies that consumer demand for gambling has
increased at the expense of other items of expenditure. However, this
effect cannot be very significant as gambling only accounts for about 3
per cent of household disposable incomes.

43 Thisisevidentinall states, but it is not as prominent asin Victoria and Queensland.

CONSULTING
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Chart 18: Gambling expenditure as a proportion of household disposable incomes, by state
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While as indicated in the above discussion, consumers spent $10 billion
on gambling in 1996-97 and the pattern of gambling consumption has
changed significantly over the past decade, it would be useful to know
what the actual benefits of gambling derived by the consumer, and the
community asawhole, are. A discussion of theissuesinvolved in
estimating the benefits of gambling and the results of a model used for
this Submission to estimate the impact on the whole economy of lowering
regulation on the industry, is contained below, in Chapter 5.

CONSULTING
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5.1

Measuring the Benefits from Gambling

To gauge the benefits of gambling to the community, the benefits to both
consumers and the providers of gambling services need to be considered,
plus the benefits acquired by the state in the form of taxation for general
use. An economic concept which can be used to estimate the benefits of a
good or service to consumersis consumer surplus. Consumer surplus
measures the difference between the amount a consumer is prepared to
pay for a good or service, rather than go without it, and the amount
actually paid. The economic benefit to providers of gambling servicesis
producer surplus, a similar concept, and the sum of this and gambling
taxesis an approximate measure of ‘value added’, the industry’s
contribution to GDP (a concept introduced in Chapter 3).

In measuring the benefits of gambling, a number of issues need to be
resolved. In particular, estimating the actual amount of consumer surplus
and value added of an industry is difficult. While the problemsin
estimating value added were discussed in Chapter 3, the issuesrelating to
consumer surplus are discussed in this Chapter. In addition, an estimate
of the consumer surplus for gambling is presented.

Currently the industry generates annually consumer surplus of at least $5
billion and GDP of about $5.5 billion. Together these represent benefits
of the industry to the Australian economy.

A discussion of the results of the general equilibrium simulations
conducted for this Submission is presented at the end of the Chapter.
They show how consumers, the gambling industry and the Australian
economy as a whole could all gain from less regulation of the gambling
industry.

The conceptual elements

Aswe have seen in Chapters 3 and 4, statistics confirming the consumer
interest in gambling are plentiful. These include total wagers and bets
statistics collected by the TGC and a number of different expenditure
figures which attest to the keen interest of consumers in new gambling
products when they become available. In addition, other statistics have
been presented on the gambling industry that relate to wider economic
benefits resulting from gambling activities, such asindustry profits and
employment. While these statistics present an overview of both the
current situation and structural changes that have occurred in the industry,
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determining the benefits of gambling to the community asawholeisa
more complex matter.

A rigorous analysis of the worth of a particular activity to a country, state
or region needs to take into account al the benefits and costs. Thisis
important, but also difficult when estimating the impact at regional level
of multifaceted industry regulations such as apply to the gambling
industry. Thisissueis discussed further in Box 4 with reference to recent
calls by some municipal councilsfor ‘microstudies'.

Conceptually, the net economic benefits to the economy in general are the
sum of the net economic benefit to consumers, which can be measured
using the consumer surplus concept, and the net economic benefits on the
production side or producer surplus, for which value added will be an
approximation.

Consumer surplusisaconcept used in economics to describe the net
benefits consumers derive from the use of agood or service. Basicaly, it
measures the difference between the amount a consumer is prepared to
pay for agood or service rather than go without it, and the amount
actually paid.

Value added is the returns to fixed factors such as land, labour and capital
employed in the supplying activity, including any taxes paid. It isthe
value of output, or sales, of these activities, less the cost of outside
purchases of goods and services used in the production process, such as
raw materials or electricity and payments to the government. The sum of
the value added for all individual activities across the economy is GDP.

A discussion of the value added of the gambling industry is presented in
Section 3.2.2. There, it is concluded that the gambling industry’ s value
added was more than $5 billion in 1996-97, accounting for just over 1 per
cent of national GDP.44

44

Care needs to be taken when interpreting this estimate of value added of ‘more than $5 billion’. See Section 3.2.2 for a more detailed
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Box 4: Measuring the benefits and costs of gambling at municipal level

A number of submissions to the Productivity Commission 's Inquiry have called for more research into the effects of gambling at a local
government area level. In particular, the submissions from the City of Greater Dandenong and Maribyrnong City Council are concerned
about the limited knowledge of the social and economic impacts in their communities and call for ‘micro-studies’ on the impact of EGM
gambling on local areas. A related submission by the Victorian Local Governance Association provided a general context for such
proposals. It made reference to the populist 1995 critique of gambling by Robert Goodman (a Professor of Environmental Design and
Planning at a minor US university) and lamented what it called irresponsible competition between states for the gambling dollar (sub, p5).
All three submissions highlight S60B of the Victorian Planning and Environment Act (which following the reform of local councils in 1996
narrowed councils’ ability to control the introduction of EGMs by local clubs and hotels) and seek a redirection of gambling taxes to their
constituent areas.

In relation to micro-studies, the City of Greater Dandenong said it would like to see the VCGA:

“... develop research models to effectively measure the impact of gaming at the local level to inform decisions which affect the
individuals, businesses and communities directly impacted by the gaming industry. ... Local research studies should cover
comparative and time series, quantitative and qualitative analysis and measure employment benefits, job creation, revenue
redistribution, consumer spending patterns and impact on clubs, hotels, retailers and other local traders” (sub p.6).

Likewise, Maribyrnong City Council believes there is a:

“... need for a range of micro-studies of the impact of EGM gambling on local areas ... to develop a methodology to assess the
extent of any relationship between EGM gambling expenditures and other local economic activity, particularly consumption
expenditure.” (sub p.2).

There may be substance to the Councils’ complaints that existing taxation arrangements for gambling are inequitable. We consider
taxation rates on gambling are excessive and that apart from being generally burdensome, they are probably regressive. Certainly as we
say in Chapter 8 on ‘Taxation’ and in Chapter 9 on ‘Regulation’, the current rates are out of all proportion with any ill effects which the
industry might be having socially and we make the point that the decision to apply such high rates, is linked to the over-reliance of state
government s on gambling taxes. This is reason enough for the taxation and associated regulations to be overhauled and in this
Submission it is argued that, provided due regard is paid to seeing out the contractual agreements that have been entered into with
existing suppliers, that task should begin as soon as practicable.

Importantly however, our emphasis is on the need to reduce taxation levels on gambling at large, and not, as the Councils appear to have
been arguing, on seeking to redistribute existing taxation revenue back to the Councils themselves for spending on local projects which
they would select.

While the micro studies suggested by the Councils might be of passing theoretical interest, we consider the task they are wanting to set
for the VGCA is both difficult and unnecessary. Particular sources of difficulty are that:

= gambling, like any other activity, impacts negatively on some sections of an economy and positively on others, and people and
businesses are not all affected at the same time;

= structural adjustment is always occurring in an economy and distinguishing the effects of particular events from background
changes requires sophisticated analysis;

= all methods of taxation cause costs and government revenues from gambling provide at least some benefits to the community by
reducing the need to collect revenues by other means; and

= net asset positions, not just incomes, are key components of people’s well-being, and that aside, it is notoriously difficult to assess
the actual incomes of individuals and households, or to discover what is their true gambling expenditure.

Dealing with these complexities suburb-by-suburb would entail data collection and data manipulation on a huge scale.

In Australia, to support any micro-study, a special survey would need to be undertaken, because even at Statistical Division level, the
standard ABS coverage is always incomplete, subject to confidentiality restrictions, inaccurate in parts, and inevitably, out-of-date. The
survey would need to cover a number of time periods and would need to provide some credible information about what would have
happened in the absence of gambling, presumably via some mixture of historical data on the study area, and current data on a ‘control’
area of similar demographic and economic make-up (if one could be found). Finally, some means would need to be found of keeping
track of people moving into and out of the study area and measuring their circumstances, because the ultimate interest ought to be how
the people were affected, not how the piece of Australia where they happened to live for part of their lives had fared. Generally, in cities at
least, the smaller the area, the greater the proportion of people moving in and out.

The latter point is often missed by municipal officials because they are inclined to think that whatever is good for them is also good for
their citizens. Why that is not always so, can readily be appreciated by reflecting on how developments in one part of the economy can be
of benefit to people in others. To take an extreme case, imagine how differently the Victorian Goldrush would have been perceived by the
migrants who came to Australia in the 1850s and 1860s and the councillors in the towns in Europe they left behind.

The economy-wide modelling results presented in Section 5.4 of this Submission indicate that there are formulae for eliminating
regulation and taxation of gambling that would result in benefits to consumers, the industry and the entire economy. This analysis has
been conducted using currently-available data and an already constructed model and it indicates that the more radical strategy of giving
consumers-at-large freer access to gambling would produce positive results, an outcome which accords with orthodox precepts of
consumer welfare.

AC 1 L
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5.2 Consumer surplus

Alfred Marshall, arenowned economist of the early 20™ Century,
originated the concept of consumer surplus. He noted that the priceis
typically the same for each unit of a commodity that a consumer buys, but
that the marginal value of al units purchased previous to the final one
leaves the consumer a net benefit. The size of the benefit from the amount
purchased equals the difference between the consumer’ s value of all these
units and the amount actually paid for the units. The differenceis called
the ‘consumer surplus'. It isillustrated in Figure 1 in the same way asit
could be for any other product.

Figure 1: Diagrammatical exposition of consumer surplus

Price Consumer
surplus S
P
D
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Theterm ‘surplus’ is used in recognition that people are generally willing
to pay more for a product than they actually have to pay. It representsin
dollar terms the extra utility or value that consumers’ expect to derive
from a product or service.

While consumer surplus is an important beneficial element of virtualy all
consumption, there are no officia statistics on it for any industry. Hence
it needsto be estimated. A very approximate estimation of the consumer
surplus derived from gambling in 1996-97 is presented in Box 5.

CONSULTING
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Box 5: Estimating gambling consumer surplus

Our interest is in using available data on gambling to estimate the dollar value of the shaded triangle in Figure 1 above, that is, the
consumer surplus.

The first issue to consider is how to define the units in which Q, the quantity of gambling services, should be measured. It could be
‘opportunities’ or ‘games’ or ‘races’ or ‘prospects’. Certainly Q should not be measured in terms of the ‘amount wagered’ which is a
different concept. A practical way of nominating the units of Q could be as ‘standard prospect units’. This would be analogous with the use
of a term like ‘pairs of shoes’ which abstracts from the large array of ways in which shoes can differ qualitatively.

The consumer surplus associated with any product or service is a function of the responsiveness of the demand for it to changes in price.
If the quantity consumed changes by the same proportion as the change in price, its price elasticity (or price responsiveness) is equal to
one. If the elasticity is more than one, demand is said to be elastic (that is, the change in the quantity consumed is greater than the
change in price). If it is less than one, demand is inelastic (the change in the quantity consumed is less than the price). Depending upon
the nature of demand, the elasticity for a product may vary with the quantity consumed.

In order to side-step the problem of nominating units of gambling service, an approach to take when estimating consumer surplus could
be to estimate what different demand elasticities imply for the factor by which net expenditure should be multiplied in order to estimate
consumer surplus. That is: “With elasticity ‘x’, the consumer surplus is ‘a’ times the cost” and so on.

Using a linear demand curve, three numerical examples have been calculated:

1. If price elasticity of demand equals —1%, the rule is: “multiply total expenditure by 0.3.”

2. If price elasticity of demand equals —1.0, the rule is: “multiply total expenditure by %.”

3. If price elasticity of demand equals —¥%, the rule is: “multiply total expenditure by 1"

Broadly speaking these statements explain the relationship between consumer surplus and total expenditure.

Since we believe price elasticity of demand for gambling as a whole is between —% and -1, but closer to -1, it seems we can support a
general statement along the lines of:
“consumer surplus is likely to be more than half the cash outlay.”

On this basis, in 1996-97, when according to the TGC the net outlay on gambling in Australia was $10,037 million, a gambling consumer
surplus estimate of greater than $5,000 million but less than $10,000 million seems reasonable.

Our estimate of the consumer surplus of gambling for 1996-97 is
“mor e than $5,000 million” (or morethan half the net cash outlay on
gambling in that year).

Quite apart from the very approximate nature of the estimate, it will be
noted that we see no need to make any downward adjustment to account
for the claim that part of the consumption of gambling is addictive. For
reasons discussed in Chapter 6, while some consumers may be addicted,
we do not accept the notion that spending on gambling is ‘irrational’ or
‘“unworthy’. In our view, there are no credible grounds for doubting that
expenditure on gambling reflects the true preferences of consumers. In
other words, we contend that the willingness to pay in excess of cost is, in
this case as in others, a genuine addition to the welfare of the consumers
involved.
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5.3 Measuring the benefits of lowering regulation on

gambling

Measuring the change in benefits to the community as awhole from a
change in the economic environment, or an economic ‘shock’, can be
useful in assessing how better or worse off the community would be from
such a change. This would involve estimating the change in consumer
surplus and industry output from the shock, and this could be achieved
using an economy-wide (or general equilibrium) model. Such a model
can shed more light on the likely impact of changing key government
policies and market variables relating to the gambling industry. Work of
this type was undertaken for this Submission using the STATE model,
and insights from the detailed report (which appears as Attachment 1) are
presented in Section 5.4.

A preliminary assessment of issuesinvolved in measuring the change in
both consumer surplus and industry output is followed by the presentation
and discussion of the estimates derived from the STATE model.

5.3.1 Measuring the change in consumer surplus

The change in consumer surplus can be used to measure the changein
consumer welfare due to a change in the consumer’ s environment. That
is, if prices or the amount supplied of a good change, the net impact on
consumers' welfare will be the difference in the consumer surplus before
the change and after the change. It has long been recognised that price
changes have both income and consumption mix effects on consumers
and that there is a need to adjust nominal estimates of changesin
consumer surplus for this. There are two standard approaches.

The first method, the equivalent variation, uses theinitial prices and asks
what change in the consumersincome is equivalent to the proposed
changes in the consumer’ s utility resulting from, for example, the
increase in prices. That is, it is ameasure of the consumer’ s willingness to
pay for the good at the new prices. The compensating variation approach,
on the other hand, asks at the new prices, what change in incomeis
necessary to compensate for the change in prices. This measure is used
when estimating the compensation needed to ensure the consumer is not
worse off as aresult of the change in prices.

Whichever of these two approaches were favoured, if the estimation of
the consumer surplus impact of a change was to be rigorous, it would
need to take account of the way in which areduction (or increase) in
expenditure in one area was accompanied, through substitution, with an
increase (or decrease) in expenditure in others. These would all have
consumer surplus changes associated with them, and have the effect of
dampening the overall impact to some extent. Put simply, the

interrel ationships between activities would need to be recognised.
Properly estimated demand elasticities for the product where the initial
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change takes place will capture much of the required information, but
when the impact of large shocks is being estimated, more complex
interactions need to be allowed for. These matters have been widely
discussed in the professional literature.*

Consumer surplus changes are not measured in currently available inter-
industry models of the Australian economy, such asthe STATE genera
equilibrium model that was used to generate the policy impact results
reported in Attachment 1. Results of the type reported in Attachment 1
therefore do not offer a complete picture of the consequences of policy
changes for the well-being of the community.

Nonetheless, in cases where the shocks being examined are policy
changes which would reduce the interference with consumers' free
choices, it can be confidently predicted from first principles that the
change will result in an increase in consumer surplus and thus a net
increase in consumer welfare. On the same basis, as agenera rule, in
instances wherethe STATE model predictsthe shock would cause a
GDP increasg, it can be expected that, if it could be measured, there
would also be a consumer surplusincrease which could be counted as
a benefit of the change.

5.3.2 Measuring the change in industry output

Taxation

The gambling industry is one of the most highly taxed industriesin
Australia, asis explained further in Chapter 8. The tax imposed on the
gambling industry is ultimately a part of consumer expenditure that the
rest of society obtains. It should be included in any measure of net
economic benefit to society.46

Though it would be wrong to count it twice, the taxation wedge can
alternatively be viewed as part of the gambling industry’ s value added
expressed in ‘market prices’ as distinct from ‘factor cost’.

Regulatory outlays

Not only does the gambling industry face high rates of taxation, but it is
aso highly regulated. Thisisthe subject of Chapter 9. However, there are
anumber of issues related to gambling regulations that need to be

45 A classic reference in this field is Willig, R, 1976, “Consumer’s Surplus Without Apology”, American Economic Review, 66 (4); pp.

589-597.

46 addition, there is a net loss of both consumption and production welfare, the proportions of each being determined by supply and

demand elasticities.
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discussed in relation to estimating net economic benefits. Most forms of
regulation carry a cost and are arguably part of the industry.

The compulsory contribution the industry makes to dealing with the issue
of problem gambling is arguably a piece of industry value added.
Certainly, a good case could be made for including it.

The same line of argument can be applied to the TABS' allocationsto
race clubs and the annual licence fees (and an expensed portion of the
initial entry licence outlay) of casinos.

Regulatory oversight, paid from general taxation, is arguably part of the
industry, including, on the basis of accrual accounting principles, a
portion of the head office costs of the Ministries where the regulatory
offices are located.

Multipliers

One thing we consider should not constitute part of the industry’s stated
output is the so-called ‘multiplier’ effect of expenditure by the industry
and its customers.

Multipliers can giveriseto large over statements of the economic
impact of particular industries, sometimes even masking a situation
wher e the true economy-wide impact of theindustry is negative. The
best known examples are those published by state government sin
support of car race events. In 1985, two Adelaide University economists
pointed out that a Parliamentary Committee committed such an error in a
report on the Adelaide Grand Prix. They cited another study that had
made the same mistake in ng the impact of the 1984 Festival of the
Arts4’ Ten years later, a Queensland University economist exposed a
consultant’s study of the Queendand Indy Car Grand Prix as having
similar problems.*8 More recently, a researcher uncovered the same
inconsistencies in a consultant’s report for the Victorian Government on
the 1995 Melbourne Grand Prix.49

The main problem with equating multiplier or flow-on effectswith
true economic benefitsisthat noregard is paid to the costs involved
in generating them. The cost side often goes unnoticed because
perceptions of benefits created are sharper than perceptions of benefits
sacrificed. The issue was explained recently as the “broken window

a7

48

49

Burns, Jand JMules, 1985, “A Note on the Policy Implications Arising from the Misuse of Input-Output Analysis’, Economic Papers
4 (4); pp. 73-78.

Black, T, 1994, “The Queensland Indy Car Grand Prix: Assessing Costs and Benefits’, Agenda, 1 (2); pp. 259-264.

Littlewood, D, 1996,. “Race Tally Doesn’t Add Up”, Australian Financial Review, 10 August.
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fallacy” .50 The story goes that a hoodlum tosses a brick through a baker’'s
window. The baker is furious at having to pay the glazier $250 for
repairs, but observers console themselves that the glazier will then have
$250 to spend on the wares of other merchants, who in turn will have
money to buy things they would not otherwise have demanded. Through
thiskind of thinking the hoodlum can be seen not as a public menace, but
apublic benefactor. Thisis becauseit is easier to notice the benefits of
the new window and its flow-ons, than to recognise that the unfortunate
baker has been deprived of $250 to spend on other things (such as a new
suit), which also would have produced benefits for third parties.

Whether theissueis benefitsor costs, acommon misunderstanding is
the presumption that flow-on effects always r epresent costs or
benefits above and beyond those that the owner of the facility bears
or captures. It isawell-known economic insight that if afacility has
‘spillover’ effects that remain ‘externa’ to the economic system, its full
national or regional income contribution will not be accurately measured
just by looking at what appearsin company accounts. Thisis an important
theoretical point, but its practical significance is often overstated.

Unquestionably, the development of alarge facility such asacasino
creates spillover effects, al of which may, to outsiders, look asif they are
genuine externalities. Whether supposedly positive or negative, closer
inspection will usually reveal that they are not truly externalities as
economists define them. Externality issues are explored further in the
discussion of so-called problem gambling in Chapter 6.

5.4 General equilibrium impact of gambling and certain
policy reforms

5.4.1 Advantages of economy-wide modelling

The economy-wide modelling of the effects of a changein the
environment in which the gambling industry operates on the economy,
was undertaken using the STATE general equilibrium model of the
Australian economy. STATE is a computable general equilibrium model
similar in structure to the well-known ORANI model of the Austraian
economy.

One of the advantages of this type of model is that it can estimate direct
and indirect effects of policy changes on individual industries and then
calculate the outcome in terms of national aggregates. For example, key
direct effects identified in the simulations with the STATE model are the

S0 Williams, W, 1996, “ The Broken Window Fallacy”, Fraser Forum, October; p. 32.
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loss of revenue from a reduction in gambling taxes and the adjustments
required in other taxes or expenditure to ensure budget balance. Among
the possible indirect effects of reduced taxation are increases in industry
efficiency as resources move to or from the gambling industries, as
supporting industries are affected and as other industries compete for
resources and consumer demand.

Unlike simpler input-output models, general equilibrium models
incorporate estimates of key elasticities that alow input proportions and
consumption baskets to change as policy or market conditions alter.

Four scenarios were analysed in the STATE model:

®  Scenario 1: a50 per cent reduction in gambling taxes, with the lost
revenue funded viaincreased income taxes;

®  Scenario 2: a50 per cent reduction in gambling taxes, with the
revenue forgone offset by a cut in unproductive government
administration, assuming sufficient efficiency improvements are
made to preserve the public sector output;

®  Scenario 3: removing al entry restrictions on the gambling industry,
with tax rates on gambling (which expands greatly) held constant;
and

"  Scenario 4: removing all entry restrictions with aloss of 50 per cent
of gambling tax revenue offset by a cut in government
administration. (This was the addition of Scenario’s 2 and 3).

Under Scenario 4, the removal of the entry restrictions sees the erosion of
the ‘economic rent’ captured by both the industry and state governments.

For the government, the effect of the removal of entry restrictions results
in the loss of 50 per cent of gambling tax revenue. The revenue lost is
offset by a cut in government administration. There can be little doubt
that gambling taxes capture most, if not al of the economic rent
generated by the entry restrictions. Thus the simulations assumed that 50
per cent of gambling tax revenue represents economic rent captured by
government. The remainder isinterpreted as a conventional tax. Itisaso
assumed that the industry captures as much of the rent generated as the
government. Further, it is assumed that 50 per cent of the rent captured by
theindustry is dissipated in public enquires and lobbying and other rent
seeking activities. The remainder of the industry’s share of the economic
rent was assumed to be taken as pure profit.

Scenario 4 defines atype of policy reform package from which the
economy as awhole would benefit: the removal of entry restrictions
would benefit consumersthrough thecut in pricesand theindustry
would become mor e competitive. I n addition, the government could
benefit from a cut to unproductive administration.
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5.4.2 Economy-wide modelling results

Impact of changes in gambling output

The results of the scenarios tested show what might be the effects of
changesin key gambling poalicies, but they also shed light more generally
on the importance of the gambling industry in the wider economy.
Examples of the latter type of result can readily be given:

= calculations based on the results of Scenario 1 indicate that, other
considerations aside, a 1 per cent fall in gambling output (if caused
by a gambling-tax-funded income tax break) would yield no
significant GDP benefit, suggesting that, as atax base, gambling has
no more to be said for it, from an economic standpoint than income.
Interestingly, this result appears especialy truein the long run.
Moreover, the result seems not to be very sensitive to the price
elasticity of demand; halving the price elasticity of demand for
gambling services from 0.6 to 0.3, for example, has no discernible
effect; whereas

® theresults of Scenario 2 indicate that a 1 per cent fall in gambling
output, if brought about by a gambling tax increase that was used to
merely fund additional layers of government administration could
cause adrop in national GDP of as much as $300 million.

Each of the results reflects an economic ‘story’ which portrays the long-

term ill-effects of any increasesin gambling taxes. The differencein the
short and long run outcomes of using a gambling tax increase to fund an

extralayer of bureaucracy (ie. Scenario 4) is one such story and it can be
explained in modelling terms as follows.

In the inflexible labour conditions assumed in the short run,
the main impact of an increase in gambling taxes (if used
merely to fund an extralayer of government) is to produce a
CPI rise, which means that (with fixed money wages) the real
wage falls and employment increases. GDP rises, due
principaly to the employment result.

Extra taxation of gambling becomes a self-defeating strategy
in the long run (ie. over a period when wages can adjust to
clear the labour market and the capital stock can aso adjust).
In the long run, the rise in gambling taxes is accompanied by
abigger risein the CPI which trandates into a lower real
wage (because the nominal wage does not rise as fast as the
CPI), but no employment gain. Thereis therefore amore
pronounced consumption loss, as well as an investment drop.
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This causes GDP to be lower than it otherwise would have
been.5!

Combined effects of gambling taxes and entry controls

Scenarios 3 and 4 were intended to demonstrate the possible impact on
gambling and the rest of the economy of relaxing restrictions on entry
into the gambling industry, with conseguent reductions in the ‘ quasi-
rents’ which currently form the basis of taxation revenue and operating
licence vaues. In the absence of data on the subject, the assumptions
made about the impact of the reductions in entry controls were arbitrary,
but the results are useful illustrations of what may be possible:

® under Scenario 3 (the removal of entry restrictions) the economy
gains from an increase in productive efficiency. However, Scenario 3
is partial in that it only looks at one dimension of the rent issue. The
removal of entry restrictions will not only erode the rent captured by
industry, but also the rent captured by state governments via
gambling taxes. Both sides of the issue are reflected in Scenario 4;

= over the short run®2 under Scenario 4, consumers benefit from a
lower overall price level, but with government consumption falling,
thereislittle net change in GDP. Over the long run the cutsin
unproductive government administration and rent-seeking behaviour
in the gambling industry are good for the economy and the main
macroeconomic aggregates show increases.

Of the four scenarios tested, it is Scenario 4 that has the most impact on
GDPinthelong run (that is, by halving taxes on the industry while
simultaneously removing entry restrictions). As the STATE model under
Scenario 4 predicts a cut in gambling service prices, we can conclude
that consumer surpluswill also rise by morethan $1.5 billion.53 Other
positive effects include rises in economic indicators such as investment.
While we do not pretend to have the magnitudes of the various policy
variables modelled exactly right, these results demonstrate that there
may be a lower tax/easier entry conditions/less bureaucratic policy
combination that makes consumer s, the industry and the economy all
better off. More specificaly, the positive results of Scenario 4 include:

1y might be possible to get this sort of result in the ‘short run’ if, as Aristocrat’s consultants appear to have assumed, nominal wages
are made flexible in the short run (see Aristocrat Submission to Productivity Commission Inquiry, December 1998, chapter 3).

52 The ‘short run’ is normally envisaged as the year following a change or ‘shock’ to the economy, while the ‘long run’ is seen as the
period ten years or so after a change. For a more detailed explanation, see Section A1.3 of Attachment 1.

53

A lower bound estimate of the change in consumer surplus is the percentage change in product price multiplied by the initia
consumption level (ie. 15.5% x $10 billion for Scenario 4).
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= greater competition within the industry, thus greater efficiency, due
to the easier entry conditions;

» |ower pricesto consumers of gambling products; and

= and cutsin government revenue, which isto be offset by cutsin
unproductive government administration.

These three events would benefit the industry, consumers, the
government and thereby, the economy as awhole.

Elasticity assumptions

Within the model, gambling industries are treated as demand inelastic,
consistent with the conclusion of Section 5.2. So achange in the price of
gambling, such as resulting from areduction in, generally speaking, the
taxes on gambling, shows up as having relatively little impact on
consumer behaviour and the level of industry output. The analysis of the
sengitivity of the resultsto different demand elasticities for the gambling
industries is shown in Table 18.

Table 18: A comparison of the effect on GDP under standard and high demand elasticities for gambling

Scenario 1

Scenario 2

Scenario 3

Scenario 4

50 per cent cut in

50 per cent cut in

Removal of entry

Removal of entry

gambling taxes gambling taxes restrictions restrictions with a
offset by higher offset by cuts in 50 per cent cut in
income taxes public expenditure gambling taxes

Standard demand elasticities

Short run 0.02 -0.07 0.10 0.04

Long run 0.00 0.14 0.15 0.28

High demand elasticities

Short run 0.03 -0.06 0.11 0.05

Long run 0.00 0.14 0.15 0.28

Source: Estimates derived from the STATE model. It is emphasised that a range of simplifying
assumptions regarding the nature of the gambling industry have been made in preparing these

estimates.

Interestingly, if the price elasticity of demand of gambling is doubled,
while the gambling industry and gambling consumers are more strongly
affected by a gambling tax cut, the economy as awhole is hot much
affected. Thisis because the industry’ s gains are almost completely offset
by reductions in the sizes of other industries that compete with it for

resources.
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Individual industry results

The composite industries containing gambling activities® expand in all
scenarios. Gambling activities are estimated to expand by around 2 to 6
per cent. Theimpact is greatest under Scenario 4, asthisisthe scenario
with lower tax and arelaxation of entry constraints. The gambling
industry category that is effected the most is the ‘ Gambling and
recreational services part, where output rises by nearly 6 per cent under
Scenario 4. The aggregate impact on gambling activitiesis highlighted in
Chart 19.

Chart 19: The estimated aggregate impact on gambling activities

Change in gambling activity, per cent

Short run

Il Longrun

T I I

. . . . 1
Scenario 1 Scenario 2 Scenario 3 Scenario 4

Source: Estimates derived from the STATE model. It is emphasised that a range of simplifying
assumptions regarding the nature of the gambling industry has been made in preparing these
estimates.

Most other industries expand under scenarios 2, 3 and 4. Despite the
overall economic contraction under Scenario 2, most industries increase
output. However, there are large contractions in those industries heavily
dependent on government demand. Under Scenario 1 asmall contraction
is seen amost across-the-board, but industries closely associated with
gambling tend to expand. It appears however, that these scenarios impact
the three industries that contain gambling activities more than any other
industry in the long run.

54

The three industries are ‘ Sports clubs’, ‘ Accommodation, cafés and restaurants nec’, and ‘Gambling and recreational services'. For
more information, see Section A1.2 of Attachment 1.

CONSULTING
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The Issue of ‘Problem’ Gambling

Problem gambling is perceived to be a major social issue and a reason
for containing gambling. In this Chapter we explain that:

there is a broad consensus that for a very large majority of
Australians gambling is an enjoyable and harmless form of
entertainment. Moreover, culturally, Australia is more tolerant of
gambling, and isless likely to see gambling asimmoral or to see
gambling habits as problems, than societies such as the United
Sates,

there is also a broad consensus that a small sub-group of people
suffer emotional and financial distress as a result of their compulsive
gambling activities and that by their actions, some of them impose
costs on their families or more generally on society at large. These
phenomena constitute ‘ problem gambling’;

it iswrong to blame gambling as an industry for difficulties
experienced by a small number of people with deep seated
personality disorders. Thisis not how people with so-called 'problem
consumption' of other goods and services such as junk food or
‘adventure’ sportsaretreated. It is really quite perverse to be taxing
the vast majority of gamblers and the venues in which they
responsibly gamble, to support a very small number of those deemed
to be 'problem’ gamblers;

whether viewed as a personal health issue or asa social impost, the
extent of ‘ problem’ gambling is difficult to measure. Casual
empiricism and folklore dominate most commentaries, including most
of those contained in submissions to the Productivity Commission.
Some submissions that have initially expressed an acceptance of
Australian traditions of tolerance for gambling have later expressed
quite conflicting recommendations for further suppression of the
industry;

though they may be well-intentioned, it is clear that many parties
have a strong career interest in exaggerating the problem gambling
phenomenon and in seeing that the reported incidence is never below
some threshold;

by contrast, gambling service suppliers are highly visible and have
reputations to protect and have a strong economic incentive to
contain problem gambling. Voluntarily they have adopted a range of
effective measures for this purpose;
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= problem gamblers have also been assisted by medical practitioners
and traditional safety net organisations and support groups;

= economic analysisindicates that there is not a very coherent case for
special government intervention to contain problem gambling. The
externality argument is unconvincing and compulsive gambling does
not fit the usual precepts of irrational behaviour that warrant
treating adults asif they are insane;

= one of the most influential thinkers on the issue of addiction, Nobel
Prize winner Professor Gary Becker, points out that addicts are not
made happier if forced to restrict their consumption against their
will;

= thusit seems, Australian states have been outlaying large sums
(probably tens of millions annually) to combat problem gambling
without proper grounds for action and the transparency and
accountability of that funding is not high; and

= equally, the repeated calls by some groups for further regulation of
gambling and a greater earmarking of funds to deal with the problem
appear baseless.

Our conclusion isthat it may now be time for governments to take steps
to de-mystify and de-institutionalise problem gambling as an issue

Introduction

During the 1990s many parties, including state government s, have shown
an increasing interest in combating what is loosely termed ‘ problem
gambling'.

All the definitions of problem gambling are subjective.

For example, problem gambling has recently been defined by the
Australian Ingtitute of Gambling Research as:
“... gambling which gives rise to harm to the individual

player and/or his or her family and may extend to the
community ...">°

An odd feature of this definition is that, read literally, it might be
considered wide enough to embrace monetary losses suffered by
individuals, even though thisis a defining feature of virtually all

55

This is the definition recommended in a recent study by the Australian Institute for Gambling Research (Dickerson, et al), 1997,
Definition and Incidence of Problem Gambling Including the Socio-Economic Distribution of Gamblers, Report for the VCGA,
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gambling activity and is accepted by the ordinary gambler as the price of
the game.

More significantly perhaps, the definition covers both the personal
(private) conseguences of gambling as well as the flow-on conseguences
for others, particularly the gambler’s dependants. Aswe will note later in
this Chapter, whether self harm is a government matter is a moot point,
but when people do harm to bystanders policy issues can certainly arise.

Another definition, put forward recently by another expert group,
describes problem gambling as:
“...uncontrolled and irrational partaking in gambling
activities to the extent that the focus of the problem

gambler centres on gambling largely to the exclusion of
every other facet of their life.”56

The emphasis here is on compulsive or obsessive involvement in
gambling. The commentator who offered this definition went on to list
the “devastating effects’ in terms of: the breakdown of families, the
problem gamblers turning to crime and various sorts and fraud, and
bankruptcy. Family law and crime are widely accepted as government
policy issues.>’

Medical definitions of problem gambling tend to view it as a mental
disorder, similar to that suffered by victims of substance abuse,
acoholism and drug addiction. This too might be a matter for
governments, especialy if issues such as the patient’ s sanity and denying
them their freedom arose.>8

Other commentators portray problem gambling asa‘big picture’ socia
problem arising from malfunctioning or dysfunctional socia and
economic ingtitutions. That isto say, they seeit as a symptom of other,
deeper, problems. For example, in its statement to the Productivity
Commission 's Inquiry, the Women's Electoral Lobby in Victoriaargues
that:

“...women gamble because they are bored, because
they arelonely and because they are socially isolated.
... We need to focus on those things that make
gambling a problem: the socid isolation and poverty
experienced by many women. On the face of it
gambling venues offer women the promise of safe

56

Springvale Legal Services presentation to Inquiry into Australia’s Gambling Industries, 1998, Transcript of Proceedings, Productivity

Commission, 23 November, Melbourne; p. 354.

57 Ipid.; p. 354.

58

See, for example, submission by the Committee on Problem Gambling Management from New Zealand, 1998, Inquiry into Australia’s

Gambling Industries, Transcript of Proceedings, Productivity Commission, 24 November, Melbourne; p. 456.
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public space where they can escape the stresses of the
everyday world, entertain themselves and be with
others.” 9

In short, problem gambling is presented as being a very complex
phenomenon where many different issues— medical, socia and
economic — are intertwined. With such a‘catch-all’ phenomenon, itis
likely to be difficult to demonstrate that policy intervention is desirable,
or to target any policy instruments accurately even if the significance of
the problem could be agreed.

The intractability of problem gambling asa policy issueisthemain
theme of therest of this Chapter.

Perceptions of the problem

Whether problem gambling is viewed potentially as a personal health
issue or as a socio-economic issue, it is still not a clearly articulated
phenomenon. The reference lists in reports by the Australian Institute for
Gambling Research (eg the one cited above) suggest that the medical
literature on problem gambling is mostly about the search for objective
evidence about the occurrence or severity of the ‘disease’ (see below).
Equally, policy makers seem unclear about the nature of the problem,
although, through the earmarking of fixed proportions of gaming revenue
they have ingtitutionalised the routine funding of research into the subject.

6.2.1 The medical literature

The definition of problem gambling adopted by the Australian Institute
for Gambling Research in 1997 (referred to above) has been devised by
social and medical experts. It may be no less subjective, but it is certainly
less alarming than the definition typically adopted in the US for
‘pathological gambling’.

Pathological gambling is couched in language which Australian
medical expertsconsider is“ not compatible with the Australian
attitudes and social per spectives on gambling” .80 In particular, it is
considered Australians are unlikely to accept the traditional American
psychiatrists' ideathat maladaptive gambling behaviour could be
identified in someone who regularly enjoys horse racing or blackjack for

59
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A submission by the Women's Electoral Lobby in Victoria, 1998, Inquiry into Australia’'s Gambling Industries, Transcript of
Proceedings, Productivity Commission, 24 November, Melbourne, p. 503.

Dickerson, et al, 1997, op. cit.; p. 1. The notion of pathological gambling is included in the American Psychiatric Association manual,
the latest of which, we understand, is the Diagnostic and Statistical Manual of Mental Disorders, Fourth Edition, Washington
(American Psychiatric Association, 1994).
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excitement and finds the activity alleviates frustration or stress.6! Nor is
the old American idea of problem gambling as an incurable illness from
which abstinence provides the only respite (much as alcoholism is viewed
by Alcoholics Anonymous) well accepted here.52

Reflecting the cultural acceptance of gambling in Austraia, problem
gambling is generally considered by medicos to start at a higher level of
engagement than indicated by the South Oaks Gambling Screen (SOGS),
awidely used US measure of whether a person is a problem gambler or
probable pathological gambler.3 According to the original (American)
version of this test, a respondent whose preoccupation is reflective of
their enjoyment of regular gambling and who is not experiencing harmful
impacts could still be classed as a problem or potential pathol ogical
gambler. Since 1991-92, Australian users of the SOGS have employed
higher cut-offs3 and the predictive shortcomings of the test have been
openly confessed.6>

Most significantly, local medical experts make the point that:

“The Australian socia context not only istypified by a
community acceptance of, and participation in, gaming
and wagering, but also by broad based preventative and
harm minimisation strategies to address problem
gambling. Thus Australian research has not been
receptive to the dominant international paradigm of
pathological gambling as a mental disorder.”66

The New Zealand approach may be different. On the one hand, the main
business association in New Zealand in a 1996 submission to a New
Zealand inquiry, was fairly dismissive of claims about the social
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By way of illustrating the change in fashion in Western societies on this subject, we draw attention to the observation we made in
Chapter 2 that in the 1500s gambling was recommended by the famous Renaissance physician, Cardano, as being beneficia “in times
of great anxiety and grief.”

Much of the early American articulation of so-called pathological gambling was by Dr Robert Custer, a medico who had been
associated with the treatment of alcoholics. A society known as Gamblers Anonymous has branches in a number of UScities. It offers
a 20-question test to determine if a person has a gambling problem (Dickerson, et al, 1997, p. 12). A reference was also made in the
submission to the Productivity Commission by Relationships Australia Queensland to a Gamblers Anonymous agency in Australia.

The SOGS appears to have been developed in 1987, see Lesieur, H and S B Blume, 1987, “The South Oaks Gambling Screen” (the
SOGS): A New Instrument For The Identification Of Pathological Gamblers, American Journal of Psychiatry, 144; pp. 1184-1188).

Eg. Dickerson, M et al, 1996, Study 2, Report to the Casino Community Benefit Fund Trustees, NSW Department of Gaming and
Racing.

Dickerson M, 1993, “A Preliminary Exploration Of A 2-Stage Method In The Assessment Of The Extent And Degree Of Gambling
Related Problems In The Australian Community” in Eadington W et al (eds), Gambling Behaviour and Problem Gambling Reno
Institute for the Study of Gambling.

Australian Institute for Gambling Research, op. cit.; p. 29.
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significance of the phenomenon.8” On the other hand, a New Zealand
group in a submission to the Productivity Commission’s current inquiry
says it regards problem gambling as a serious mental health condition,
with the standard American Psychiatric Association’s pathological
gambling test providing relevant diagnostic criteria.58

Not surprisingly, the latter submission was critical of the use of a
modified SOGSin Austraia

“There needs to be an agreement about what the
measureisin Australia. We constantly hear criticism of
the SOGS instrument. There is no scientific evidence
that homo sapiensin Australia are a subspecies from
the rest of the world and require a different scientific
device, and therefore the one now applied
internationally for about 15 years has no relevance here.
Frankly we think that'salot of bunkum. If the
Australians wish to introduce a new measure and want
to convince the rest of the world that it’'s the best one,
so beit. .... there have been 29 mgjor studies done
around the world now. The screen has been the subject
of very considerable rigorous review. ... | see no
scientific information to come from Australiawhich
would compel an alternative scale of measuresto be
applied.” 69

Thisis, of course, an assertion that a gambling-specific type of insanity
does exist. It isalso adirect challenge to the idea that atest of mental
fitness should be adjusted to reflect local social mores. Most importantly,
it overlooks the inherent subjectivity of the SOGS.

At best, the SOGStest could only be a very indirect means of
estimating the existence of any problem. Of its nature, it must have less
basis than self assessment alternatives such as the numbers of people who
seek medical or financia assistance or who present themselves for face-
to-face counselling. For both reasons, we would argue Australian experts
have been right to downplay the SOGS. More will be said about this later.
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New Zealand Business Roundtable, 1996, Towards a More Efficient Policy Framework for Gambling, A Submission to the (NZ)
Department of Internal Affairs on the Gaming Review, Wellington, December (see especialy pp. 5-10).

Submission by the Committee on Problem Gambling Management from New Zealand, 1998, to Inquiry into Australia’s Gambling
Industries, Transcript of Proceedings, Productivity Commission, 24 November, Melbourne; pp. 456-7. For example, in 1997, the NZ
Compulsive Gambling Society ran an incidents book in which it was recorded there were 411 suicide attempts out of a population of
1,200 pathological gamblers engaged in treatment (p. 457). New Zealand university studies of retrospective profiles of ‘presenting’
problem gamblers reveal that over 90% of them suffer pathological gambling disorders . Studies also show that 60% of all people with
gambling problems will “end up with an alcohol dependency” (because of the nature of gambling venues), 30% will have a lifelong
acohol dependency problem, over 30% have alifelong mental disorder or mood disorder problems, and 90% are very heavy smokers.
There is also a small indication of a predilection in that there is 11-13% chance that a person will become a pathological gambler if
that condition existed in their family or if they are an offspring of an alcoholic. (pp. 460-461).

Ibid.; pp. 471-472.
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6.2.2 Views expressed by participants at the Productivity
Commission’s hearings

General acceptance of gambling

While the medical or psychiatric view of problem gambling clearly has a
cultural and therefore subjective element, it is also possible to find
commentators with views which are more subjective till, and even some
who regard all gambling as a problem because it isimmoral. Views of the
latter type tend to be identified with religious groups.”®

Most submissionsto the Productivity Commission 'sInquiry have
displayed widespread acceptance of gambling as a legitimate and
even desirable social activity. Words of acceptance can be found evenin
submissions from groups which elsewhere have called for further
intrusive regulation of gambling ‘to protect people from themselves'.
Typically, the (Victorian) Inter Church Gambling Task Force (ICGTF)
accepts that gambling has been “a part of the Australian psyche probably
since the days of federation and probably before and gambling is not
unknown within the churches”.”® It also concedes that:

“... there' s been afew churches built on bingo and
there’ s hardly an argument for purity on thisissue from
the churches.” 72

The Victorian Local Governance Association, whilst registering its
concerns for the spread, magnitude and socia impact of gambling, aso
concedes “that gambling is here and it’s not something that we're trying
to prohibit, it's not something that’s going to go away”. 73 In another
typical statement, Maribyrnong City Council re-affirm that they “are not
opposed to people spending their money asthey wish and ... are certainly
not opposed to gambling as such”.”* Often, however, the acceptance
has been qualified, if not contradicted, by later exhortations.
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Historically, besides having a concern for the poverty and dependency effects of gambling, the churches have expressed spiritua
concerns such as that life is something of a test of one's worth, and that a preoccupation with quick and unearned wealth which is
represented by gambling will defeat (or cheat) that purpose. Ancther is that gambling is a pleasurable, material indulgence which can
preoccupy people, causing them to lose sight of their spiritual duties.

Submission by the Inter Church Gambling Task Force, 1998, to Inquiry into Australia’'s Gambling Industries, Transcript of
Proceedings, Productivity Commission, 23 November, Melbourne; p. 370.

However, while also conceding a definitional uncertainty, it portrayed problem gambling as part of a wider political problem (Ibid; p.
374).

Submission by the Victorian Local Governance Association, 1998, to Inquiry into Australia’s Gambling Industries, Transcript of
Proceedings, Productivity Commission, 23 November, Melbourne; p. 414.

Submission by the Maribyrnong City Council, 1998, to Inquiry into Australia’s Gambling Industries, Transcript of Proceedings,
Productivity Commission, 23 November, Melbourne; p. 422.
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Representative of a number of submissions was that by the Salvation
Army which appears to take a dim view of gambling for arange of
practical and ethical reasons. The Salvation Army’s submission contains
the following position statement:

“The Salvation Army is acutely aware of the suffering
and deprivation experienced by many people asthe
result of this practice. Our social welfare experience
indicates that many of those who gamble tend to
disregard their primary responsibilities and not
infrequently bring embarrassment and hurt to those who
depend on them. Often it beginsin an apparently
harmless way but its continued practice may lead to
dependency that undermines the personality and
character of the gambler.” 7>

The Army recommends restrictions on outlets and advertising and the
earmarking of more gambling levies for welfare support, but stops well
short of advocating atotal ban.

Link with growth in gambling outlets

While affirming their acceptance of gambling as such, many submissions
voiced a concern with the growth of the gambling industry and the
widening availability of gambling products. There are concerns that
gambling venues and products are too easily accessible. The Victorian
Shadow Minister for Gaming mentioned a 1996 report by the Victorian
Casino and Gaming Authority which claims that 56 per cent of Victorians
considered gambling too easily and widely accessible.”® Although anxiety
is often focused on the tendency of gambling to compete business away
from other activities and itsimpact on lower socio-economic aress, a
correlation between the growth of gambling and the severity of problem
gambling has often been implied.

Thusalongside a general tolerance of gambling, there seemsalso to
be wide acceptance that “there would be a per centage of people who
have a problem controlling the use of this product”, and that the
increased supply of gambling productsislikely toresult in an
increasein problem gambling.””

At the same time, it not clear whether people think the percentage of
problem gamblers (as opposed to their absolute number) will increase as a
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Salvation Army — Australian Eastern Territory, 1998, Submission to the Productivity Commission’s Inquiry into Australia’s
Gambling Industries; p. 1.

Transcript of Proceedings, Productivity Commission, 25 November 1998, Melbourne; pp. 609-625.

Submission by the Australian Hotels Association, 1998, to Inquiry into Australia’s Gambling Industries, Transcript of Proceedings,
Productivity Commission, 23 November, Melbourne; p. 628.
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result of a greater availability of gambling products and or of a greater
volume of gambling expenditure. On the face of it, thereisasmuch
reason to believe that the percentage will drop asrise. People who are
pre-disposed to becoming compulsive or problem gamblers may be
attracted into gambling, even at low levels of supply. Also, learning may
be important — once the novelty of a particular gambling form wears off,
the percentage of people who experience problems controlling their use
of it may decline. To the best of our knowledge, no submissions to the
Productivity Commission ’s inquiry to date have conveyed any general
opinions on these matters.

Concentration in poorer areas

A large number of submissions have drawn attention to the evidence that
usage of particular gambling products, especialy EGMs, tends to be
concentrated in low income, lower socio-economic areas. Various equity
and efficiency issues related to this have been voiced in submissions.
Although the idea that this might have led to an undue concentration of
problem gambling as anillness in poorer areas has not been explicitly
emphasised, in some submissions there has been an implicit argument that
the incidence and severity of problem gambling have increased as a result
of the supply being concentrated in areas of relative ‘social disadvantage’.
Underlying this seems to be a view that problem gamblers are more likely
to emerge from lower socio-economic groups and that the negative
consequences of any such problem for those groups are greater. To our
knowledge, though we are concerned also with the way excessive
taxation of gambling may be affecting poorer people in society, no robust
statistical evidence has been evinced to substantiate such claims. Many
submissions expressing suspicions of akind of ‘targeting’ of lower
socio-economic ar eas by the gambling industry have stressed the lack
of statistical data and have called for further research.”®

An acknowledged benefit of the growth in gambling outlets has been the
availability of legal and safe gambling venues for women and ethnic
groups in lower socio-economic areas. Some commentators, while critical
that only gambling venues were available, see this as a great
improvement in areas with otherwise poor socia infrastructure, by
providing opportunities for such people to develop alternative social
networks.”®

The Productivity Commission has also been reminded in submissions that
seeking to limit problem gambling through controls on the number of
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Typical of these is the submission by Springvale Legal Services (Transcript of Proceedings, Productivity Commission, 23 November

1998, Melbourne). A commentary on these proposals was offered in this Submission in a Box 4, Chapter 3.

79

See for example, a submission by Women’s Electoral Lobby in Victoriaop. cit.
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outlets could backfire by promoting underground activity. If the legal
supply of gambling products is severely restricted, actual or potential
compulsive gamblers would be the most obvious target for illegal
providers.80

Occurrence of problem gambling

Many submissions assert that problem gamblers represent ‘at least one
per cent’ of the adult population. Typica of several submissionsin this
regard is that by the Inter-Church Gambling Task Force, which argues
that:

“If we do even accept the very lowest level of 1 per
cent of the population, then perhaps in Melbourne we
might have at least 30,000 with severe compulsive
problem gambling. When we alow for the fact that
each one of those people is generally considered to
have affected in some way seven other people, either
their families or their employers or their social
associates, then we are really talking about quite a
significant problem.”81

The‘one per cent’ estimateis based partly on some heavily qualified
SOGS-based studies (which will be discussed later in this Chapter)
and partly on folklore and casual empiricism of other kinds. We
remain open minded, but see no good reason to accept the assertion of a
one per cent rate of occurrence.

Certainly, the general consensus among participants at the Productivity
Commission 's hearings appeared to be that the proportion of the
population represented by problem gamblers, however defined, is very
small. Moreover, the claimed complementary indications — severe
hardship, other compulsions, suicidal tendencies and low socia and self
esteem — suggest that those identified as having gambling problems
would have problems whether gambling was available to them or not.
Thus while a growth in problem gambling is seen to have coincided with
the rapid expansion of the availability of legal gambling products, the
alleged causal link may be quite spurious.

It remains to be demonstrated to what extent the availability of gambling
products per se has contributed to a net increase in socia problems. As
far aswe can tell, no submissions to the Productivity Commission so far
have shed light on that issue.

80  Fora particularly lucid comment on these issues, see the submission by the Australian Hotels Association, op. cit.

8l Ipid,; p. 376.
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Deception as a cause of the problem

Speaking about the causes of problem gambling, several participants at
the Productivity Commission s hearings complained that gamblers often
have a very poor understanding of the gambling odds of the gambling
products they buy. More critically, it was asserted that besidesfailing to
display odds information, gambling product providers seek to lure
gamblers into overspending by making cash easily accessible through
having ATMs located on premises, making gamblers unaware of the time
spent gambling, and so on, al of which increases the likelihood of a
gambler becoming addicted. There are suggestions that, as a counter
measure, at the very least, the odds associated with various products (or
the expected cost per game) should be clearly displayed (especialy on
EGMs).

In the ordinary course of events, one would expect providersto have a
strong incentive to supply, and be seen to supply, quality products at
competitive ‘prices . Aswith other services, the better value products
ought to prove more popular and one would expect ‘the good to drive out
the bad.” Consumers are likely to get value-for-money gambling products
if there is competition.

Whether consumer s suffer alack of information isby no means clear.
It isfoolish to say that consumers are deprived of the means of keeping
track of the time they spend gambling — nearly everybody these days
wears awristwatch. As for information about odds, admittedly there are
restrictions on advertising and there are technical problems with showing
odds on EGMs.82 But, by and large clients are well catered for, especialy
in regard to the more complex games. Casinos, for example, will eagerly
supply brochures explaining the rules of games, plus the odds associated
with particular types of bets.83 TABs and bookmakers display odds
information continuously. And every Australian jurisdiction already has
laws saying what odds lotteries must offer and even how consumers are
to be informed about the odds of charity raffles. Providers of |otto-type
games publish the odds associated with various games (see for example,
Box 6 below). Asregards ATMs, our observation isthat ATMs are never
located on gaming floors and if they are available nearby they are
considered a great convenience by the vast mgjority of visitors.
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At the Productivity Commission’s Melbourne hearings in November 1998, an industry representative mentioned technical and legal

problems with providing information on gambling odds, especially in relation to EGMs (see presentation by TABCORP Holdings Ltd.
(Transcript of Proceedings, Productivity Commission, 24 November 1998, Melbourne; pp. 527-544).
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See for example, the brochures on blackjack, stud poker, Caribbean stud poker, the wheel, sic bo, craps, baccarat, and two up made

available to patrons by Conrad Jupiters Gold Coast casino. Significantly, the brochures also contain contact information for a
Queensland program run by the casino in conjunction with Relationships Australia Break Even Program to combat problem gambling.
Separate brochures about the program (often in several languages) are also made freely available, as are brochures about other service
quality features such as the casino’s self exclusion program and its arrangements to police the proper care and supervision of children

by visitors.
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Box 6: Odds for Tattersall's lotteries
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Chances of Winning Tattslotto
A Tattslotto entry requires a minimum of four games.

Chances of Winning The Pools

A minimum of 2 games is required to play The Pools

Division 1 1:2,036,265 Division 1 1:1,380,341
Division 2 1:169,689 Division 2 1:230,057
Division 3 1:9,173 Division 3 1:7,422
Division 4 1:184 Division 4 1:186
Division 5 1:75 Division 5 1:149
Any price 1 1:53
Chances of Winning Keno
Chances of Winning Division 1 in Tattslotto Spot 10 — Match 10 18,911,711
System 7 (7 games) 1:1,163,580 Spot 10 — Match 9 1:163,381
12-game Quick Pick 1:678,755 Spot 10 — Match 8 1:7,384
18-game Quick Pick 1:452,504 Spot 10 — Match 7 1:620
System 8 (28 games) 1:290,895 Spot 10 — Match 0 1:22
Take 5 (40 games) 1:203,627 Spot 9 — Match 9 1:1,380,688
System 9 (84 games) 1:96,965 Spot 9 — Match 8 1:30,682
System 10 (210 games) 1:38,786 Spot 9 — Match 7 1:1,690
System 15 (5,005 games) 1:628 Spot 9 — Match 6 1:174
System 20 (38,760 games) 1.211 Spot 8 — Match 8 1:230,115
Spot 8 — Match 7 1:6,232
Chances of Winning OZ Lotto Spot 8 — Match 6 1:422
Division 1 1:8,145,060 Spot 7 — Match 7 1:40,979
Division 2 1:678,755 Spot 7 — Match 6 1:1,366
Division 3 1:36,690 Spot 7 — Match 5 1:116
Division 4 1:733 Spot 6 — Match 6 1:7,753
Division 5 1:298 Spot 6 — Match 5 1:323
Any price 1211 Spot 5 — Match 5 1:1,551
Spot 5 — Match 4 1:.83
Chances of Winning Super 66 Spot 4 — Match 4 1:326
Division 1 1:1,000,000 Spot 4 — Match 3 1:23
Division 2 1:55,556 Spot 3 — Match 3 172
Division 3 1:5,556 Spot 3 — Match 2 17
Division 4 1:556
Division 5 1:56 Chances of Winning Tatts 2
Dividend 1 1:4,851
Chances of Winning Powerball Dividend 2 1:25
Division 1 1:54,979,155
Division 2 1:1,249,527
Division 3 1:274,896
Division 4 1:7,049
Division 5 1:6,248
Division 6 1:557
Division 7 1:161

Source: Tattersall’s: A Corporate Profile (see also: www.tattersalls.com.au)

Aswewill discuss later in this Chapter, the bottom line is that thereis no
basis for thinking that gambling service providers have sinister motives.
A representative of the hotel trade made the commercial point at the
Productivity Commission 's Melbourne hearings that: “the last thing you
want on your premises in a gaming venue is a problem gambler. We do
not want them. We do not want to take money from them.”84

Thekey to ensuring that suppliersdisplay a caring attitudeis
competition. Competition is always the consumer's strongest ally against
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The AHA submission, op. cit.; p.644.
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deception and entrapment. Likewise however, the possibility that

regul ations and taxes which limit the number of gambling venues or the
range of products on offer could become a contributor to problem
gambling by working in the other direction needs to be considered. To
our knowledge, the AHA isthe only other participant at the Productivity
Commission Inquiry to have expressly raised this possibility.8>

Reference will be made again later in this Chapter to gambling service
providers' effortsto safeguard their customers' welfare.

Proposed remedies

Notwithstanding the current extent of government regulation and self-
regulatory initiatives of the industry, many participants at the Productivity
Commission 's hearings called for further restrictions on the availability
of gambling products and on the location of gambling, especially EGM
venues. There are also many who say that self exclusion measures need to
be better policed and enforced. These calls for further restrictions have
come from certain churches and religious organisations, local government
bodies, welfare organisations and some parts of industry (eg. NSW
clubs).86

Behind these suggestions is an assumption that problems such as socially
harmful compulsive gambling could be remedied by regulating supply
even further and particularly through measures to divert demand from
lower socio-economic areas to better-off parts of country. Contradictory
outcomes that would be likely to accompany severa of these ‘remedies
are well addressed in the submission prepared by the Australian Hotel
Association.87

Some of the calls by Productivity Commission Inquiry participants
for further intervention to control gambling look like special
pleading. Thisis particularly true of the repeated calls heard at the
hearings for the extra earmarking of gambling industry levy funds for
‘social’ and ‘research’ and ‘local use’ purposes.

Good public policy is about the search for measures that will promote
society’ s general interest, not special interests.

Many organisations, and not just the churches, include akind of an
‘evangelical’ purpose amongst their objectives — to spread the word and
convince others of certain views — and with regard to gambling as with
other things, advice is aways being offered by well-meaning people
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AHA submission, op. cit.

See, for example, the previously quoted submissions by the Inter-Church Gambling Task Force and Springvale Legal Service.

Transcript of Proceedings, Productivity Commission, 25 November 1998, Melbourne; pp. 626-644.
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about how others should behave. For those who see progress arising from
the competition of ideas, the contest amongst religions and other
voluntary movements for adherentsto their ideasis no bad thing. A
certain tolerance of others' viewsisrequired if thereisto be genuine
competition, of course, and regrettably, thisis not always shown. There
are some who fedl their own powers of persuasion should be backed by
the coercive powers of the state. This is where zealots and ordinary
Australians are likely to part company.

Statistics on the impact of problem gambling

6.3.1 Problems posed by the absence of a clear definition

A particular difficulty posed by the diverse range of definitions of
problem gambling that are in use and their subjectivity is the absence of
agreed parameters by which the extent and severity of the problem can be
described. How are ‘harmful’ or ‘obsessive’ gambling activitiesto be
measured, for example?

In practice, problem gambling tends to be quantified in terms of either the
number of people/percentage of population who achieve particular scores
when subjected to standard, questionnaire-based tests (who are then
variously described as ‘ pathological gamblers' or ‘people at risk of
becoming problem gamblers’) or the number of people who present
themselves for assistance with their addiction (self-referrals) or who are
reported as ‘ problem gamblers’ by their families, employers, medical
practitioners or social workers.

It isnot clear how the test-based measur es of the population ‘at risk’
correlate with the data on self-referralsand people described as
compulsive/problem gamblers by others. Statistics on the latter appear
not to be publicly available, or are (as we discuss later) incomplete. There
are however some figures from surveys using standard questionnaires and
these are outlined below.

6.3.2 SOGS studies in Australia and the US

Seven studies using SOGS, the problem gambling detection device
mentioned earlier, have been completed in Australia since 1994.
Adelaide, Brishane, Melbourne and Sydney were surveyed in 1996.
Tasmania, WA, NSW and SA were surveyed in 1994, 1994, 1996 and
1996 respectively. A Queendiand study (to examine the relationship
between the introduction of poker machines and problem gambling) was
undertaken in 1995.

In generd the studies have found SOGS scores of 5 or more (said to
indicate in the Australian setting a “potentia problem™) in 0.5 per cent
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(Western Australia 1994) to 2.8 per cent (Tasmania 1996) of the total
population.

A rather similar geographic range of resultsis reported across statesin the
US, with fewer potentia problem gamblers as defined by SOGS in
heavily rural, and ethnically homogeneous populations that have little
access to legal gambling (such as was the case in Minnesota and North
Dakota), rather than in the likes of Connecticut, Massachusetts,
Mississippi and Louisianawhich traditionally had many outlets.

In low rate statesin the US, potential problem gambling has been found
to be 1 per cent or less of the population (eg Texas, Georgia 1995), while
in high rate states, findings of up to 2.1 per cent (Mississippi early 1990s)
have been recorded. These one-off findings have been supplemented by
repeat surveys to calculate so-called “lifetime problem” rates— theidea
apparently being that, if the gambler scores a positive count in the first or
the second survey, they are recorded as having alifetime problem.
Lifetime problem rates defined in this way typically have been found to
be 50 to 100 per cent higher than one-off figures (eg 2.1 per cent one-off
and 3.1 per cent lifetime for Mississippi), indicating some, but a variable,
“recovery” rate by victims between one period and the next.

New Zedland one-off SOGS 5-plus score findings of 1.2 per cent (1991);
Canadian findings of 0.75 per cent (Saskatchewan 1994) to 1.4 per cent
(Alberta 1993); and Spanish findings of 1 to 2 per cent (1993) may
indicate that the gambling problem phenomenon is fairly universal,
although it would also be expected that cultural factors would determine
how seriously the 5 score cut-off was taken as an indicator.

Other studies undertaken have included so-called replication studies,
where the point of interest has been changes in the incidence of problem
gambling following the introduction of additional gambling products. A
well-known US example is the study of Minnesota, a state which was
surveyed in 1990 and again in 1994. In 1990 Minnesota had a state
lottery, pull tabs sold by charitable organisationsin public bars and
private clubs and high stakes bingo run by Native Americans on
reservation lands. By 1994 Native American gaming had expanded to
include video games and blackjack as well as bingo and there were 17
full-scale tribal casinos in operation around the state. Interestingly, in
1994 the survey found no increase in SOGS 5-plus score ratings.

A recent Harvard study synthesised information from 120 different
studies. It claimed that about 1.29 per cent of adults could be classified as
having ‘ serious pathological problems with gambling’ 88. Nonetheless, the

88 Shaffer, H J, 1998, Estimating the Prevalence of Disordered Gambling Behaviour in the United States and Canada: A Met-analysis,
Harvard Medical School, Division on Addictions.



86

AUSTRALIA'S GAMBLING INDUSTRIES

inherently subjective nature of the findings was conceded and must be a
serious challenge to such ‘findings .

6.3.3 Self referral data

In a supplement to its main submission to the Productivity Commission
Inquiry, Relationships Australia of Queensland (RAQ) included detailed
data concerning people who had presented themselves to the Gold Coast
Client Service Unit of Break Even sinceitsinception in May 1993. This
is of its nature different from survey information, where so much depends
on what position the interviewers start from. In a sense they can be said to
represent the self-diagnosis of the people involved, arguably amore
objective test. Unfortunately the RAQ figuresarenot readily
interpreted in a statistical sense, and indeed, even with the help of a
supplementary RAQ document entitled Explanatory Notes
Accompanying Data Reports, the material cannot be generalised to the
population-at-large.8 This is because the people presenting themselves
are not a known sample and the questionnaires they were asked to
complete were again subjective and seemed likely to yield ‘facts' of
dubious relevance. 2

Presumably on the basis of its experience, elsewhere in its submission,
RAQ offered the view that extreme addiction to gambling may be limited
to “one per cent or perhaps less of the population”, but also said that there
was “alarger group of excessive or problem gamblers’. Without naming
asourceit said “ Estimates have placed the percentage of this group of
excessive gamblersin the range of 5 per cent to 8 per cent depending on
the criteria used to describe the problem” (Submission p.1).

These figures are several times larger than the usual 1 to 3 per cent cited
on the basis of SOGS-type surveys for those who suffer from problem
gambling or are “at risk”. It would be interesting to know where the
figures came from.

The Springvale Legal Services Inc (SLS) submission to the Productivity
Commission 'sinquiry put at 3 per cent the proportion of gamblers for
whom “gambling isadiabolica curse... [which] ... they cannot afford in
any sense, that may destroy their relationships, financial services or lead

89

90

An example of the way the absence of sampling information diminishes the relevance of the data presented by RAQ is the information
it presents on the gender of Break Even Gold Coast clients. RAQ says (Submission p.5) that of the 682 clients the service has had
since 1993 some 322 (ie. slightly less than half) were females. Thisis potentialy of scientific interest, given the recent findings by the
ABS that, although the numbers of men and women classified as having a “mental disorder” were much the same, women were 45 per
cent more likely than men to use the services of a psychiatrist or a psychologist. (See: ABS, 1998, Mental Health and Wellbeing:
Profile of Australian Adults, 1997, March; p.37.) However, in the absence of more statistical information about the Break Even
figures, readers of the RAQ submission are unable to tell whether the factsit presents are consistent with the ABS findings or not.

The figures include responses to subjective and time independent questions of the type contained in the SOGS, referred to earlier.
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them to suicide” .91 This was said to be a conservative figure based on
gamblers who seek treatment. It cited a 1997 article in the Alternative
Law Journal to support its view that “as many as 85 per cent” of these
people “may” commit crimes to finance their gambling. Again the
statistical basis of the estimates cannot be established from the material
submitted.

6.3.4 Impacts on youths and other subgroups

While all so-called problem gambling findings must be heavily qudlified,
even less appears to be known about the incidence of the problem
amongst youths and other subgroups than amongst the population as a
whole.%2 It is said that extensive research has yielded ‘indications’ that
city living, accessto legal gambling and especially access to ‘ continuous
forms of gambling (such as EGMs, betting and casino gaming), and being
single and less than 30 years of age are correlated with ‘ problem
gambling’. However, medical expertsin Australia have still concluded
that:

“There are, however, no clearly substantiated processes
or circumstances that have been shown to account for
problem gambling” .93

Thereisasimilarly inconclusive flavour about the alleged links between
problem gambling and other phenomena. Among the aleged health
effects of gambling, for example, are anxiety, depression and even
suicide, but the cited evidence is not compelling. In recent months, for
instance, claims that gambling has raised suicide rates have been
examined in a US-wide study and shown to be without foundation.%4

It is remarkable that in this context Australian states are allocating large
sums to provide support, education and counselling to problem gamblers.
By end-January 1997, for example, the Victorian government alone had
allocated $33 million to spend on the problem.%> Many qualifications
apply to such figures, however, and these are discussed further in Section
6.4.3 below.

91 Springvale Legal Service, 1998, Extension and Monitoring of Pressures and Limit the Consequences of Problem Gambling in

Australia, Submission to Productivity Inquiry into Australia’' s Gambling Industries; p. 4.
92 por example, see the submission by the Victorian Women’s Electoral Lobby op. cit.

93 Augtralian Ingtitute for Gambling Research 1997, op cit.; p. 59.

94 McLeary, R and K Chew, 1998, “Suicide and Gambling: An Analysis of Suicide Rates in US Counties and Metropolitan Areas’,
Report to the American Gaming Association, University of Californiaat Irvine, 24 September.

95 |pid,; pp. 74-75.
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6.4 “Public choice” view of the problem

Over the past two centuries, economists have studied the role of

individua rights, interest groups and collective action by governmentsin
some depth. The current field of study speciaising in this subject area,
known as ‘public choice theory’, offers a number of useful policy insights
concerning problem gambling.

For economists, the key question about problem gambling is what should
governments do about it? Do voluntary market processes have the
capacity to deliver socially preferred outcomes? If not, what rules might
be introduced? These issues are considered below.

6.4.1 Consumer sovereignty, externalities, and
paternalism

From an economic policy point of view, the question of whether, and
if so how, governments might deal with problem gambling turns on
whether thereisa casefor denying (or overriding) consumer
sovereignty. Aswill be explained, the standard ‘ market failure’ argument
for doing so (externdities, etc.) is not convincing in the problem
gambling case, Nor can much analytical support be found for the
paterndlistic idea, popular in some circles, that governments should
intervene in some way to combat so-called ‘irrational’ or ‘ self-damaging'
behaviour by gamblers.

Consumer sovereignty

The term ‘ consumer sovereignty’ captures the idea that consumers are the
best judges of their own welfare and are truly better off only if they are
better off in their own estimation. This tolerant and seemingly innocent
concept turns out to be surprisingly controversial when pushed to the
limit, but it is one of the pillars of standard economic analysis.
(Presumably some people say they support the principle without realising
itsimplications).% It isakind of axiom which underlies the conventional
economic theory of consumer behaviour and demand and, through it,
much of the analysis which public choice specialists undertake.

Asarecipe for determining what is good for society as awhole, allowing
consumers to be sovereign when choosing what and how much to
consume will produce efficient outcomes (that is, results that are most
useful from the point of view of the whole of society) most of the time.

96

For example, in its submission to the Productivity Commission’s inquiry, Springvale Legal Services (SLS) criticised the involuntary
exclusion of people from gambling venues as being “... anachronistic because it assumes that others know what is best for the
gambler.” Yet in the same breath, SLS suggested that the idea that the gambler should have no input to their own treatment was
worthy of serious research, and even mentioned compulsory counselling as a possible alternative. (SLS, 1998, op cit; p. 4).
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But it has some well known limitations as well. The economics textbooks
identify a number of situations, of the type introduced in a general way in
the discussion of policy objectivesin Chapter 1 of this Submission, when
some modification of voluntary ‘market’ outcomes through government
intervention may be socialy beneficial.

Market failure and market imperfections

L eaving aside cases when governments choose to modify market
outcomes for re-distributive (or so-called ‘equity’) reasons, if ‘market
failure' isthought likely to be occurring, or if some immovable policy
intervention is thought to be creating production or consumption
distortions (termed ‘ market imperfections’), carefully designed
interventions may serve to raise national income and/or consumption
efficiency, leaving the community as a whole better-off.

Inoculation campaigns are standard examples of sensible interventions for
market failure reasons. Thelogic is especially strong for an easily
transmittable, but deadly disease, such as tuberculosis. The basic market
failure being combated in this case is the fact that any infectious person is
a hazard who imposes costs on not-yet-infected people without their
knowledge or agreement. The ‘interference’ being imposed is not subject
to any contractual agreement. While in theory there is nothing to stop
safety-minded people ‘bribing’ their neighbours to accept inoculation, in
practice, the complex array of multilateral contracts that would be needed
to control a disease that way would be too costly to arrange.

Externalities

‘Externalities’ or ‘uncompensated spillovers' (otherwise known as
‘external effects’, ‘external economies and diseconomies’ or
‘neighbourhood effects'), are the best known forms of market failure
which may warrant corrective intervention on the part of government.9’
The epidemic control example given above, isaclassic example.

Externalities would not give rise to a misallocation of resources if there
were no transactions costs (costs of all the supporting activities that
enable transactions to take place - for example, broking and legal
services) and if property rights were well defined and enforceable. In
such a case, the parties to spillover effects would face no obstacle to
resolving the issue through a mutually beneficial trade that would

97 Theoretically, market failure is quite common, since knowledge (especialy foreknowledge) is costly and property rights are often
expensive to define and enforce. Ordinary courtesies and voluntary codes of behaviour will fill many gaps, but some (generally minor)
effects are bound to remain outside the contracting framework which characterises market behaviour. In market economies,
institutions to enable more efficient contracting are continually evolving and it will be difficult for governments to improve on this

process.
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‘internalise’ the externality, that is, enable it to be agood or service
traded at a market price.

Few disagree that government efforts to contain negative externalities
(and encourage the activities that generate positive externalities) are
desirable. However, it needs to be demonstrated, on a case-by-case basis,
whether government intervention is capable of improving on market
performance. It will be more economical to put up with market distortions
if it would cost too much to put the matter right, or if the ‘remedy’ would
be worse than the ‘ disease’.

Bearing all these considerationsin mind, we think it is difficult to
identify any exter nalities demanding corr ective action by
governmentsin relation to problem gambling.

For example, the diversionary impact of gambling on other types of
consumer spending is not a genuine externality. It is simply the result of
competition in the market place, where the outcome is the result after the
consumer has weighed the alternatives. The principle is the same as
applies when a consumer decides to switch expenditures between
department stores, or hairdressers or holiday destinations.98

Another externality candidate which is not altogether convincing iswhen
gambling causes budget problems within the gambler’s household and
disadvantages some family members relative to some prior position or
norm. The difficulty hereis that, viewed strictly from an economic
standpoint, the spillovers between members of a household are usually
covered by aweb of * implicit contracts' (and indeed, this may be a useful
economic definition of a household). Admittedly there is room for
different points of view on this, but we do not think it should
automatically be accepted that the state has arole in household
management.

A more convincing externaity possibility would seem to be where
compulsive gamblers become insolvent with the result that they and their
dependants end up being supported by the taxpayer. The temptation here
isto rush in and say, in the name of protecting national income, that
something should be done to prevent this free riding on the state. Perhaps
governments should try to ‘internalise’ the problem, by transferring
responsibility for the welfare of gambling victims to the industry itself,
through a special fund. But every such ‘solution’ breeds its own
problems. How would claims of gambling problems be assessed? Who
would decide the correct size of each claim? How would a gambling
problem be distinguished from a general problem? Would the gambling

98 They are what were termed in the early market failure literature ‘pecuniary externalities (as distinct from ‘technological

externalities’).
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excuse come to be used by everyone in trouble? Would these matters
have to be settled laboriously in the courts? And so on.

Certainly the scale of problem gambling would not seem to be one which
warrants a wholesale redesign of the socid security system. Aswe have
already discussed, it would seem that very few people are at risk of
becoming ‘ problem gamblers'. More importantly, as we will repeat in the
final section of this Chapter, gambling service providers have a strong
interest in seeing that no harm comes to their customers.

Merit goods

A less-well-accepted challengeto relying upon consumer sover eignty
isthat people are poor judges of what isgood for them. This seemsto
be the reasoning behind the observed tendency of governmentsto
override the expressed wishes of consumers and promote the
consumption of some goods and services on the grounds that such
products are simply ‘good’ or ‘worthy’. These are so-called 'merit goods.

Government subsidies for operas and symphony orchestras and the
provision of university courses for which there is no market demand are
usually considered to be examples of merit goods. Sometimes the
terminology is changed to 'merit bads' to refer to the equivalent cases
when governments seek to prevent people from consuming certain goods
and services which they (the governments) regard as bad for them (for
example, addictive substances such as heroin). In some people’s minds,
compulsive gambling could qualify as a merit bad, requiring paternalistic
intervention.

Leaving aside the possibility that they merely reflect caving-in to special
interests, the supply of merit goods (or containment of merit bads) by
governmentsis certainly paternaistic. Asthe originator of the concept,
Richard Musgrave once conceded the merit goods concept cuts across the
traditional distinction between public and private goods.®® Their
legitimacy isinherently controversial and isflatly rejected by many
analysts.

6.4.2 Rival explanations of compulsive behaviour

One possible justification for merit goodsin the form of bans and
restrictions might bethat they areintended to counter theincidence
of irrational, self-destructive behaviour by consumers.

99 Musgrave, R, 1990, “Merit Goods’, Chapter V in Brennan, G and C Walsh eds., 1990, Rationality, Individualism and Public Policy,
Centre for Research on Federal Financial Relations, Australian National University, Canberra.

ONISULTING
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Economists’ views on whether compul siveness and self-destructiveness
aretruly irrational differ - and, as will be explained below, we are
sceptica of theirrationaity view. However, the issue warrants brief
discussion in the present context.

As noted in arecent contribution by Orphanides and Zervos,

“... economicsis predicated on the desire of individuals
to pursue happiness and studies their actions toward
that end. But in everyday life, we encounter situations
in which individuals apparently inflict harm on
themselves by pursuing activities described as
compulsive, attributed to strong destructive habits or
harmful addictions...”100 (p739).

Two contrasting conceptual framewor ks have been applied to
apparently self-harmful activities.

What may be termed the ‘irrational addiction’ or ‘ shifting tastes
framework, attributes the possibility of compulsive gambling behaviour
to individual characteristics such as the inherently addictive tendency of
someindividuals, myopia, the shifting of individual preferences over
time, time inconsistent discounting, and ignorance. It is observed that
heavily addicted and often self destructive individuals tend to be myopic
or shiftless people who are naturally prone to compulsive and harmful
behaviour.

To the extent that they are myopic or that their preferences change over
time in a capricious manner, they may be described as ‘irrationa’. This
approach is summarised in Box 7 below.

Adherents of the ‘rational’ analytic approach to problems such as
compulsive gambling believe they can demonstrate that harmful forms of
addiction or habitual behaviour can be reconciled with aregime of stable
tastes. They consider that arational conceptua framework (termed ‘the
hypothesis of stable tastes') can yield more useful predictions about
observable behaviour.101

The notion that different compulsions merely reflect differencesin natural
propensities or vulnerabilities which bear little further analysis, is
regarded by the stable tastes hypothesisers as premature.

As Stigler and Becker have despaired:

“... an explanation of economic phenomena that
reaches a difference in tastes between people or timesis

100 Orphanides, A and D Zervos, 1995, “Rational Addiction with Learning and Regret”, Journal of Political Economy, 103 (41); pp. 739-
758.

101 Stigler, G and G Becker, 1977, “De Gustibus Non Est Disputandum”, American Economic Review, 67, March; pp. 76-90.

ONISULTING
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the terminus of the argument: the problem is abandoned
at this point to whoever studies and explains tastes
(psychologists? anthropol ogists? phrenol ogists?
sociobiologists?).” (p76).

Box 7: The ‘shifting tastes’ hypothesis of compulsive behaviour

The explanation for compulsive self destructive behaviour which is favoured by some analysts is that people merely have differences
in tastes for addictive products, such as cigarettes, or activities, such as gambling. According to this way of seeing things, almost as a
matter of genetic make-up some people are more likely to become addicted, while others, who engage in similar activities, never
become addicted. They may gamble happily without ever becoming ‘hooked’ on it. Still others abstain from potentially addictive
products or activities altogether. They are abstemious either because they have no taste for potentially addictive activities or because
they prefer to abstain in the belief that experiments with addictive substances and activities (for example, smoking or gambling) could
easily lead them to addiction. When tastes (individual preferences) differ widely between individuals, people who willingly engage in
and later regret activities that are potentially harmful to them, may be regarded as ‘irrational’.

An allied view is that an otﬂ%wise rational person may engage in (irrational) compulsive and harmful gambling because “a person is
not aIngg his usual self.”"~“< That is individual preferences may change over time, or even flip-flop between different preference
states.

The ‘schizophrenic’ nature of some individuals has also been used to explain the apparent contradiction between their willingness to
engage in rational lifetime planning to maximise their economic well being whilst also being willingly involved in activities that are
Rgaentially very damaging to their long term interests. Thus, for some people, the present moment may define myopic preferences

or an individual may be both a planner, concerned with his/her Iifﬁ%ne utility, and a ‘doer’, who is completely myopic in the short
term, that is, “... exists only for one period and is completely selfish.”+¥> Such myopia %ould almost universally be regarded as
irrational. Ainslie (1975) attributes shifting preferences to time-inconsistent discounting 6. Self ignorance, another explanation, is
addressed by Akerloff (1991), who argues that when preferences change over tl{rdF? individuals may fail to fully foresee their changing
preferences or even recognise with hindsight that such changes have occurred.~".

Their alternative approach, known as the hypothesis of stable tastes or the
rational addiction hypothesisis summarised in Box 8 below.

Stigler and Becker are very critical of the ‘ different tastes/unstable tastes
school. They argue that:

“... no significant behaviour has been illuminated by
assumptions of differencesin tastes. Instead, they,
along with assumptions of unstable tastes, have been a
convenient crutch to lean on when the analysis has
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Schelling, T, 1984. “Self-command in Practice, in Policy, and in a Theory of Rational Choice”, American Economic Review Papers
and Proceedings, 74, May; p. 6.

Winston, G, 1980, “Addiction and Backsliding: A Theory of Compulsive Consumption”, Journal of Economic Behaviour and
Organisation, 1, December; pp. 303-304.

Ibid.; pp. 295-324.
Thaler, R and H Sherfrin,, 1981, “An Economic Theory of Self-control”, Journal of Political Economy, 89, April; p. 394.

Ainslie, G, 1975, “ Specious Reward: A Behavioural Theory of Impulsiveness and Impulse Control”, Psychological Bulletin, 82, July;
pp. 463-96.

Akerloff, G, 1991, “Procrastination and Obedience”, American Economic Review Papers and Proceedings, 81, May; pp. 1-19.
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bogged down. They give the appearance of considered
judgement, yet really have only been ad hoc arguments
that disguise analytical failures...” (p89).

Box 8: The ‘stable tastes” hypothesis of compulsive behaviour

The ‘rational’ or ‘stable tastes’ addiction literature stems from Stigler and Becker's seminal work in 1997. These two Economics Nobel
Prize laureates from the University of Chicago pioneered the development of a conceptual framework that allows the investigation of
phenomena such as addiction or habitual behaviour without making ad hoc assertions regarding differences in, or stability of, tastes.

Their view is that to understand habitual behaviour, one must understand complementarities arising in consumption of goods and
services over time. The intertemporal aspects of consumption have long been noted but are not always well understood. We cannot
do all things at once or having done something in particular, for example, having watched a movie, we would not willingly do it again.
As Becker %bserves: "... all goods are substitutes if time intervals are sufficiently close and the quantities consumed are big
enough."10 However, for many goods and services, especially if the time periods are not very close, greater consumption earlier
induces greater, rather than lesser, consumption later.

Becker (1992) defines 'habitual behaviour' as displaying intertemporal complementarity in that there is a positive relation between
past and current consumption. It is commonly observed that people vary in their habituation to the same activity, for example, as a
very large number of people engage in gambling without ever becoming addicted to it. Becker defines 'addiction’ as a strong habit. To
become an addict, a stock of past consumption (experience) must reach some critical level. Once that critical level is reached, further
consumption follows an unstable accumulation path and addiction may result Otherwise, a habit becomes an addiction when the
effects of past consumption on present consumption are sufficiently strong to be destabilising. This means that a shock to an
individual, such as bereavement, may lead for to an ever-increasing consumption of addictive goods. Yet habits also help to
economise on the cost of searching for information and people obtain a degree of reassurance from the continuation of many of their
past activities.

Habits and addictions may be ‘harmful' or 'bad' if greater present consumption lowers future welfare (utility) of consumers, for
example, if a gambling binge leaves a gambler penniless. They may also be ‘beneficial' if increased present consumption increases
the utility of future consumption. As it is often the case, ‘one man's meat is another man's poison’ — similar habits and addictions
may be harmful to some people, but beneficial to others. As Becker observes, "it is natural that bad habits get more attention thlag
good ones, but "...rational behaviour also implies that the observed strong habits are more likely to be harmful than beneficial.” 9
(our emphasis)

Rational consumers are those who consider the impact of increased current consumption on the utility of their future consumption.
The precise nature of this process of contemplation has been the subject of close study. In the late 1980s, Becker and Murphy
provided a necessary and sufficient condition for a rational (forward-looking) consumer to develop a habit!10, They showed that for a
habit to develop, it would be necessary for greater past consumption to raise the marginal utility from present consumption, that is, for
the past consumption to 'reinforce’ the current consumption. Also, the rate at which the future (or past) consumption (of a good with a
given amount of reinforcement) would need to be discounted by a sufficiently large degree. Refinements of these theorems halve2
continued to appear.11! Examples also exist of some recent Australian work on the role of the discount rate in such decisions 12
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Becker 1992, op. cit.; p. 328.
Becker 1992, op. cit.; pp. 328-329.
Becker, G and K Murphy, 1988, “A Theory of Rational Addiction”, Journal of Political Economy, 96, August; pp. 675-700.

Becker, G, M Grossman and K Murphy, 1991, “Rational Addiction and the Effect of Price on Consumption”, American Economic
Review Papers and Proceedings, 81, May; pp. 237-41.
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The approach Becker et al have taken isthe more persuasive one. We
are convinced that they have shown that harmful forms of addiction or
habitual behaviour can be reconciled with aregime of stable tastes and
that this way of looking at the issue yields more useful predictions about
observable behaviour. As Becker himself putsit, the increased predictive
power of the stable tastes model not only allows "afew more wigglesin
the data to be explained" but also “more profound understanding of those
socia phenomena where the past influences present preferences’ 113

A criticism sometimes levelled at the rational addiction approach,
especially by the ‘irrational addiction’ advocates cited earlier, is the
allegation that it is fully deterministic, with people knowing for sure their
own predisposition to become addicts and the habit-inducing nature of
various consumption activities. Thus, the 'Stigler-Becker addict' is said to
have no regrets as he/she walks into a strong habit, be it harmful or
beneficial, with hisTher eyes fully open. For example, Winston (1980)
argues that the Stigler-Becker addict is a 'happy addict’, who rationally
and carefully entersinto his’/her addiction and has no subsequent doubts
or regrets. Akerlof (1991) also argues that, within the new framework,
people develop strong habits and become addicted ‘knowingly’ and are
therefore are never hooked on an unwanted addiction.

The claim that the validity of his model dependson 'perfect
knowledge' isdenied by Becker (1992) who explains:

"Nothing in the analysis of forward-looking utility-
maximising behaviour presumes that people know for
sure whether they will become habituated or addicted to
a substance or activity, although that is sometimes
claimed by critics of this approach. ... Since these and
other choices are made under considerable uncertainty,
some persons become addicted simply because events
turn out to be less favourable than was reasonable to
anticipate — the good job never rescued the drug user.
Persons who become addicted because of bad luck may
regret their addictions, but that is no more asign of
irrational behaviour than is any regret voiced by big
losers at arace track that they bet so heavily."114

There have been further developments of this theme in recent years. In
their recent re-expression of the Becker et al model, Orphanides and
Zervos (1995) consider arational addiction framework whereby:
consumption of addictive goods is not equally harmful to al individuals;

113 Becker 1992, op. cit.; p 341.

114 Becker 1992, op. cit.; p. 330.
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each person possesses a subjective belief structure concerning his/her
potential to become addicted; and this structure of beliefsis optimally
updated with information gained through consumption (learning by
doing).11> A fraction of potential addicts become addicted , and they
coexist with casua consumers and complete abstainers. This may be a
reasonable description of gambling consumption, and indeed, perhaps of
the consumption of every other item as well.

If addiction is defined, after Orphanides and Zervos, as.

"... the unintended occasiona outcome of
experimenting with an addictive good known to provide
certain instant pleasure and only probabilistic future
harm.” (p741),

it is clear some rational addicts will end up unhappy. They will regret
having acted upon misleading information, having ignored other available
information, or having been influenced by their peers.

Yet it isfanciful to think in terms of a public program to head off all
instances of 'unhappy addiction’, whether in regard to gambling or
anything else. And most certainly since compulsions of variouskinds
arereadily explainable as behaviour within rational bounds, we
believe governmentsare not entitled to treat compulsive gamblersas
insane people whose habits warrant paternalistic intervention to
forcethem to desist.

We believe these conclusions are strengthened by the practical issues
considered in remaining sections of this Chapter.

6.4.3 Self interest explanations of the problem

Public choice specialists are aware that policy processes can become
distorted through capture by interested parties. To some extent, policy
making can become a contest amongst vested interests vying to gain the
right to turn the powers of the state to their own ends. Sometimes
regulatory systems, funding boards and licensing processes serve to
entrench the interests of incumbents at the expense of would-be new
entrants.

The possibility that gover nments could be wrongly advised by
individuals and groups with vested interestsin the existence of
certain social problems, or in enumerating the ‘innocent victims' of
freedomsrecently granted, isnot difficult to accept. An accompanying
risk for the community at large is that governments themselves will
become drawn into the misinformation business, perhapsin order to

115 Orphanides and Zervos 1995, op. cit.
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create opportunities for patronage or pretexts for statesmanship. Such
possibilities are commonplace preoccupations of the media. Much of the
popular debate about government in Australia, and most other countries
for that matter, centres around such issues.

Without saying that it is necessarily occurring at present, deliberate
misinformation is a danger for governments and the genera public with
so-called problem gambling. Among those with a vested interest in the
exaggeration of the issue are the sellers of alternative recreational
services and other competitors for consumers’ disposable income. Some
professional groups undoubtedly have a career interest in creating fears
about problem gambling aso. Finally, if problem gambling becomes a
rallying point for government officials and industry representatives, it
could become a kind of bureaucratic obstacle to new entrants as well.

The Productivity Commission’s charter requires it to weigh the various
claims being put and to advise the Commonwealth Government
accordingly. We believe it should be open-minded about this. Aswith
crime, there may tend bea ‘natural rate’ of so-called problem
gambling. To some extent those charged with managing it may also
beitsnurturers.

6.4.4 Possible perverse effects of risk mitigation

A question which always needs to be asked about regulations and
government expenditure programs, including any programs to address
problem gambling, is whether adverse incentive effects associated with
the interventions will undermine their objectives. Thisisavery wide
issue in policy making, embracing such matters as keeping the costs of
policing and compliance in proportion to the purpose of the measure and
ensuring that administrative staff do not run away with their own
agendas, but rather remain motivated to serve client interests. Another
concern in the same vein is ensuring that the measure in question does not
simply crowd-out voluntary activity which would have been directed to
similar ends, and would have met those ends at lower overall cost.

The possibility of crowding out arises poignantly in relation to
expendituresto support so-called problem gamblers. For example, we
note that in 1995/96, Victoria alocated $2.5 million over three years from
the Community Support Fund in support of a community education
strategy which included a media component said to be accessible to all
Victorians. It was accompanied by the following positioning statement:

“Most Victorians like to gamble occasionally for
pleasure but for some the gambling gets out of control
often with dire consegquences for them and their
families. If you have a problem or you think someone
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close to you does, then be reassured because help is
available.” 116

This statement could be interpreted as an invitation to at-risk gamblersto
throw caution to the wind and to the spouses and friends of at-risk
gamblers to wait for outside counsellors to do what they themselves
would otherwise have done. Certainly this has been the experiencein
other industries, such as in agriculture where the repeated provision of
fodder subsidies in droughtsis known to have encouraged farm managers
to take more risks.

How much activity of thistypeis being displaced by a government
program is, of course, quite difficult to measure. In part thisis because
the officials running the program are unlikely to see any career interest in
collecting the required facts. Therisk that voluntary checks and
balances would be disturbed by public intervention is, arguably,
fairly significant in the Australian setting wher e, by reputation our
relative tolerance of gambling and the widespread acceptance that
people should be allowed to enjoy the activity is backed by long-
standing customs and other arrangementsfor containing the social
consequences. It may be no accident, for example, that in Austraia
defaulting on gambling debtsis considered socially very dishonourable
and is not accepted by the courts as grounds for bankruptcy.11/

Asthe Institute for Gambling Research has pointed out, the local norms
are much different to the American pathological gambling model and its
domination by the incurable illness paradigm. In particular, as the
Institute notes, thereis along tradition in Australia of taking the harm
minimisation approach to such matters.118 Integral to this has been the
active support for programs by the gaming industry itself through such
instruments as Responsible Gaming: An Industry Code of Practice for
Victoria. The recognition that government outlays may displace voluntary
private sector initiatives that are more cost-effective and sensitively
targeted is as crucial in gambling policy asin any other policy field.

Another displacement possibility isthat discouraging or barring
allegedly problem gamblersfrom gambling could cause them to
substitute some other risky activity which is more expensive and
mor e damaging. The real socid issue may have more to do with the type
of person involved than that they happen to be gambling. The behavioural
complexities involved remain clouded in uncertainty. There is evidence

116 Cited in Austrdian Institute for Gambling Research, 1997, op. cit.; p. 78.

117 as Springvale Lega Service Inc said in its submission, s271 of the Bankruptcy Act 1996 (Cth) provides that a person who declares

themselves bankrupt due to gambling is guilty of an offence punishable by up to one year’ simprisonment (SLS sub; p. 10)

118 Augralian Ingtitute for Gambling Research, 1997, op. cit.; pp. 17.
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that people with more deep-seated problems are included in the problem
gambler ‘count’. For example RAQ said in its submission to the
Productivity Commission inquiry:

“Among problem gamblers there is a percentage of

people who have been placed on sickness benefits for
psychiatric disorders.” 119

The strong incentives and expertise of gambling service providers to
protect their clients from harm are discussed further in Section 6.5 below.

It isimportant to ask what gambling consumers would do if they were
denied access to commercial gambling opportunities. Would risk-seekers
choose other more expensive, or more dangerous outlets? The answers to
such questions are important if restrictions on commercial gambling are
being contemplated to combat problem gambling.

6.5 Practical containment

6.5.1 Instruments and objectives — the principles

Even if it is accepted that governments should play somerolein
ameliorating the ill effects of obsessive gambling by some consumers of
gambling services, the instruments that might be employed deserve
careful thought. Currently, controls on gambling service providers are
dominated by heavy taxation, up-front licence fees, restrictions on the
number of operating licences and rules governing the proportions of
different types of ‘games’ in particular venues. Accompanying
regulations selectively earmark a proportion of gambling tax revenuein
hotels and casinos for contributions to so-called ‘ community funds' a
relatively small proportion of which is spent on research on problem
gambling and counselling services and other safety-net-type activities to
support victims identified as having a gambling problem.

Whether the present array of controlsarethe correct instruments
and even if so, whether the current mix of measuresis even remotely
likethe most appropriate mix to ameliorate any problem gambling
which may exist, is open to question.

Instruments and targets

The simple notion that, ideally, policy measures should be pitched as
directly as possible at their policy targetsis a useful point of departure

119 Ry ationships Australia (Queensland) 1998, Submission to Productivity Commission Inquiry, November; p. 3.

C Ok
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when addressing this type of issue.120 A corollary to this, and indeed one
which has a strong academic pedigree, is the rule that each policy target
be addressed with its own instrument — that is, that the number of
instruments and targets should be the same. Among the intentions of a
rule of thistypeisto provide some discipline in the articulation of policy
targets, which, given the imprecisions and uncertainties surrounding
problem gambling outlined earlier in this Chapter, would seem
particularly relevant in the present case.

It seems likely that behind policies to address problem gambling there
would be at least two, and probably three, objectives. Presumably
prevention of the problem and providing support for those already
afflicted would be two objectives. A third, in al likelihood, would be for
governments to be seen to be addressing fears that such problems might
exist — at least for some transitional period following the introduction of
new freedomsin the supply of gambling services.

The latter, ‘cosmetic,” objective may be relevant in the modern gambling
environment because there has recently been afairly rapid changein
gambling industry rulesin the three largest Australian states— NSW,
Victoria and Queensland. In each case, the ‘goal posts have been shifted,
as it were, with consequent threats both directly to traditional gambling
businesses and indirectly to charity fund-raisers, retailers and awide
range of input suppliers. The Productivity Commission has received
submissions from a number of such parties, including representatives of
the charity sector in Queensland, upon whom the recent policy shifts have
imposed new structural pressures.

Although the scale of changes wrought by the policy shiftsrelative to
ongoing commercial developments would be a matter of some argument,
and although the policy shifts could be quite readily foreseen some years
beforehand, governments nonetheless appear to have found themselves
bearing some onus for whatever pressures these sectors are now under.
Maintaining a close watching brief on the social outcomes of their new
policy measures is one way the complaints and charges of irresponsibility
by these groups can be managed.

Assignment of instruments

The choice of instruments to meet well-expressed objectivesis another
policy administration field which has received high profile academic
attention. Authors such as the well-known Canadian economist, Mundell,
have written extensively (mostly in a macroeconomic management
context) about the instrument-choice or so-called ‘assignment’ problem.

120 This now orthodox principle of policy administration is usualy attributed to the famous Dutch economist and joint-1969 Nobel
laureate, Jan Tinbergen.
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The key insight, perhaps, is that the assigning of instruments needs to be
undertaken in the light of a rigorous understanding of the system of
relationships which link the candidate variables. In macroeconomic
management, agreement on this can be elusive, but opinions are
converging.121

The task of matching instruments to problem-gambling targets would be
made more tractable if more were known about the nature of the problem
gambling phenomenon and where it fits into behaviour more generally.
Among other things, it might help if the answers to the following
guestions were known:

® Towhat extent will amelioration of the personal ill effects of
apparently excessive gambling create atendency in the victims to
raise their risk-taking behaviour beyond pre-amelioration levelsin a
‘compensatory’ way?

=  Are people who appear to gamble excessively likely to choose less
preferred and potentially more damaging outlets for risk-taking if
commercial gambling outlets are denied to them?

=  More specifically, are the risk-taking appetites of so-called problem
gamblers and their apparent taste for gambling in particular,
stimulated or depressed by rules which mean gambling (or certain
forms of it) can only be accessed by clandestine means?

The answersto al of these questions are relevant to the choice of
instruments to address at least two of the three possible problem gambling
objectives identified afew paragraphs above.

6.5.2 The imprecision of taxation and licensing as control
instruments

Even without knowing the answers to the questions posed in the previous
section, it is possible to be quite disparaging about the suitability of
current taxation and licensing provisions as means of combating any so-
called problem gambling which may exist. The principal reason is that, as
elusive as condition appears to be, even popularisers of the concept of
problem gambling seem prepared to concede that it is confined to a
very small minority of gamblersand an even smaller minority of the
Australian population asawhole. On this basis alone, blanket
taxation or blanket entry licensing are very blunt instruments.

The unsuitability of these instruments as control measures extends to their
possible usein a discriminatory way to different degrees for different

121 1he assignment problem can be looked upon as a special case of the ‘Theory of Second Best’ which highlights the enormous
informational challenges faced by policy makers if they try to meet policy objectives with instruments which seek to offset the
distortions caused by others. The superiority of precise assignment rests on avoiding such imbroglios.
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gambling types, or for different gambling venues. None of the evidence
about persona trauma associated with gambling convincingly indicates
that it is more or less attributable to particular types or venues. Earlier in
this Chapter, the absence of robust statistical evidence of any kind on this
matter was mentioned, and it appears that counterfactual anecdotal
evidence can readily be found to match the anecdotal evidence which lies
behind the claimed increased severity of the excesses observed with
EGMsin particular. Among other things, the need for any statistics on
such problemsto be corrected for ‘access' variables (eg the number of
such facilities available) will be obvious.

It isdifficult not to conclude that the problem gambling pretext for
the existing taxation of and entry controls on the gambling industry
isa sham. Our belief that revenue raising is the primary objective of
existing intervention is a theme developed in Chapters 8 and 9 below.

6.5.3 Current safety-net outlays by government agencies

The cost of public and certain other services for problem gamblers and
their familiesin NSW in 1996-97 was recently estimated to be $3.2
million.122 The figures underlying this estimate were from an earlier
study, undertaken in 1995. Some of the identified funds outlayed were for
‘research’. Given the shallowness of the data cited, the estimate seems
impressionistic.

We understand that the New South Wales Casino Benefit Fund has had
almost $28 million to spend over the last three years but there have been
insufficient problem gambling projects to absorb much more than half of
these funds.

A summary of the findings of research sponsored by the Victorian Casino
and Gaming Authority to 1996-97 was prepared for the Authority in
December 1997 by the consulting firm, Arthur Andersen.123 |n addition
to reporting general findings such as that negative community perceptions
of gaming “appear to have been exaggerated when compared with actual
social impacts’ (p.1), the Summary says, enigmatically, that according to
research over the period 1992-96:

“Some public and community services claim to have
experienced increased workloads. However, there were
areas where no increase in demand for community
services has occurred.” (p.4)

122

123

Dickerson, Mark, et al, 1998, A Repeat of the 1995 Sudy 2: An Examination of the Social Economic Effects of Gambling on
Individual, Families and the Community, Including Research on the Costs of Problem Gambling in New South Wales, A report by the
Australian Institute for Gambling Research for the (NSW) Casino Community Benefit Fund, June.

Arthur Andersen, 1997, Summary of Findings, 1996-97 Research Program, Report prepared for the VCGA, Champion Press,
Melbourne, December.
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Theimpression given isthat, despite some claimsto the contrary,
there has been little if any net increase in demand for community
support in Victoria since theincrease in gaming activity. As noted
earlier in this Chapter, the record shows that up until January 1997 the
Victorian Government has spent $33 million through its Community
Support Fund, on support for problem gamblers'?4 (the period over which
the outlay has been, or is to be distributed, has not been reported in this
source). (Total Community Support Fund payouts, for al purposes, over
the period 1992 to end August 1998, were more than 10 times as great,
some $361.8 million.125) The array of available servicesin Victoriais
impressive — for example, a 24-hour telephone counselling and referral
service was established with public funds and extended in 1995 to alow
7-days-a-week 24-hour operation with ateam of 45 counsellors. It was
said (in August 1997) that since December 1995 the service had averaged
over 1000 calls per month.126 Although the Australia-wide figures do not
seem to have been collated, it seems reasonable to guess that public
outlays on services for problem gamblers are running at well in excess of
$10m per annum across Australia.

Among the great many qualifications which should be added to any such
estimates are the following:

= Expenditures on services officially recorded as having a problem
gambling link may exaggerate the outlays that were truly of that
origin. Whether the clients serviced were genuinely problem
gamblers, or were merely people seeking assistance for whatever
reason does not appear to have been carefully considered in the
reports cited.

= Equaly, the value of public expenditures on services which have not
officially been linked to problem gambling but truly were so linked,
is not known. Given the notorious tendency of Australians to
understate in surveys their levels of gambling expenditure, one might
expect thisto be asignificant statistical aberration.

= Quite apart from the above two qualifications, given that available
figures appear to be outlays which to a significant (and per haps
predominant) degree are supplier-cost figureswith no necessary
final consumer-demand link, they cannot be interpreted as
indications of the extent of problem gambling.

124 Dbickerson et al, 1997, op. cit.; pp. 74-77.

125 The Victorian Gaming Machine Control (Community Support Fund) Act 1996 places an 8.33% levy on hotel-based EGMs for
remittance to the Community Support Fund. This is administered by the Department of Premier and Cabinet and is to be used
primarily for Research and Development which in turn is established and maintained by the Victorian Casino and Gaming Authority
(VGCA). The Fund yields more than $1/2 million per week.

126 Arthur Andersen, 1996, op. cit.; p. 76.
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6.5.4 Operators’ private incentives to manage the problem

Official figures on the public sector outlay on services to support problem
gamblers appear not to be credible measures either of the true outlays, or
of the true demand for such services, for anumber of reasons.

More importantly, they could not, even in the best of circumstances, be
said to provide a very useful picture of the activity undertaken to contain
gambling consumer problems because they do not cover the outlays
internally committed by gambling service providers themselves. Thereis
every reason to think that this isthe most carefully targeted and most
successfully preventive outlay on problem gambling. Indeed we would
venture that the private sector providers' commer cial incentivesalign
almost precisely with those of the interests of their customersand
offer the community the greatest safeguard against problem
gambling of all.

The general public is probably not very aware of the efforts which
gambling service providers voluntarily make to assist their clientsto
manage their outlays and avoid unwanted exposure to gambling forms
they find threatening. A useful summary of existing programsis
contained in Chapter 3 of the June 1998 Review and Evaluation report by
the Victorian Gambling industry.127

The most effective seem to be the self-exclusion schemes, which in
Victoria's case, so far only as regards casinos, is backed by legislation
(viasection 72(2A) of the Casino Control Act). These schemes alow
gamblersto elect to be denied access to specified gambling venues.128
Other measures include the provision of information on the addictive
nature of gambling, information on the available assistance for problem
gamblers and their families, and facilities for dispute resolution.

The effectiveness of self-exclusion programs was questioned by
Springvale Legal Service. Since August 1997, Springvale has itself
produced akit for people interested in self-exclusion, some three or four
hundred of which, it seems, are being implemented by Crown. At the
Productivity Commission 's Melbourne hearings, Springvale’'s
representative said that although the law provides for afine of up to
$2,000 if an exclusion order is breached, monitoring should be improved.

The Springval e representative also noted that the effectiveness of such
measures was influenced by how far a venue's duty of care extends. No
cases involving that duty in regard to gambling appear to have arisen yet.

127

128

A Working Group of the Victorian Gaming Machine Industry, Review and Evaluation Report on Victorian Gaming Machine Industry
Codes of Practice, Melbourne, June 1998, especially pp. 11-14 and Appendices A (Codes of Practice) and B (Independent Complaints
Resolution Process).

For details see submissions by the Springvale Legal Service and the Australian Hotels Association, op. cit.
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But if the courts (or legislation) wereto insist that venues' duty of careis
extensive, insurance companies might come to insist that their gambling
service provider clients become more pro-active.129,

The main gambling providersarealready very pro-active, asthe
examplesin Attachment 3 attest. Crown casino for example funds a
project known as the ‘ Crown Assistance Scheme' — a professionally-
staffed referral service to help people seeking assistance with gambling
problems. Equally, the lottery and EGM suppliers, Tattersall’s and
TABCORP have made major commitments to promote responsible
gaming asis also outlined in Attachment 3.

Another measure of how seriously theindustry takesitsrolein this
areaistheexistence of industry codes whereby protocols for
responsible gaming are laid down for industry participants. The
public commitment of businesses to such protocols and implicitly their
readiness to be tested against the standards they have signed, are
important commercial considerations and socia safeguards.

The Victorian Review mentioned above contains a copy of one multi-
faceted industry code relating to gaming machine advertising and other
matters. The code includes a commitment to support an independent
complaints service and the self-exclusion program.

Obligations to standardise the handling of management problems,
whether industry body or legislative in origin, can have both positive and
negative effects on aggregate economic welfare. They may have the
unforseen effect of diminishing the incentive of rival firmsto compete.
The code discussed above is not of that type. Client care remains a
frontier of intense competition amongst rival firmsin the gambling
industry and thisis a plus for consumers.

129 Productivity Commission Inquiry into Australia’' s Gambling Industries, Melbourne Transcripts, 23 November; p. 358.
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7.1

Crime and Gambling

This Chapter looks briefly at the alleged link between crime and
gambling. Some people seem to think that local disturbances, money
laundering by mobsters and race or game fixing are natural
accompaniments of gambling. In Australia, as el sewhere the fear of such
alink is sometimes cited as a reason for restricting the industry.

Asis explained, thereis no statistical evidence that gambling attracts
crime. Criminal involvement in gambling appearsto be a thing of the past
inthe USand in Australia (which in any case has a different history). The
legalisation of casinos and poker machines appears to have diminished
crime rather than encouraged it. Police reportsindicate that the districts
surrounding casinos, for example, have below-average crime rates. This
isin linewith a recent US survey which points to a number of cases
where both crime rates and actual numbers of crimes have fallen in
districts where gaming establishments have commenced.

The Chapter concludes that while it may not be wise to do away
altogether with prudential controls on gambling service providers or
supervision of draws and venues to ensure fair dealing, the community’s
best defence in the long run will be to promote further competition
amongst suppliers and avoid the types of entry controls or taxation levels
which push gambling activity underground.

An unfortunate link between crime and the official promotion of problem
gambling is noted at the end of the Chapter .

The issue

The idea that gambling attracts crime is one of the reasons given for why
gambling should be overseen by government. There appear to be two
main types of concerns. one that gambling facilities will result in
increased crime rates in the form of thefts and assaults in their
neighbourhoods, and the other that gambling venues, whether race tracks
or casinos, will be used, or perhaps controlled, by crime syndicates to
assist them with the ‘laundering’ of money and the fixing of races and
games. Both concerns, but the latter in particular, have been among the
reasons for the earlier bans, and more recently the extended licensing
procedures, for entrants into the service supplier side of the gambling
industry.
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Many people assume the basis for these concerns are self-evident. There
appears to be awidespread view amongst Australians that in the US
gambling has long been associated with crime. Often these impressions
are underscored by some awareness of the pre-1950s escapades of
Melbourne off-course tote operator Mr John Wren (popularised in Mr
Frank Hardy’ s famous novel Power Without Glory, the subsequent
defamation trial and arecent ABC TV series) and intense media interest
in the findings of various committees of inquiry into corruption over the
last few decades. In any case, there seems to be an enduring image of
corruption associated with the history betting and racing, and thisis one
of reasons for the controlsin place today.

Though the various gambling supervisory agencies may bein possession
of agreat deal of information, we are not aware of any formal studiesin
Australia of the issue. However, one recent survey from the US has come
to our notice and it bears reporting.

Contrary evidence from the US

The US report referred to above was published in December 1997. It
examined the professional literature and police records concerning the
alleged links between casino gambling and crime. Prepared for the
American Gaming Association, it concluded that

“...organised crime is no longer afactor in the modern,
regulated gaming entertainment industry.” 130

In particular, it observed

“...the combination of strong state regulatory action
and the involvement of public companiesin gaming in
the late 1970s drove out the last vestiges of direct
organised crime influence on the industry.” 131

The pertinence of these findings for the Australian gambling industry
isthat the commonly-supposed negative North American experience
is shown not to be an inevitable consequence of allowing commer cial
gambling houses to exist, nor to have been an experience which was
unresponsive to parallel preventive action by gover nments. In other
words, it is a contradiction of the assumption made by some critics that
crime and gambling are natural partners, and that bans on gambling ought
to be introduced for public safety reasons.

130 Margolis, J (Anthemia & Gray), 1997, Casinos and Crime: An Analysis of the Evidence, Report prepared for the American Gaming

131 Margolis, 1997, ibid.; p.3.

Association, December; p. 3.
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The report admits that it has almost become a tenet of American folklore
that figures such as Bugsy Siegel were involved in the 1920s in
questionable activities that led to Las Vegas becoming the capital of
gambling world wide.132 But the report answers this folklore with
counterfactual evidence of the modern experience in centres such as
Atlantic City and New Jersey which launched themselves from scratch
over the last 20 years. In those cities, and in al others known to have
witnessed a boom in gambling in recent times, the hard figures show that
there was tremendous local development with very little fanfare about
crime.

Among the information presented in the report was the following:

= there has been a general absence of peer-reviewed, professional
studies until the last 15 years of whether there is a causal relationship
between casinos and crime;

= both interms of calculations of crime rates and in reports by law
enforcement officials concerning gambling, there appear to have been
reductions rather than increases in population based rates of violent
burglaries, traffic offences, simple thefts and other crimesin cities
that have introduced casinos over the last few years,

= most of any of the absolute increases in numbers of city crimes
associated with the advent of casinos have been “ misdemeanours or
violations of aminor nature” 133;

= among police uniform crime reports (UCRS), “casino gambling is not
listed as a crime factor and, in fact, the 1990s nationwide
proliferation of land based and riverboat casino gambling goes
without mention in any of the UCR reports’;

= although recorded crimeincreased in several small towns in Colorado
and South Dakota following the introduction of gaming, the increase
is easily explained by the vast increases in the base population
(30,000 daily increase in population from a base of 100 in one case)
and most offences were quickly solved petty theft. Thereis some
prospect also that the increase in police numbers caused an increase
in recordings, a point attributed to Albanese, a criminology professor
who in 1985 published the first scholarly study testing the existence
of arelationship between casino gambling and crime;134

132

The authors note a study of examples of campaigns in the US in the 1970s and 1980s of opponents of gambling raising the crime

spectre (Margolis, 1997, op. cit.; p. 6).

133

134

Margolis, 1997, op. cit.; p. 18.

Albinese, J, 1985, The Effect of Casino Gambling on Crime, Federal Probation, (cited by Margolis, 1997, p. 36).
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= another of the often quoted cases of a crime/gambling link which do

not stand up to closer inspection is the coastal town of Gulfport,
Mississippi. A New York State Task Force, for example, cited
Gulfport as an extreme case, having experienced

“... substantial increases in felony indictments and

lower court filings since casinos began operating in

1992 ... the cases prosecuted include thefts, robberies,

stolen cars and drunk driving vehicular homicides at or

near casinos, as well as embezzlements and fraud

larcenies often involving casino employees.” 135

Yet asaMississippi Police Department spokesman pointed out

“... theimpact has been much like any large scale
development that throws hundreds of visitors and
millions of dollarsinto a previously bucolic
environment.” 136

It is now also known that much of the oft-quoted increase in Gulfport
crimein the first half year of gaming in 1993 can be attributed to the
annexation of 33 square miles of Orange Grove, Mississippi, which
added 22,000 people to the population base;137

* inanumber of centres where gambling centres have opened, absolute
crime rates are down, such asin the rustbelt centre of Joliet, Illinois
(where all key city officias attest that the crime has fallen since four
riverboat venues commenced in Joliet in the early 1990s).138 The
probable reason is the parallel impact of gambling venues on
economic prosperity, employment and night time pedestrian traffic;

= thehistorica reputation of organised crime involvement in Las Vegas
gambling may be warranted, 139 but al the evidence indicates that the
“combination of strong state regulatory action and the involvement of
public companies in gaming in the late 1970s drove out the last
vestiges of direct organised crime influence on the industry”; and

=  extreme opponents of the gambling industry such as Ryan of ‘Casino
Factor’ fame, can be readily refuted. Ryan, a New Orleans academic
who with two colleagues wrote a predictive equation for crimein any
city in the US which includes the casino floor area and other such

135

136

137

138

139

New York State Task Force on Casino Gambling, 1996, Report to the Governor, August; p. 217 (cited by Margolis, 1997, op. cit.;
p.19).

Markopoulos, W, 1994, Correspondence with Margolis, August (cited by Margolis, 1997, op. cit.; p. 40).
Margolis, 1997, op. cit.; p. 35.
Margolis, 1997, op. cit.; p. 37.

Cited for example, are Bugsy Siegel’s explaits in the late 1940s, the skimming and Teamster Union involvement uncovered by
wiretapsin the late 1970s (Margolis, 1997, op. cit.; p. 43).
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variables as supposed explanatory factors, has been avoca opponent
of gambling in the US. His equation structure is theoretically flawed
and its predictions, in any case, are contradicted by the actual 1980 to
1990 empirical data.140

Having reviewed alarge number of such claims, the study’s final
paragraph reads as follows:

“This study has found that the debate over the crime
issue has too often been marked by the use of anecdotal
research, statistical sleight-of-hand and statistical
distortions. Much of this has led to sweeping
conclusions about entire populations, industries and
cultural patterns. Such behaviour is not only
intellectually dishonest, it isirresponsible. The
American public, and most importantly, the nation’s
policy-makers deserve comprehensive, honest
information with which to make decisions about the
future. This study aims to contribute to a more reasoned
and honest review of the gaming-entertainment
industry.” 141

7.3 Australia’s experience

None of the above-cited findings about casinos and crime by Margolis
et al in North America areinconsistent with the experiencein
Australia, asfar aswe can tell. Certainly, no contrary findings are
presented in the submission to the Productivity Commission’s gambling
inquiry by the Australian Institute of Criminology (which describes itself,
reasonably enough, as “Austraia’ s premier criminal justice policy
research organisation”).142 The Commission may wish to pursue the
metter directly with the Institute, especially to verify our impression that
the legalisation of casinos has diminished the gambling-related crime rate
in Australia’ s cities.

Understandably perhaps, given the US experience, the Margolis study
focussed on allegations about a link between crime and casinos. The
allegations about crime/gambling links in Australia have historically
focused more on other gambling types. Certainly casinos have figured in
the Australian crime statistics over this century, but largely through the
operation of illegal casinos. In the public mind, illegal gambling and
crimina associations with gambling are probably more commonly held to

140 Gited by Margolis, 1997, op. cit.; pp. 43-44.

141 Margolis, 1997, op. cit.; p. 60.

142 australia Institute of Criminol ogy, 1998, Submission to the Productivity Commission Inquiry on Australia’s Gambling Industries.

ONISULTING



112

AUSTRALIA'S GAMBLING INDUSTRIES

occur in relation to the more traditional Australian pastimes of race
gambling and two-up.

The degree of government control of such activities currently observed
can be traced back to the periods immediately before and after World
War |1, when criminal involvement and the need to protect people from
dishonest tricksters were commonly advanced as reasons for why a strong
government presence was required.

The clamp down on off-course SP bookmakers and the emergence of
single state-run off-course totalisator businesses are two of the most
obvious control actions governments have taken. Less well appreciated
but equally potent have been the longer standing laws granting the
Principal Race Clubs (and their trotting and greyhound equivalents) the
sole rights to run race meetings where gambling is allowed.143 The
limitations on poker machine numbers and on the types of venues that
may have them has been another key control.

Looking back on this regulatory history from the vantage point of the
1990s, the promise that criminal activity would be contained through
greater government involvement in gambling now seems rather empty.
The public parts of the reports of recent crime inquiries and popular
accounts in the press and elsewhere of corruption (such as Mr Bob
Bottom’s account of Mr John Hattan's persistent efforts to uncover
officia racketsin NSW) indicate that a significant proportion of the worst
crimein recent years has been associated with the unlawful

administration and policing of gambling restrictions. Such an outcome
suggests that the crime-fighting improvements offered as reasons for the
restrictions in the first place were false or at least greatly exaggerated. We
would expect research to support to this view, and by implication to
support the inference that the 1990s trend towar ds legalising a greater
variety of gambling forms and opening the supply of gambling
servicesto greater competition has probably served to nullify the
crime/gambling link.

The Summary of Victorian Casino and Gaming Authority research
projects prepared by Arthur Andersen in December 1997 indicates that
thereis no hard evidence of any increase in crimein Victoriasince EGMs
wereintroduced in 1992. The Summary states that:

“In generd the introduction of EGMs appears to have
caused little increase in crime and there are no statistics
available on gambling related crime. Police have
reported that crime at gaming venues was not a problem
and that at some venues crime levels have fallen. This

143

In recent years proposal's to set up proprietary racing outside the aegis of the Principal Clubs framework have emerged, but none have



PRODUCTIVITY COMMISSION

7.4

113

isin contrast to other findings where it was stated that
problem gamblers who attended designated problem
gambling services reported that they had committed
illegal actsto finance their gambling.” 144

Likewise, we understand that police reports indicate that the advent of the
Star City casino has had no noticeable effects on crime ratesin the
Pyrmont district. We have aso heard reports suggesting the Crown
casino's car parks are among those least affected by crimein the
Melbourne metropolitan area.

A possible link to ‘problem' gambling

A particularly interesting possibility in relation to the subject of the
previous Chapter which the Institute of Criminology raisesin its
submission to the Inquiry concerns linkages between problem gambling
and crime. In the Institute's words:

“There may well be persons who, having committed a
crimina act and not suffering any disability may invoke
problem gambling as an excuse. Whilst some criminal
activity no doubt does arise from problem gambling, it
may be unwise to accept defences without some form

of verification.” 145

Two implications that it may be possible to draw from this observation
are that:

» the use of baseless excuses by culprits will soon become
commonplace if the popularisation and institutionalisation of the
notion of problem gambling as an illness continues; and

= sooner or later the courts are likely to have to come to grips with the
question of whether there is such an illness as problem gambling and
if so, the extent to which sufferers of it will be absolved of
responsibility for any damages they cause. Whether or not the courts
will recognise the perverse incentive effects of accepting the illness
or the diminished-responsibility argumentsis not clear.

We have been told that already in Melbourne accused thieves have been
offering problem gambling (or asit is termed locally, the ‘ Crown
defence’) as an excuse for their actions, athough to date the courts have
not accepted such claims as a reason for leniency.

144 Arthur Andersen, op. cit.; p. 4.

145 Augralialnstitute of Criminology, op. cit.; p. 1.
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In anticipation of continued claims of thistype and the other risks
noted in the previous Chapter , this Submission will urgethat steps
be taken to de-institutionalise problem gambling as a state issue.
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8.1

Taxes, Fees and Charges

Australia’ s gambling industry is highly taxed. The various tax regimes
are very complex, distortionary, and combined with the heavy regulations
in place, produce inefficient outcomes.

In each jurisdiction the rates of tax vary across, and even within,
gambling products. The rates of tax on other goods and services as well
as other forms of entertainment are generally much lower than those on
gambling. These characteristics are unlikely to be altered by the
proposed introduction of the goods and services tax unless one of the
main causes of the problem —federal fiscal imbalance —is squarely
addressed at the same time.

Gambling taxes can be assessed using traditional and widely accepted
economic criteria that have been applied to arguments for reforming the
taxation system. They are ‘economic efficiency’, ‘administrative
efficiency’ or simplicity, and ‘equity’. Gambling taxes do not hold up well
under these criteria.

The taxation treatment of gambling has distorted consumer spending
patterns as well as decisions affecting the provision of gambling services
in each state and territory. The end result is that consumers are being
discouraged from spending their income on services they value more
highly and providers of gambling services are being discouraged from
servicing their needs. In many cases individual service providersare
being discouraged from providing the combination of services that
consumers value most highly.

Reducing the rates of gambling taxation and simplifying the tax regimes
in the states and territories would reduce the losses that the community
suffers as a result of these distortions.

The introduction and expansion of Internet gambling provides a further
reason for reviewing gambling taxes. Increased competition for the
gambling dollar from Internet suppliers could be a factor that forces
Australian governments to reduce and simplify taxes on traditional
gambling forms.

Nature and extent of gambling taxation

Taxation isaform of regulation. Australia s gambling industry is highly
taxed relative to most other activities. Gambling taxes are distortionary
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and inefficient: more so when considered in the context of other non-
taxation forms of regulation. Taxation affects both investment and
consumption decisions. In the case of gambling, where it is sometimes
difficult for taxes to be passed on to consumersin the form of a‘price
change, suppliers of gambling services are forced to restrict the services
they offer to consumers. This, aswell as any price effects of regulation,
must diminish consumer choice and welfare.

Assessing the impact of gambling taxation is made more difficult by the
complex interaction between taxation and other forms of (heavy)
gambling regulation. For example, it is difficult to establish what level of
investment and consumer services might be resulting from a particular tax
regime because there are other regulations which specify the allowable
number of machines, floor layout, the mix between products and so on.
These issues are discussed in more detail below.

The gambling industry in Australiaistaxed at a state and territory
government level. This has resulted in different tax regimes operating
across states and territories. Tables 19 to 22 list the different taxation
structures each state imposes on different forms of gambling. They
highlight the significant differencesin the level and scope of taxes
imposed on the industry in and across states and for different forms of
gambling. They also illustrate the sizeable degree of taxation and the
complexity of the tax structures the industry faces.

8.1.1 Racing taxation

Table 19 shows that differences in taxation on racing within each state are
primarily between the rates imposed on the totalisator agency and
bookmakers. Generally, bookmakers, which offer fixed odds bets, are
subjected to a much lower tax rate than the totalisators. Small variations
aside, however, unlike other gambling activities, the rate of tax imposed
on racing is broadly similar across different jurisdictions.

8.1.2 EGM taxation

The taxation rates imposed on EGMs are shown in Table 20. EGMsare
taxed differently across states, but also, across locations within a
state. Generally, EGMs in hotels are faced with a higher tax rate than
those in clubs, as hotels with EGM s are required to contribute to some
kind of ‘community support fund'. It appears that the justification offered
for thisisthat as non-profit organisations, clubs will automatically put
their additional revenue back into facilities for the wider community. In
many, and perhaps most, cases we doubt this excuse would stand up.
Among other things, their exemption from income tax is already
supposed to account for this.
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The differential tax treatment of clubs and hotels existsin al states, either
through additional contributions to the community benefit fund levied on
hotels, and/or as higher tax rates. In Victoria, only hotels contribute to the
Community Support Fund (CSF), although in Queensland, Tasmaniaand
the ACT, clubs and hotels both contribute to a community fund, yet, in
NSW, Queendand, South Australiaand the ACT, EGMsin hotels are
taxed at a higher rate than EGMsin clubs. Moreover, hotels have to pay a
higher community support levy in Tasmania and the Northern Territory.

It isdifficult to comparethe amount total of taxation levied on EGMs
between the states. Often, tax rates are based on different levels of return
from the machines. For example, EGMsin clubsin Victoria pay tax of

33 Y/, per cent of the gross profit. Meanwhile, in NSW small clubs pay no
tax at al. The highest rate imposed on clubsis 47 per cent of gross profit
levied on EGMsin clubsin the Northern Territory.

A similar situation exists for hotels, although the tax rates are generally
higher. For example;

* inVictoria, thetax is 33 Y, per cent of gross profit for clubs and
41.67 per cent for hotels. The differenceis largely accounted for by
the extra payment drawn from hotels for the CSF;

* inNSW, thetax is based on a dliding scale from 15 to 40 per cent;
* in Queendand, therate is 50 per cent of the metered win;

» thetax levied on EGMsin South Australian clubs and pubs is based
on annual revenue and includes alump sum payment plus arate of
tax; and

* inthe Northern Territory, there isa Community Benefit Levy of 25
per cent of gross profit — the highest of al of the states— while
only Draw Card machinesin clubs attract a 3 per cent Community
Benefit Levy.

Also as noted, if designated as ‘ non-profit’ organisations, clubs pay no
income tax.

8.1.3 Casino taxation

Table 21 sets out the casino tax rates for each state. The disparity
between the tax rateslevied on casinos acrossthe statesisvery
marked.

Each casino in Australia, except for those in the Northern Territory, is
required to pay alicence fee. However while the casinos in Queensland,
Western Australia, South Australia and Tasmania pay aregular fee, Star
City paid aonce off lump sum and Crown pay a fixed amount over a
limited time period.

ONISULTING
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Star City and Crown are faced with adiding tax scale on table games that
ranges from 22 per cent to 47 per cent for Star City, and 22Y4 per cent and
42Y4 per cent for Crown. The tax rates on the other casinos appear to be
lower. For example, Burswood pays arate of 16 per cent of gross revenue
on all casino gaming (including EGMs). The casinos in Queensland are
levied differently from place to place. For example, the tax on regular
playersis 10 per cent of gross gaming revenue in the Townsville and
Cairns casinos, but it is 20 per cent for the Brishane and Gold Coast
casinos.

Some casinos have different table game tax rates for ‘regular’ players and
‘commission’ (sometimes known as ‘junket’ players), with lower rates
generaly for commission players. Presumably this is because this
segment of the market is highly competitive, both within Australia and
globally, and exclusive locational casino licences do not confer any
exclusivity in this market segment.

Tax rateson EGMsin casinos are generally in line with the rate levied on
machines in hotelsin that state, with some variations. However, EGMsin
the Northern Territory casinos are taxed at a much lower rate — of 17%
per cent of gross profit — than EGMs in clubs and hotels.

8.1.4 Lotteries and other gambling taxation

The various taxation regimes for lotteries and other forms of gambling are
shown in Table 22. I n both nominal and effective tax rate terms, it
appearsthat lotteriesarethe highest taxed gambling activitiesin
Australia. They are also the forms of gambling that give consumers a
relatively low chance of winning, although from a consumer’ s viewpoint
there may be some compensation for thisin the very high payouts that

can be achieved for avery small outlay.

Tasmania and the Northern Territory Tattersall’srun a‘state’ lottery
under alicence from the relevant government. However, the lottery is
conducted from Victoria and therefore, they are subject to Victorian
taxation arrangements. The Tasmanian and Northern Territory
governments then receive a share of the duty paid to the Victorian
Government for subscriptions made in Tasmania and the Northern
Territory. The ACT is another jurisdiction which does not have a home-
based lottery, but citizens are able to participate in NSW and Victorian
lotteries. Asisthe case in Tasmaniaand the Northern Territory, the ACT
government receives a share of the duty paid to NSW and Victorian
governments for subscriptions made in the ACT.

Sports betting taxes vary greatly between those levied on bookmakers
(relatively low) and on totalisator agencies (relatively high). The main
reason given (abeit strangely) for the difference is that bookmakers offer
fixed odds betting, as opposed to the pool bets of the totalisators. The
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revenue gained from most of the products offered by the totalisatorsis
subject to some kind of community or sport and recreation fund.

The tax rate imposed on Keno in different states appearsfairly disparate.
However, even though Keno is played in casinos, clubs and hotelsin
some states (such as Queensland and Tasmania), the tax rate does not
differ according to the venue in which it is played. Thisisin contrast to
the tax treatment of EGMs. In Queendland, the tax rates on Keno differ
between the casinos, as with taxes on table games.

CONSULTING
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Table 19: Racing taxation by state
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NSW

VIC

QLD

WA

SA

TAS

NT

ACT

ON-COURSE TOTALISATOR

Gross
deduction from
investments

Maximum of 16%
over the year

Maximum of 16%
over the year

Win/place, quinella,
forecast, 60/40,
stakes return — 15%

Doubles, trifecta,
trebles, trio — 18%

Win/place: Supertab
- 14.25%; non
Supertab - 15.6%

Favourite numbers —
25%

Others—20%.

Win/place - 14.25%
Quinella - 14.5%
Doubles - 16.5%
Others - 20%

Win/place combined
with Vic TAB - 15%

Quinella - 15%

Doubles, trifecta —
17%

Quadrella — 19%

All pools combined
with NSW TAB

Win/Place - 14.25%
Quinella - 15%;

Exacta, Doubles,
Trifecta — 17%;

Superfecta — 20%

Win/Place linked to
Super TAB - 14.25%

Trifecta - 17.00%
Other - 15.00%

Approximately 60%
to 70% of Win/Place
pools are Super TAB
pools (ACT, NT, Vic,
Tas, WA, SA).

Net % received
by government

28.2% of player loss
(minimum of 84%
returned to players
over the course of
one year)

28.2% of player loss
(minimum of 84%
returned to players)

Win/place, quinella,
forecast, 60/40,
stakes return—-3%;
Other pools-6%

Abolished 28/6/96

Sliding scale,
depending on the
amount of bets
placed. Range from
1% - 5.25%

Win/place:

$10001-$50000 -
2.1%; >$50000 -
4.2%

Quadrella - 6.5%
Others — 4.5%

50% of TAB profits

All pools - 5.75%

In addition clubs
receive 3.5% and
RDF 0.5%.

OFF-COURSE TOTALISATOR TAX

Gross
deduction from
investments

As for on-course
totalisators

As for on-course
totalisators

Win/place, quinella -
15%

Double, trifectas —
18%

First four, trebles —
20%

Others - 25%

As for on-course
totalisators

As for on-course
totalisators

As for on-course
totalisators, except
for win/place -
14.25%.

As for on-course
totalisators

As for on-course
totalisators

Net % received
by government

As for on-course
totalisators

As for on-course
totalisators

Win/place, quinella -
6%

Others — 7%

All pools - 5%

45% of TAB profits
on racing
investments.

Win/place — 4.2%,
others as for on-
course totalisators.

As for on-course
pools

As for on-course
pools

BOOKMAKER’S TURNOVER TAX - Net % received by government:

Racing

All courses — 1%

Metro — 2% of
turnover.

Country — 1.5% of
turnover

All courses — 1%

All courses — 1%

Metro: SA — 1.57%,
interstate — 2.17%

Country: SA - 1.4%,
interstate — 1.97%.

On-course: state
events — 1.15%,
interstate events —
0.3%.

All courses 1.55% for
bets within Aus.

Bets from overseas —
0.5%

All courses — 1.25%
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NSW VIC QLD WA SA TAS NT ACT

(Referred to Tattersall's is required to Federal Hotels Ltd has

in some pay annually for the exclusive rights to

states as duration of its licence conduct casino

"Gaming (ending April 2012) 30% operations and operate

Machine" of its net profit or $35m, EGMs. Tax is based on

tax.) whichever is higher. total gross profit of the

financial year.

Clubs: From 1.2.98: Levied on 33.33% of gross profit Based on metered win: No Tax based on annual net From 1.1.97: 47% of gross profit. 1% of first $8,000
annual profits derived (net cash balance). $0-$10,000: 10% gaming gambI!ng revenue in a <$30m: 25% Draw Car_d Machlqe gross monthly club
from EGMs: machines | financial year: Community Benefit gaming machine

10,001-$75,000: 27% 30m - <$35m: 30% of
0-$100,000: 0% 310,001 ’ $0-6399,000: 30%; ixcess $ POl | Levyof 3% of tumover. | revenue.
75,001-$150,000: 30%
$100,001-$200,000: 1% $75,001-% ’ $399,001-$945,000: $35m: 3596 of excess 22.50% of revenue from
$150,001-$300,000: 33% $119,700 + 35% of N : $8,000 to $25,000 and
$200,001-$1m: 20% . In addition. a 23.5% thereafter.
$300,001-$1.4m: 35% excess, L
>$1m: 26.25% ) community support
over $1.4m: 45% 25345}000 $310,800 + levy of 2% of gross
of excess. L
Includes Sports and ’ - profitis levied.
Recreation Levy, Charities In addition, a 0.5%
and Rehab. Levy and surcharge is imposed on
EGM Community Benefit each of the above
Levy. percentage tax rates.

Hotels: Levied on annual profits 41.67% of gross profit 50% of metered win No Tax based on annual net As for clubs 47% of gross profitand | 35% monthly gaming
derived from EGMs. (nﬁt ﬁaésgéagle_mci), oft . (Includes Sports and gam;]qg ?ambl!nlg revgnue ina In additon, a ECom;nzusrll/ty If3enef|t machine revenue.
$1-$25,000. 15% whic c SiZ 015 aflocate Recreation Levy, Charities | MacMNes | financiatyear. community support erY of 25% ot gross

_ t0a sk, and Rehabilitation Levy $0-$399,000: 35% levy of 4% of gross profit
$25,001-$400,000: 25% . ) L .
and Gaming Machine $399,001-$945,000: profit is levied. Draw Card Machine —
- 350 . X ) ) .
$400,001-$1m: 35% Community Benefit Levy). ) 6% of turnover (of
$139,650 + 43.5% of a0 i pa
>$1m: 40% excess WhIC.h‘ 3% is paid t(?
- charities and sporting
(Limits apply to number of >$945,000: $377,160 + clubs).
EGMs hotels can operate 50% of excess
on their premises) In addition, a 0.5%
surcharge is imposed on
each of the above tax
rates.

Reference Quarterly payments Weekly payments Monthly payments relating Monthly payments relating | Payments relate to Quarterly payments Monthly payments

Period: relating to the previous 3 relating to the transaction | to previous months to previous month's previous month's gross | relating to the previous | related to transactions
months’ transactions. of 2 weeks prior. turnover. activity. profit. 3 month’s transactions. | in the previous month.
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Table 21: Casino taxation by state
NSW VIC QLD WA SA TAS NT ACT

Licence fee: A once only non- Upfront payment of $125,000 per quarter $1.74 million p.a $5,000 per month $6,800 per month, Not imposed $540,000
refundable lump sum $200m, plus an additional | for each of the four (indexed to CPI). indexed to annual CPI
payment of $376m. tax of $57.6m in '95 and casinos. changes.

96. Crown agreed to pay
a further $100.8 million
beginning Jan 1996 over
3 years, as an additional
licence fee payment in
return for the Government
agreeing to increase the
number of tables, lower
rates of tax on
Commission players and
approval for expansions to
the development
proposals.

Tax Rate: Regular Players: 20% | Regular Players: 21.25% | Regular Players: 15% of gross revenue. | Table games at 10% Federal Hotels Ltd General casino tax of | Regular Players:
of gross revenue from of gross gaming revenue 20% of gross revenue of net gambling has exclusive rights to | 8% of gross profit 20% of gross revenue
table gaming and plus super tax of 1% for for Gold Coast and revenue, and gaming conduct casino derived from all Commission
22.5% of gross each $20m of gross Brisbane casinos and machines taxed at a operations and gaming other than Plavers: 10% of qross
revenue from slots plus | gaming revenue above 10% of gross revenue single rate of 43.5% operate EGMs in EGMs. yers: g

- ; ) ) ) revenue
super tax on table $500m (CPI adjusted from | for Townsville and (equivalent to hotel Tasmania. The tax is EGM tax from July 97
. . . y
revenue above 1994) up to a maximum of | Cairns casinos. EGM rate). based on Federal to Jun 99 at the rate of
$222.6m pa at 1% per | 20% on gross gaming Commission Hotels' total gross 17.5% on i
- 4 . gross profit.

each $5.565m to a revenue over $880m. The Players: 10% of gross profit earned in a
maximum of 45%. maximum total tax_ on gaming revenue for financial year.
Commission Players: 4mlarzg5|(r)1/al revenue Is Gold Coast and Poker machines:
10% of gross 4970 Brisbane casinos and <$30m — 25%j;
commission revenue Coommission Players: 8% for Cairns and $30m-$35m — 30% of

9% plus a super tax (extra | Townsville casinos. excess:

1% for every $20m) on '

gross gaming revenue >$35m — 35% of

above $160m (CPI excess.

adjusted from 1994). The Other gaming - 15%

max tax on marginal of gross revenue.

revenue is 21.25%.

Other state Community benefit levy | 1% of gross revenue 1% of gross revenue 1% of gross revenue

Charges: of 2% of gross non- (Community Benefit to Community Benefit | for upkeep of
commission gaming Levy). Fund. Burswood Park.
revenue.
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Table 22: Lottery and other gambling taxation by state
NSW VIC QLD WA SA TAS NT ACT
LOTTERY TAXES
(Unless 15% of subscriptions 35.55% on turnover 62% of gross revenue for | State Lottery, Lotto, Oz Lotto, Powerball and No state lotteries. Tas. No state lotteries. No state lotteries, participate
otherwise plus a fixed fee based | (revenue paid from declared lotteries. Lotto, Powerball and Super 66: Net operating Receives a share of Subscriptions to in NSW and Vic lotteries:
indicated, the on 14.7% of Consolidated Fund to 0 Instants: 16% of sales surplus (@ 33% of gross duty paid to the Vic. Gvt | Tattersall's .
L ) o % of f X . A X - ; ) :
balance of subscriptions in 1996- | Hospitals and Charities 55% of gross revenue for income to Hospitals, 2% sales) is paid to Hospitals | for Tas subscriptionsto | Consultations made in VIC: Tattslotto [Tatts
e ) Instant Scratch-its. ! ; . extra/Oz Lotto/ Powerball -

subscriptions, | 97 with the amount Fund and Mental to the arts, 2% to sport Fund. Tattersall's lotteries: NT payable by the Vic 32.5% of subscriptions;
after prizesis | thereafter indexed to Hospitals Fund.) 45% of gross revenue for | and 5% to charities. Government: ' '

transferred to
Consolidated
revenue)

CPI.

Ticket Levy: 10c per
card transaction (excl.
instant lotto, Tatts 2,
Super 66 and Soccer

Golden Casket lotteries.

Up to 2% in total to

Festival of Perth and Aus
commercial film industry
(@ 25% at minimum per

Instant Scratchies: Net
operating surplus (@ 19%
of gross sales) is paid to
Hospitals Fund.

Lotto - 100% of duty
received from Tas
subscriptions;

TattsKeno - 90%;

Lotto — 35% of sale;

instants — 75% of 35%
of sales (as well as

Super 66/Tatts 2/Instant:
24.375%.; Vic Keno: 29.95%

NSW: Lotto/Oz Lotto/Lotto
Strike/ Powerball - 31.7%;

Super 66). draw lotteries — 26.7%;

- 0,

Pools). product but closer to other - 75%. instant lotteries — 28.7%
30% overall.)

Soccer Pools: 15% of subscriptions 34% of turnover. 59% of gross revenue All surplus paid to 35% of net sales 34% of sales from Tas Subscriptions to 34% from both Victorian and

plus a fixed fee based,
indexed to CPI

hospitals (@ 30-35% of
turnover)

transferred to Dept of
Recreation and Sport

subscriptions.

Tattersall's payable by
the Vic gvt.

NSW collections.

OTHER GAMBLING TAXES

Sports betting

FootyTAB, Soccer
TAB, SportsTAB —
28.2% of player loss
(All of this to Sport
and Recreation Fund).

Sydney SportsTAB —
20% of gross win

Head-to-head — 2%

Off-course
bookmakers — 1%

Totalisator sports
betting — 28% of player
loss.

Fixed odds sports
betting — 20% of player
loss.

Bookmakers: 1%, with
athletic betting exempt.

FootyTAB investments
combined with NSW
pools. Gross commission
of 25% deducted on QLD
pools and paid as follows:

10% to QLD Govt; 14% to
QLD TAB and 1% to NSW
Sport and Recreation
Fund.

AFL and cricket TAB
betting gross commission
— 25%. Tax to gvt-5%.
75% of sport betting
receipts are dividends
and the Minister makes
the remainder (ie. net of
the sports betting tax and
after admin. expenses)
available for allocation
for Sport and Recreation.
Bookmakers — 1%, Prof.
foot racing — 2%

AFL & other sporting
events — 20%. TAB
admin. costs paid first,
then 0.5% to Capital Fund
and 0.5% to RIDA and the
balance divided between
the Rec and Sport Fund
(RSF) and the SA.
Football League, or to the
body conducting the event
and the RSF.

Bookmakers: 1.75%

Footypunt — 17%, of
which:

- 10% to TAB

- 4.5% to Govt.

- 2.5% to Controlling
Authority.

Bookmakers: Telephone
on-course — 0%, off-
course Aus & NZ -
0.3%

0.5% bets from
Australia and NZ.

0.25% bets from
overseas

1.25% of which 0.25%
distributed to clubs.

Keno:

Club Keno:

Taxed at 18% on
player loss of <$86.5
m; 24% on player loss
>$86.5m.

Club Keno:

33.33% of player loss
subject to a minimum
player return of 75%

Jupiters Keno —20% of
gross revenue + 50% tax
on profit.

Brisbane and Gold Coast
receive 25% commission
on Jupiters Keno & pay
21% tax, incl. 1% CBL.
Townsville & Cairns pay
11%, incl. 1% CBL

(operated by Lotteries
Commission).

Of total gross sales, 9%
commission to agent,
72.8% return in prize
money, 4.2% for operating
costs, remainder (@ 14%)
transferred to the Hospital
Fund.

Refer to TattsKeno
under Lotteries
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8.1.5 The relative importance of gambling tax revenue

Table 23 gives the amount of gambling revenue collected as a percentage
of the total amount of wagers and bets (sourced from the TGC) by state
and gambling activity. This table highlights the disparity of taxation
between different forms of gambling, and also of the same gambling
activity between locations.

Across all states, lotteries arethe most heavily taxed gambling
activity asa proportion of total wagersand bets. Meanwhile it appears
that EGMs and casino gaming are the least heavily taxed in terms of total
wagers and bets. However, care needs to be taken when assessing the
total wagers and bets with these gambling forms (see below).

There are some notable differences in the treatment of gambling activities
between states. As a proportion of total wagers and bets, thereisa
significant difference in taxation on lotteries in Western Australia, which
is 20 per cent, and South Australia, which is 40 per cent. Similarly, casino
taxesin South Australia are 7 per cent of the handle, while in Victoriaand
the Northern Territory the rate is much lower, at 2 per cent. Also of note
isthe low rate of taxation on gaming machines as a proportion of total
wagers and betsin the ACT and NSW compared to Queensland, Victoria
and South Australia. Overall it appears that gambling activitiesin South
Australia and Queendand gener ate the largest amount of revenue as
aproportion of total wagersand bets, whilethe Northern Territory
and ACT havethe lowest rates.

Table 23: Gambling taxation revenue as a percentage of total wagers and bets, 1996-97

NSW

Vic

Qld

SA

WA

Tas

NT

ACT

Aus Avg

Lotteries & lotto

29%

38%

31%

40%

20%

33%

29%

32%

31%

Gaming machines

2%

4%

5%

4%

2%

3%

Casino

4%

2%

3%

%

3%

3%

2%

5%

3%

Race betting

%

4%

6%

8%

4%

4%

3%

5%

6%

TOTAL

4%

4%

6%

6%

5%

4%

3%

3%

4%

Source: ABS 1998 Cat No 5506.0 and Tasmanian Gaming Commission 1997

Considerable care needsto be taken when interpreting the ‘total
wager sand bets measure used by the TGC asa basisfor comparing
gambling taxes. Asdiscussed in Box 1 in Chapter 3, the total wagers and
bets (referred to as turnover by the TGC) measure for casino table games
isflawed. Total wagers and bets for casino table gamesis taken to be the
casino ‘handl€’, that is the amount of money exchanged for playing chips.
But the amount wagered or bet must be significantly higher than the
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handle, as winnings are commonly used to fund further bets — something
handle does not include.

A parameter representing the volume of business which is more readily
comparable across gambling products is expenditure (consumer 10sses or
house win.

Another important issuein ng the relative importance or ‘ burden’

of tax between states and between gambling products is the treatment of
EGMs. In some states the level and proportion of tax revenue from EGMs
is shown as zero as the EGMs in those states are either al in acasino
(Burswood in WA for example) or are owned by casinos even though
they are located elsewhere (Tasmaniafor example). Also, tax revenue
from EGMs located in casinosis counted as casino revenue (combination
of table games and EGMs). The net effect isthat tax revenue from
EGMswill be understated by the official statistics. This appliesto both
total wagers and bets and expenditure measures of gambling activity.

Gambling taxation revenue as a proportion of expenditure is presented in
Table 24. These figures highlight the taxation burden on consumers of
gambling products as a proportion of their expenditure. Again,
consumers of lotteries face the highest taxation burden, while casino
taxation, asa proportion of expenditure, isthe lowest of all forms of
gambling activity. Of all of the gambling activities, lotteries have the
lowest chance of winning and the highest tax rates.

Table 24: Gambling taxation revenue as a percentage of expenditure, 1996-97

NSW Vic Qld SA WA Tas NT ACT Aus Avg
Lotteries & lotto 4% 95% 78% 98% 48% 100% 2% 75% 79%
Gaming machines 21% 43% 3% 3% - - - 22% 30%
Casino 24% 22% 19% 25% 16% 42% 22% 22% 21%
Race betting 49% 28% 33% 54% 25% 45% 28% 3% 39%
TOTAL 31% 42% 35% 43% 24% 41% 28% 29% 35%

Source: ABS 1998 Cat No 5506.0 and Tasmanian Gaming Commission 1997

8.1.6 Community benefit taxes

The legidlation covering gaming in most states incorporates provisions
allowing some of the revenues from gaming to be specifically directed to
community purposes. Community benefit leviesare simply an extra
tax on theindustry and consumers. The intention isto ensure that the
wider community benefits through the funding of works and programs of
‘lasting value'. The various levies are set out in Table 25.
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Table 25: Community benefit levies on gambling

AUSTRALIA'S GAMBLING INDUSTRIES

State Type of gaming Rate Type of benefit funded
NSW Casino gaming 2% of gross gaming revenue Community Benefit Levy
Sports TAB 28.2% of player loss Sport & Recreation Fund
VIC EGMs in hotels 8.33% of gross profit Community Support Fund
Casino gaming 1% of gross gaming revenue Community Benefit Levy
5 payments of $1m Tourism Victoria
QLD EGMs in clubs & hotels Varies, based on metered win | Sports & Recreation Levy, Charities and
Rehabilitation Levy and Gaming Machine
Community Benefit Levy
Casino gaming 1% of gross gaming revenue Community Benefit Fund
Footy TAB, (combined 1% of gross commission of NSW Sport & Recreation Fund
with NSW) 25% of Qld pool
WA Casino gaming 1% of gross gaming revenue For upkeep of Burswood Island
Soccer Pools 30-35% of turnover Hospitals Fund
Sports Betting 20-25% of net sales Allocated by the Minister for Sport and
Recreation
SA Soccer Pools 35% of net sales Allocated by the Department of Recreation
and Sport
Sports Betting 0.5% of net sales RIDA
15-18% of net sales Recreation and Sports Fund and the body
conducting the event
Keno 14% of subscriptions Hospitals Fund
TAS EGMs in clubs 2% of gross profit Community Support Levy
EGMs in hotels 4% of gross profit Community Support Levy
NT Draw Card machines 3% of turnover Community Benefit Levy
(clubs & hotels)
EGMs in hotels 25% of gross profit Community Benefit Levy
ACT Totalisators 4% (of the net % received by Clubs and Racing Development Fund
Government)
Sports betting 0.25% of 1.25% taxes Distributed to Clubs

Source: NSW Treasury

The money paid into the various community fundsis used for programs
for the benefit of sport, recreation or the arts and the promotion of
tourism, research and programs for problem gamblersincluding
prevention counselling, education, financial counselling and
rehabilitation.
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In Victoria, to 1996-97 atota of $300 million of projects had been
funded viathe CSF. These projects ranged in dollar value and location,
and included projectsin the areas of arts, sport and recreation, tourism,
community services, youth affairs and drug rehabilitation and education.

Community benefit taxes, like other gambling taxes, are distortionary. In
some cases contributions to community funds are dominated by one form
of gambling. For example, in NSW the casino pays a 2 per cent
community levy but clubs and hotels do not. In effect, consumers of
casino services are paying for support facilities and for research into, so-
called problem gambling on behalf of everybody else.

8.2 The level of gambling taxation

8.2.1 Total revenue

Revenue from taxes on gambling in 1997-98 from all state, territory
and local government budgets was $3.8 billion. This was up on $2
billion in 1991-92 and $3.3 billion in 1995-96. As Chart 20 shows, the
majority of the rise can be attributed to increased expenditure on the
‘new’ forms of gambling, such as casino gaming and EGMs.146

Chart 20: Incidence of gambling taxation revenue, all states and territories of Australia
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Source: ABS 1998 Cat No 5506.0

146 Again, care must be taken in comparing revenue across types of gambling, as EGMs in casinos are included in casino revenue figures.
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Table 26 shows the source of gambling revenue collected in 1997-98, by
state. The largest share of gambling revenue collected in NSW,
Victoria, Queensland, South Australia and the ACT wasfrom EGMs.

Table 26: Gambling taxation revenue, $ million, 1997-98

NSW Vic Qld SA WA Tas NT ACT AUS Total
Lotteries & lotto 290 286 166 77 79 19 11 11 939
Gaming machines 672 704 197 158 - - - 28 1,759
Casino 110 175 87 19 55 35 12 4 497
Race betting 265 127 92 58 36 9 8 5 600
Other 1 4 1 - - 6
TOTAL 1,338 1,296 543 313 171 65 31 48 3,805

Source: ABS1998 Cat No 5506.0

8.2.2 Gambling taxation by state

In NSW, gambling revenue has increased from $0.9 billion in 1992-93 to
$1Y, billion in 1997-98, as Chart 21 illustrates. Increased revenue from
EGMsisthe main reason behind the rise, while revenue from lotteries
and race betting have remained fairly constant. Revenue from EGMsis
expected to rise further in 1998-99 due to, among other things, the extra
revenue that will flow from permits for an additional 2,300 machinesin
NSW hotels.

Casino taxes, while still asmall proportion of total gambling taxes,
increased notably in 1997-98 to $110 million due to the full year impact
of the operation of the permanent casino.

Victorian government revenue from gambling has more than doubled
over the last 5 years, from $0.6 billion in 1992-93 to $1.3 billion in 1997-
98. Thisis primarily the result of the opening of the casino and the
introduction of EGMs.

While total gambling revenuein Victoria has been rising, revenue
collected from traditional forms of gambling (such as lotteries and racing)
has declined, indicating that the rise in gambling revenue has been the
result of new gambling activities.
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Chart 21: Gambling taxation revenues, NSW and Victoria
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The introduction of EGM licences outside the casinosin Queendand in
1992-93 boosted government revenues by $80 million in that year, and
has since been the main stimulus to gambling revenue growth. However
in South Australia, the boost to revenues from the introduction of EGMs
in 1995 was more significant, as Chart 22 illustrates.

A significant drop in revenues from Queensland lotteries, while revenues
from other sources remained constant, is the main reason for the fall in
total revenues collected from gambling industries in 1997-98. Meanwhile
an increase in the number of EGMsin South Australiaand arisein
revenues from racing boosted total gambling revenues in that state from
$274 million in 1996-97 to $313 million in 1997-98.

Chart 22: Gambling taxation revenues, Queensland and South Australia
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Source: ABS 1998 Cat No 5506.0
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Unlike the other states, the majority of gambling revenue collected by the
Western Australian government is from lotteries (Chart 23). In Tasmania
the recent growth in gambling revenues has been sourced from casino
gaming, and is now the largest source of gambling revenue, where
previoudly, lotteries had been the largest source of revenues.

Chart 23: Gambling taxation revenues, Western Australia and Tasmania
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As Chart 24 shows, since Tattersall’s began providing alottery in the
Northern Territory in 1994-95, gambling revenues have increased
significantly. Meanwhile, there has also been alargerise in revenues
from casino taxesin 1996-97 and 1997-98.

Chart 24: Gambling taxation revenues, the Northern Territory and ACT
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Gaming machines have traditionally been the largest source of gambling
taxation revenuein the ACT. Unlike other states with casinos, taxation
revenue from Casino Canberra has declined noticeably since 1994-95 and
indeed, the ACT isthe only state to have experienced a successive decline
in total taxation revenue from gambling activities over the last two years.

The impact of gambling on government budgets

Revenue from taxes on gambling accounted for 10 per cent of state,
territory and local gover nment revenues from total taxesin 1997-98.
This rose from 7.4 per cent in 1991-92 and 8.8 per cent in 1994-95. Table
27 shows gambling revenue for each state and territory. In 1997-98, the
Victorian government collected the largest amount of revenue from
gambling as a proportion of total state taxes, at 15.2 per cent. This has
increased in each of the last 3 years, most significantly in 1997-98.
Meanwhile, Western Australia collected the smallest amount of gambling
receipts as a proportion of total state taxes, at 5.7 per cent.

Gambling taxation revenue (in dollar terms) hasincreased in all
states except Queensland and the ACT. Despite the rise in gambling
revenue collected in Western Australia, the amount of gambling revenue
collected as a proportion of total taxes has actually declined from 6.4 per
cent in 1996-97 to 5.7 per cent in 1997-98.

Table 27: Taxation revenue from gambling activities compared to total state taxation revenue

NSW Vic Qld SA WA Tas NT ACT | AUS total

Gambling revenue, $m 1995-96 1,178 1,051 520 232 189 55 23 52 3,300

1996-97 1,209 1,157 547 274 170 62 28 49 3,497

1997-98 1,338 1,296 543 313 171 65 31 48 3,805
Gambling revenue asa | 1995-96 10.9% | 12.6% | 13.1% | 11.5% | 7.4% 8.8% 8.4% 10.1% 9.7%
per cent of total taxes

1996-97 10.2% | 13.0% | 12.8% | 13.0% | 6.4% 9.8% 9.4% 8.6% 9.5%

1997-98 104% | 152% | 12.5% | 13.8% | 57% 10.3% | 9.6% 8.3% 10.0%

Source: ABS1998 Cat No 5506.0

Chart 25 shows the broad categories of taxesimposed by the state,
territory and local governments as a proportion of total taxesin 1992-93
compared with 1997-98. This chart highlights that between 1992-93 and
1997-98 state, territory and local governments have increased their
reliance on taxes on financial and capital transactions and gambling, and
to alesser extent, taxes on motor vehicles.
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Chart 25: Sources of state, territory and local government taxation revenues

Other

Franchise taxes

M otor vehicle taxes

1992-93
M1997-98

Insurance

Gambling

Financial & capital transactions

Land taxes, rates etc

Payroll tax

T T T T T T 1
0% 5% 10% 15% 20% 25% 30%
% of total taxation revenue

Source: ABS1998 Cat No 5506.0

8.4 General assessment of gambling taxation

8.4.1 The general picture

Section 8.1 illustrated the vast range of different taxesimposed on
Australia’ s gambling industry. The complexity of the gambling tax
system and the unequal taxation of different forms of gambling were
highlighted. In addition, it was argued that the differencesin the taxes
imposed on gambling activities appear unjustifiable. The high rates of
taxation are also a concern, especially when compared to other forms of
entertainment activities. Section 8.2 highlighted the level of gambling
taxation in general and between types of gambling. The extent of
government reliance on gambling taxes was illustrated in Section 8.3.
Using the information presented in those three sections, this section
provides an analysis of gambling taxation issues and points to areas that
require attention by policy makers.

That gambling taxes are high and complex can hardly be a point of
disagreement in the Australian debate. The key issues are, however,
whether taxes aretoo high and the significant diver gence between
rates between jurisdictions and within jurisdictionsfor different
types of gambling should betolerated. Various reasons have been put
forward for the high and complex tax regimes currently in place. Reasons
given include:

» toaddress unpriced spillovers, such as problem gambling and crime;
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= toextract economic rents (or super profits) arising from the
monopolies associated with exclusivity provisionsin licensing
arrangements; and

» totake advantage of gambling being an easy target for taxation, like
petrol, alcohol and cigarettes.

Analysis presented earlier in this report shows that the negative
externality case associated with problem gambling or crime cannot
support the high rates of tax in place. Moreover, whether there might be a
case for such high taxes to extract economic rentsis not as clear cut as it
might first appear: a thoughtful analysis of the interaction between the tax
regime and licence fee arrangements needs to be undertaken. In some
market segments, for example casino commission play, the market is
highly competitive and thiswill ensure that economic rents are practically
non-existent. In other markets, the question should be asked as to what
extent licence fee arrangements aready deal with economic rents.

Whether gambling presents an opportunistic tax base for the statesis a
question best addressed in the context of the overall taxation systemin
each jurisdiction. Australia has just been through (another) intensive
debate about the nature of taxation, the conclusion being that complex tax
arrangements and high rates of tax for some products and services and not
for othersis distortionary, inefficient and costly to business and
consumers. A simpler tax system with aflat rate of tax on all goods and
servicesin each jurisdiction playing some rolein revenue raising is seen
asthe desired (and most appropriate) outcome. Proponents of the
currently high and complex tax arrangementsfor the gambling
industry ought to be asked to demonstrate why gambling should be
treated differently to other activities.

8.4.2 Assessment criteria

The traditional and widely accepted economic criteriafor evaluating tax
regimes are economic efficiency, administrative efficiency and simplicity,
and equity.

These principles are further discussed below in relation to the gambling
taxation system. Given the complexity, inefficiencies and inequity of the
gambling taxes there is a strong argument for reform.

Economic efficiency

Virtually all taxes distort economic decisions by reducing, for example,
the consumption of a particular good compared to others, or the
incentives to work relative to taking leisure. A tax on agood or service,
such as on gambling activities, drives a wedge between what people are
willing to pay for a product and what producers are willing to supply it at.



134

AUSTRALIA'S GAMBLING INDUSTRIES

This wedge has two effects. Firt, it will result in transfers between
taxpayers and governments — the revenue burden on taxpayers. Second,
it creates an excess burden (also known as the ‘ deadweight loss') —
caused by the distortion of the behaviour of both consumers and
producers. It is this latter type of loss that is of most concern since it
means consumer welfare is lower than otherwise and producers are not
doing the things that they are best at doing. These deadweight losses
mean that the impact of taxation israrely activity-neutral. The aim of
taxation should betoraisetherequired revenue with the least overall
excess burden or deadweight loss. That is, in efficiency termsthe aim
ought to be to minimise changes in resource allocation.

The tax system should interfere with private decisions as little as possible
and not favour or discriminate against particular activities. A possible
exception is when activities have ‘external’ effects. In that case,
corrective taxes (or subsidies) may form part of the attempt to overcome
the economic distortion involved.

Level of the taxes

The taxes levied on gambling are amongst the highest of al goods and
services, although not as high on average as those for other ‘sin’
activities. Estimates of the effective consumption tax on different goods
and services show that the rate ranges from about 1-2 per cent on
community services and food, around 30 per cent for gambling, 89 per
cent for beer, 130 per cent for petrol and 210 per cent for tobacco.147
These taxes do not reflect user costs or externalities accurately.
Moreover, even if it isaccepted that externalities of somekind are
generated by the gambling industry, it isvery doubtful that simple
minded output taxes would be the answer.

Not only are the gambling taxes much higher than those on goods and
servicesin general, but when compared to other forms of entertainment
and recreation, gambling is very over-taxed. Most entertainment services
are not currently taxed at all by any level of government. Of the goods
and services that are classified as ‘ entertainment and recreation’ by the
ABSinitsHES, only televisions and AV equipment are subject to the
wholesale sales tax. Those goods are currently taxed at arate of 32 per
cent. Theintroduction of a broadly based goods and services tax will not
significantly reduce the disparity in the tax treatment of gambling. Indeed
by lowering taxation of televisions and AV equipment it might even
dlightly aggravate it. This uneven pattern of taxation also distortsthe
choice of form of gambling and must involve efficiency losses.

147 see Abelson, Peter, ed, 1998, The Tax Reform Debate: The Econormics of the Options.



PRODUCTIVITY COMMISSION

135

The different rates between gambling products were highlighted in Table
23 and Table 24. The most notable difference is the relatively harsh
treatment of lotteries, which are faced with much higher taxes than other
forms of gambling. Race gambling also faces high tax burdens compared
to casino gaming and EGMs. Could this be why lotteries and racing have
experienced significant declinesin their share of turnover and expenditure
while the demand for casino gaming and EGMs has increased
significantly?

One argument that might warrant differential tax treatment of gambling
productsis that the elasticity of demand differs between them. 148 The
stagnation of lotteries and race gambling during the recent rapid risein
casino and EGM gambling points to intense competition between forms:
quite the opposite of what would be expected if their demand
characteristics were very different. Indeed it could be argued there is as
much difference in the elasticity of demand within products as there is
between gambling forms. Consider racing. There are people who are
regular consumers, placing bets on races every week (or more often in
some cases). Such consumers' demand is likely to be more inelastic than
those who visit the track or TAB only during the Spring Racing Carnival.
A similar observation could be made about segments of the demand for
casino gaming and EGMs.

Certainly we cannot accept that differencesin elasticities constitute a
satisfactory explanation for the significant differencein treatment
between markets of EGMs. Table 20 displayed the lower tax placed on
EGMsin clubs compared to EGMs in hotels. In some cases, the
difference is huge. For example, the rate on EGMs for clubsin NSW
ranges from zero to 26Y4 per cent, while the rate ranges from 15 per cent
to 40 per cent for EGMsin hotels. A similar situation existsin Victoria,
Queensland and South Australia.

The price elasticity of gambling in general is discussed in Chapter 5,
where it is concluded that the aggregate demand for gambling is slightly
priceinelastic. That isto say, arelaxation of gambling taxesin genera is
likely to increase the demand for gambling, but by less than the change in
tax rates. However, in the absence of definitive evidence on the
elasticity for different gambling products, there seemslittle
justification for differential tax treatment across gambling products.
It is no accident that an important outcome of the tax reform debate in
Australia has been that a uniform rate of tax on all goods and services

148

‘Elasticity of demand’ is a measure of the responsiveness of demand to a change in the price of a good or service. Goods and services

may face different degrees of elasticity, ranging from inelastic (ie; demand does not vary with changes in the price of the good or
service) to elastic (demand changes in line with the change in the price of the good or service, that is, a 10 per cent increase in pricesis
followed by a corresponding 10 per cent decrease in demand). See Section 5.2 for a discussion of the elasticity of demand for

gambling.



136

AUSTRALIA'S GAMBLING INDUSTRIES

within ajurisdiction is preferable to a host of different rates where the
demand and supply characteristics are imperfectly known. The risk of
getting the tax rate wrong is high and different rates of tax encourage
wasteful lobbying by those seeking the same treatment for themselves (or
maintaining favourable rates).

Administrative efficiency and simplicity

Collecting taxes uses resources that could have been used more
efficiently elsewhere in the economy. The aim should be to raise agiven
amount of revenue with the least collection and compliance costs.
Collection and compliance costs are closely related to simplicity and the
number of collection points. With simple taxes, it is easier and cheaper
for taxpayers to pay the correct amount of tax owing and for the
Government to collect the revenue owed.

Collection and consumption costs are also related to the severity of taxes
— the higher atax rate, the more energy taxpayers are likely to devote to
avoiding it or lobbying to have the taxes lowered or removed, and it is
likely to be more difficult to collect taxes. Similarly, those enjoying a tax
advantage will have a strong incentive to expend valuable resourcesin
lobbying to maintain the status quo. While new taxes will often have high
set up costs, these need to be recognised as just that and considered
against any net savings in ongoing costs.

The structure of gambling taxes is complex. It is rare that a single rate of
tax applies to a particular form of gambling, and in some cases, gambling
providers must pay alump sum plus arate of tax. For example, the tax
rates levied on EGMs (in all states except Victoria) differ according to the
amount of revenue of the establishment. EGMs in South Australiaand
lotteries in NSW face alump sum payment as well as atax. Dueto this
complexity, compliance and collection costs associated with gambling
taxesarelikely to befairly substantial.

Equity or fairness

Tax economists usually approach the equity issue from the perspective of
horizontal equity (equal treatment of equals) and vertical equity
(progression rather than regression in the tax burden across similar
products). Taxation affects the distribution of income in the community.
In that context, the impact of public expenditures intended to modify the
distribution of income should be considered. It isthe end result of taxes
and expenditure combined that is important.

This broad consideration of equity is more often applied to general
changes to taxation systems than to a particular activity. But it can be
applied at a more micro level to gambling taxesin relation to those on
other products (vertical equity) and to the taxes on different gambling
activities (horizontal equity).
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In terms of vertical equity, it can be argued that consumer s of gambling
productsaretreated unfairly relative to those of other forms of
entertainment, mainly dueto the high rates of gambling taxes, as
discussed previoudly.

The structure of gambling taxation also resultsin horizontal ineguity,
both between different forms of gambling and for the same product
in different markets. Thisis highlighted by the information presented in
Section 8.1.5. For example,

= Thedifferential treatment of EGMsin clubs and hotels. Thereislittle,
if any, justification for treating consumers of EGMs in clubs more
favourably than those who use EGMsiin hotels.

» Therange of casino taxes between and within states for the same
products. The most obvious difference is the single rate imposed on
casinos in Western Australia and South Australia, while the other
casinos have lower tax rates on revenue from commission players. In
Queensland, the Cairns and Townsville casinos face a lower rate than
the Brisbane and Gold Coast casinos. There appears to be no good
reasons why casino tax rates are not more even.

= The high rate of tax on lotteries compared with most other forms of
gambling. The higher taxation burden lotteries face compared to
other forms of gambling raises equity concerns.

There are a so equity (and efficiency) considerations concerning the
community benefit funds. Consumers of some types of gambling bear a
significantly higher burden in this regard than others.

In addition, consumer sin some ar eas pay more gambling taxesthan
otherson average, yet receive proportionally lessfrom the CSF. A
number of local councilsin Victorial4® have expressed concern that some
suburbsin Melbourne which have relatively high numbers of EGMs per
head of population are not seeing the benefit of the taxes and levies they
contribute to state coffers.

Figures presented by both of these councils show that the three areas with
the highest recorded percentage of low income earners!>0 and
unemployment rates — Maribyrnong, Greater Dandenong and Darebin —
have the highest number of EGMs per resident in metropolitan
Melbourne (Table 28). The concern is that the benefits from the taxes are
not re-directed into the local community in the same proportion as the
amount paid, especialy asthese are allegedly ‘poorer’ areas. In their
submission, the City of Greater Dandenong raised the concern that:

149 see submissionsto the Inquiry by the City of Greater Dandenong and Maribyrnong City Council.

150 | owincome’ earners are defined as someone who earns less than $300 per week
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“Due to the high density of gaming machines in Greater
Dandenong, the community is contributing a substantial
and disproportionately high level of taxes and charges
viagaming ... Greater Dandenong should receive an
appropriate level of benefit and return for these taxes
and charges.” 151

Table 28: EGM density, low income earners and unemployment in selected Cities of metropolitan Melbourne

City # of EGMs per adult % low income Unemployment rate
population (29/9/98) earners %
Maribyrnong 17.3 55.7 15.9
Greater Dandenong 12.3 52.1 12.7
Darebin 10.7 53.0 12.2
Stonnington 5.7 36.2 45
Nilumbik 4.0 38.7 33
Boroondara 23 39.3 58

Source: Maribyrnong City Council Submission to the Inquiry into Australia’s Gambling Industry

The Councils say thisis an argument to reform the system in away that
sees more benefits flow to the communities from which they originated,
thereby reducing the disproportionate burden on low income areas. Aswe
explained earlier (in Box 4 in Chapter 5), tracking incomes and taxes
suburb by suburb is acomplex statistical task and there are a number of
other factors, such as net asset positions, age, and movementsin and out
by people over time, which need to be looked at to gain an accurate
picture of the circumstancesthat a suburb isreally in. However, the
prospect that relatively disadvantaged people ar e contributing
proportionately moreto taxesthan they seein return certainly adds
weight to the call for gambling tax reform.

8.4.3 Vertical fiscal imbalance

One of thegreat ironiesin the debate about taxation of gamblingin
Australiaisthat the ‘over reliance’ of state governments on gambling
tax revenue has become an argument put forward by some people not
for lowering thetax rates, but for imposing further constraints on the
industry.

Opponents of gambling often argue that state governments are too reliant
on gambling taxes and thisis ‘bad’ asit encourages governments to

151 ¢ ty of Greater Dandenong, 1998, Submission to the Productivity Commission’s Inquiry into Australia’s Gambling Industry, p. 7.
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promote gambling rather than restrict it. It is almost as if the burden that
existing taxes place on the gambling industry’ s expansion has escaped
their notice.

Asdiscussed earlier, in Australia gambling taxes represent only about 9
per cent of state and territory revenue on average and this places
gambling as the fifth largest source of state and territory revenue (Chart
25). If thisreliancerepresentsa problem then it is not with gambling
taxes per se but with thelimited and (in recent years) shrinking tax
base available to the statesand territories.

The states and territories are responsible for the majority of public
spending but account for a considerably smaller proportion of the tax take
than the Commonwealth. Thisis known as ‘vertical fiscal imbalance’.
The problem is severe in Australia as the tax instruments available are
mostly in the hands of the Commonwealth. Among other things, vertical
fiscal imbalance weakens the lines of responsibility between taxing and
spending, because it presents different levels of government with greater
opportunity to pass the buck for poor tax or spending policies back and
forth to each other. Both in the sensethat it isovertaxed and in the
sensethat political responsibility for the taxation of it isnot properly
sheeted home, gamblingisa ‘casualty’ of vertical fiscal imbalance.

The Commonwealth’'s proposal to reform the taxation system has the
potential to ameliorate the negative effects of vertical fiscal imbalance,
including very high tax rates for some products such as gambling, by
giving the states and territories access to alarge and more certain tax
base. Thisisto be achieved by giving al the GST revenue to the states
and territories. Earmarking GST revenue in this way would make the
states and territories less reliant on gambling and other taxes, and put
them in a better position to reduce gambling taxes. They will be facing
mounting pressures from another direction also, asindicated below.

8.4.4 Internet gambling and taxation

Asdiscussed in Chapter 10, Internet gambling is aready afact of lifein
many countries. Australian consumers can access Internet gambling sites
in anumber of countries and can enjoy sports betting by Internet via at
least one Australian provider.152 Some states and territories have already
enacted legidation allowing Australian providers to establish Internet
gambling facilities and others are actively considering it. The advent and
expansion of Internet gambling has implications for gambling taxation.

152 TAB Limited (NSW) has offered Internet betting on racing for some 12 months.
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As current gambling taxes are intended to extract large economic rents
arising from exclusive licensing arrangements, it islikely that if they are
not to kill off their domestic gambling industries, states will need to

lower existing gambling taxes as competition from the I nternet
emer ges.

CONSULTING
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Regulation of Gambling

Aswell as being heavily taxed, the gambling industry is highly regulated
and because they are intertwined, both forms of intervention should really
be considered together. Regulations exist in the form of licensing of
operators; limits on type, size, number and distribution of outlets;
controls on payouts; controls on the kind of gambling activity and

number of EGMs and gaming tables; and restrictions on advertising. Also
there are staffing regulations and stringent day-to-day supervision of
suppliers' contracts. Many of these measures are linked to a taxation

pur pose.

The main pretext for the current stringent regulation of the gambling
industry isto limit the social impacts associated with gambling, notably
problem gambling and crime. As noted, there are doubts about the
gravity of these problems, indicating that the current regulatory structure
isfar in excess of what would be efficient, or fair.

The case for reformis overwhelming. The current regulations limit the
benefits to consumers per dollar spent on gambling. In addition, the
regulations constrain individual operators and discourage operators
from offering the product mix that consumers value most highly.
Productivity is compromised.

In many jurisdictions, the regulatory treatment of gambling is less
restrictive for clubs with gambling facilities than for hotels and casinos.
This gives clubs an unfair advantage and distorts competition, thereby
reducing economic welfare. The freedom of many clubs from income tax
isanother privilege that is distortionary and ought to be reformed.

The highest reform priority is for governments to begin applying the same
policy paradigm to gambling regulation as they apply to other industries.
Federal fiscal imbalance, the mismatch of taxation and spending
responsibilities, is the main reason for the over-taxation of gambling and
indirectly, for its over-regulation too. That problem should be tackled at
source by devolving taxation powers. The states and territories should
accept responsibility for deregulation, but will need to ensure that the
contractual arrangements they have entered into with existing providers
are not repudiated. Emerging competition from unregulated I nternet
gambling increases the urgency of getting on with deregulation of the
domestic industry.
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9.1 General picture

9.1.1 The complex regulatory web

Regulation of gambling in Australia, like taxation, isan accretion
resulting from historical attitudes and events (especially periodsin
which gambling wasillegal) that bear norelation either to current
reality or to an overall and properly considered policy framework.
Moreover, as the National Competition Council said recently:

“Traditionally, gambling has been far more heavily
regulated than most other industries, and free
competition has not been an objective of governments’
policies. The approach of governments has reflected
their views that there is significant community concern
about the potential economic and social costs associated
with a more competitive gambling market.” 153

In addition to the many and complex gambling-specific regulationsin
forcein the states and territories, there are other regulations which impact
importantly on gambling providers and their customers. For example, the
Financial Transactions Reports Act 1988 (FTR Act) and the associated
work of the Australian Transaction Reports and Analysis Centre
(AUSTRAC) are part of the Commonwealth Government’s armoury for
dealing with money laundering, organised crime and serious tax evasion.
Therole of AUSTRAC isoutlined in Box 9.

In the context of gambling, AUSTRAC focuses on casinos, TABs and
bookmakers — that is, activities where large sums of money change
hands. Proceduresin place to comply with the FTR Act and AUSTRAC
requirements mean that the chance of laundering money and other
fraudulent activity at gambling venues are virtually nil.

Despite this, some state governments are of the view that additional
‘crime prevention’ regulations are required. Thisis especialy the casein
relation to the foreign commission (also known as ‘junket’ and
‘premium’) player market in casinos. L ayers of additional regulation
which seem intended to do much the same thing as AUSTRAC arein
placein all jurisdictions.

153 National Competition Council, 1998, Annual Report 1997-98, August; p. 123.
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Box 9: Australian Transaction Reports and Analysis Centre (AUSTRAC)

The Australian Transaction Reports and Analysis Centre (AUSTRAC) was established under section 35 of the Financial Transaction
Reports Act 1988 (FTR Act). It was set up as part of the Commonwealth's response to money laundering, organised crime and serious
tax evasion. The FTR Act focuses on industry groups that, by the nature of their business, deal in large amounts of cash. Included in
this category are banks, building societies, credit unions, insurance companies, securities dealers, futures brokers and bureaux de
change. Also included are casinos, totaliser boards and bookmakers. Under the provisions of the FTR Act, these entities are classed as
cash dealers.

A report must be completed by a cash dealer where the cash dealer is a party to a transaction and the cash dealer has reasonable

grounds to suspect that information that the cash dealer has concerning the transaction may be:

=  Relevant to investigation of an evasion, or attempted evasion, of a taxation law;

=  Relevant to investigation of, or prosecution of a person for, an offence against a law of the Commonwealth or of a state or
territory;

= Of assistance in the enforcement of the Proceeds of Crime Act 1987 or the regulations made under that Act; or

=  Relevant to investigation of, or prosecution of a person for, an offence against the Corporations Act 1989.

AUSTRAC has established a Compliance Audit Program to review cash dealer compliance with the reporting requirements of the FTR
Act. Reports received from cash dealers are combined into a pool of financial transaction report information which is placed on the
AUSTRAC database and made available to AUSTRAC's partner agencies:

= Australian Customs Service;

=  Australian Bureau of Criminal Investigation;

= Australian Federal Police;

= Australian Security and Investments Commission;

= Australian Taxation Office;

= Criminal Justice Commission of Queensland;

= Independent Commission Against Corruption (NSW);

=  National Crime Authority;

= NSW Crime Commission;

= Police Integrity Commission (NSW);

=  state and territory Police Forces of Australia (7); and

=  state and territory revenue authorities (8).

Source: AUSTRAC, Submission to the Productivity Commission’s Inquiry into Australia’s
Gambling Industries, 1998, and AUSTRAC Guideline No.5: Suspect Transaction Reporting —
Casinos, September 1997.

Besides AUSTRAC, parts of the police forces and social security
administrations at both state/territory and Commonwealth level are
routinely involved with gambling issues. Reference will be made to
severa of these non-gambling-specific regulatory agencies in subsequent
sections of this Chapter .

9.1.2 Policy ‘gridlock’

Theregulation of gamblingin Australiaisprimarily a state and
territory responsibility and thereisno good reason why this should
not remain the case. However, it must be said that in recent years the
various state and territory jurisdictions have found it difficult to undertake
very searching reviews of their gambling laws. Asthe NCC has observed,
by and large the recent reviews of gambling in the states and territories
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have supported the licence arrangements, the taxation revenue objectives
and the administrative structures now found in the gambling industry.154
Signalling that it considers the reviews have been less complete than they
should have been, the Council has supported the review of these complex
matters through a different process, and named the Productivity
Commission’s current inquiry as a suitable mechanism. 195

Besides the Council, we would guess that the gambling industry and its
many clients are hoping that the Productivity Commission inquiry will
succeed where previous inquiries have failed. A broad, economy-wide
approach is needed to address the policy gridlock which appears to
characterise thisindustry in al jurisdictions.

Throughout Australia, the two main pretextsfor regulation of the
gambling industry are fears of adver se criminal and social side-
effects. These are exagger ated. There may be some criminals who
gamble but there is no evidence that they are more prevaent in this area
than any other. Likewise individuals can, and in some cases do, become
addicted to gambling, but compulsivenessis observed in many legal
activities and israrely regarded as a public policy problem. These two
issues are discussed in Chapters 6 and 7 and the general conclusion
reached isthat both of those alleged reasons for regulating gambling have
been overplayed.

Taxation revenueisathird reason, and really the main reason, for
the heavy regulation of gambling. Asindicated in Chapter 7, the burden
which taxation and associated entry controls place on consumers, and the
net economic costs of the resulting distortion of activities and lost
production, are high prices to pay. As we have aready stated and will
repeat again, our view is that the gambling industry has become avictim
of the narrow taxation bases available to state and territory government s.
Even in the context of the wider taxation debate in recent years, the
industry has found it difficult to have the issues surrounding its heavy
taxation treated on their merits. Governments appear to have been content
to apply a different kind of policy paradigm to gambling than to other
activitiesand in a policy sense thisis probably the main regulatory
problem that needs to be addressed.

9.1.3 General diaghosis

Asindicated in the first Chapter of this Submission, we believe the most
appropriate approach to the analysis of regulation of the gambling

154 National Competition Council, 1998, op. cit.; p. 124.

155 National Competition Council, 1998, op. cit.; p. 125.
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industry isto consider it within the well-established and widely accepted
economic policy framework for analysing industries and consumption
activities. This approach, already outlined, sees industries competing on
broadly equal terms, with consumers free to choose which products they
will consume, in what quantities and when. Asindicated in Chapter 6,
arguments for paternaistic intervention, beyond the support measures
made availabl e through the standard socia security system, are not
convincing.

Intervention by governments distorts market behaviour (by both
consumers and investors) to some extent, and nearly always imposes an
economic cost on the community. The only exceptions to this are where
the intervention has the effect of correcting for a market failure, or for a
market imperfection caused by some other (immovable) measure. But it
isclear that theregulationsimposed on thisindustry are out of all
proportion with what might berequired for corrective purposes.

This conclusion is reinforced by the fact that regulations always have
their own costs. First, there are the costs of running the various regulatory
agencies. In the gambling industry, this amounts to tens of millions of
dollars each year and hundreds of government staff. Second, thereis the
cost to the regulated industries or individuals of complying with
regulations (compliance costs). These can be considerable depending on
the complexity of the regulations, the degree of restrictiveness, the
manner in which compliance is enforced and monitored, and the number
of regulations. Compliance with regulations can occupy management
resources which would be better employed on more genuine commercia
meatters. Given the extent of regulation of the gambling industry,
compliance costs are likely to be much higher than for most other
industries. Finally, and thisis a point often forgotten by proponents of
government action, interventions themselves can become distorted by
‘principal-agent’ problems and other forms of ‘ government failure'. The
imperfect trandation of policiesinto administration is afact of life.

None of these concernsis allayed by any distributional advantages of
gambling regulation. As explained, it scems likely that gambling
restrictions and taxation are both regressive and there may well be merit
in arguments made by a number of municipal governments that
geographically the burden falls inequitably on ‘ poorer’ suburbs.

Overall then, it isdifficult to escape the conclusion that the current
array of regulationsin Australia’sgambling industry requiresa
major overhaul.

The nature of the regulatory regimes

The gambling industry in each state is controlled by a number of different
Actsthat are mostly independent of activitiesin other states. In addition,
most gambling activities are governed by more than one Act. The
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principal legislation governing the gambling industry in each state is
outlined in Table 29.

9.2.1 Licencing of operators

Operators of gambling activities include casinos, clubs and hotels with
gaming facilities such as EGMs and Keno, totalisator agencies,
bookmakers and organi sations conducting lottery operations. The
conditions of the licences of the operators of gambling activities differ
notably not only by type of activity, but by state.

Casinos

Each state government , through its particular gaming authority, regulates
the casinosin its jurisdiction and sets the licence fees and rates of
taxation. Casino licences provide regional exclusivity (whether over an
entire state or region within a state) for a specified period. For example,
Star City in Sydney has paid a substantial licence fee that givesit the
right to be the only operational casino in NSW until 2006. Crown has a
40 year licence, providing it with the exclusive right to operate acasino in
Victoriafor six years from November 1993 and for a further six years
within a 150 kilometre radius of the Southbank Complex. Burswood
Casino has an exclusive licence to operate in WA until 2001. Regional
exclusivity for some casinos has expired (for example Jupiters on the
Gold Coast) and for others the expiry dateis close.

The licence structure of casinos in different statesis set out in Table 30.
This table highlights the differencesin licence fees and conditions across
the states. While Crown casino and Star City have paid up-front licence
fees, interestingly hardly any of the licence fees are based on measures of
the volume of business such as gross gaming revenue.

Arguably, casinos are the most heavily regulated gambling providers
and face a bewildering array of controlson their operations. They
include the requirement that all suppliers of inputsto their business above
acertain dollar limit be government approved and that all employees
obtain police clearance and be registered. (In NSW, for example, the
relevant legislation requires aspiring employeesto fill in tens of pages of
formsto apply for approval.) In addition, there are a number of
regulations governing surveillance, including provision for on-site
attendance by officers of the law. (In Crown casino a squad of 30 police
detectives supplements Crown’s own extensive security force.)
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State Racing Gaming machines Casinos Lotteries & other General
gaming
NSW Racing Administration There is no specific Casino Control Act Lotteries and Art Unlawful Gambling Act,
Act, 1998 gaming machine 1992 Unions Act 1901 1998
) legislation in NSW. .
Totalisator Act 1997 Gaming machines are NSW Lotteries Innkeepers Act 1968
o requlated under the Corporatisation Act .
TAB Privatisation Act gulated u 1996 Registered Clubs Act
1997 Liquor Act 1982, the 1976
_ _ Registered Clubs Act Public Lotteries Act
Racmg Taxation 1976. (as amended by 1996
(Betting Tax) Act 1952 the Liquor and
! Registered Clubs
igto I1<g1£a7kers (Taxation) Legislation Amendment
(Community
Partnership) Act, 1998)
VIC Racing Act 1958 Gaming Machine Casino Control Act Club Keno Act 1993 Gaming and Betting Act
Control Act 1991 1991 . 1994
Stamps Act 1958 Tattersall Consultations
Trans-Tasman Line Casino (Management Act 1958 Lotteries, Gaming and
Gaming Act 1993 Agreement) Act 1993 Betting Act 1966
QLD Wagering Act 1998 Gaming Machine Act Casino Control Act Keno Act 1996 Interactive Gaming
) ) 1991 1982 ) (Player Protection Act
Racing and Betting Act Lotteries Act 1997 1998
1980 Breakwater Island
Casino Agreement Act
1982
Jupiters Casino
Agreement Act 1983
Brishane Casino
Agreement Act 1992
Cairns Casino
Agreement Act 1996
SA Racing Act 1976 Gaming Machines Act Casino Act 1983 Lottery & Gaming Act
1992 1936
WA Western Australian Turf | Gaming Commission Casino (Burswood Lotteries Commission Gaming and Betting Act

Club Act 1892

Western Australian
Trotting Association Act
1946

Betting Control Act
1954

Bookmakers Betting
Levy Act 1954-70

Totalisator Agency
Board Betting Act 1960

Western Australian
Greyhound Racing
Authority Act 1981

Racing Restriction Act
1917-27(2)

Totalisator Agency
Board Betting Tax Act
1960

Act 1987

Island) Agreement Act
1985

Casino Control Act
1984

Act 1990

1985

CONSULTING
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State Racing Gaming machines Casinos Lotteries & other General
gaming
TAS Racing Act 1983 Gaming Control Act Casino Company Racing & Gaming Act
1993 Control Act 1973 1983
Trans-Tasman Line
Gaming Act 1993
NT Racing and Betting Act | Gaming Machine Act Gaming Control Act
1998 1987 1998
Racing and Gaming
Authority Act 1995
ACT Racecourses Act 1935 | Gaming Machine Act Casino Control Act Lotteries Act 1964 Interactive Gambling

Betting (ACTTAB
Limited) Act 1964

Betting
(Corporatisation) Act
1996

Pool Betting Act 1964
Bookmakers Act 1985

1987 1988 Act 1998

Gaming and Betting Act
1968

Games, Wagers and
Betting Houses Act
1982

Source: Various State Government Gambling Control Authorities

Table 30: Licence structure of casinos 1997-98

State Details and licence fee

NSW A once only non refundable lump sum payment of $376m, plus a Casino Duty, which is paid weekly
to the Government, based on a percentage of the gross gaming revenue for the week.

VIC On being awarded the casino licence, Crown made a fixed payment of $200 million to the
Government in 1993-94 and further payments of $57.6 million in 24 monthly instalments. As a further
condition of its licence, Crown has been required to pay $100.8 million to the Government in 36
monthly instalments of $2.8 million each beginning in January 1996. In parallel, there is to be an
increase in the allowed number of tables and EGMs in the casino

QLD $125,000 per quarter for each of the four casinos.

SA $5,000 per month.

WA $1.74 million p.a. (indexed to CPI).

TAS $60,800 per month, indexed annually.

NT Not imposed.

ACT Up-front fee of $19m and ongoing annual payments of $540,000

Source: NSW Treasury

Clubs and hotels with gaming machines

EGM licences are restricted in a number of different ways across states
and territories.

Western Australia does not have any EGMs outside Burswood Casino.
The Tasmanian government has recently granted EGM licences to hotels
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and clubs. In NSW, there are over 1,500 registered clubs that have no
restrictions on the number of EGMs on their premises, while NSW hotels
have only recently been given approvalsto operate EGMs and limits
apply. A further 2,800 were granted to hoteliers in September 1998.

In NSW, the clubs and hotels own their EGMs and pay (different) feesto
the Government for the licence to operate them; the detail s were changed
in 1998 when the TAB was privatised. A similar situation existsin
Queendand. This differs from Victoria where hotels and clubs obtain a
share of the revenue from the machines placed in their premises by
TABCORP or Tattersall’s.

EGM licences are most stringent in Victoria. Controls on the operators
include:

» alimit isimposed on the numbers of EGM licences of 27,500 until
2000 (this includes EGMs in clubs, hotels and the casino). Thisisthe
only state that has such aformal provision for the number of EGM
licences granted;

= the number of EGMsin clubs and hotels must be split evenly
between the two owners, Tattersall’s and TABCORP, and both
operators are to have 50 per cent of their machinesin clubs and 50
per cent in hotels; and

» thereisaso an additional 80/20 rule for EGMs in metropolitan and
rural areas.

In 1995 the Victorian Government negotiated a licence fee payment
agreement with Tattersall’s. Every year for the duration of the licence,
Tattersall’sis required to pay the Government 30 per cent of its net profit,
or $35 million, whichever isthe greater. The $35 million isindexed to the
CPI from June 1996 to maintain its real value.

TABCORP s arrangements are different. It paid alump sum of $597m for
its licence fee and its gambling taxes averaged 35 per cent of revenue.

Other conditions apply aso. For example, in Victoriaas in most states, in
order to operate gaming machines, the club’s operator or hotel/tavern
licensee must first obtain a gaming machine licence. Also, asis usualy
the case elsewhere, employees of establishments with EGMs must be
licensed.

Bookmakers and totalisator agencies

TABs have exclusive, or nearly exclusive, off-cour se betting licences
in all states. Bookmakers must be licensed, and some can take off-course
wagers under certain conditions that differ between the states. Moreover,
the regulations regarding sports betting differ for bookmakers and
totalisator agencies. In some states, off-course wagering with bookmakers
isillegal and only TABs are allowed to conduct off-course sports betting
of any kind.
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In NSW, any operator can run atotalisator at a race meeting provided the
proceeds are added to the TAB Limited pool. TAB Limited has a 15-year
exclusive licence on off-course race betting. Bookmakers may also take
off-course bets via telephone, but only when fielding at a race course or
betting auditorium. Currently, there are two operators that conduct on-
course totalisatorsin NSW on behalf of TAB Limited. Further
information about the TAB Limited isincluded in abox in Attachment 2.

In Victoria, TABCORP has an 18-year exclusive right to run betting off-
course and competition in the market for wages on racing is restricted to
on-course and certain tel ephone betting with bookmakers.

In Queensland three types of wagering licences are issued, namely: Race
Wagering Licences, Sports Wagering Licences; and On-course Wagering
Permits. The Race Wagering Licence, which the TAB has exclusively at
present, allows the licensee to conduct on and off course totalisator and
fixed odds wagering on any activity held at any race meeting on any
racecourse worldwide. The Sports Wagering Licence alows the licensee
to conduct totalisator and fixed odds wagering on any sporting activity
which is not aracing event and it also permits wagering on other
activities approved by the Minister, for example betting on the “best actor
award” at the Oscars. An On-course Wagering Permit allows arace club
to conduct wagering by means of atotalisator on races held at the race
meeting conducted by the club. A race club is only ableto apply for a
permit if an agency arrangement cannot be made with the holder of the
Race Wagering Licence.

The regulations concerning wagering in Queensland provide for theinitial
issuing of licences, on exclusive terms, to the TAB. Licensees are able to
appoint agents to assist in conducting wagering activities. Provision is
also made for a manager to be appointed to conduct wagering activities.

The exclusiverights of the TABs need to be seen in the context of
restrictions which also exist on what organisations may run race
meetings wher e wagering occurs. In generd, the position is that TABs
may hot turn to suppliers of race events other than the (non-proprietary)
clubs registered by the controlling racing board. Thisisa point we return
to when discussing possible reform strategies later in this Chapter.

Lotteries

There are anumber of different lotteries conducted in Australia, by both
state governments and by private firms. Each lottery must be licensed and
supervised by the state gaming authority. For example, Tattersall’s, a
private company, has the exclusive right to run lotteriesin Victoria. There
are also national |otteries, such as Oz Lotto and Powerball.

Tattersall’ s also has a licence to run government lotteriesin Tasmania,
Northern Territory and the ACT.
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The ACT aso alowsretailersto carry NSW State lottery products.

Australians a so have postal access to lotteries throughout Australiaand
internationally and they can access Internet products.

9.2.2 Limits on type, size, number and distribution of
outlets

Casinos

As discussed above, casino licenses provide for various kinds of
geographical exclusivity. The exclusivity conditions of some licenses
have expired, while with others programmed phasing-out of exclusive
geographic regions has begun.

The EGMs in casinos are generally restricted to a certain number of table
games. For example, Crown casino is restricted to alimit of about

7 EGMs to every table game. Currently, Crown casino has 2,500 EGMs
and 350 table games. In Star City, the restriction is similar to Crown, with
200 tables and 1,500 EGMs. However, both casinos report that consumer
demand for EGMs is much higher than the limit the regul ations impose.
In the US industry, where such restrictions do not exist, the ratio of

EGMs to table games is thus consumer driven and is much higher, at
about 25 EGMs to every table game.

Each state casino regulator grants licences for each type of table game
that can be played in the casino. This has resulted in some casinos
offering awider variety of table games than other casinos.

Gaming machines

Asnoted in Section 9.2.1, the toughest restrictions on gaming machines
arein Victoria. The restrictions concern not only the total number of
machines in Victoria, but there are also restrictions on:

= the number within a particular venue (the gaming area cannot exceed
25 per cent of the floor space of a hotel);

= the 50/50 rule between hotels and club and 80/20 rule between
metropolitan and country areas, and

= the 50/50 ownership rule between the two operators.

In addition, across states regulations concerning EGMs differ according
to the venue the machine isin, especially concerning rates of taxation, as
set out in Chapter 8. Thisis discussed further in Section 9.2.5.

Racing

All state TABs have a monopoly licence to run off-course totalisator
betting. For example, TAB Limited has a 15-year monopoly licence to

C Ok
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conduct off-course totalisator betting in NSW. Similarly, TABCORP has
an 18-year monopoly licence for off-course wagering.

Bookmakers must be licensed and most are restricted to taking wagers
on-course (or in betting auditoriums) only. Bookmakersin country areas
generally pay less turnover tax than city bookmakers and for the most
part, in the face of declining bookmaker takings, the number of
bookmakers who may operate on different courses has been frozen.

9.2.3 Controls on payouts

Legislation determines that at least 85 per cent of turnover of EGMsis
returned to the player in most states.

In Queensland variable player returns between 85 per cent and 92 per
cent will be phased in over the next two years. In practice, operators of
EGMs set the minimum player returns well in excess of the statutory
minima.

In Victoria, EGMs are legidated to return 87 per cent, although, in
practice the average setting is 90 per cent.

With casino games, the minimum returns to the player differ from game
to game. However, what really sets the limits for payouts to casino
customers and revenue for casinos is the theoretical house advantage on
the games available in each casino. These theoretical limits can
marginally vary depending on specific rules (approved by governments)
applying in each state and territory. The house advantages for some of the
more popular casino games are:

* Roulette: 2.7 per cent;

= Blackjack: 1-2.5 per cent;

» Baccarat: 1.2 per cent, and

=  The money wheel: 7.7 per cent.

From these margins, the casinos need to pay the expenses of running their
operations.

The TABsin NSW and Victoria (which between them run the wager
poolsfor all the state and territory TABS, except Queensland) must return
aminimum 84 per cent of turnover to the players over a one year period.
Bookmakers' payouts are not controlled at al due to the nature of fixed
odds wagering.

9.2.4 Restrictions on advertising

There are some government restrictions on the advertising of gambling
products and the industry restrictsitself to an adult audience through joint
codes of practice which forbid advertising directed at minors. Some of

C Ok



PRODUCTIVITY COMMISSION

153

these restrictions are thought to be not too stringent, as they generally
reflect commercial realities.156 Television advertising of gambling
activitiesis generaly denied in certain time dots, for example, when
children’s programs are aired. In addition, all marketing and promotional
material isrequired to be targeted at an over-18 years audience. These are
not onerous conditions given that people under the age of 18 are not
gambling service providers' target audience.1>’

Even if, for the sake of argument, a case could be made for some
regulations prohibiting the targeting of gambling advertising to groups
such as children and teenagers under the age of 18, it does not follow that
there should be tight controls on gambling advertising and promotion
more generaly. Recently, there have been calls for further regulation of
gambling related advertising and promotion. For example, in its
submission to the Productivity Commission the Salvation Army said:

“ ... government has an important role to play in setting
limits on the promotion and advertising of gambling.
For example, television advertising needs to be
confined to adult viewing hours. Legidation should be
enacted for all advertising to carry awarning of the
negative effects of gambling.” 158

Simplistic approachesto the regulation of gambling advertising fail
to recognise the important positive economic role advertising can
play. Restricting advertising can be costly for consumers and society.
Restrictions on gambling advertising do not address so-called problem
gambling concerns. A more detailed explanation of the economics of
advertising is presented in Box 10.

156

Thisraises afurther issue —if regulations just reflect market outcomes, why have them?

157 Even with no regulations over, say, the targeting of certain age groups, it is extremely unlikely that gambling providers would waste
their money trying to attract those under the age of 18 as they are legally not allowed to play or even enter certain venues such as
casinos or gaming areas in clubs and hotels.

158 salvation Army — Australian Eastern Territory, 1998, Submission to the Productivity Inquiry into Australia’s Gambling Industries.
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Box 10: The economic case for gambling advertising

Industry-specific controls on the advertising of gaming might be advocated because advertising encourages consumption that is
harmful to society, including that by vulnerable members of society such as young people and problem gamblers. An economic
perspective of advertising provides a contrary view:

Advertising is associated with freedom of speech, a right which is fundamental to the freedom and dignity of members of a free
society. The preservation of freedom of speech, subject to some limits, is normally seen as a key function of democratic
governments.

Advertising reduces costs to consumers of identifying sellers, obtaining information on alternative products and other goods and
services that are available, and on their relative prices. Because advertising facilitates competition, it also generally results in
lower quality-adjusted prices. These benefits of advertising enhance the welfare of consumers.

There are no compelling grounds for believing that advertising can have a large impact on aggregate consumption of gaming or
other products because relative prices and income largely explain demand. Advertising expenditures are generally believed to
have a limited impact on aggregate demand and a more significant impact on the distribution of sales among competitors.

If a reduction in the price of products were worth more to consumers than advertising expenditure, consumers would voluntarily
demand less advertising and lower-priced brands, and producers would also exploit this opportunity. (The supply of ‘no frills’
products in supermarkets is a partial example of this response.) This proposition illustrates the point that advertising conveys
information relating to the quality of products — for instance information on the reliability of the product, such as the odds offered —
and does not just reduce search costs.

Controls on advertising reduce the marginal efficiency of advertising expenditure and thereby impose a deadweight cost on the
community. Restrictions on the style of advertising (over and above valid ones that apply to all industries on matters such as
misleading or deceptive advertising), the medium which may be used and the time at which advertisements may be broadcast
also impose deadweight losses for similar reasons.

Brand advertising promotes reputation of producers and distributors. They have incentives to enhance their reputations and their
long term interests are damaged by the association of their products with misuse such as pathological gambling. To the extent
that restrictions on advertising inhibit the promotion of the reputations of producers and distributors, they impair the incentive to
discourage the misuse of their products.

Advertising bans by lowering the non-quality adjusted price of the product, may increase consumption of the product concerned
by a small amount, thereby biasing consumer choice. In addition, bans may prohibit the promotion of responsible gaming, thereby
contributing to higher demand than otherwise for less desirable forms.

Source: New Zealand Business Roundtable, Toward a More Efficient Policy Framework for
Gaming. A Submission to the Department of Internal Affairs on the Gaming Review, December,
1996, pp 20-21.

Thereisone areawhererestrictions on advertising may have an
important economic purpose, at least given the current nature of the
racing industry. Thisis the state legislation found commonly across
Australiawhich has banned interstate TABs from advertising for business
locally in the traditional media. The intention has been to protect the
exclusive franchise agreements which each state’s TAB has had with its
racing industry to run races on which totalisator bets are placed.
Admittedly, in all states, interstate TABs have some local telephone
account customers and there is atacit agreement between the state racing
industries that interstate races should be made available to local punters to
place wagers on. However, by and large the advertising legislation has,
we understand, succeeded in providing the local TABs with some security
against the poaching of clients by interstate counterparts and has provided
support for the substantial payments which TABs make each year to their
local racing industries for the use of their races as wagering opportunities.
The magnitude of these paymentsis generally enshrined in legidation,
although in Victoriaand NSW at the time of privatisation they were

CONSU




PRODUCTIVITY COMMISSION 155

arrived at by commercial negotiation between the TABs and the racing
industry.

Asindicated in Chapter 10 which follows, the commercial support which
the ban on traditional media advertising has provided is being threatened
by Internet advertising and odds displays by operators located in the
Northern Territory who pay the racing industry elsewhere nothing and
who can also save costs by operating a selective and low-overhead
service. Their products can be priced very competitively (and it is said
they already have 50 per cent of the Australian fixed odds market).

This development raises issues akin to those concerning the protection of
copyright. In NSW at least, the TAB has responded by creating its own
Internet services. Other TABs are considering their options. Ultimately
the breakdown of the geographic boundaries to the flow of information
could upset the distribution agreements between the TABs and their local
racing boards, and it might even lead to legal actions by local racing
boards intended to recover ‘royalties’ from interstate operators.

9.2.5 The mutuality principle and other advantages for
clubs

One of the most important concerns regarding the current regulatory
structure is the favourable treatment of clubs over hotels. In the context of
regulatory and tax reform it isimperative that this be addressed, since
mutual associations such as licensed clubs have become a substantial
sector of the gambling and entertainment industry, especially in NSW.

The regulatory advantages clubs have over hotels were outlined in
Sections 9.2.1 and 9.2.2 above, and the taxation differences were outlined
in Chapter 7. The discriminatory tax arrangements for clubsand
hotelsare summarised in Table 31 below.

Table 31: Government taxation and restrictions on gaming machines

NSW Vic Qld SA Tas ACT NT
Clubs Maximum tax 26.25% 33.3% 45% 45% 35% 23.5% 47%
Minimum tax 0% 33.3% 10% 35% 25% 1.0% 4%
Maximum # of machines No limit 105 270 40 25 No limit No limit
Hotels Maximum tax 40% 41.67% 45% 45% 35% 35% 47%
Minimum tax 15% 41.67% 10% 35% 25% 35% 47%
Maximum # of machines 30 105 25 40 15 Variable 6

Source: Australian Gaming Machine Manufacturers Association submission to the Productivity
Commission inquiry into Australia’s Gambling Industries.
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The difference between the regulatory and taxation structure imposed on
clubs and hotels is most significant in NSW. Not only do the tax rates
differ substantially (rate of between 0-26.25 per cent for clubs to 15-40
per cent for hotels), but there are no limits imposed on the number of
machines in clubs while hotels face a maximum of 30 per venue. In
Queensland, there are no differences in the taxation rates, but the number
of machines allowed per hotel isfixed at 25 compared to the 270 allowed
in clubs.

An association satisfies the ‘mutuality’ condition which qualifiesit for
lower rates of tax and fewer restrictionsif it is a non-profit organisation.
Such associations also enjoy the advantage of zero income tax and thisis
another feature which the other gambling service providers believeis
often arbitrarily applied and unjustified. Many, perhaps most, so-called
non-profit associations with EGMs are run as businesses providing
benefits to their members and staff without much evidence that they
provide any wider socia gains that might justify their privileged
treatment. The state and federal offices of the AHA have argued these
points well in their submissions to the Productivity Commission.

Sufficeto say, theregulations asthey currently stand are giving clubs
an unfair advantage over their competitorsand are creating
distortionsin the mix of gambling expenditure amongst outlets which
areinefficient and ther efor e costly from a community-wide
standpoint. They should be refor med.

The reform agenda

9.3.1 Understanding the problem

Asthe outline above makes clear, gambling is subjected to extensive and
very restrictive regulations. While there are | egitimate concerns which
means that a degree of oversight is warranted, it is obvious that the
current regulatory structure is far in excess of what could ever be justified
to counter any negative externalities that might be associated with
gambling activities. Moreover, the degree of regulation is arguably
greatest with the kinds of products that are consumed relatively more by
the poorest sections of the community, and in that sense the impact is
regressive.

Not only are gambling regulations stringent in general, but also the vast
range of regulations imposed is uneven and inconsistent between forms of
gambling. For example, the restriction on the kinds of games that can be
played in a casino, and the restriction on the number of EGMs alowed in
a casino compared to table games are both repressive and uncompetitive.

In short theregulationsimposed on the gambling industry result in
coststo both producersand consumers of gambling products. The
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regul ations create an uneven playing field both within the industry and
between competing industries and they are a drag on productivity.

The plainest evidence that something is wrong is the observation that the
regulatory controls imposed on the gambling industry are so much more
intrusive than those applied to products which are no less ‘risky’ to the
consumer, such as junk food and ‘adventure’ sports. Such products are
not regulated to anywhere near the extent of gambling. Nobody would
tolerate alevel of interferencein those activities equivalent to that
currently applied to gambling.

9.3.2 The normalisation imperative

Asnoted at the beginning of this Chapter, probably the greatest
policy reform priority isthat gover nments begin applying the same
policy paradigm to gambling asthey apply to other legitimate
activities.

The well-established and widely accepted principles that are applied to
public policy on the conduct and enjoyment of economic activities were
outlined in Chapter 1. These policy principles have formed the basis for
much of the reform of public policy since the beginning of the 1980s, and
they underlie the NCP Agreements adopted by all Australian
governments in mid-1995.

9.3.3 The taxation link

A key to breaking the policy impasse or gridlock which seemsto have
characterised gambling regulation in recent yearsis economy-wide
taxation reform. Much of the blame for the widely resented, and
economically inefficient, dependence of state and territory governments
on gambling taxation rests with the federal fiscal imbalance which
characterises the Australian taxation system. As noted in the previous
Chapter, federal fiscal imbalance, the mismatch of taxing and spending
powers between levels of government, weakens responsibilities at both
ends. In an arguably less serious but more obvious way, in the Australian
case it has caused an overdependence by state and territory governments
on the narrow tax bases which their pre-World War Two agreements with
the Commonwealth left them with. state spending responsibilities have
continued to grow, and their Treasuries have been complicit in schemes
which use entry controls and other regulations to create in their confined
taxation areas what economists call ‘ quasi-rents' which can be readily
taxed. This has been the general story with gambling at state and territory
level.

As part of the process, spurious pretexts for the entry controls have been
promoted. Meanwhile, the control of illegal activity and the discretionary
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allocation of new licences have become highly politicised areas in which
numerous el ected officials have broken or made their reputations.

Undoing Austraia s federal fiscal imbalanceis ahigh level policy task
which must involve state/territory and Commonwealth government s.

A number of initiatives which would address the problem have been
canvassed in the wider taxation debate over the last decade or so. We are
confident that steps will ultimately be taken and, moreover, that they will
involve, primarily, the devolution of taxing powers to the states (or
equivaently, the reservation or earmarking for them of the revenues from
certain tax instruments).

Certainly we would not wish to see the federal fiscal imbalance problem
become an excuse for the centralisation of taxation and/or other policy
making with regard to gambling. It isnot the rights of statesand
territoriestoregulate their own gambling industriesthat isthe
problem, but rather thefiscal context in which that responsibility is
exercised.

9.3.4 Designing areform program

While lower taxation and deregulation is the approach which we believe
the states and territories should adopt towards their gambling industries, it
isimportant that the contractual agreements which governments have
reached with incumbent suppliers not be repudiated. Some licences have
severa yearsto run and they and certain other agreements were entered
into in the reasonable expectation that governments would honour them.
One implication isthat the dismantling of existing regulation will take
time. Another isthat, if ultimately the gambling industry is to be expected
to move into a less regulated and more competitive world, so should the
gambling industry’s suppliers and the other segments of the entertainment
industry, such as the clubs, which compete for the gambling dollar. If it is
to unambiguously impr ove economic welfare, deregulation will need
to occur on a broad front.

A particular example of interconnections which will need to be
considered in the design of any deregulatory program are those affecting
the TABs. As already mentioned, whereas the TABs all have exclusive
rights to off-course totalisator wagering in their jurisdictions, they in turn
depend for their racing events on board-registered non-proprietary racing
clubs whose right to conduct (and timetable) race meetings where
wagering occursis also exclusive. There are alarge number of reasons
offered by established racing interests for why this situation should not
change. However, equally, there are a number of sporting groups (eg. the
Quarterhorse and Arab horse associations) which wish they could have
the advantage of TAB coverage for their events and a number of
competing plans have surfaced in recent yearsinvolving individual clubs
whose economic case for inclusion in the TAB system would seem
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strong. The regulatory arrangements for TABs and racing should be
reviewed together.

Asfar asthe TABs aone are concerned, there are some public interest
arguments for exclusivity, related to economies of scale, which need to be
considered. It seems doubtful that deregulation would lead to the
‘degeneration’ of totalisatorsinto smaller pools and less keenly-priced
wagers at some resulting social cost, but the question deserves
examination.

These propositions are likely to be tested in forthcoming National
Competition Policy reviews of TAB legislation by state and territory
governments, but the Productivity Commission should a so address them.

9.3.5 Internet pressure

Pressure to act is also mounting for other reasons. With the advent of
the Internet, the exter nal environment for gambling is changingin
such away that the old ‘repudiate and regulate’ recipefor this
industry islikely to become progressively less effective as a taxation
revenue-raising device. Asis explained in the following Chapter , it will
be impractical to tax foreign suppliers of Internet gambling products at
the rates which currently apply to domestic suppliers and if the domestic
industry is not to be overtaken by international competition (and if state
Treasury gambling revenues are not to start drying up), domestic taxation
rates on gambling will need to come down. Clearly the imperative for
lower taxation will be stronger with some products than with others, but
Internet devel opments do seem likely to be an important influence on the
timetable which governments will need to set themselves for tackling the
gambling taxation issue and by implication, on the federal fiscal
imbalance issues which lie behind it.

As mentioned, the Internet is addressed in the following Chapter .
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10. Internet Gambling

This Chapter describes and analyses the nature of Internet gambling. The
main considerations are as follows:

» thereisahuge range of actual and possible gambling products
available on the Internet;

» Internet gambling is already established in a number of countries;

= currently, Australian interest in Internet gambling is low, but could
change;

= attemptsto regulate Internet gambling are at odds with policiesin
many countries to keep e-commerce as a free trade zone;

» thereisamoveinthe USto ban Internet gambling but thisislikely to
be difficult to enforce, especially in other countries;

» Australia has taken a more positive approach by establishing a
framework (and legislation) for legal Internet gambling, although
many of the observations we have made in Chapter 9 about the
needless intrusiveness of the regulations also apply in this case;

= the advent of Internet gambling means that existing (high) tax and
stringent regulatory regimes should be reviewed;

= crime and problem gambling concerns are overplayed; and

= given the technology involved, it is very difficult for children to
access gambling on the I nternet.

10.1 The nature of Internet gambling

The policy challenge presented by the advent of I nternet gamblingis
captured well in recent statements by two observers, one American
and one Australian.

“The greatest danger posed by Internet gambling is that
there is no way to control it and no way to regulate it.
The Internet has enormous potential to promote both
educational opportunities and business expansion in
this country. At the same time, the Internet is fast
becoming a place where inappropriate activities and
consumer fraud thrives. Gaming should be a regulated
adult recreational activity. It is physically impossible
for any state to regulate gaming on the Internet and the
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only responsible choice is simply to prohibit it.”
Richard Bryan (1998), US Senator for Nevada.

“I think prohibition is a nonsense, it’s going to occur,
but | think we' ve really got to put a concerted effort
into dealing with the technology ... | think we can
come up with a (regulatory) model that is the best that's
possible at the moment, and we can learn from the
experience.” Professor Jan McMillan (1998), Executive
Director, Australian Institute of Gambling, University

of Sydney.

Theterm ‘Internet gambling’ is something of a misnomer as the Internet
isonly one, albeit a very important, aspect of rapidly growing and

devel oping telecommunications technol ogies which are used to convey
gambling information. To focus exclusively on Internet gambling would
be to exclude newer forms of technology (such as the potentially
widespread home access to interactive television) and forms of
technology yet to emerge. Perhapsa more appropriateterm is
‘interactive gambling’ which encompasses a wider net of
telecommunications and computer technologies than just accessing
Web pagesviatheInternet. That said, at the present time interactive
gambling in many countries is dominated by the Internet.15° A formal
definition of interactive gambling is presented in the extract from recent
ACT legidation set out in Box 11.

Box 11: Formal definition of interactive gambling

“game” includes a scheme or arrangement;

“interactive gambling” means gambling by means of interactive games accessible from the player's home in which a player participates by
means of the Internet or any other telecommunication medium;

“interactive game” means a game in which —
(@ aprize consisting of money or anything else of value is offered or can be won under the rules of the game;
(b) aplayer—

()  enters the game or takes any step in the game by means of a telecommunication device; and

(i) gives, or undertakes to give, a monetary payment or other valuable consideration to enter, in the course of, or for, the game;
and

(c)  the winner of the prize is decided —

(i) wholly or partly by chance; or
(if) by a competition or other activity in which the outcome is wholly or partly dependent on the skill of the player or another
person.

Source: Australian Capital Territory, Interactive Gambling Act 1998.

Thereisaview that betting on racing, for example, over the telephone or
Internet, is somewhat different to interactive gambling more generally

159 |ntheUsthe placing of bets over the telephoneisillegal, while in Australia telephone betting on racing has along history.
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because, say, a TAB does not conduct the race but merely offersthe
means to bet on an event at arms length fromit. In contrast, a cyber
casino or lottery takes bets and conducts the game. The distinction is
somewhat illusory because all require the use of telecommunications
networks and technologies. But it does seem the degree of competition
will differ from product to product. For exampleit is argued by somein
the Australian gambling industry that the Internet competes more for
wagering than gaming (and perhaps lotteries) because the results of the
wagering events can be readily verified. By comparison with the ready
verifiability of race results, people may not be as confident that overseas
blackjack games really use 52 cards, for example.

The most straightforward approach to interactive gambling isto regard it
as gambling which makes use of existing and emerging
telecommunications and computer technol ogies where the player is
‘remote’ (for example at home) from the provider. The physical
separation of provider and customer is one of the key factors
distinguishing inter active from traditional location based gambling
— that distinction has both positives and negatives (Box 12).

Box 12: Gamblers log on to deal in

Winners ...

It's the convenience of it that Kurn Wheeler appreciates: no long flights to Las Vegas, no expensive hotel stays, no cheesy Elvis
impersonators. Instead, the roulette wheel is right there on his computer screen, whenever he cares to place a bet.

Wheeler, 31, of St. Augustine, Fla., said he plays almost every day for two or three hours, his bets flying across the Internet to a computer
in Antigua. It contains his account and those of thousands of other gambling enthusiasts, and with some nifty graphics, brings them
together in a “virtual casino”.

“It's great. | don't have to leave the house”, said Wheeler, who used to visit Vegas every few months. “It's very private. There are no
distractions, no dirty looks from the casino people if you win. | can just relax and concentrate on what I'm doing”.

... and Losers

Caribbean officials say their region doesn't deserve its reputation as a place where anything goes; they regulate. “We treat everybody just
the same. If Jesus came down here, we'd still screen him to death”, said Gwyneth McAllister, who deals with licensing of Internet
gambling companies in Antigua and estimates that the Government will collect about $3 million from them in the next few years. She said
the services are regulated by Antigua’s government to assure their honesty.

Nevertheless, some customers have reported problems. Bruno Paniccia, a 25-year-old insurance claims evaluator from southern
California, said he learned the hard way that these companies may not be entirely on the up and up.

Last April, at the advice of a friend, Paniccia sent $500 to the Sports International sportsbook operated by IGC (Interactive Gaming and
Communications Corp.). His almost daily wagers on various baseball games met with great success; within three weeks his winnings had
grown to more than $1,000. Not wanting to push his luck, he asked the company to send him his winnings.

No dice, Paniccia says he found out. Four months later, after numerous conversations with IGC employees, Paniccia still hasn't gotten his
check. “I'd say there’s about a fifty-fifty chance that I'll ever see any of my money back”, he said.

According to spokesman Erb, the delay was caused by a temporary glitch with the bank the service used. The company has since
switched to a system that provides customers with offshore debit card accounts, allowing for easy deposits and withdrawals. Paniccia will
be paid any day now, Erb said.

Source: Beth Berselli, 1997, ‘Gamblers Log on to Deal in’, Washington Post, August 19, p. A09.
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The range of actual and possible products available via the Internet or
some other means of communications is huge. In some cases new
products will only emerge as new technologies become available for
commercia purposes. Some possibilities are:

" Internet casino gambling where players use personal computers via
the Internet and World Wide Web to access avirtua or cyber casino.
Games available include virtually the full range on offer at ‘bricks
and mortar’ casinos including roulette, poker, Keno, baccarat, various
dlots, blackjack and so on;

= networked computer games that are played for money or prizes,

" interactive TV quiz and game shows where players can take part at
home, either by betting on themselves or other contestants;

= gambling products available on interactive TV or personal computer
assessed through a ‘click hereto enter’ basis;

= gambling viatelephone using handset buttons to bet interactively by
way of aremote computer; and

= telephone contests (including raffles and quizzes) using time charged
telephone calls and where part of the call cost is alocated to the prize
on offer.

10.2 State of play

10.2.1 International availability

Official statistics on the availability and use of the Internet (and other
technol ogies and communications systems) for gambling services are not
available. However, ther e appearsto be a consensus that around 35-40
sitesare currently available world wide and most of those are
offering casino-style games. Many of them are located in the Caribbean
and some can be found in Europe. Most of them appear/claim to be
government licensed and provide various checks and balances aimed at
player protection (Box 13).

In addition to claims of government control, some Internet gambling
providers advertise links with charitable organisations. A lottery sitein
Liechtenstein is linked to the Red Cross and Red Crescent and advertises
that it is audited by one of the mgjor international accounting firms.

It appears that the industry has devel oped from virtually nothing just two
years ago to around 40 providers world wide. The dollar value of the
industry is more problematic. Industry analysts suggest that Internet
gambling is a business worth about $US200 million. It is not clear what
this means — money bet or the income from Internet gambling. Thereis
agreement however that theindustry is set to significantly grow in the
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near future, especially as some Australian states and territories have
passed legislation alowing licensed providers to enter the market.

Australia already has one of the leading | nternet gambling operators
— Centrebet based in Alice Springs. Centrebet specialisesin sport
wagering. Speaking on the ABC's Law Report program on 19 May 1998,
Centrebet Director Terry Lillis noted that Centrebet has 21,000 customers
and 30 per cent of its business is now carried out over the Internet.
Around 50 per cent of Centrebet customers are overseas. Moreover, Lillis
stated that after 12 months of operation, Centrebet’ s turnover was about
$1 million. Now, turnover is around $3 million per week, with athird of
the amount coming from overseas.

Box 13: Case study — Caribbean Cyber Casino

The operators of Caribbean Cyber Casino (CCC) claim it is one of the most trusted casinos on the Internet. The casino operates under a
licence granted by the Sovereign Nation of Grenada. Its Internet address is www.ccasino.com. CCC has been in operation for three
years, has thousands of customers (according to CCC) and offers one of the largest selections of casino games on the Internet. Although
people can play the various casino games for free, CCC is very much a serious gambling site — accepting large deposits from
customers.

Games on offer are: blackjack, single 0 roulette, cyberstud poker, craps, 3D baccarat, scratch cards, sic bo, Keno, poker (jacks or better,
deuces wild, 3D pal gow, 3D red dog), slots (reels royce, winning wizards, double magic, jackpot express, fantastic sevens) and
progressive cash splash.

To play for real money an account must be opened and credit must be registered with the casino. All funds, credits and/or debits are in
US dollars. To obtain credit from the casino, any of the following means can be used:
= Avalid credit card to purchase e-cash;
= Wire transfer funds to the CCC bank;
= Western Union money orders;
=  Bank drafts, cashiers cheques or certified cheques;
= Personal cheques; and
= Cash can be sent but is not recommended;
— CCC stresses that it is a legitimate business and does not wish to be involved in any money laundering activities and no more
than $US5,000 in cash will be accepted at any one time. Amounts in excess of $US5,000 will be returned.

No credit is issued by CCC until all funds are received and verified in its bank accounts.

CCC strictly adheres to the Code of Conduct established by the Interactive Gaming Council. Players are cautioned to not make
passwords and other access material available to minors. CCC provides a problem gambling link.

The CCC software system was designed by MicroGaming Systems (MGS). The random number generators in the software were tested
by a member of the Royal Actuarial Society and found to be 100 per cent random, in line with licence requirements. Security
infrastructure restricts access to customer accounts and the latest encryption standards are used for security.

10.2.2 Australian consumer interest in Internet gambling

There are many gambling sites available on the Internet, and more to
come including from Australian operators. Australians have been quick
to utilisethe Internet for arange of activitiesinvolving financial
transactions, but Internet gambling has not yet become a major area
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of interest.160 In February 1998 just 3.4 per cent of adult Australians had
an interest in accessing the Internet for gambling purposes.16! Chart 26
shows that this was well below interest in other activities such as
shopping (24 per cent), banking (34 per cent), government services (40
per cent) and educational services (46 per cent).

Chart 26: Interest in accessing on-line services from home by persons aged 18+, February 1998
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Source: Australian Bureau of Satistics, 1998, Cat. N0.8128.0

By comparison with the expenditures on conventional gambling products,
interest in Internet gambling by adult Australians seems to be low and
apparently has fallen considerably in recent years. In the two years to
February 1998, interest in Internet gambling fell by 36 per cent (Chart
27). Thisisin contrast to interest in banking and shopping which rose by
16 per cent and 13 per cent over the same period. What is interesting
about gambling is the uniform drop in interest by both males and females.
With banking and shopping the shiftsin interest have been diverse. For
example, interest in Internet shopping by males rose by 30 per cent in the
two years to February 1998, yet fell by 4 per cent for females.

Interest in Internet gambling is not high at the moment but experience
shows that when Australians become comfortable with new technology

160 According to the ABS, 1998, Use of Internet by Householders, Australia, August (Cat. No. 8147.0), 1.245 million (or 18 per cent) of
al households had access to the Internet. In the 12 months to August 1998 almost 4.2 million adults (32 per cent of the adult
population) accessed the Internet. A total of 425,000 adults used the Internet to buy goods and services over the year to August 1998.
These adults engaged in around 1.3 million transactions (orders or purchases) for private use.

161 Recently available unpublished data shows that in August 1998, interest in Internet gambling by adult Australians was 4 per cent.
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they rapidly adopt it. There are many examples of thisincluding mobile
telephones, VCRs, CD players and the Internet itself. It isvirtually
impossible to predict what the level of acceptance and use by Australians
might bein the future. The current low level of interest might bea
reflection of underlying demand char acteristics wher e consumers
prefer ‘live’ casino games and other forms of gambling rather than
inter active games because of the atmosphere and excitement,
opportunities for socialising (visiting the local club or hotel with friends),
or enjoying the other facilities on offer at various gambling venues
(having amesl, adrink or going to a show of some kind). Also, the
availability of Internet gambling may not be generally known to
consumers and consumers may have concerns over security and being
paid. In addition, as mentioned earlier, there may be some suspicions
amongst consumers that they cannot easily verify the ‘fairness’ of the
products offered by offshore operators. Conversely, there will be a group
of people who will prefer to gamblein the privacy of their own homes
and Internet gambling might become an attractive option once real and
perceived difficulties are overcome.

Chart 27: Per cent change in interest in on-line services by persons aged 18+, February 1996 to February 1998
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These concerns may be overcome with the entry of Australian

oper atorsto the market, particularly by those operatorswith a well-
established and trusted brand name (for example one or more of the
Australian casinos, lottery operators and so on). The move by Australian
operators into the market has been facilitated by the passing of legislation
allowing and regulating Internet gambling in anumber of Australian
jurisdictions (further discussed below).

CONSULTING
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10.3 Key issues in Internet gambling

The debate in Austraia (which is relatively new) and elsewhere about
Internet gambling has tended to be about perceived difficulties such as
problem gambling and crime. While these might be important, there are
severa other issues which relate more generally to Internet commerce
that need to be considered.

10.3.1 Regulation of Internet commerce

The rise of Internet commerce in general is considered to be of sufficient
importance to occupy the minds of governments world wide. Much of the
debate has been about the extent the Internet should be kept as‘afree
trade zone’' and related tax issues (further discussed below).

Interestingly, the US has been one of the strongest advocates for keeping
Internet commerce open (thisisin contrast to emerging congressional
views about Internet gambling). In July 1997 US President Clinton
proposed that the Internet be declared a free trade zone. Since 1996 an
official US working group on electronic commerce has been considering
issues to do with global electronic commerce. Draft material emphasises
the Clinton Administration’s preference for a regulatory, market-oriented
approach to the use of the Internet.162

Soon after President Clinton’s 1997 statement, Ministers of the European
Union (EU) countries issued a general statement of support for the
widespread commercial use of the Internet while at the July 1997
conference in Bonn on Global Information Networks.163 The EU material
stressed the future importance of international agreements, the efficiency
benefits of Internet activity and the desirability of equitable access to
global networks across age and language groups.

The US and the EU have been at the forefront of the debate on keeping
the Internet open but other countries, including Australia, have also been
actively examining the issue. In Australia the Federal Government has
been promoting the use of the Internet for commerce.164 Further, state
and territory governments have recognised the important role the Internet
can play in delivering gambling services (and perhaps the futility of
trying to ban it) and have enacted legidation to enable Australian
operators to provide such services.

162 ys Department of Treasury, 1996, Selected Tax Policy Implications of Global Electronic Commerce, Washington, November.

163 EU, 1997, “Europe Paves the Way for Rapid Growth of Global Information Networks®, Press Release, Ministerial Conference, Bonn,
July.

164 one important issue for consideration in the context of policy towards e-commerce is the distinction between regulations designed to

stop or restrict Internet transactions (and which will probably not succeed) and regulation designed to protect against fraud.
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K eeping the Internet as an open facility for commerceisan
important issuefor Internet gambling. Movesto ban this form of
gambling will run counter to the emerging international consensus on
global electronic trade. Moreover, banning Internet gambling in one
country islikely to do little to stop the use of it more broadly and will put
legitimate operators at a commercial disadvantage.

More recently, on 1 December 1998 the Minister for Communications,
Information Technology and the Arts, Senator the Hon Richard Alston,
announced that Australia and the United States have agreed to ajoint
approach to e-commerce. Among other things, Senator Alston said:

“Australia agreed with the US — the acknowledged
world leader in electronic commerce — on key policy
principles of private sector leadership, minimal
government intervention and self regulation where
possible.” 165

How the Agreement will sit with divergent approaches to Internet
gambling being developed in each country remains to be seen.

In the spirit of competitive neutrality, regulation of Internet commercial
activities should not favour or penalise Internet commerce over ‘real
world' activities (for identical products). It is another, equally important,
issue as to whether the degree of regulation of both types of activitiesis
warranted.

The widespread adoption of Internet commerce raises two other important
and related issues:

» taxation; and
* encryption and security.

Both of these are also of major importance in the context of Internet
gambling

10.3.2 Taxation

The EU Theme Paper166 prepared for the EU Ministeria conference
noted above, stresses that, to allow electronic commerce to develop, it is
important for tax systems to be clear, transparent and predictable, that is,
certain. The EU approach (generally supported by the US and other
countries) isfor existing taxes, including broadly based consumption
taxes, to clearly apply to electronic commerce asthey do to other
forms of commercial activity. It follows (says the EU) that thereis no

165 Alston, Senator the Hon Richard, 1998, Clinton Recognises Australia’s Leading E-Commerce Role, Media Release, 1 December.

166 EU, 1996, Theme Paper for the Ministerial Conference.
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need to introduce new taxes such as ‘bit’ or ‘click’ taxes. A bit tax islike
aturnover tax — every time atransaction is made over the Internet, atax
is collected. Even at alow rate this could be a severe tax for the gambling
industry because what is bet ‘ across the table’ islikely to be considerably
larger than actual income from gambling (the net win).

The EU Theme Paper highlights two important tax issues:

= the potential speed, untraceability and anonymity of Internet
transactions may create new possibilities for tax avoidance and
evasion; and

= theterritorial concepts which underlie direct taxation systems
(residence and source of income) must be reassessed in light of
commercial and technological developments.

For tax purposes, the speed and anonymity of electronic transactions
makes it difficult for tax authorities to keep track of income and who is
earning it. Thisis made more difficult by encryption and security devices
put in place by providers of goods and services on the Internet. In the case
of gambling, the focus might be more on the provider than the customer.
In Australia, personal winnings from gambling are generally not taxed6”
and income from gambling is (for the most part) heavily taxed in the
hands of gambling providers. The identification of tax liabilities of
licensed providersisrelatively straightforward. Collecting tax from
Inter net based providers may prove to be mor e difficult, especially if
they arelocated in non-Australian jurisdictions.

The advent of e-cash or e-money is another important issue for taxation
of electronic commerce generally. The use of e-money introduces a third
party between the consumer and the supplier. The consumer purchases e-
money (creditsin adigital form) which can be used to buy from
suppliers. The providers of e-money could be audited but where the
money comes from and where it goes may be more difficult to trace. An
important difference between e-money and traditional currency and
credit systemsisthe potential for emoney to become unaccounted.

IntheInternet world it is often difficult, if not impossible, to apply
traditional source conceptsto link income with a particular

geogr aphic location. The latest thinking on the issue indicates that the
growth of electronic commerce will lead to more reliance by taxation
authorities on the concept of residency as a basis for taxation rather than
the source of the income. In the extreme, source based taxation could lose
its rationale and be made obsolete by the spread of €l ectronic commerce.

167 One reason for this is just common sense - over time gamblers as a whole will be net losers from gambling. Rather than having

complex and costly arrangements in place for assessing net winnings from gambling by individuals, it is simpler and more efficient to
leaveit out of the tax base.
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The spread of Internet gambling also has implications for taxation
regimes. The Australian response is discussed below.

10.3.3 Encryption and security

The issue of encryption and security is something of atwo-edged sword:
the rise of electronic commerce poses difficulties for taxation and
regulatory regimes and authorities but at the same time, advancesin
encryption and security systems provide added safety for consumers and
providers. It is a particularly important issue for Internet gambling as
potentially large sums of money are involved. Users of Internet gambling
systems typically are required to deposit money in an account before
playing. Money can be deposited by cheque, wire service or other form of
money order, electronic money or credit card. Consumers will want to
feel confident that deposits (including winnings) and credit card details
are safe.

Security systems have been in place for arange of Internet transactions
(particularly the purchase of books and CDs) for some time and security
systems have been improved and are continually being improved.
Consumers are obviously becoming more comfortable with the idea of
making purchases over the Internet and dealing with reputable
companies, but it may take longer for more genera acceptance of security
arrangements for Internet gambling.

US developments and implications

In the United States there is an ongoing debate about Internet gambling.
Attempts have been made, and continue, at both federal and state levelsto
ban Internet gambling. Currently a 1960s Federal law, the Wire
Communications Act, makesit illegal to call abookmaker on atelephone
to place bets. In some states gambling is prohibited and recently there
have been attempts by state Attorneys General to prosecute on-line
gambling operators. In March 1998 the US Attorney of New Y ork
indicted 14 individuals for operating illega sports gambling enterprises
over the Internet — the first prosecutions related to this new crime.
Resistance to Internet gambling is a'so coming from traditional casino
states and some mainstream casinos. However, as reported in the
National Law Journal:

“Traditional casino owners appear to be laying low
until the legal landscape is more settled, so as not to
jeopardise their existing licenses. It is hardly likely,
however, that they and other businesses with strong
branding capability in the entertainment industry are
not testing the waters and devel oping appropriate
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software, in hopes of entering the gambling market in
force, if, when and where conditions appear
favourable.” 168

At the Federa level, the push for prohibiting Internet gambling has been
led by Senator Jon Kyl, Republican-Arizona. He is the sponsor of the
Internet Gambling Prohibition Act (S474) which seeks to update the
Wire Communications Act to prohibit on-line Internet gambling. The
reasons put forward by Senator Kyl and his supporters (including Senator
Richard Bryan, Republican-Nevada— see quote at the start of this
Chapter) for seeking to ban Internet gambling are best summarised by the
following quote from Senator Kyl:

“Internet gambling is unregulated, accessible by
minors, addictive, subject to abuse for fraudulent
purposes like money laundering, evasive of state
gambling laws ¥ and already illegal at the federal level
in many cases.” 169

On 23 July 1998 the US Senate endorsed the efforts of Senator John Kyl
to prohibit Internet gambling. The Senate voted 90-10 to add his bill to a
‘must pass’ spending bill (the Commerce, State and Justice
Appropriations bill).170 It must be noted however, that thisisjust the first
step in a process to give the ban the force of law. There are still a number
of stepsto go including, if it getsthat far, the assent of President Clinton.
It will be interesting to note the Administration’ s attitude towards the bill
given the US support for free and open trade on the Internet.

It is useful to examine some of the key aspects of Senator Kyl’s bill,
particularly asit appears to have reaching consequences and is out of step
with recent devel opments el sewhere, especially in Australia. A summary
of the main featuresis presented in Box 14.

The intent of the bill is quite clear: an outright ban is proposed. Thereis
no halfway house. Penalties (including imprisonment) will be imposed on
both providers and customers. The co-operation of foreign governments
will be sought to help enforce the US laws. Thisis an interesting
approach given that Internet gambling was already legal in some
countries before the Kyl bill was introduced into the Senate and since
then, additional jurisdictions, notably some statesin Australia, have
passed legidlation legalising Internet gambling, abeit within a heavily
regulated framework.

168

169

170

McGuigan, P, 1997, “ Stakes are High in Battle to Bar Internet Gambling” , National Law Journal, November 3.

Kyl, Senator Jon, 1998, Senate Endorses Kyl Bill Prohibiting Internet Gambling With 90-10 Vote, Media Release, July 23.

Apparently, the Kyl proposals have been dropped from the Appropriations bill, because they have not been considered by the House

of Representatives.
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It seems to be clear that penaties will be applied to providers and users,
not Internet Service Providers (ISPs). However, in practice it seems that
the ISP will be required to bear part, or all, of the cost of enforcement
rather than the ‘guilty’ parties. In his press statement of July 23 1998
announcing the passage of his bill through the Senate, Senator Kyl said
that the bill

“... will likely be enforced by law enforcement
identifying a Web site which providesillegal gambling
and seeking a court order to enjoining the activity,
requiring the Internet Service Provider to ‘pull the
plug’. The ISP will have the opportunity to argue the
technical feasibility and cost burden imposed by the
enjoinder before the court.”

Where the line will be drawn on enforcement — will ISPswho are
providing a gateway for customers rather than the location for the Web
site be liable for the same action? What if the | SP hosting the Web siteis
in anon-US jurisdiction? How are usersto be identified? One approach
would be to require | SPs to monitor who is connected to what. This
would be very expensive and could run counter to privacy laws (thisis
certainly apossibility in Australia). These issues are more than just of
passing interest as they may establish precedents for activities (including
those that are lawful) in other countries and keep legitimate operators out
of the market place.

There is an underlying inconsistency in the US approach. The Kyl bill
and prohibition is based on a view that it is not possible to regulate
Internet gambling, so it should be banned. Banning is the ultimate form of
regulation — if it cannot be regulated how can it be effectively banned,
especially worldwide? Legitimate and credible operators might respond
to the ban in order to protect their brand and image as responsible
corporate citizens (for example licensed and well-known *bricks and
mortar’ casinos) but this would |eave the field open to other, perhaps less
responsible operators who are free to move wherever they choose to stay
in business — the Internet provides the basis for complete mobility of
business location.
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Box 14: The Internet Gambling Prohibition Bill — the 'Kyl bill

The purpose of the Internet Gambling Prohibition Bill is to amend the US Federal criminal code to prohibit and set penalties for:
= Placing, receiving, or otherwise making a bet or wager via the Internet or any other interactive computer service in any state; and
=  Engaging in the business of betting or wagering through the Internet or any such service.

BETS OR WAGERS

The term 'bets or wagers'":

=  Means the staking or risking by any person of something of value (other than a de minimis amount) upon the outcome of a contest,
sporting event, or game of chance, upon an agreement or understanding that the person or another person will receive something
of value in the event of a certain outcome;

= Includes the purchase of a chance or opportunity to win a lottery or other prize (which opportunity to win is predominantly subject to
chance and which purchase requires consideration in an amount exceeding a de minimis amount).
GAMBLING

It shall be unlawful for a person to place, receive, or otherwise make a bet or wager, via the Internet or any other interactive computer
service in any state. The penalties for a person who violates the provisions will be:

=  Fined an amount that is not more than the greater of;
— The amount that the person is found to have wagered via the Internet; or
—  $2,500;

= imprisoned not more than 6 months; or

= Doth.

GAMBLING INFORMATION

It shall be unlawful for a person engaged in the business of betting or wagering to engage in that business through the Internet or through
any other interactive computer service in any state. A person engaged in the business of betting or wagering in violation of the provisions
will be:

= fined an amount that is not more than the greater of;

— the amount that such person is found to have received in bets or wagers as a result of engaging in that business in violation of
the above; or

—  $20,000;
= imprisoned not more than 4 years; or
= Doth.

MULTILATERAL NEGOTIATIONS

The bill directs the Secretary of State to:

= negotiate with foreign countries to conclude international agreements that would enable the United States to enforce specified
provisions of the Act with respect to persons engaged in violations from outside the United States; and

= report on the progress of such negotiations to specified congressional officials.

The cost of enforcing Internet prohibitions may be very high. A more
measured approach to the issue is advocated by some commentators.
Writing in the November 3 1997 issue of the (US) National Law Journal,
Philip McGuigan makes the following point:

“Because governments have no way to eradicate
Internet gambling completely, the better approach may
be regulation and certification. At the very leat, this
would let players choose whether to gamble at certified
sites rather than at those that have not submitted to
regulation. By and large, however, federal and state
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officials have been capturing headlines by pressing for
prohibition.”

Feelings are running high on both sides of the US debate. According to a
Mr Rodgers of Granite Gate Resorts:

“You'll need the KGB to enforce something like Kyl's
bill,” Rodgers of Granite Gate said. And ultimately, he
contended, such laws would create a less-than-
welcome- environment for citizens. “People are going
to end up living in fear that Senator Kyl’s storm
troopers will invade your house, take your computer
and fine you thousands of dollars — all because you bet
$100 on whether Mike Tyson would bite the ears off of
Evander Holyfield.”171

Rodgers' views might be regarded as somewhat intemper ate by some
but he nonetheless highlights some important issues of concern in
prohibition of interactive gambling. Thefirst relatesto therestriction
of activitiesthat many adults enjoy and find acceptable behaviour
and second, the difficultiesin policing something like the Kyl bill
without excessiveintrusion in thelives of ordinary citizens.

The extra-territorial reach of any legidation would likely be very limited.
Most countries, including Australia, would not wish to enforce US bans
on particular forms of e-commerce.

Prohibiting participation in activities which many people regard as
acceptable behaviour reduces consumer welfare, distorts the allocation of
resources and can be associated with very high compliance and
enforcement costs. M oreover, prohibition putsin place market
structuresthat encourage criminal behaviour: the very thing that
prohibition is supposedly designed to counteract. The US experience
with acohol prohibition during the 1920s should sound warning bells
about the conseguences of pursuing that policy option again. Two of
Australia' s leading gambling researchers argue that:

“And while aregime of (Internet gambling) prohibition
will not suppress gambling entirely, it would certainly
dissuade | egitimate gaming operators who would be
loath to jeopardise their land-based casino licences
through involvement in prohibited activity. Prohibition
might thus be expected to result in lawswhich are
unenforceable, and to create a black market in on-line
gambling services.”172

171 Berselli, B, 1997, “Gamblers Log on to Deal in”, Washington Post, August 19.

12 McMillen, J and P Grabosky, 1998, Internet Gambling, Trends and Issues in Crime and Crimina Justice No. 68, Australian Institute
of Criminology, June.
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Essentially, supporters of the Kyl bill have ‘their heads in the sand’ when
it comes to the development of Internet gambling.

10.5 Australian developments

10.5.1 Background

The Australian approach to Internet gambling has, in-principle, been quite
different to that of the US. Regulatorsin Australia see | nternet
gambling as another form of e-commer ce and not something which
should be prohibited. In fact, there is a strong body of opinionin
Australiathat prohibition would be ineffective (and perhaps naive given
the extent of Internet gambling already), even counter-productive, and a
better approach isto at least regulate ‘ authorised’ providersin Austraia

“It is neither technologically nor politically feasible for
Australian authorities to stop non-Australian
jurisdictions offering gambling products which do not
meet Australian standards. It might be possible,
however, to co-operate with other nations to discourage
unfair or otherwise undesirable practices much as the
Australian Competition and Consumer Commission
works with its counterpart agencies overseas to
discourage questionable electronic commerce.” 173

Thereis of course another, but very relevant, issue about the degree of
regulation required given the potential for regulations to distort
investment and consumption choices thereby resulting in an inefficient
allocation of resources and areduction in consumer welfare.

Australian statesand territories have taken theinitiative and
developed aregulatory framework which would allow (subject to
legislation in Australian statesand territories) for licensed operators
to conduct Internet gambling — the Draft Regulatory Control Model
for New Forms of I nteractive Gambling (the ‘Draft Model Code').
Queendand and the ACT have already passed special legislation to deal
with interactive gambling while the Northern Territory has amended its
Gaming Control Act to allow interactive gambling. It is understood that
other Australian states are seriously considering the introduction of
interactive gambling legislation. Interestingly, the Australian approach is
viewed elsewhere as a better way to go than outright prohibition. In
commenting on the US Kyl bill, Ms Sue Schneider, chairwoman of the
(US-based) 55-member | nteractive Gaming Council noted that other
countries have found that regulation of Internet gambling can work and

173 Australian Institute of Criminol ogy, 1998, Submission to the Productivity Commission Inquiry on Australia's Gambling Industries.
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“al prohibition doesis build up a criminal infrastructure”. She went on to
say that “the United States could become the odd man out” and
supporters of the Kyl bill “should talk with their colleaguesin Austraia
and New Zealand who have figured out how to do this’.174

10.5.2 The Australian Model Code

On 3 May 1996 Austraian state and territory racing and gaming
Ministers agreed on a set of principles for a draft National Regulatory
Model for interactive gambling products.1”> The Model Code sets down a
series of principles which establishes the agreed framework in which
authorised Australian Internet gambling providers will operate:

» thelicensing of gambling service providers subject to stringent
probity and integrity checks, including financial capacity to pay out
winnings,

= stringent requirements for player identification and authentication
which, among other things, are designed to stop children from taking
part in Internet gambling;

= taxation regimes based on residency of ‘ participating jurisdictions
(effectively Australian states and territories);

» anindustry Code of Conduct (to be developed by the industry);
= privacy of player information;

= player protection measures which will enable self-exclusion
(including by others with a close personal relationship to the
excluded player) and limits on bets;

» aban on the advertising of unlicensed products;

* o credit betting;

= contact information to be provided for help with problem gambling;
= compulsory reporting of specified transactionsto AUSTRAC; and

» licensed providersto be subject to periodic audits by regulators of
accounts and gaming software.

The Draft Model Code does not propose action by the Federal
Government to block the entry of over seas gambling products
delivered over the Internet or by foreign satellites. The Draft Model
Code, and legislation based on it, is only designed to “ provide effective

174 Burrell, 1998, Senate votes 90-10 to ban Internet gambling, Associated Press syndicated news release.

15 TheDraft Regulatory Control Model for New Forms of Interactive Home Gambling is available on the Queensland Government Web
site.
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regulation of interactive home gambling products sourced from within
Australia’.

The Draft Model Code essentially takes as given that Internet gambling
by Australian providers must be heavily regulated in order to protect
players, guard against problem gambling and so on but no analysis
justifying the degree of regulation is presented. In this regard, the Draft
Model Code differslittle if any from the philosophy which underpins the
regulatory framework for ‘bricks and mortar’ gambling facilities and
providers. That said, there remains the important issue of the extent to
which the degree of regulation differs for each type of gambling —
Internet versus location based gambling. Some of these issues are further
discussed below.

The scope of the Draft Model Code does not include all gambling
products currently on offer in Australia. Excluded products are:

= telecommunications enabled products currently offered by TABs
under relevant state and territory legidlation (where players place bets
by telephone, Internet or direct link to a TAB);

= betting products currently offered by licensed bookmakers;

= authorised/permitted trade promotions offered for participation via
telecommunications systems; and

» any gamerun on aclosed network of commercia sites, authorised
under other legidlation and not offered into the home (club Keno and
S0 0n).

The Draft Model Code does not have an explicit role for the Federal
Government in the direct regulation of Internet gambling. The Model
Code states that it isimportant that the Federal Government does not pass
laws which invaidate relevant state laws. However, Professor Jan
McMillen and Dr Peter Grabosky176 argue that the Australian
Congtitution provides for three areas that would allow a Commonwealth
role. These are:

= the power over telecommunications and therefore the control of
telecommunications technol ogy;

= the power over banking and cross-jurisdictional financial transfers;

» the external affairs power — Internet gambling will no doubt
generate disagreements between countries on standards and
legidlation.

176 McMillen, Jand P Grabosky, 1998, op. cit.
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Theissue of federal/state responsibilities requires more consider ation
and is something the Productivity Commission could usefully
analyse.

10.5.3 Developments in Queensland

In 1998 the Queendand parliament approved the Interactive Gambling
(Player Protection) Act 1998 which authorises the provision in
Queendand of interactive gambling products by licensed operators. The
Act emphasises consumer protection rather than technica controls. The
Queendland Act closely follows the Draft Model Code. It isadetailed
piece of legislation covering more than 150 pages with an additional 20
pages of regulations. A summary of the Act is presented in Box 15.

One important aspect of the Queensland legidation is the treatment of
gambling taxes. The philosophy behind the treatment of taxationisin line
with the principles of residency outlined above. The Act does not apply
the residency criteriauniversaly, but appliesit to ‘ participating
jurisdictions'. Participating jurisdictions are essentially other Australian
jurisdictions.

CONSULTING
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Box 15: Overview of Queensland's Interactive Gambling (Player Protection) Act 1998

The Act has been developed as a means of protecting consumers wishing to participate in games offered through the Internet and other
such forms of interactive gambling and has been developed in recognition of the incredible pace of technological innovation and in
particular, the rise in access to, and use of, the Internet.

The Act is designed to regulate existing gambling activities in conjunction with existing Gaming Acts, or, to stand alone as a regulatory
mechanism for new or previously unregulated gambling activities which may be accessible in private residences via interactive means. It
is important to note that the Act does not, and is not intended to, expand the range of gaming products available through commercial
venues such as casinos, clubs and hotels.

The Act has been developed in acknowledgment of the principles of a national regulatory framework, which was co-operatively prepared
by Gaming Ministers from jurisdictions throughout Australia. The national approach provides for the recognition of compatible legislation
of other jurisdictions wishing to participate in the national model.

The Queensland Office of Gaming Regulation (QOGR) will administer the Act to ensure that interactive gambling is conducted in
accordance with a consistently high level of probity and integrity.

A primary aim of the Act is to provide player protection mechanisms to ensure that those wishing to participate in interactive gambling
can do so confidently and in a secure regulatory environment. The Act requires that all players are to be registered subject to providing
satisfactory proof of identity, residence and age. Participation by minors will be controlled by requiring that adequate proof of age is to be
supplied to a licensed provider prior to allowing a person to register as a player.

The Act will enable a player to set limits on the amount of individual and cumulative bets. Such limits may apply to a bet on a particular
game or state a maximum amount that can be wagered by a player over a period of time. Alternatively, a player may set a limit of zero
which would exclude them from participating in the gambling activity.

In addition, if a person is concerned about their own or another player's welfare and believes that the gambling habits pose a threat to the
player or the player's family, an application may be made to have the player banned from participating in any form of licensed interactive
gaming activity. Such a ban would prevent the player from participating in interactive gambling which is licensed in Queensland or in any
other participating jurisdiction.

The legislation will also control advertising and marketing of interactive gambling. These provisions ensure that any advertising of
interactive gambling products is conducted responsibly and in an appropriate manner. An advertising code of conduct will be developed
by the industry.

In line with all other gaming legislation in Queensland, credit betting will be prohibited and strict controls over the privacy of personal
information have also been included in the Act.

Source: Queensland Office of Gaming Regulation

Taxation revenue from interactive gambling vialicensed Queensland
providers consists of three components: Queensland, participating
jurisdictions and non-participating jurisdictions. The Queensland
component refers to tax revenue derived from the gambling of
Queendand residents. The tax rate applicable is that rate which applies to
agame approved under a gaming Act (presumably this means that the
same game, for example roulette, will be taxed the same whether played
at avirtua or real casino). If the game is not played under any other Act
(that is a new game to Queensland), the tax rate will be 50 per cent. The
treatment of taxation for participating jurisdictions is the samein-
principle. However, the tax rate will be the rate applicable in the
jurisdiction in which the player is aresident. The 50 per cent condition
also applies. The revenue from participating jurisdictions will be rebated
to that jurisdiction. Non-participating jurisdiction tax will be calculated in
the same way but using the Queensland rate of tax.

CONSU
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In February 1999, staff from the Royal Melbourne Institute of
Technology (RMIT) announced a plan to develop and operate a cyber-
casino. It is planned to operate the cyber-casino out of Queensand rather
than Victoria because of the legal regime aready in pace in Queensland.
A Victorian government spokesperson indicated that similar legislation to
that in Queensland would soon be considered by the Victorian
Parliament. There are some important issuesto resolvein Victoria
including the applicability of Crown casino’s exclusive licence to cyber-
casinos rather than just to physical casinos.

10.5.4 Developments in the ACT

The ACT has aso passed interactive gambling legidation: the Interactive
Gambling Act 1998. The ACT Act dso closely conforms to the principles
(including taxation) set down in the Draft Model Code but the Act is
considerably shorter on detail (60 pages) than Queensland’s. Nonethel ess,
for some of the key aspects of the Act, the wording is aimost identical, or
very similar, to that set down in the Queensland Act.

The ACT Act illustrates the stringent identification requirements to
become aregistered player. Section 5 of the ACT Interactive Gambling
Regulations sets out the required evidence for registration as a player
(Box 16). Note that the licensed provider or agent must not allow a
registered player to participate in an authorised game “until the player’'s
identity has been authenticated under the licensed providers approved
control system” (Section 17 of the Act).

Early in 1999 the ACT government announced that a US-based sports
wagering company has been granted a licence to operate Internet sports
betting out of the ACT. A number of other potential Internet gambling
operators are contemplating the ACT as abase for their activities.

10.5.5 Developments in the Northern Territory

The Northern Territory has adopted a different approach to interactive
gambling compared to Queensland, the ACT and the Draft Model Code.
The Northern Territory has chosen to amend its Gaming Control Act to
alow interactive gambling rather than passing special legislation.
Interactive gambling is covered under Division 5 of the Gaming Control
Act. In contrast to both Queendland and the ACT, the relevant part of the
Act only covers 3% pages. However, it needs to be borne in mind that
Internet gambling is also governed by other relevant parts of the Act. The
Northern Territory Act does not conform to the Draft Model Code (there
are no special provisions for handling taxation across jurisdictions for
example) but there appears to be considerable scope for the Minister to
specify how various arrangements might be put in place. It may be that
the agreements struck under the auspices of the Act will move more into
line with the Draft Model Code and other state legidation.
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Box 16: Evidence for registration of players — ACT

For purposes of subsection 16(2) of the Act the following kinds of evidence for player registration are prescribed:

= adocument, or a certified copy of a document, of the following kind that shows the person's identity and age;

a birth certificate;
a citizenship certificate;

if evidence of a kind mentioned above is unavailable, then a document issued to a person by a government department,
authority or agency of a country of which the person is a national or resident;

= adocument or a certified copy of a document, of the following kind that shows a person's residential address:

a current driving licence;

a document that acknowledges enrolment to vote in government elections;

a rates assessment notice or account, a telephone account or an electricity account, being a notice or account that is dated no
earlier than 6 months before the date of the application for registration;

a current lease agreement that is dated no earlier than 12 months before the date of application for registration;

a current appliance rental agreement that is dated no earlier than 6 months before the date of the application for registration;

if evidence of a kind mentioned above is unavailable, then a document issued by a government department, authority or
agency, a financial institution or credit card agency or a document relating to the supply of services by a public utility, being a
document that is dated no earlier than 6 months before the date of the application for registration.

Source: Australian Capital Territory Interactive Gambling Regulations: Subordinate Law No. 31
of 1998

It should also be noted that the Northern Territory has had a remote sports
betting business, Centrebet, in operation since the early 1990s. While this
was initially based on the telephone, it has moved in part on to the
Internet. As discussed above, about 30 per cent of transactions now take
place over the Internet. Centrebet has been a successful operation and
operates under strict probity principles. US citizens are not permitted to
be registered customers. Thisisin keeping with the US Federal law that
prohibits the placing of bets with a bookmaker over the telephone.
Centrebet is an example of how awell run commercial Internet gambling
facility can operate. Presumably, if customers were not happy with the
way the business operates, including the payment of winnings, the
business would not have continued to grow.

10.6 Some implications of legal Internet gambling

10.6.1 Tax, regulation, competition and other issues

Internet gambling is already afact and available in Australia, although
apart from betting there do not appear to be any casino-style or |ottery
games available from Australian providers. This could change in the very
near future. The advent and growth of Internet gambling raises a number
of important issues to do with competition, regulation and taxation.

Thekey issueisthat current licensed providerswill no longer bethe
only domestic providers of gambling products (Australian consumers
can already consume I nternet gambling products sourced offshore).
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This means that providers with sole location based licences (* bricks and
mortar’ providers) do and increasingly will, face competition. Littleis
known about the substitutability of cyber gambling for ‘real’ location
based gambling but if Internet providers offer real competition then
regulatory and tax regimes will need to be looked at by governments.
Current and regulatory and tax regimes are based on monopolies and
other supply restrictions through licensing in certain areas (ranging from
areas within a state or territory to the entire state).

Asnoted in Chapter 9, the advent of I nternet gambling meansthat
the long established ‘repudiate and regulate’ approach to the
gambling industry will become a less effective means of raising
taxation revenue. It will beimpractical for Australian jurisdictions to tax
foreign suppliers of Internet gambling products at the same high rates as
apply to domestic providers. If local providers are not to be overtaken by
international competition, it will be necessary to reduce domestic
gambling tax rates.

Bans on traditional media advertising of gambling products provides
some commercial support to Australian operators. This commercia
support is threatened by Internet advertising and odds displayed by
operators in the Northern Territory. They pay nothing to the racing
industry elsewhere and are able to make cost savings by operating a
selective and low-overhead service.

Another important issueis that of enforcement of Internet gambling
regulations. Both the Queensland and ACT interactive gambling
legidation provide for penalties for unlicensed operators offering
gambling products from within the respective jurisdictions, and for
players using unlicensed products. The relevant provisions are set out in
Box 17. In this respect, the Australian legislation is similar to the Kyl bill
inthe US.

Theimportant question is. how will the Acts be enfor ced? Senator Kyl
has indicated that the |SPs will be an important target for practical
enforcement. It will be important to ensure that | SPs are not required to
bear the cost of enforcement in Australia. Generally, ISPsdo not as a
meatter of course monitor who is logged on to what, they just provide the
gateway. Monitoring is technically feasible but very costly. Also, there
areissues of breach of privacy if 1SPs make information available on who
is doing what. Discussions with officials overseeing the Australian
legidlation and | SPs indicate that the intent of the legidlation is not to
focus on the | SPs. The key to thisisthe use of words like “conduct” and
“knowingly” in the legislation.

Holding ISPs responsible for someone (player or provider) engaging in
unauthorised Internet gambling is akin to attributing responsibility to an
airline taking Australian citizens to another country to take part inillegal
sex tours or, ‘ shooting the messenger’. Australia does regulate the content



184 AUSTRALIA'S GAMBLING INDUSTRIES

of telecoms to some degree but, nonetheless, practical enforcement of
legidlation does pose some important questions, especially in regard to
detecting and prosecuting players of unauthorised games.

Box 17: Bans on conduct of, or participation in, unauthorised interactive gambling

QUEENSLAND

A person must not conduct an interactive game wholly or partly in Queensland, or allow a person who is in Queensland to participate in
an interactive game, unless:

= the game is an authorised game; and

= the person is authorised under the Act or a corresponding law to conduct the game.

A person in Queensland must not participate in, or encourage or facilitate participation by another in, an interactive game knowing that
the game is not an authorised game.

AUSTRALIAN CAPITAL TERRITORY

A person other than an authorised provider shall not:

= conduct an interactive game wholly or partly in the Territory; or
=  knowingly allow another person who is in the Territory to participate in an interactive game;

unless the game is an authorised game.

A person in the Territory shall not:

=  participate in an interactive game; or
= aid or abet the participation by another person in an interactive game;

knowing that the game is not an authorised game.

Source: Queensland Interactive Gambling (Player Protection) Act 1998 and ACT Interactive
Gambling Act 1998

10.6.2 Crime

As discussed elsewhere in this report, concerns over the infiltration of
gambling industries by criminal interests and the use of gambling
facilities to launder money has been one of the major reasons advanced
for heavy regulation of the industry. The concerns seem to be mainly
aimed at the casino industry. One of the features of Internet gambling is
the apparent popularity of casino-style facilities. As argued in Chapter 7,
crime and gambling is largely overstated in the context of ‘bricks and
mortar’ gambling. Opponents of Internet gambling argue that gambling
on-line will encourage crime. Concern over crime is one of the driving
forces behind the Kyl bill in the US.

Particularly in the context of the framework developed for Internet
gambling in Australia, given force in recent legislation, it is difficult to
see how crimina elements could gain afoothold in the legal Internet
gambling industry. Strict rules of identification will mean that the identity
of every account holder will be known. Even if e-money isused, a
process which generally is associated with anonymity on the Internet,
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account holders will be reguired to establish their identity with the
approved provider.

Even if persons associated with crime have gone to the trouble of
establishing elaborate fal se identities (this would have to be done prior to
applying for an on-line account and be done for passport, drivers licence
and so on), it is difficult to see what negative influence could be exerted
on gambling providers. Money laundering has not proven to be a serious
concern with traditional forms of gambling and it might be even more
difficult by way of responsible, approved Internet providers. A simple
way of preventing attempts to launder money is to prohibit the depositing
of cash in player accounts or limiting the amount and frequency that it
can be deposited. Thisis already in operation by some overseas cyber-
casinos. In any case, even if persons with criminal connections were able
to open accounts with Internet gambling providers, what adverse
consequences might there be? If they play by the rules like any other
player (and what other options would there be?) there should not be any
significant problems. There are no laws prohibiting people with criminal
records or suspected associations with criminals from eating in a
restaurant, buying a car and so on.

On the other side of the coin, the Australian legislation provides for
extremely strict provisions for granting alicence to Internet gambling
providers. It is arguable as to whether the degree of regulation is
necessary. However, given that providers of traditional gambling services
are subject to dtrict licensing criteria, there is an argument in favour of
treating new entrants the same. The important point is that it would be
extremely unlikely that persons with criminal associations would be able
to obtain alicence. Even if gambling Web sites with criminal interests
existed in other countries, 177 Australian consumers will be able to choose
between those and more responsible providers here in the event that local
providers enter the market.

A more general point to noteisthat responsible providersof Internet
gambling serviceswho areinterested in establishing a strong client
base and arédliablebrand (or current traditional providerswho wish
to capitalise on, and protect, their current brand and image), will
have power ful commercial incentivesto make surethat crimeisnot
associated with their operations, irrespective of the degree of
regulation.

177

It is not clear that there is, or will be, a large number of such sites in other countries. Even now it appears that most of the sites

operating around the world are licensed and regulated to some degree by the national governments of concern.
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10.6.3 Problem gambling and children

Problem gambling

Like crime, problem gambling and a concern about minors gaining access
to Internet gambling sites are issues for those opposed to Internet
gambling. Problem gambling is discussed in detail in Chapter 6 and the
same general arguments apply to Internet gambling —the ‘problem’ is
largely overplayed. Setting aside the issue of to what extent gambling isa
‘problem’ for some, afew specific observations can be made about
Internet gambling.

It could be argued that ‘problem’ gambling might be less of an issue
on the Internet, especially under Australian legislation. Asfor
physical gambling locations, gamblers can self-exclude from gambling
Web sites. In the case of the Internet, a thorough technical ‘lockout’ can
be achieved. It will be very difficult for someone to circumvent self-
exclusion given the requirements to establish an account. In a physical
gambling facility it is possible that a self-excluded gambler might try and
enter using adisguise. On the Internet, at least in Australian jurisdictions
where Internet gambling has been authorised, it would be very difficult to
open an account in another name — it would require an elaborate and
costly scheme to develop afalseidentity, along with supporting
documents like a passport and/or drivers licence.

Australian legidlation also provides for athird party to seek exclusion for
a‘problem’ gambler. For example, the ACT Interactive Gambling Act
1998 specifies that an application may be made to prohibit a person
taking part in an authorised game by “a person who satisfies the
Commissioner of aclose personal interest in the welfare of the person
against whom a prohibition is sought”. Many will see this as an important
safeguard, but thereisarisk that paternalism could be a factor with third
parties making unwarranted decisions about the behaviour of others. This
isan unusual measure that has not been taken with other forms of
gambling — it has significant civil libertiesimplications.

Children

The stringent requirementsunder Australian legidation for player
identification and place of residence will make it extremely difficult,
if not virtually impossible, for children to open an account by
themselves. However, the concerns about children by US Senator Kyl
and others seem to be about children getting access to an existing account
and say acredit card belonging to parents. The concern with access by
children isalso in part a concern about how well children are supervised
at home. For a start, even if the child acquires the relevant password
(credit betting will not be allowed by authorised providers), funds would
have to be deposited (which can be achieved by credit card) and verified
before gambling could occur. Even then, the amount deposited by credit
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card could be no more than the available credit on that card. It would be
far smpler for children to obtain a parent’s card and order goods over the
telephone. Adults have some responsibility to protect passwords, credit
cards and so on as they do in relation to keeping details of bank accounts
away from children (and other adults), or not giving the keys of the car to
a 14 year old — to give just afew examples.

Finally, parents and teachers will aso be able to make use of software to
block access to gambling sites, just as they can now in relation to other
adult materia available on the Internet.

CONSULTING
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Attachment 1:

Al.1l

Al.2

Modelling the Impact of Selected
Gambling Reforms

Introduction

This Attachment contains the results of illustrative economy-wide
modelling undertaken to gain a broader understanding of the likely
impact of changesin key government policies and market variables
relating to the gambling industry. The model work supports the analysis
in several parts of the text of this Submission.

The economy-wide modelling was undertaken using the STATE model of
the Australian economy. STATE is a computable general equilibrium
model similar in structure to the well-known ORANI model of the
Australian economy. A simulation with STATE can provide estimates of
the impact of a policy change or a project on arange of economic
variables including industry output and price, employment and
investment, trade flows, government revenue and expenditure, gross
national product and regional income.

One of the advantages of a general equilibrium model isthat it can
provide important insights into direct and indirect effects and put these
into perspective. For example, key direct effectsidentified in the
simulations with the STATE model are the loss of revenue from a
reduction in gambling taxes and the adjustments required in other taxes or
expenditure to ensure budget balance. Important indirect effects can arise
as reduced taxation increases industry efficiency, as resources move to or
from the gambling industries, as supporting industries are affected and as
other industries compete for resources and consumer demand.

Unlike simpler input-output models, general equilibrium models
incorporate estimates of key elasticities in the economy. These help
explain how the economy responds to changes in government policy or
market conditions. When combined with a more detailed explanation of
key economic variables (such as private investment and the government
budget), the result is a much richer analysis than possible with input-
output models.

The STATE Model

STATE is an economy-wide model identifying 119 industries designed to
examine the macroeconomic and sectoral impact of economic policies
and development projects. It is normally operated as a multi-state model,
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but it can also be used as a national model asin this application. When
set-up in thisway, the STATE model is best thought of as a simplified
version of the ORANI model.178

The core of the STATE model’ s database is a 1992-93 input-output table
prepared by the ABS. The table identifies sales between Australian
industries, each industry’ s use of inputs to production, the level of

indirect taxes and the sales by each industry to the different final demands
(eg exports and consumption). The model & so includes a series of
parameters that help explain the responsiveness of industries, households,
etc to changes in economic conditions. These parameters are largely
drawn from the ORANI database.

The standard ABS input-output tables identify 113 industries. These
tables have been expanded to create a 119 database that identifies three
industries containing gambling activities:

= ‘Sport clubs'. Thisindustry covers associations with alink to sport
which operate as clubs that are engaged in providing meals,
entertainment and other social facilities to members. Clubs with and
without gambling facilities are included.

= ‘Accommodation, cafes and restaurants nec’, which is the input-
output industry 5701 ‘ Accommodation, cafes and restaurants’ after
the removal of sport clubs. Most of the gambling component of this
industry isincluded in ‘ Pubs, taverns and bars’, which comprises
hotels, bars or similar businesses (except licensed clubs) mainly
engaged in selling acoholic beverages for consumption mainly on
the premises. Thereis also asignificant level of gambling in the non-
sport ‘ Clubs (hospitality)’ industry that includes businesses mainly
engaged in providing hospitality services (gambling, meals,
entertainment and other social facilities) to members.179

= ‘Gambling and recreationa services', which is the input-output
industry 9301 * Sport, gambling and recreation’ after the removal of
the sport component. The gambling component relates to lotteries
(which includes the operation of lotteries and lottery agencies),
casinos and gambling services nec (which includes bookmaker/

178

179

The main simplifications relate to the tax structure, the explanation of margin flows and the absence of any occupational breakdown of
the labour market. The STATE model is documented in Economic Insights and Tasman Asia Pacific, 1998, Queensland Dairy
Industry Act 1993: Public Benefit Test of Restrictions on Competition, Final Report Prepared for the Queensland Dairy Legislation
Review Committee, May and Tasman Asia Pacific, 1998, Assessing the Economic Impact of Sport, January.

‘Pubs, taverns and bars' is industry 5720 under the ANZSIC while ‘Clubs (hospitality) ‘ is industry 5740 under the ANZSIC. The
ABS, 1996, Cat. No. 8687.0 publication provides details on the revenue and expenditure of the gambling component of these
industries.
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betting shop operation, TAB and totalisator operation and TAB/
totalisator agencies).180

The estimated gambling component of these three composite industriesis
summarised in Chart 1-1 to Chart 1-3 and Table 1-1.181

The gambling industries of the STATE model incorporate an economic
rent assumed to result from regulated entry restrictions. In a normal
competitive industry, economic rent, or above-normal profit, cannot be
earned over the long run because its presence would attract new
competitors or perhaps encourage existing players to expand. This would
push product prices down and/or raise the cost of inputs and erode
economic rent. But government regulations prevent the free entry of new
playersinto the gambling industry and block its expansion. The result is
that economic rent or above normal profits may be sustained over along
period of time. The nature of the entry restrictionsis discussed in the
body of this report.

There can be little doubt that state government gambling taxes capture
part of the economic rent generated by the entry restrictions, and indeed
that is probably their main purpose. In order to prepare illustrative
simulations, it was assumed that 50 per cent of gambling tax revenue
represents economic rent captured by the state governments. The
remainder of the gambling revenue isinterpreted as a conventional tax. It
is also assumed, for the purposes of illustration, that the industry captures
as much of the rent generated as the state governments. Further, it is
assumed, again solely for illustration, that 50 per cent of the rent captured
by the industry is dissipated in public enquires and lobbying and other
rent seeking activities.182 The remainder of the industry’ s share of the
economic rent is assumed to be taken as pure profit.

180 These three gambling industries comprise ANZSIC group 932. ABS, 1997, Cat. No. 8684.0 and ABS, 1998, Cat. No. 8683.0
publications provide details on their revenue and expenditure.

181

The model database used in this application is documented in Tasman Asia Pacific and Ernst and Y oung, 1998, The Economic I mpact

Study of Sport, Prepared for the Confederation for Australian Sport, February.

182
advisers by the industry.

It is assumed that this is reflected in the over-employment of labour within the gambling industry and an excess use of externa

C Ok
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Chart 1-1: The wage bill of the gambling industries of the STATE model
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Chart 1-2: Value added generated by the gambling industries of the STATE model
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Chart 1-3: Output of the gambling industries of the STATE model
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Table 1-1: The gambling component of the STATE model

STATE industry $m in 1997-98 prices
Labour costs| Value added | Output (before Gambling
gambling taxes) taxes
Sports clubs 221 356 805 73
Gambling and recreational services 774 2,498 5,329 1,632
Accommodation, cafes and restaurants nec 2,565 4,070 8,047 582
Total gambling component 3,560 6,924 14,181 2,288

Source:  (For Chart 1-1, Chart 1-2, Chart 1-3 and Table 1-1) Estimates derived fromthe
STATE model. It is emphasised that a range of simplifying assumptions regarding the nature of
the gambling industry have been made in preparing these estimates.

A1.3 Conducting the model simulation

In conducting a model simulation, the economic environment needs to be
defined to explain how the economy adjusts to a change in conditions.
The modelling involves what are termed short and long run environments.
The short runis normally envisaged as the year following a change or
‘shock’ to the economy, while the long run is seen as the period ten years
or so after change. It isimportant that both periods are considered, asthe
response of an economy to change varies over time.

The short run economic environment is characterised by a high degree of
rigidity in the economy, mainly because industry capital stocks are held

CONSULTING
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fixed. This places tight constraints on producer behaviour and resultsin
changes to industry rates of return as demand and cost conditions change.
The model assumes that initially labour supply is greater than labour
demand (ie: there is unemployment) and the resulting pool of labour can
be readily hired at a given wage rate. Wages are either indexed to the
consumer price index or the nominal wage is fixed. For this analysis, the
nominal wage was held fixed. Given this depiction of the labour market,
the rate of unemployment adjusts to reflect movements in the demand for
labour rather than overall wage rates. Theratio of household savings to
incomeis also held fixed in the short run, as are tax rates so that the size
of the government deficit reflects all of the change in budgetary pressure.

The long run economic environment is characterised by a more flexible
economy than the short run, mainly because it is known that eventually
industry capital stocks respond to changes in profitability. Like capital
and land, labour is freely mobile across industries. Thisisreflected in the
standard assumption that wages adjust to “clear” the labour market, but
this may also be taken to mean that there is a constant level of frictional
unemployment. The assumption is important because it means that the
level of employment is unchanged over the long run, with any changein
the demand for labour reflected in the wage rate. The assumption reflects
the view that in Australia the long run unemployment rate is not
determined by the level of economic activity. Rather, it iswidely seen to
be aresult of structural features of the economy such as the industrial
relations system, the behaviour of unions and the effect of the social
security system on the incentive to work.

Other important features of the long run relate to the determination of
savings and the funding of investment. The household average propensity
to save (which defines the change in savings as income changes) is held
fixed in the standard environment and net capital inflow isleft free to
adjust to any savings-investment gap.

The standard long-run environment al so assumes that government budget
balances are held fixed as a fraction of GDP. Under such an environment,
tax rates are altered to ensure the budget balances.

In interpreting analysis with the STATE model, it is important to
understand what the model resultsimply. The STATE model isa
comparative static model that compares two different environments at the
same point in time. This means that the results should be seen to represent
the effects that relate purely to the change being examined. In other words
they relate to the difference between the without change state and the
with change state.

The scenarios tested

To explore the potential impact of key changes in government policy,
four illustrative scenarios are analysed in the STATE model. These are:
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®  Scenario 1, being a 50 per cent reduction in gambling taxes. Itis
assumed that as part of negotiations on national tax reform, the state
and Commonwealth Governments arrange for the lost revenue to be
funded via increased income taxes.

"  Scenario 2, being a 50 per cent reduction in gambling taxes, with the
revenue forgone offset by a cut in government administration.
Education, health and transport services are assumed to be insulated
from the cut. Instead, the government use of labour, capital and
materials outside these sectors is reduced by 4 per cent nation-
wide.183 |t is al'so assumed that sufficient efficiency improvements
are made to preserve the output of the public sector despite the fal in
expenditure.

=  Scenario 3, that looks at the effect of removing all entry restrictions
on the gambling industry. It is assumed that this leads to the loss of
all the economic rent or above-normal profit captured by the
gambling industry. Tax rates on gambling are held constant in the
scenario. With gambling expanding in the scenario, governments
receive arevenue windfall. Thiswindfal is part of the story that
conditions the short and long run model resuilts.

®  Scenario 4, in which the removal of the entry restrictions sees the
erosion of the economic rent captured by both the industry and the
state governments. For the state governments this resultsin the loss
of 50 per cent of gambling tax revenue, with the revenue lost offset
by a cut in government administration. Scenario 4 is effectively the
addition of Scenarios 2 and 3.

The macroeconomic impact

The short and long run macroeconomic results are summarised in Table
1-2 and Table 1-3. The replacement of gambling tax revenue by income
tax revenue under Scenario 1 is estimated to have little net
macroeconomic impact. This result holds in the short and long run, and is
largely attributable to special features of gambling and income taxes.

Within the STATE model gambling industries are treated as demand
inelastic, an assumption thought to fit fairly well the experience of the last
few decades. That is, the demand for gambling appears to have been
fairly insensitive to changes in its price. So a change in the price of
gambling, such as resulting from areduction in the taxes on gambling, is
taken to have relatively little impact on consumer behaviour and the level
of industry output. Taxes generally impose secondary costs on an
economy because they impair an industry’ s expansion, distort consumer

183 The shock is modelled as areduction in government consumption of STATE industry 108, ‘ Government administration’
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decisions or otherwise impede the efficient flow of resources. But when
demand isinelastic, such effects are not strong and the secondary costs
imposed by taxation are small. It follows, if this assumption is correct,
that the secondary gains from removing gambling taxes will be small.
Like the gambling tax, the income tax of the STATE model has few
adverse secondary effects.

With the secondary effects of taxation small, the simulation results are
largely determined by the direct effects. With a positive effect on the
industry through gambling taxation cuts, and negative effects on the
economy through income tax increases, the direct effects almost
completely cancel each other out. The reduction in the gambling tax
initially gives consumers more money, but thisis taken back by
government asincome taxes are raised in order to balance the budget. In
effect the simulation looks at the impact of the government giving with
one hand and taking with another. It net terms there is little impact on
consumers and the economy as awhole in both the short and long run.

Table 1-2: Key short run national impacts of certain gambling reforms

Scenario 1 Scenario 2 Scenario 3 Scenario 4
50 per cent cutin | 50 per cent cutin | Removal of entry | Removal of entry
gambling taxes gambling taxes restrictions restrictions with a 50
offset by higher | offset by cuts in per cent cut in
income taxes | public expenditure gambling taxes
Percentage change
Real GDP 0.02 -0.07 0.10 0.04
Real household consumption 0.02 0.15 0.20 0.33
Real investment 0.00 0.00 0.00 0.00
Real total exports 0.01 0.04 -0.03 0.00
Real wage rate 0.33 0.33 0.32 0.61
CPI -0.33 -0.33 -0.32 -0.61
Export price index 0.00 0.00 0.00 0.00
Employment 0.03 -0.19 -0.06 -0.23
Level of gambling activity 177 1.88 2.49 4.38
Price of gambling to the consumer -7.08 -6.66 -8.70 -15.45
Shocks (as a per cent of GDP)
- change in gambling taxes -0.21 -0.21 0.00 -0.21
- change in rent captured by the 0.00 0.00 -0.21 -0.21
industry
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Scenario 1 Scenario 2 Scenario 3 Scenario 4

50 per cent cutin | 50 per cent cutin | Removal of entry | Removal of entry

gambling taxes gambling taxes Restrictions restrictions with a

offset by higher | offset by cuts in 50 per cent cut in

income taxes | public expenditure gambling taxes

Percentage change
Real GDP 0.00 0.14 0.15 0.28
Real household consumption 0.03 0.48 0.25 0.69
Real investment -0.02 0.23 0.04 0.25
Real total exports -0.11 0.26 0.08 0.33
Real wage rate 0.36 0.32 0.38 0.65
CPI -0.14 -0.73 -0.19 -0.87
Export price index -0.14 -0.73 -0.19 -0.87
Employment 0.00 0.00 0.00 0.00
Level of gambling activity 2.17 2.66 2.39 5.00
Price of gambling to the consumer -8.50 -8.63 -8.29 -16.19
Shocks (as a per cent of GDP)
- change in gambling taxes -0.21 -0.21 0.00 -0.21
- change in rent captured by the 0.00 0.00 -0.21 -0.21
industry

Source:  Estimates derived from the STATE model. It is emphasised that a range of simplifying
assumptions regarding the nature of the gambling industry have been made in preparing these
estimates.

There is a noticeable macroeconomic effect when the cut in gambling
taxesisfunded by areduction in government administration. The cut in
taxes reduces the cost of gambling and allows households to spend more
on other goods. Thisis positive for the economy. However, in the short
run the fall in public expenditure dominates the macro-economy and
reduces aggregate demand. Both employment and GDP fall. Over the
long run the ex-public servants and relevant industry officials move to
new industries and add to the economy’ s productive capacity. Although
nominal wages fall in order to increase labour demand (aresult of the
assumption that employment must be unchanged in the long run), alarge
fall in prices provides an increase in the real wage, supporting a
significant increase in real consumption. The increasein GDPis also
significant.

An important simplifying assumption made in preparing this scenario is
that the surplus public servants, committees and boards were
unproductive. Thus moving them to new productive employment

A C BIE
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provides important long run gains. If instead as aresult thereisacut in
the output of the public sector following the cuts in government
expenditure, over the long run the economy would expand by less, and
could contract.

Under Scenario 3 the economy also gains from an increase in productive
efficiency. The removal of entry restrictions is assumed to reduce rent
seeking behaviour that adds to industry costs. Labour costs are reduced
along with the use of external advisers.184 In the short run the cutsin
demand add to unemployment, but consumers still benefit because of the
increased purchasing power provided by the fall in the price of gambling.
The model assumes this allows increased expenditure on the normal
basket of consumer purchases. Consumers also benefit as the rent or
above normal profit retained by the industry is eroded, further reducing
the price of gambling.18> The net result in the short run isan increase in
GDP, athough thereis an overall declinein employment.

Over the long run the now more productive economy expands even
further. By assumption employment is held fixed, but GDP and most
macroeconomic aggregates show an increase.

Scenario 3ispartial in that it only looks at one dimension of the rent
issue. The removal of entry restrictions will not only erode the rent
captured by industry, but also the rent captured by state governments via
gambling taxes. Scenario 4 assumes that following the removal of entry
restrictions, state governments agree to remove the gambling taxes
‘capturing’ their share.

Thereislittle net macroeconomic impact over the short run under
Scenario 4. Consumers benefit from alower overall price level, but with
government consumption/demand falling, there islittle net change in
GDP. Over the long run the cuts in unproductive government
administration and rent-seeking behaviour in the gambling industry are
good for the economy and the main macroeconomic aggregates improve.

A1.6 The impact on industry

The composite industries containing gambling activities expand in all
scenarios. As summarised in Chart 1-4, gambling activities are estimated
to expand by around 2 to 5 per cent (also see Table 1-2 and Table 1-3).
The impact is greatest under Scenario 4 because thisis the scenario with

184 The external advisers are found in the * Legal, accounting, marketing, business management’ and ‘ Other business services' industries

of the STATE model as listed below.

185 The reduction in above-normal profit is treated as a fall in the other costs of the gambling industries. This treatment prevents any
direct impact on the rate of return on capital and hence investment behaviour, in keeping with the above-normal nature of the profit.
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the largest change (being the removal of the economic rent captured by
both the industry and the state government s).

Chart 1-4: The estimated aggregate impact on gambling activities

Change in gambling activity, per cent

T T I

Short run

Il Longrun

Scenario 1 Scenario 2 Scenario 3 Scenario 4

Source:  Estimates derived from the STATE model. It is emphasised that a range of simplifying
assumptions regarding the nature of the gambling industry have been made in preparing these
estimates.

The impact on other industriesis summarised in Table 1-4 and Table 1-5.
Most other industries expand under scenarios 2, 3 and 4 in both the short
and the long run. Despite the overall economic contraction in the short
run under Scenario 2, most industries increase output. However, there are
large contractions in those industries heavily dependent on government
demand. Under Scenario 1 asmall contraction is seen almost across-the-
board, but with industries closely associated with gambling tending to
expand.

Analysis has been conducted of the sensitivity of the above results to
different demand elasticities for the gambling industries. The own price
demand el asticities, which show the change in demand for gambling asits
price changes, are around —/; for the simulations reported above. The
effect of doubling these elasticities is summarised at Table 1-6. The
higher demand elasticity tends to increase the expansion of the gambling
industries but, given other reactions, |eaves the macroeconomic impacts
largely unchanged.
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Table 1-4: The short run impact on industry activity levels of certain gambling reforms (percentage change)

Scenario 1 Scenario 2 Scenario 3 Scenario 4
50 per cent cutin | 50 per cent cutin | Removal of entry | Removal of entry
gambling taxes gambling taxes Restrictions restrictions with a
offset by higher | offset by cuts in 50 per cent cut in
income taxes | public expenditure gambling taxes
1 Sheep 0.00 -0.02 -0.04 -0.06
2 Grains 0.00 -0.04 -0.07 -0.11
3 Beef cattle -0.01 0.05 0.01 0.06
4 Dairy cattle 0.01 0.03 0.03 0.06
5 Pigs -0.08 0.09 0.11 0.19
6 Poultry 0.00 0.04 0.02 0.06
7 Other agriculture 0.00 0.04 0.07 0.11
8 Services to agriculture; hunting and -0.02 0.04 0.05 0.09
trapping
9 Forestry and logging -0.01 0.09 0.03 0.14
10 Commercial fishing 0.09 0.14 0.15 0.29
11 Coal; oil and gas 0.00 0.01 0.00 0.01
12 Iron ores 0.00 0.03 0.00 0.03
13 Non-ferrous metal ores 0.00 0.07 0.01 0.07
14 Other mining 0.01 -0.04 0.01 -0.03
15 Services to mining 0.00 0.08 0.02 0.10
16 Meat and meat products 0.00 0.05 0.01 0.06
17 Dairy products 0.01 0.03 0.03 0.06
18 Fruit and vegetable products -0.02 0.05 0.07 0.11
19 Qils and fats -0.01 0.06 0.08 0.14
20 Flour mill products and cereal foods 0.03 0.05 0.07 0.11
21 Bakery products 0.01 0.01 0.05 0.07
22 Confectionery -0.05 0.06 0.08 0.14
23 Other food products -0.01 0.06 0.01 0.07
24 Soft drinks, cordials and syrups -0.04 0.03 0.06 0.08
25 Beer and malt -0.05 0.03 0.07 0.09
26 Wine and spirits -0.06 0.00 0.08 0.08
27 Tobacco products -0.04 0.03 0.08 0.10
28 Wool scouring -0.01 0.03 0.00 0.02
29 Textile fibres, yarns and woven fabrics -0.05 0.10 0.14 0.22
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Scenario 1 Scenario 2 Scenario 3 Scenario 4

30 Textile products -0.01 0.04 0.08 0.12
31 Knitting mill products -0.04 0.03 0.09 0.12
32 Clothing -0.05 0.05 0.09 0.14
33 Footwear -0.07 0.13 0.14 0.27
34 Leather and leather products -0.02 0.05 0.05 0.10
35 Sawmill products -0.01 0.07 0.02 0.08
36 Plywood, veneer and fabricated wood -0.04 0.17 0.10 0.26
37 Other wood products -0.01 0.01 0.08 0.08
38 Pulp, paper and paperboard 0.00 -0.08 0.01 -0.08
39 Paperboard containers; paper bags and -0.01 -0.02 0.06 0.03
sacks

40 Other paper products 0.00 -0.27 0.07 -0.19
41 Printing and services to printing 0.01 -0.42 0.02 -0.39
42 Publishing; recorded media and 0.02 -0.08 0.07 -0.01
publishing

43 Petroleum and coal products -0.04 0.02 0.07 0.09
44 Fertilisers 0.05 0.08 0.09 0.17
45 Other basic chemicals -0.01 0.03 0.04 0.06
46 Paints 0.01 0.08 0.08 0.16
47 Medicinal and pharmaceutical products; -0.04 0.11 0.15 0.26
pesticides

48 Soap and other detergents -0.02 0.01 0.08 0.09
49 Cosmetics and toiletry preparations -0.04 0.06 0.09 0.15
50 Other chemical products -0.01 -0.06 0.01 -0.05
51 Rubber products -0.02 0.10 0.11 0.21
52 Plastic products -0.01 0.01 0.07 0.08
53 Glass and glass products -0.02 0.02 0.07 0.09
54 Ceramic products -0.02 0.14 0.08 0.22
55 Cement and lime 0.00 -0.04 -0.01 -0.04
56 Concrete slurry 0.02 -0.12 -0.06 -0.17
57 Plaster and other concrete products 0.00 -0.02 0.02 0.00
58 Other non-metallic mineral products -0.01 0.04 0.04 0.08
59 Iron and steel -0.02 0.05 0.05 0.10
60 Basic non-ferrous metal and products 0.00 0.05 0.00 0.05
61 Structural metal products 0.02 -0.10 -0.03 -0.12
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Scenario 1 Scenario 2 Scenario 3 Scenario 4
62 Sheet metal products -0.04 0.16 0.11 0.26
63 Fabricated metal products 0.00 0.00 0.08 0.08
64 Motor vehicles and parts; other transport -0.05 0.20 0.12 0.31
equipment
65 Ships and boats -0.03 0.19 0.12 0.33
66 Railway equipment 0.26 -1.58 -0.65 -2.22
67 Aircraft 0.03 -0.16 -0.03 -0.19
68 Photographic and scientific equipment 0.02 0.10 0.10 0.20
69 Electronic equipment 0.03 -0.07 0.04 -0.02
70 Household appliances -0.10 0.21 0.21 0.40
71 Other electrical equipment 0.01 -0.07 0.03 -0.04
72 Agricultural machinery -0.02 0.22 0.10 0.32
73 Mining and construction machinery; lifting 0.01 -0.09 -0.02 -0.11
and material handling equipment
74 Other machinery and equipment -0.03 0.22 0.11 0.32
75 Prefabricated buildings -0.02 0.21 0.12 0.33
76 Furniture -0.15 0.23 0.25 0.47
77 Toy and Sports equipment mfg -0.02 0.02 0.07 0.09
78 Other manufacturing -0.02 0.04 0.08 0.12
79 Electricity supply -0.01 -0.10 0.04 -0.06
80 Gas supply -0.02 0.00 0.07 0.07
81 Water supply; sewerage and drainage 0.02 -0.06 -0.03 -0.08
services
82 Residential building construction -0.03 0.24 0.12 0.35
83 Other construction 0.05 -0.36 0.17 -0.51
84 Wholesale trade 0.01 0.00 0.05 0.05
85 Sports related retalil 0.00 0.00 0.01 0.01
86 Retail trade 0.00 0.01 0.01 0.02
87 Mechanical repairs -0.02 0.03 0.07 0.09
88 Other repairs -0.01 0.00 0.05 0.05
89 Sports clubs 0.53 0.63 0.73 135
90 Accommodation, cafes and restaurants 0.38 0.42 0.45 0.87
nec
91 Road transport 0.01 -0.01 0.05 0.04
92 Rail, pipeline and other transport -0.01 0.01 0.02 0.03
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Scenario 1 Scenario 2 Scenario 3 Scenario 4
93 Water transport -0.01 -0.02 0.02 0.01
94 Air and space transport -0.01 0.01 0.07 0.08
95 Services to transport; storage 0.00 0.00 0.02 0.04
96 Communication services -0.01 0.14 0.04 -0.09
97 Banking -0.02 -0.02 0.05 0.03
98 Non-bank finance -0.03 -0.06 0.07 0.01
99 Financial asset investors 0.00 -0.07 0.14 -0.20
100 Insurance -0.02 0.10 0.07 0.17
101 Services to finance, investment and -0.01 -0.53 0.04 -0.48
insurance
102 Ownership of dwellings 0.00 0.00 0.00 0.00
103 Other property services 0.03 0.07 0.12 0.20
104 Scientific research, technical and 0.01 -0.45 -0.02 -0.45
computer services
105 Legal, accounting, marketing, business 0.03 -0.07 -0.71 -0.78
management services
106 Other business services 0.03 -0.10 -0.84 -0.95
107 Govt sports admin & services -0.04 0.18 0.08 0.31
108 Government administration 0.00 -3.32 0.01 -3.25
109 Defence 0.00 0.20 0.00 0.28
110 Education -0.02 0.15 0.03 0.24
111 Health services -0.05 0.12 0.09 0.24
112 Community services -0.11 0.17 0.18 0.37
113 Motion picture, radio and television 0.13 0.07 0.30 0.38
services
114 Libraries, museums and the arts -0.03 0.13 031 0.47
115 Organised sport -0.20 0.16 0.39 0.53
116 Active recreation -0.25 0.12 0.69 0.79
117 Gambling and recreational services 2.09 2.17 3.18 5.38
118 Personal services -0.04 0.04 0.08 0.12
119 Other services -0.01 0.09 0.02 0.16

Source:  Estimates derived from the STATE model. It is emphasised that a range of simplifying
assumptions regarding the nature of the gambling industry have been made in preparing these
estimates.
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Table 1-5: The long run impact on industry activity levels of certain gambling reforms (percentage change)

Scenario 1 Scenario 2 Scenario 3 Scenario 4

50 per cent cutin | 50 per cent cutin | Removal of Entry | Removal of entry

gambling taxes gambling taxes Restrictions restrictions with a

offset by higher | offset by cuts in 50 per cent cut in

income taxes | public expenditure gambling taxes

1 Sheep -0.05 0.04 0.00 0.04
2 Grains -0.05 -0.05 -0.07 -0.11
3 Beef cattle -0.04 0.27 0.08 0.35
4 Dairy cattle 0.02 0.08 0.04 0.11
5 Pigs -0.10 0.59 0.20 0.75
6 Poultry -0.02 0.21 0.07 0.27
7 Other agriculture -0.01 0.25 0.12 0.36
8 Services to agriculture; hunting and trapping -0.04 0.23 0.09 0.31
9 Forestry and logging -0.06 0.17 0.06 0.24
10 Commercial fishing 0.10 0.32 0.18 0.49
11 Coal; oil and gas -0.20 0.56 0.10 0.64
12 Iron ores -0.14 0.38 0.07 0.43
13 Non-ferrous metal ores 0.12 0.32 0.09 0.40
14 Other mining -0.01 0.16 0.07 0.22
15 Services to mining -0.14 0.39 0.08 0.46
16 Meat and meat products -0.04 0.28 0.08 0.35
17 Dairy products 0.02 0.08 0.04 0.11
18 Fruit and vegetable products -0.01 0.18 0.08 0.25
19 Qils and fats -0.02 0.29 0.12 0.39
20 Flour mill products and cereal foods 0.03 0.13 0.08 0.20
21 Bakery products 0.01 0.09 0.06 0.14
22 Confectionery -0.05 0.26 0.10 0.34
23 Other food products -0.12 0.39 0.10 0.47
24 Soft drinks, cordials and syrups -0.03 0.16 0.06 0.22
25 Beer and malt -0.09 0.50 0.19 0.65
26 Wine and spirits -0.13 0.52 0.26 0.74
27 Tobacco products -0.03 0.17 0.09 0.24
28 Wool scouring -0.03 0.09 0.02 0.11
29 Textile fibres, yarns and woven fabrics -0.10 0.50 0.19 0.66
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Scenario 1 Scenario 2 Scenario 3 Scenario 4

30 Textile products -0.01 0.26 0.11 0.36
31 Knitting mill products -0.04 0.26 0.12 0.37
32 Clothing -0.05 0.26 0.10 0.34
33 Footwear -0.13 0.60 021 0.77
34 Leather and leather products -0.04 0.20 0.07 0.26
35 Sawmill products -0.12 0.46 0.10 0.53
36 Plywood, veneer and fabricated wood -0.10 0.53 0.17 0.67
37 Other wood products -0.02 0.16 0.08 0.22
38 Pulp, paper and paperboard -0.04 -0.23 0.07 -0.16
39 Paperboard containers; paper bags and -0.03 0.14 0.11 0.24
sacks

40 Other paper products 0.00 -0.30 0.11 -0.20
41 Printing and services to printing 0.01 -0.34 0.04 -0.31
42 Publishing; recorded media and publishing 0.04 0.03 0.09 0.12
43 Petroleum and coal products -0.06 0.31 0.15 0.44
44 Fertilisers 0.04 0.26 0.15 0.40
45 Other basic chemicals -0.04 021 0.10 0.30
46 Paints -0.01 031 0.12 0.42
47 Medicinal and pharmaceutical products; -0.05 0.50 0.21 0.68
pesticides

48 Soap and other detergents -0.01 0.25 0.11 0.34
49 Cosmetics and toiletry preparations -0.04 0.35 0.15 0.48
50 Other chemical products -0.06 0.12 0.05 0.16
51 Rubber products -0.05 0.28 0.12 0.38
52 Plastic products -0.03 0.23 0.13 0.35
53 Glass and glass products -0.05 0.36 0.15 0.48
54 Ceramic products -0.04 0.33 0.08 0.38
55 Cement and lime -0.04 0.24 0.07 0.30
56 Concrete slurry -0.02 0.21 0.04 0.24
57 Plaster and other concrete products -0.03 0.18 0.05 0.21
58 Other non-metallic mineral products -0.04 0.28 0.09 0.35
59 Iron and steel -0.04 0.24 0.08 0.30
60 Basic non-ferrous metal and products -0.12 0.34 0.06 0.38
61 Structural metal products -0.02 0.22 0.06 0.27
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Scenario 1 Scenario 2 Scenario 3 Scenario 4
62 Sheet metal products -0.04 0.29 0.10 0.37
63 Fabricated metal products -0.02 0.22 0.12 0.32
64 Motor vehicles and parts; other transport -0.07 0.37 0.12 0.46
equipment
65 Ships and boats -0.02 0.19 0.09 0.28
66 Railway equipment 0.00 0.03 0.03 0.05
67 Aircraft -0.08 0.26 031 0.56
68 Photographic and scientific equipment 0.04 0.25 0.12 0.36
69 Electronic equipment 0.03 0.21 0.14 0.33
70 Household appliances -0.10 0.65 0.22 0.82
71 Other electrical equipment -0.01 0.25 0.11 0.34
72 Agricultural machinery -0.01 0.19 0.03 0.21
73 Mining and construction machinery; lifting -0.04 0.19 0.04 0.22
and material handling equipment
74 Other machinery and equipment -0.03 0.24 0.05 0.27
75 Prefabricated buildings -0.01 0.24 0.07 0.29
76 Furniture -0.13 0.74 0.24 0.93
77 Toy and Sports equipment mfg -0.03 0.23 0.11 0.33
78 Other manufacturing -0.02 0.19 0.10 0.28
79 Electricity supply -0.03 0.02 0.09 0.10
80 Gas supply -0.03 0.23 0.10 0.32
81 Water supply; sewerage and drainage -0.03 0.28 0.08 0.34
services
82 Residential building construction -0.03 0.28 0.05 0.30
83 Other construction -0.01 0.17 0.04 0.20
84 Wholesale trade 0.00 0.13 0.07 0.19
85 Sports related retalil 0.00 0.02 0.01 0.02
86 Retail trade 0.00 0.02 0.01 0.03
87 Mechanical repairs -0.01 0.24 0.11 0.33
88 Other repairs -0.02 0.16 0.08 0.23
89 Sports clubs 0.63 0.91 0.74 161
90 Accommodation, cafes and restaurants nec 0.44 0.67 0.47 1.12
91 Road transport 0.00 0.12 0.07 0.19
92 Rail, pipeline and other transport -0.01 0.07 0.03 0.10
93 Water transport -0.02 0.05 0.04 0.08
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Scenario 1 Scenario 2 Scenario 3 Scenario 4
94 Air and space transport -0.16 0.47 0.59 1.02
95 Services to transport; storage -0.02 0.05 0.05 0.11
96 Communication services 0.00 0.02 0.07 0.08
97 Banking -0.05 0.25 0.13 0.36
98 Non-bank finance -0.05 0.19 0.14 031
99 Financial asset investors -0.01 0.11 -0.10 -0.01
100 Insurance -0.03 0.22 0.09 0.30
101 Services to finance, investment and -0.03 -0.45 0.09 -0.36
insurance
102 Ownership of dwellings -0.11 0.58 0.21 0.74
103 Other property services 0.03 0.26 0.14 0.38
104 Scientific research, technical and 0.01 -0.35 0.01 0.34
computer services
105 Legal, accounting, marketing, business 0.04 0.06 -0.71 -0.68
management services
106 Other business services 0.04 0.02 -0.83 -0.83
107 Govt sports admin & services -0.03 0.21 0.09 0.33
108 Government administration 0.00 -3.43 0.01 -3.37
109 Defence 0.00 0.05 0.00 0.11
110 Education -0.01 0.12 0.03 0.18
111 Health services -0.04 0.27 0.08 0.37
112 Community services -0.08 0.46 0.18 0.64
113 Motion picture, radio and television 0.21 0.31 0.31 0.60
services
114 Libraries, museums and the arts 0.03 043 0.35 0.77
115 Organised sport -0.15 0.99 0.47 1.38
116 Active recreation -0.15 0.89 0.77 157
117 Gambling and recreational services 2.66 2.89 2.95 5.80
118 Personal services -0.04 0.24 0.09 031
119 Other services -0.01 0.08 0.03 0.14

Source:  Estimates derived from the STATE model. It is emphasised that a range of simplifying
assumptions regarding the nature of the gambling industry have been made in preparing these
estimates.
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Table 1-6: A comparison of key model estimates under standard and high demand elasticities for gambling

Scenario 1

Scenario 2

Scenario 3

Scenario 4

50 per cent cut in

50 per cent cut in

Removal of entry

Removal of entry

gambling taxes gambling taxes restrictions restrictions with a
offset by higher | offset by cuts in 50 per cent cut in
income taxes | public expenditure gambling taxes

Percentage change in real GDP

Standard demand elasticities

Short run 0.02 -0.07 0.10 0.04

Long run 0.00 0.14 0.15 0.28

High demand elasticities

Short run 0.03 -0.06 0.11 0.05

Long run 0.00 0.14 0.15 0.28

Percentage change in activity of the 'Sports club' industry

Standard demand elasticities

Short run 0.53 0.63 0.73 1.35

Long run 0.63 0.91 0.74 1.61

High demand elasticities

Short run 0.50 0.58 0.67 1.24

Long run 0.60 0.87 0.70 1.53

Percentage change in activity of the 'Accommodation, cafes and restaurants nec' industry

Standard demand elasticities

Short run 0.38 0.42 0.45 0.87

Long run 0.44 0.67 0.47 112

High demand elasticities

Short run 0.59 0.68 0.65 134

Long run 0.70 111 0.74 1.82

Percentage change in activity of the 'Gambling and recreational services' industry

Standard demand elasticities

Short run 2.09 2.17 3.18 5.38

Long run 2.66 2.89 2.95 5.80

High demand elasticities

Short run 3.62 3.75 4.98 8.34

Long run 573 6.22 5.20 10.55
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Scenario 1 Scenario 2 Scenario 3 Scenario 4
Percentage change in the level of gambling activity
Standard demand elasticities
Short run 1.77 1.88 249 438
Long run 217 2.66 2.39 5.00
High demand elasticities
Short run 2.90 311 376 6.66
Long run 4.23 511 4.01 8.60
Percentage change in the consumer price of gambling
Standard demand elasticities
Short run -7.08 -6.66 -8.70 -15.45
Long run -8.50 -8.63 -8.29 -16.19
High demand elasticities
Short run -6.04 -5.36 -6.97 -12.46
Long run -8.49 -8.62 -7.29 -14.68

Source:

estimates.

Estimates derived from the STATE model. It is emphasised that a range of simplifying
assumptions regarding the nature of the gambling industry have been made in preparing these
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Attachment

2:

A2.1

Major Changes in the Gambling
Industry by State

New South Wales

EGMs dominate the gambling industry in NSW (Table 2-1). Expenditure
on gaming machines was $22 billion in 1996-97, which accounted for 63
per cent of total gambling expenditure in NSW. The dominance of EGMs
is more pronounced than in the other states. While gaming machines have
been in NSW clubs since 1956, licences for hotels were only granted in
1984. Currently, there are about 95,000 EGMs in NSW—the highest
number of any state or territory.

Box 2-1 outlines at the results of the privatisation of the NSW TAB. The
major change to the TAB resulting from the privatisation was the granting
of the exclusive licence to provide gaming services (in particular,
monitoring of EGMS) to clubs and hotelsin NSW.

Box 2-1: The privatisation of the NSW TAB

registered clubs.

The Totalisator Agency Board of NSW was corporatised to TAB Limited on 25 February 1998. TAB Limited was then floated on the stock
market on 22 June 1998. As a result of the privatisation, TAB Limited now not only provides racing and sports wagering services, but
also provides gaming services. The major changes resulting from the privatisation are outlined below.

= TAB Limited was granted a 99-year licence to operate both an off-course and on-course totalisators in NSW (for which a $308
million fee was paid to the NSW Government), and:

— TAB Limited became the controlling totalisator for all on-course and off-course wagering in NSW;
— NSW Government tax reduced to 28.2 per cent of wagering revenue from approximately 54 per cent of wagering revenue;

— TAB Limited authorised to set wagering take-out rates subject to an overall return to customers of 84 per cent and an upper
take-out rate in any pool of 25 per cent; and

—  TAB Limited revenue includes dividend fractions and betting returns not claimed after expiration of 12 months.

Under the Totalisator Act 1997 (NSW), no other off-course totalisator licence may be granted until 2013. The licence authorises
TAB Limited to conduct off-course totalisators in NSW on thoroughbred, harness or greyhound races held anywhere in the world
and on specified sports wagering events.

=  Anexclusive licence was granted to TAB Limited to provide gaming services (in particular, monitoring of EGMs) to clubs and hotels
in NSW through the Central Monitoring System and Links gaming licences (a $30 million fee was paid for this licence to the NSW
Government). TAB's new gaming business initially consists of:

— alinked jackpot system for gaming machines in hotels and registered clubs in NSW (‘Links’);
— aCentral Monitoring Systems for gaming machines in hotels and registered clubs in NSW; and
— owning, supplying and financing of gaming machines in hotels in NSW and gaming machines connected to Links in NSW

Source: TAB Limited Annual Report 1998.

The recent opening of the permanent casino is likely to take some of
consumer expenditure away from other forms of gambling. Indeed
expenditure on casino gaming has risen from 7 per cent of total
expenditure in 1995-96 when the temporary casino was opened to just
under 10 per cent in 1996-97.




212 AUSTRALIA'S GAMBLING INDUSTRIES

Whiletotal expenditure on racing increased to $0.7 billion in 1996-97
from $0.4 billion in 1986-87 and $0.65 billion in 1991-92, racing
expenditure as a proportion of total gambling expenditure declined from
27.2 per cent in 1986-87 to 16.9 per cent in 1996-97.

The NSW TAB generated the highest level of wagers and bets (as distinct
from expenditure) of al the statesin 1996-97 at $3.6 billion. While total
wagers and bets from totalisators increased from $2.9 billion in 1986-87
inreal terms, total wagers and bets of on-course bookmakers fell over the
same period: from $2.0 billion in 1986-87 to $0.6 billion in 1996-97.

These changes are a so reflected in the expenditure figures for NSW
shown in Table 2-1. Over the ten yearsto 1996-97 TAB expenditure
increased but fell for bookmakers. The decline in spending on
bookmakers and on-course TABs in the same period suggests that less
people are going to the race track to place bets, preferring to bet at the
local TAB, the pub with TAB facilities or to use TAB’ s phone betting
facilities.

Table 2-1: Expenditure on gambling by type, NSW, $ million

1986-87 1991-92 1996-97
TAB 303.9 510.3 576.4
On-course totalisator 61.5 82.3 60.2
Bookmakers 732 58.3 33.6
Total Racing 438.6 651.0 670.2
State lottery 29.0 449 46.4
Lotto 1325 1554 2411
Instant lottery 54.2 58.3 60.8
Pools 55 25 35
Gaming machines 853.7 1,647.6 2,484.3
Keno - 20.0 90.2
Casino gaming - - 3615
Total Gaming 1,074.9 1,928.8 3,287.7
Total Gambling 15135 2,579.8 3,957.9

Source; Tasmanian Gaming Commission, 1997
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A2.2 Victoria

The ban on poker machinesin Victoriawas lifted in 1990. As of June
1998, Victoria had nearly 27,000 gaming machines. The casino owns and
operates 2,500 EGMs. Ownership of the remainder is split evenly
between TABCORP and Tattersall’s (as required by legislation). The
regulatory framework also specifies that the number of licences granted
to hotels and clubs must also be split 50/50 and there must be 80 per cent
of machinesin Melbourne and 20 per cent in regional Victoria

The first EGMs were introduced in hotels and clubsin July 1992. 500
EGMs were permitted in the temporary casino in 1994. The opening of
the permanent casino in 1997 resulted in a further 2,000 EGMs.

The amount that Victorians spend on gambling has increased from just
under $0.6 billion in 1986-87 to nearly $2.8 billion in 1996-97 (Table
2-2). Thiswas mainly aresult of the introduction of the EGM licences
and the opening of Crown casino over this period.

Table 2-2: Expenditure on gambling by type, Victoria, $ million

1986-87 1991-92 1996-97
TAB 216.0 330.7 366.8
On-course totalisator 44.0 46.3 357
Bookmakers 404 27.2 223
Total Racing 300.4 404.2 424.8
Tattersall's lottery 9.4 5.0 49
Tattslotto 190.0 277.9 257.6
Instant lottery 19.0 40.5 24.2
Pools 10.1 21 13
Bingo 55.8 83.7
Raffles and lucky envelopes 9.8 584 2.0
Gaming machines - 325 1,455.8
Keno - - 7.2
Casino gaming - - 579.0
Total Gaming 2939 500.0 2,331.9
Total Gambling 594.3 904.2 2,755.7

Source; Tasmanian Gaming Commission, 1997

Expenditure on EGMs, casino gaming and racing together accounted for
nearly 90 per cent of total expenditure on gambling in 1996-97. Of this,
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expenditure on EGMs was over half of total gambling expenditure, while
casino and racing expenditure accounted for around 20 per cent each.

The growth in expenditure on EGMs and casino gaming has been at the
expense of other gambling expenditure. As Table 2-2 shows, expenditure
on lotteries, pools, instant money and bingo gambling has declined from
$478 million in 1991-92 to $290 million in 1996-97.

Expenditure on racing in Victoria as a proportion of total gambling
expenditure has declined from more than 50 per cent in 1986-87 to only
15 per cent in 1996-97. The decline is probably due in part to the new
forms of gambling introduced in the state since the early 1990s. Aswith
the NSW racing industry, expenditure on bookmakers and on-course
totalisator has declined over the ten years to 1996-97, suggesting fewer
punters go to the track to place bets.

Queensland

The Queensland gambling market is a more mature than Victoria's.
Jupiters Limited casino on the Gold Coast, the first casino in Queensland,
was opened in November 1985, primarily to attract tourists to the area.
Indeed, much of the growth in gambling has been a result of increased
tourist numbers to the Gold Coast, both domestic and international .

Table 2-3: Expenditure on gambling by type, Queensland, $ million

1986-87 1991-92 1996-97
TAB 109.5 186.2 235.6
On-course totalisator 20.6 279 28.6
Bookmakers 25.8 218 14.7
Total Racing 155.9 2359 278.9
State lottery 111 6.0 2.3
Gold lotto 479 1195 150.1
Instant casket 40.4 101.1 829
Pools 5.6 32 17
Casino gaming 93.3 186.6 432.0
Gaming machines - 28.0 508.2
Minor gaming - 96.3 105.3
Total Gaming 198.3 540.6 1,282.5
Total Gambling 354.2 776.5 1,561.4

Source; Tasmanian Gaming Commission, 1997
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The Breakwater Casino in Townsville opened in May 1986, the Treasury
Casino opened in Brishane in April 1995 and the Reef Casino in Cairnsin
January 1996.

EGMswere first introduced to hotels and clubs in Queensland in 1991.
Expenditure on EGMs increased from $239 million in 1992-93 to $391
million in 1994-95 (Table 2-3). Casinos have always had EGMs:
currently there are just over 3,100 EGMs in the four Queensland casinos
and about 23,000 in clubs and hotels.

Over 60 per cent of gambling expenditure in 1996-97 was on casino
gaming and EGMs, with the split nearly even. Expenditure on racing fell
from 44 per cent of total gambling expenditurein 1986-87 to 18 per cent
of total gambling expenditure in 1996-97.

South Australia

Adelaide Casino opened in 1985-86 and since then, expenditure on casino
gaming rose on average 10 per cent per year to 1993-94. EGMs were
introduced in hotels and clubs in 1994-95 and had a dramatic impact on
the casino: in 1994-95, expenditure at the casino declined by 28 per cent
to $84 million while expenditure on EGMs was $223 million.

Table 2-4: Expenditure on gambling by type, South Australia, $ million

1986-87 1991-92 1996-97

TAB 39.0 7.7 81.8
On-course totalisator 8.2 9.2 7.8
Bookmakers on-course 8.5 6.0 38
Bookmakers off-course 0.7 0.5 03
Total Racing 56.3 935 93.6
Lotteries 04

X-lotto 35.8 80.8 62.4
Instant lottery 14.0 16.2 8.2
Pools 11 0.6 0.3
Casino gaming 54.7 88.6 70.7
Bingo & small lotteries 40.1 44.2 25.7
Club Keno - - 13.1
Gaming machines - - 364.3
Total Gaming 146.1 230.2 544.6
Total Gambling 202.4 3237 638.2

Source; Tasmanian Gaming Commission, 1997
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Currently, expenditure on EGMs accounts for 57 per cent of total
expenditure on gambling in SA, while casino gambling only accounts for
11 per cent. Gambling games, such as lotto, account for a significant
proportion of expenditure in South Australia compared to other states
(Table 2-4).

South Australia has the largest legalised off-course bookmaker (that is,
bookmakers do not have to be at the track to take bets on arace) industry
in Australia. Y et expenditure on both on and off-course bookmakers
declined significantly over the ten yearsto 1996-97, from 16 per cent of
total racing expenditure in 1986-87 to just over 4 per cent in 1996-97. In
addition, the share of racing expenditure at TAB outlets increased from
$39 million in 1986-87 to nearly $82 million in 1996-97.

Western Australia

Burswood Casino opened in Perth in 1985-86. From 1986-87 to 1996-97,
casino gaming expenditure grew by 27 per cent per year, while
expenditure on gambling in total rose by 21 per cent per year. In 1996-97,
expenditure on casino gaming accounted for 54 per cent of total gambling
expenditure, with the rest of gambling expenditure split between lotteries
and other ‘soft’ gambling (22 per cent), racing (20 per cent) and minor
gambling (4 per cent). There are no EGMsin hotels or clubsin Western
Australia. The casino is the sole location for EGMsin Western Austraia
but there is a campaign underway to allow EGMsin hotels and clubs.

Table 2-5: Expenditure on gambling by type, Western Australia, $ million

1986-87 1991-92 1996-97

TAB 61.6 84.7 117.8
On-course totalisator 6.9 9.2 11.4
Bookmakers 9.1 7.2 9.1
Total Racing 77.6 101.0 138.3
Lotteries 21 0.3

Lotto 36.7 91.6 127.1
Instant lottery 16.2 284 30.2
Pools 13 11 0.9
Casino gaming 72.9 202.3 3753
Minor gaming - 15.7 27.7
Total Gaming 129.2 3394 561.3
Total Gambling 206.8 440.4 699.6

Source; Tasmanian Gaming Commission, 1997

CONSULTING




PRODUCTIVITY COMMISSION

A2.6

217

Aswith the other states, the share of racing expenditure as a proportion of
total expenditure on gambling declined in the 10 years to 1996-97.
However, on-course betting through bookmakers and the on-course
totalisator has actually risen over this period, unlike in NSW, Victoria,
Queensland and South Australia.

Tasmania

Unlike most of the other states, gambling expenditure per person has
increased only dightly in Tasmania, from $353 per person in 1986-87 to
$436 in 1996-97. Thisisthe lowest level of expenditure in Austraia

Casino gaming accounted for around 50 per cent of expenditure on
gambling in Tasmaniain 1996-97. Thefirst casino in Australiawas the
Wrest Point Casino in Hobart, which opened in the early 1970s.

Keno was introduced in 1994-95 and currently accounts for 10 per cent of
total gambling expenditure: the highest proportion of Keno gambling
expenditure in Australia. In comparison, Keno accounts for 0.2 per cent
of total gambling expenditure in NSW, 0.3 per cent in Victoriaand 2.0
per cent in South Australia

Expenditure on EGMs is expected to rise due to the introduction of
EGMsinto hotels and clubsin early 1997.

Table 2-6: Expenditure on gambling by type, Tasmania, $ million

1986-87 1991-92 1996-97
TAB 149 30.6 219
On-course totalisator 14 18 14
Bookmakers on-course 2.7 21 0.9
Total Racing 18.9 345 24.2
Tattersall's lottery 0.7 0.4 0.3
Tattslotto 14.1 212 16.3
Instant lottery 2.9 5.2 2.4
Pools 16 0.3 0.1
Casino gaming 28.9 48.1 74.2
Minor gaming 7.3 9.3 12.7
Gaming machines 55
Keno 15.7
Total Gaming 55.5 84.5 127.3
Total Gambling 74.4 119.0 1515

Source; Tasmanian Gaming Commission, 1997
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Australian Capital Territory

ACT has awell-established EGM market, as gaming machines were
introduced in the ACT in the mid-1970s. Since then expenditure on
EGMs grew by 20 per cent per year to $119 million in 1996-97.

Casino Canberra opened in 1992-93 and contributed a further $40 million
in gaming expenditure in 1994-95. However, casino gaming expenditure
more than halved in 1996-97, to just $18 million.

While expenditure on racing increased over the 10 years to 1996-97, its

share of total expenditure on gambling declined significantly from 23 per
cent in 1986-87, 15 per cent in 1991-92 to 11 per cent in 1996-97.

Table 2-7: Expenditure on gambling by type, ACT, $ million

1986-87 1991-92 1996-97
TAB 7.8 12.9 16.9
On-course totalisator 0.7 1.0 0.8
Bookmakers 29 21 11
Total Racing 114 16.0 18.8
Lotteries 05 1.0 1.0
Tattslotto lotto 6.7 9.6 11.7
Instant lottery 1.2 2.4 34
Soccer Pools 01 01 01
Poker machines 28.7 74.9 118.9
Casino gaming - - 17.8
Total Gaming 373 87.9 152.8
Total Gambling 48.7 103.9 171.6

Source; Tasmanian Gaming Commission, 1997

A2.8 Northern Territory

The Darwin casino (MGM Grand) opened in late 1979. Gaming
expenditure at the casino grew steadily in the 1980s, at around 55 per cent
per year on average. Casino gaming expenditure was given a further
boost in the late 1980s from the opening of the Northern Territory’s
second casino at Alice Springs (Lasseters Casino).

EGMswereintroduced in 1991 and since then casino gaming expenditure
grew on average by only 10 per cent per year. In 1996-97, expenditure on
EGMs was $15.4 million while casino gaming expenditure was $46
million.
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Racing expenditure as a proportion of total gambling expenditure isthe
major component of gambling in the Northern Territory, at 25 per cent in
1996-97. While this has risen from 14 per cent of total gambling
expenditure in 1986-87 (the only state or territory to experience an
increase in racing expenditure), the biggest boost to the overall risein
gambling expenditure was due to casino gaming.

Table 2-8: Expenditure on gambling by type, Northern Territory, $ million

1986-87 1991-92 1996-97

TAB 37 9.3 139
On-course totalisator 0.2 0.8 21
Bookmakers on-course 13 23 9.1
Bookmakers off-course 0.1

Total Racing 5.3 12.4 25.1
Other lottery 0.4 0.2 1.7
Lotto 34 78 111
Instant lottery 2.0 1.2 11
Pools 01 05 0.03
Casino gaming 26.6 32.7 45.9
Bingo 0.6

Gaming machines - 3.2 15.4
Total Gaming 331 455 75.2
Total Gambling 384 57.9 100.3

Source: Tasmanian Gaming Commission, 1997
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Attachment 3:

A3.1

A3.2

Some Examples of Gaming Operators’
Initiatives to Promote Responsible
Gambling

The main gambling providers have taken a number of initiatives to
promote responsible gaming. They are in addition to the industry codes of
practice which all the main suppliers have signed. Examples of initiatives
which three of the magjor gaming service providers have implemented are
outlined below.

Crown casino

Crown casino offers the Crown Assistance Scheme to al Crown
customers and anyone seeking help, assistance or advice for gambling
problems. While all Crown staff are trained in the responsible service of
gaming, they are also equipped to offer this professionally staffed referral
service.

In addition, anyone seeking to be excluded from the casino as part of a
rehabilitation program can enter into a voluntary agreement with the
Casino — the Voluntary Exclusion Program. In addition, Crown will also
consider requests for exclusion orders from close relatives of customers
with gambling problems. However, common law entitlements and
people's right the freedom to decide their own course of action must be
considered.

Crown is represented widely on many committees and advisory bodies
dealing with issues of problem gambling. It is also involved in successful
industry self regulation such as the gaming machine Codes of Practice,
referral services, the industry secretariat for the dissemination of
information and problem solving, operating manuals and advertising
standards.

Tattersall’s

Tattersall’ s has a number of programs designed to promote responsible
gaming.

To encourage responsible management of its gaming venues, Tattersal’'s
runs a Tatts Pokies Advantage incentive program. Points are awarded for
the display of and adherence in venues to the principles outlined in the
Victorian Gaming Machine Industry Codes of Practice. All Tattersalls
venues must sign the Codes of Practice document and comply with its
provisions.

Staff training is also akey component of Tattersall’s responsible gaming
efforts. This includes a module specifically on the management of
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complaints at venues and the Complaints Resolution Process as outlined
in the industry’s Codes of Practice.

In November and December 1998, Tattersall’s commissioned a pilot
study to assess the most appropriate way to get the ‘ responsible gaming'
message across. Theideaisto advise poker machine clientsto ‘ Have Fun,
But Play it Safe’ and to suggest afew other sensible rules for gaming,
such as‘Set aLimit’, ‘Don’t Borrow’, ‘Don’t Spend to Win Back Losses
and ‘Have aBreak'.

The pilot study tested eight different communications devicesin ten
venues and found that the most effective were stickers placed on
machines and at cashier stations.

A campaign which widens the communication exercise to all Tatts Pokies
venuesis now being planned.

A3.3 TABCORP

A number of initiatives have been taken by TABCORP to promote
responsible gaming in its venues, including:

= All TABCORP venue operators must sign the Codes of Practice and
adhere to its provisions;

*  Running workshops on responsible gaming issues with venue
management;

= Structuring of induction training for gaming venue staff to include a
segment on responsible gaming;

= Developing community relations training modules for venues that
assist in their liaison with the local community and local government;

= Actively participating in local government forums regarding gaming
and the development of gaming policies; and

» TABCORP s Venue Performance System (VPS) includes monitoring
of each venue's performance against a series of criteria specifically
related to the Codes of Practice, including proper display of materials
promoting gambling counselling services and the presence of clocks
in the gaming room.
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