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MR BANKS: Welcome, ladies and gentlemen, to this supplementary public hearing
for the commission’sinquiry into Australia s gambling industries. My nameis Gary
Banks, I’'m the presiding commissioner on the inquiry, and my colleague is Robert
Fitzgerald who is associate commissioner.

| think we signalled at the end of last year, at the conclusion of our hearings at
that time, that when the industry’ s submission came in we would look at the
opportunity of having a further hearing to discuss that submission. Indeed, we have
received two submissions, numbers155 and 156, which are both substantial
submissions and useful to the commission, and we thought it would be a good
opportunity to discuss those with participants. So what we have this afternoon is
ACIL appearing first, and then members of the industry after that. We have allotted
half an hour each for them, which may be atad optimistic, so Robert and | have
adjusted our flight schedules in anticipation, but we'll do the best we can to get
through that. There are lots of interesting issues to discuss.

There will also be an opportunity for others, who may want to comment on
those submissions, to do so in further submissions of their own. While we're busily
working away on the draft report we continue to receive other submissions, so people
who want to do that are welcome to do so and some have aready signalled that they
will. | think with those introductory remarks | would like to welcome ACIL asthe
first participant. | will ask you to give your names and the capacity in which you’'re
here today, please.

MR CAMPBELL: Rob Campbell, ACIL Consulting.
MR RAE: Jeffrey Rae, ACIL Consulting.
MR CUTBUSH: Greg Cutbush, ACIL Consulting.

MR BANKS: Thanksfor coming today and also for the submission. As| said, it
has been a useful submission to us and it’s quite a detailed one and we both have a few
issues to discuss, but we'll give you the opportunity to perhaps summarise the key
points.

MR RAE: Thank you very much, commissioner. At the outset, | would certainly
like to thank you and your fellow commissioner for the opportunity to present our
submission to the inquiry. | think it’sfair to say theinquiry is historically significant.
It's the first time the commission or any of its many predecessors has actually looked
into the issue of gambling. It’'s probably also pretty accurate to say that thisisthe first
time that gambling has been looked at from an economic and national point of view,
so | think it is historical on those counts. Certainly my own view isif we had had this
inquiry earlier, | think public policy on gambling would be in amuch healthier state
thanitis.

The submission that we have put before you attempts to achieve three

objectives. We have tried to bring together what we believe is the factual information
on gambling and the industry; we have explored what we think are the
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key policy issues that gambling raise and confront the industry; and finally we attempt
to pinpoint those areas where we think policy could usefully be changed in the public
interest. The submission itself has been funded by six gambling companies, but it isan
independent analysis by ourselves, and indeed as you said at the beginning, five of the
Six are going to appear subsequently and they will express their own views on the
submission.

We have taken as our jumping-off point for the submission six principles which
we believe are important for policy. These principles have been, over along period of
time, both championed and applied by the commission and its various predecessors. |
would just like to run through those quickly because | think they are kind of critical.
First of al, we believe individuals are generally in the best position to determine which
economic activities they engage in and the extent of their involvement. Having said
that, certainly we admit as well that some people may be judged by the community as
not being capable to exercise a free choice in those sort of issues. Minimal
interference in markets, we believe, generally ensures that consumes and suppliers are
able to make the decisions that are in their own best interests.

Free choice may not deliver socially optimal outcomes because we do admit that
markets are capable of failing. However, on the other side of that, intervention to
correct market failure we know always has costs and doesn’t always produce benefits
that are more than the costs. So we believe those principles haven't in the past been
applied to gambling and thisis an historical opportunity to actually apply them to
gambling for the first time. We have attempted to show why the application of these
principles, if applied to the industry, will make an important contribution to the
community as awhole.

Contrary to popular impression gambling already makes a significant
contribution to the economy. Each year the nearly 7000 businesses in the industry
produce services that are valued at around about $10 billion, and in doing so they
contribute around about $5 and a half billion to our gross domestic products. So
Australians as awhole are better off to the tune of 5and a half billion, at the very least
inamaterial sense, from having the industry, and in the process of doing so, the
industry provides for over 135,000 people. To put it in context, the size of the
contribution to the economy is on a par with other industries that have been important
participants in policy debates with the commission, such as the Clothing, Textile and
Footwear industry.

| think we're all aware that in recent years the industry has expanded
considerably, and in fact in the sevenyears to June 97 the value of the industry’s
output has more than doubled. This represents a growth rate of 10 per cent and most
of this growth, though, has been due to arelaxation of the regulatory restrictions on
theindustry. | think it’sinteresting because in other industries these sort of numbers
would be the stuff of politician’s dreams, but when it comes to gambling, public policy
in Australia has been characterised by schizophrenia, | think, rather than enthusiasm:
encouraging one minute, discouraging the next. | guess the taxation and regulatory
regimes that address gambling illustrate this point.
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Currently gambling is subject to very high and very discrinmatory taxes. Tax
rates on gambling are generally between 60 and 70per cent of the industry’ s value
added. In contrast most competing services, entertainment being the critical one, are
not taxed at all, and the proposed goods and services tax will only reduce the extent
of this discrimination to arelatively small degree, so that after the imposition of the
GST competing entertainment services will still only be paying 10 to 1%er cent of
the tax that will be borne by gambling.

Aswell as being heavly taxed, gambling is highly regulated. Each jurisdiction
applies rules to gambling that are characterised by being extremely detailed, very
prescriptive and largely discriminatory. In some cases they even duplicate the rulesin
other areas of government. The regulatory rules cover every imaginable facet of
gambling. Gambling operators have to be licensed, there are limits on the type, size,
number and distribution of gambling outlets, there are controls on the kind of
gambling individual operators may offer, there are caps on individual kinds of
gambling, like electronic gaming machines and gambling tables that operators may
provide. Advertisingisrestricted. There are rules on who the gambling operators
may employ, and finally thereis stringent day-to-day supervision of gambling
operations.

| guess agood illustration would be with electronic gaming machinesin
Victoria, that perhaps brings this into the sharpest relief. There are only three
operators that are licensed to operate the machines. Thereisan overall limit on the
number of machines that may be operated in Victoria. The numbers of machines
outside the casino have to be split between two operators; each of these must
distribute the machines equally between hotels and clubs; they must not have more
than 80 per cent of their machinesin the Melbourne metropolitan area. Needlessto
say, it would only be by the greatest coincidence that this maze actually represented
the allocation of machines that provides the greatest benefits to the consumers who
use them.

The nature and the extent of the regulation of gambling makesit hard to avoid
the conclusion that it mostly serves another purpose rather than satisfying the needs of
gamblers or indeed the community as awhole. The most obvious conclusion that one
isforced to reach is that regulation exists to maximise the tax take by government.
Governments use strong regulatory powers to create large economic rents and then
simply appropriate as much of them as they can through heavy taxation. This
approach may yield afiscal bonanzafor the public sector but it is hard to seeiit
promoting the economic interests of the community as a whole.

Our submission argues that the community interests would be better served by
lighter and less intrusive tax and regulatory measures. In short, we propose that the
best safeguard of the economic interest of the community is a competitive gambling
sector that istaxed commensurately with other economic activities. The economic
benefits of lighter and less intrusive tax and regulation are considerable. We have
estimated that for every percentage point increase in gambling services that would be
brought about by moving in this direction would add around $300million to our
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gross domestic product. That can buy alot of servicesin other areas.

Our proposed approach would not prevent governments from correcting any
market failures that may be demonstrated to be associated with gambling, provided
they can actually improve on market outcomes. Our proposed approach would,
however, require an acknowledgment that in the past government failure has been as
much of a challenge as market failure.

Much has been said in the submission about the importance of free choice and
its corollary, competition, to the achievement and protection of the economic interests
of the community. | would like to emphasise that free choiceis equally critical in the
search for solutions to ethical and social issues that confront the community in relation
to gambling. On most of the great ethical issues that confront usin daily life thereis
generally abroad consensus in the community that legislative prohibitions can make
sense. Gambling is not one of these. There is undoubtedly a small minority of people
who see betting for material gain as morally wrong. Some would go so far asto
argue that gambling should simply be eliminated from our society and, in doing so,
they are quite entitled, it seemsto me, to encourage othersto refrain from gambling
voluntarily. However, it isinescapable that there are ethical dilemmasin alowing
those of this disposition to use the coercive powers of the state to achieve the goals
they believe are appropriate.

The ethical basis of denying everyone - believers as well as non-believers -
access to gambling when it causes no harm to othersis highly dubious. Whose ethical
standards are to be chosen? Why should one set be preferred to others? These
dilemmas would be reduced, but they would not necessarily be resolved, if the banin
guestion represented the will of the majority; those who are in the minority have rights
too. Some Christian commentators have even argued that removing the need for the
individual to make ethical choices actually diminishes the redemptive power of the
ethically correct choice. Not al of usare Christians, but | think it’s clear that that
means there is no one view in terms of the ethics of gambling from those who believe
that those sort of issues are important.

For their part, economists have attempted to contribute to the debate by
pointing out that competition has aroleto play in the development of evolution of
ideas that are similar to its role in producing an efficient provision of goods and
services for the community. Open competition for adherence to an idea or ethical
standard is generally seen by economists as being a better environment for developing,
testing and refining such ideas and standards than the imposition of one view.
| believe this applies to arange of ethical, moral and religious issues whkre
pronounced differences in the community are apparent.

For others, the fundamental issue and public policy isamore prosaic one; it’'s
not one of morality, but it’s one of economics. They would argue that free choice
should be constrained where it is associated with non-gamblers having to bear some
of the cost of gambling involuntarily. Such so-called external costs require a direct
link to be demonstrated between the wellbeing of those affected and the conduct of
the activity in question. The classic example from the economic textbooksis
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industrial pollution of, say, ariver catchment where effluent will impose
uncompensated costs on downstream users in certain circumstances, while those
upstream are able to ignore some or al the costs that they impose on others.

We, however, have been unable to identify any such external costs that gamblers
impose on hon-gamblers. The impacts of gambling are purely financial and they are
confined to the gamblers and their families. No-one elseis materialy affected. Some
may feel ethically offended but that is another issue. We do not deny that some
gamblers and their families suffer financial stress - some clearly do - and the financial
losses can have profound personal effects on the family and the individuals. Neither
do we deny that gambling can be a contributing factor in such financial stress - it
clearly can, and gambling does not have to have been due to compulsive behaviour to
have those kind of impacts. It could simply be the result of poor judgment or the like.
However, we need to appreciate that gambling is not necessarily the only contributing
factor to financial stressin ahousehold. | appreciate that there are somein the
community who feel strongly that compulsive gambling isin fact the underlying issue
but the problem is. what is compulsive behaviour in the eye of the beholder? It'sin
the eye of the beholder, it’s subjective.

There' s considerable room for argument over both its definition and its
measurement. Even medical experts can’t agree on if it'samedical problem. If we
accept, say, the South Oaks Gambling Screen - and that isabig if - only 1 to
3 per cent of the Australian population are affected; so that severely restricting the
access of the 99 per cent of the population to a service they see as beneficial to
themselves and their families, because lper cent are made worse off by the
experience, looks dubious at best. However, it’s not even clear that the 1per cent are
actually worse off by restricting access.

Gary Becker, the Nobel laureate in economics, and others have shown that
compulsory denial of compulsive behaviour does not necessarily improve agambler’s
estimation of hisor her wellbeing. If we don’t let the gambler determine this, who is
to do it and what way do we have of knowing that it has been done properly, let alone
done well? | would argue that the fundamental public policy issue in such cases has
little to do with gambling or with compulsive behaviour; rather the real policy issues
are about things like the adequacy and efficiency of community support in the long
and the short term. They are also about ensuring that family members meet their
explicit and implicit obligations to those who depend upon them.

It seems to me it would be an opportunity lost if the commission were not to
look seriously at these wider issues as part of thisinquiry. Thank you, commissioners,
| perhaps will leave it there and I’ d be more than happy to answer your questions.

MR BANKS: Thanksvery much for that. Perhaps one place to start might be that

in these hearings we' ve heard a lot about the costs of gambling, and problem gambling
in particular. Your submission addresses the benefits side of that, which | think is
useful to us, and sets out some considerations there and also some empirical work on
that. Would you care to just highlight in your terms what you see as the key
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benefits that need to be taken into account?

MR RAE: | think the key benefits are the benefits to the individual of being able to
determine how he best spends his or her income. At the moment access to gambling
is severely restricted, so consumers are being encouraged to, if you like, make choices
elsewhere and not to gamble when it would actually be in their interest to do so. By a
combination of tax and regulation we' re discouraging people from making greater use
of that. So if we were to move in the direction that we have proposed, it seemsto me
the benefits would be felt in two areas. (1) people would be able to determine their
own consumption bundles - to use the terminology - that best suits them, and that
would be alarger benefit to them than what they are currently doing;(2) there would
be an expansion of theindustry in all likelihood, particularly if the suggestions that
we' ve made are followed, and that would lead to a more competitive and productive
industry.

So the industry would be encouraged to be producing the servicesthat it's
producing to become more productive and more competitive, and we believe that
there' s some evidence to suggest that this has already happened to a degree. The
increase in gambling opportunities that has occurred has undoubtedly led to a greater
number of operators and products in the marketplace. The anecdotal evidence that
we're aware of certainly suggests that individual operators have considerably
increased the efficiency and productivity of their own operation, so we could expect
to see abenefit from that score.

MR FITZGERALD: Just taking that point, isit therefore a conclusion you can
come to that you' re saying almost unlimited access would in fact create a benefit? Is
there any limit at all to this accessibility which creates the individual’ s benefit?
Because it strikes me that in fact the industry doesn’t necessarily argue for unlimited
access but if you take the view that the individual’ s benefit would be increased by
having access virtually at any time and at any point, then in fact that’ s the logical
conclusion.

MR RAE: Thereare always going to be limits for reasons of congestion - good
policy in other areas why access won't be unlimited. We have planning lawsand I'm
not suggesting that planning laws, for example, be abolished in relation to gambling.
What | am suggesting is that laws such as those that apply in other areas be applied to
the gambling industry. The gambling industry doesn’t need any more or any less
restrictions on it than other industries have, so if there’' s a case for planning law to
restrict access to particular locations and that’ s justified in the public interest, it seems
to me that the gambling industry should have to adhere to that and those restrictions
should be applied to it.

MR FITZGERALD: Then the provision of duopoly and exclusive licences and
restrictions that currently exist across all gambling forms, taken to that point, would in
fact be poor public policy other than for the gaining of economic rent or other benefits
to the government.

MR RAE: Asl said, the only conclusion that one can cometo is that the
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governments have attempted to create the rents for themselves to harvest, so they’ve
offered restricted access by operators in the industry to the marketplace. Those
operatorsin good faith have paid for that and so | don’t think we would suggest that
that should simply be swept away without consideration. But | think in all cases those
licences are limited in time and when those licences come to an end it would be
appropriate to open up the industry to greater competition.

MR FITZGERALD: I'll come back to that later.

MR BANKS: Okay. You ve provided us a service by commissioning some
economy-wide modelling to show what the benefits of expansion of the industry could
be, and that’ s quite useful. Obviously we've got some questions about it. It’s not the
ideal environment here to go into them in any detail, so | don’t intend to do that but
just a couple of general things that came out for me that you may care to respond to:
initially could you tell us who did the modelling?

MR CUTBUSH: Yes, we had it done by Economic Insights, afirm in Brisbane with
access to amodel known as a state model, a variety of model like Orani.

MR RAE: We bdlieve the commission isfamiliar with Orani.
MR BANKS: Yes.

MR CUTBUSH: The state model has got some ability to track fiscal developments
at state level, which is very useful for thiskind of exercise.

MR BANKS: Asyou would be aware, the question of understanding the demand
responsiveness, or the responsivenessin relation to price changes of gambling, isvery
hard because you don’t have the kind of unfettered market that will allow you to
observe demand changing with price, so one of the things that has preoccupied usis
how to get some sensible price elagticities, to use the jargon. | noticed in the
modelling here the elasticity used is quite low. It's minus 0.3 basicaly.

MR CUTBUSH: Yes.

MR BANKS: Would you care to comment on why that was chosen? | might just
mention that some of the other submissions, including the one by the Centre for
International Economics with which you might be familiar, provided a range which
went significantly higher than, that but in the Access Economics submission they
made, they seemed to be saying that, if anything, one would imagine the price
elasticity to be increasing as substitutes increasingly become available and so on. So
I’m just interested in that.

MR CUTBUSH: Let meanswer that one. We felt the same way about the
elasticities that you’ ve indicated others have thought. To our mind the elasticity is
increasing al the time and for that reason we ran a series of experiments with double
the elasticity at minus 0.6, which approaches the mid-point of the range that | think
the Centre for International Economics tried with its Aristocrat submission. We had
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alimited amount of time and resources to do this exercise and we would liked to take
this matter a bit further but we discovered that for the kind of framework we'd put the
gambling industry in in this model, the elasticity story didn’t seem to make much
difference for the kind of results that we were getting. That’s the important insight for
us.

In the limited range of things we were ableto try, it didn’t seem like it was an
important issue, and so for the purposes of this exercise we didn’t see any need to
inquire much further into the true value of the elasticity. The elasticity of minus 0.3 is
clearly that one that would have been appropriate to an earlier age, and that fits the
sort of data we had, so perhaps there were some consistency reasons for keeping to
that - for the meantime anyway.

MR BANKS: Okay.

MR RAE: | guessthe other point to make about the elasticitiesisin terms of the
simulations that we were running, was that it was more conservative to assume a
lower more inelastic response. If we had assumed a higher response we would have
got much larger magnitudes in terms of gains from the industry expanding or
contracting from first principle. So it seemed to us it was a more conservative
assumption to adopt the lower bound, but either way it’s important to test it and we' ve
tested it and we believe it doesn’t look that sensitive to the sort of simulations we
were doing. It would be interesting to test with other modelling frameworks, such as
the Murphy one, whether or not the same sort of results would come out of that kind
of test.

MR BANKS: Oneinteresting aspect of the modelling | think is how the gains are
derived in terms of relaxing entry restrictions and modelling that. | think what you're
saying here, given that elasticity and so on and what you’ re working through, isyou're
basically finding that there' s rent there, which is taken as inefficiency, | suppose, in the
industry and that therefore competition will drive costs down and there’ s a gain there.

| think there’ s a sort of logic to that, although whether the industry would regard itself
asinefficient currently and earning super profits - or earning super profits would be
interesting to hear.

The other is whether that sort of logic applies to the government sector and
that’swhere I’m a bit puzzled as to whether you could expect great efficiency gainsin
the government sector through the kind of liberalisation that you’ re proposing.

MR CUTBUSH: My feelingisthat obvioudly first of all the two magnitudes we' ve
chosen for both those effects are arbitrary and easily you could argue that they’ re too
large. Our estimation or our demonstration of the point, in other words, has been
based on fairly polar assumptions about the likelihood of certain things happening.
On the other hand there are some examples of segments of the private sector which
must have rents approaching that sort of 50 per cent magnitude - or 50 per cent of the
tax rate, that is - and certainly if one set one’s mind to it | think one could accumulate
alot of information about overlap and duplication in the government sector which
would be likely to be rationalised in a more competitive world. There are any

30/3/99 Gambling 1000 R.CAMPBELL and OTHERS



amount of examples concerning the security aspects and financial supervision aspects
of gambling ingtitutions in particular which we nominate in our submission that one
can example.

MR BANKS: The only other thing | was just going to flag that we' d be looking at is
- | think, as Jeff was saying, you focus rightly on issues to do with consumer benefits
and you use the jargon "consumer surplus’. The CIA and others have addressed that
concept as well, but you also talk about "producer surplus’, which isin some ways a
slightly more ambiguous concept and, in your submission, equate with value-added by
the industry. That doesn’t accord with my memory of how the economics goes. For
me |’ d see the value added as simply representing the contribution of the industry in
GDPs- or just the extent of itssize in asense, rea size - which isn’t the same thing as
producer surplus. Do you want to comment at all on that or is that starting to get too
arcane?

MR CUTBUSH: No. I'll bebrief. You'reright; to the extent that GDPis
dominated by one great big block of taxation - it’s possible to make some rough and
ready estimations here, | think, and that’ s the spirit in which thiswas offered. The
return to fixed factors, which is known as "producer surplus’, isthat it forms part of
GDP, in terms of the theory of GDP in any case, because it too is supposed to be a
representation of areturn to fixed factors used in the production process.

The differenceis that GDP includes returns to some additional factors that are
not traditionally included in producer surplus, and that’ s the difference. The question
is: doesit matter much? Isit avery large magnitude? In our submission we include a
paragraph or two about what an approximation it is, and we don’t pretend for a
second that it’s precisein algebraic terms. But if you're talking in billions and
half-billions and trying to get aroundfigure look at this size of this industry, we think
it'sfair enough.

MR BANKS: [I'll let that stand and maybe it’ s an issue that we might get back to you
on at some stage as we work it through ourselves.

MR RAE: We're happy to take up any questions that you have of a more technical
nature in the modelling subsequently.

MR BANKS: Good. I'm conscious of the time flying by and we' ve talked about the
benefits, perhaps if we go back to the costs: you'’ ve raised some issues there in your

submission which inevitably will be controversial and | suspect we'll get some more
submissions- - -

MR RAE: | can'timagine why.

MR BANKS: - - - commenting on them and perhaps rational addiction is one of
those. Rab, did youwant to - - -

MR FITZGERALD: 1 just need to understand that. Basically, you have taken one
academic and actually indicated a preference for that view - that is, of arational
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addict, onethat fully takes into account al of the consequences of their action,
including the problems that stem from it and family breakdown, when they make the
choiceto play.

MR RAE: Correct.

MR FITZGERALD: That, | haveto say, doesn’t accord with anything that we have
heard from the problem gamblers themselves and, certainly, if you ask the question of
the problem gamblers, they would always answer to the question, "Would you do it
again?' "No."

MR RAE: Yes.

MR FITZGERALD: It does not seem logical that you would say that that person
took all of those factors into account at the time of commencement of gambling but,
subsequently, when you actually ask them the question, "Would you do it again?' and
the answer is, "No" - they didn’t benefit from it; they were actually damaged - so it
strikes me as very difficult that the proposition you' re putting, on which you very
much diminish the need for governments to intervene, is based on that theory.

MR RAE: Let'sstart with the last part.
MR FITZGERALD: Yes.

MR RAE: | didn't say that. Okay? What | tried to say is that the basis for
intervention is somewhere else. | mean, it iswrong to characterise it as saying that
there is no problem in the broader sense of the word. There clearly isaproblem if
people end up - if families end up - being unable to support themselves, if children are
left without support.

MR FITZGERALD: Sure.

MR RAE: No-oneisgoing to assert that that is not a problem. Interms of the
debate in the profession there are clearly two camps. There is a camp that saysthe
way we explain things like addictive behaviour and compulsive behaviour is that
preferences are unstable - they shift around - and this explainsit. Thereis another
camp, more, if you like, in the mainstream of the profession in the sense of preferring
fewer assertions to get to the conclusion, who have shown that without changing the
basis on which the economic model is based, they can nevertheless explain addictive
and compulsive behaviour.

| guess the reason why we prefer the second to the first is Occam’ s razor: fewer
assumptions are better; a complex model isto be reected if you have got aless
complex one that will produce answers that are as consistent with what you observed.
That isnot to say that oneisright and oneiswrong. It is merely to say that on the
basis of what we know now we have got more grounds for being comfortable with
going that way than we have to go the other way.
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MR CUTBUSH: Moreover, itisamodel which is applied elsewherein relation to
the behaviour of consumers and is predictive. It has been shown over a hundred years
of empirical economics to be quite a powerful predictor of human behaviour, so it
seems to us the simplicity thing can be supplemented with the additional characteristic
that it isamodel that has worked elsewhere, aswell. Our general starting point was,
"Why would we want to treat thisindustry differently anyway?' So that’s why we
tried that.

MR FITZGERALD: Andwhy dowe? Why isit that no-onein thisindustry has
indicated, for example, that in fact there should be open access to gambling to
minors- - -

MR RAE: No-oneisarguing with that.

MR FITZGERALD: Why therefore, if that isthe case, if it isarational behaviour
entered into by people that make free choice, taking into account the consequences,

abeit for their families and that - what isit that actually guides usin public policy to
say that there should be any restrictions at all, apart from criminal or probity issues?

MR CUTBUSH: We are not persuaded that there is much of a case for restrictions
other than those ordinarily applied to activities across the economy. Presumably you
would readily accept restrictions on access by children to activities such asthis, just as
you would to the roads or anything else.

MR FITZGERALD: Butwhy? Why?

MR RAE: Because parents don’'t consider the children are yet at a stage where they
can make that choice.

MR FITZGERALD: Or are there some dangers or risks associated with the
product or goods?

MR RAE: That's saying the same thing another way.
MR FITZGERALD: Sothereisarisk associated with the gambling?

MR RAE: There' safinancia risk. Thereisno question thereisafinancial risk
associated with gambling.

MR FITZGERALD: Andisthere any acknowledgment at all that that risk can lead
to problems?

MR RAE: Sure.
MR FITZGERALD: Fine, sowe acknowledge therefore that if the good or service
has arisk which is capable of generating problems then it would be good public policy

to take into account the extent of those problems and the connectiveness with the risk
attached to the good or service.
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MR CUTBUSH: Not necessarily, not necessarily. It’sthe existence of problems for
people afterwards. It’snot necessarily a public policy matter. It's amatter that
individual s themselves would need to be concerned about when they entered into the
business - entered the activity.

MR FITZGERALD: Except to say that if a problem gambler getsto a point of
having substantial problems - and ignoring how we want to call it - pathological,
compulsive or whatever - - -

MR RAE: Sure

MR FITZGERALD: - - -thenwhat we do know isthat that impacts on a number

of significant others, including families, although it also impacts on employers through
lost productivity, time out and so on, which is not put into the submission, so it is not
actually just the gambler him or herself that is affected. | surely don’t think thereis
any doubt that there is arange of significant others affected, so in this case the harm
caused to an individual may be one issue, the harm caused by the individual’s
behaviour affects others, including more broadly than the family.

MR RAE: | think | said at the beginning that it is quite clear that the financial
impacts of gambling can be quite devastating, but what we' re arguing about is whether
there are more than just financial impacts.

MR FITZGERALD: Yes.

MR RAE: Thisisthe nub of theissue. Are thereimpactsthat are more than
financia? If itisjust amatter of rearranging the financial deckchairs, you might go
one way.

MR FITZGERALD: Yes.

MR RAE: What the other side, if you like, is arguing is that the process of gambling
somehow alters people. Right? It somehow alterstheir behaviour, and that is what
we don’'t know. That isthe nub of the issue, and what we're saying, | think, isfrom
our side we would like to see the hard evidence and proof of that link before public
policy should go off and deal with that. Now, that is not to say that it shouldn’t be
dealing with the first consequence, which is the financial one, so that if there are
familieswho arein financial straits, obviously there may be a need for emergency
assistance; there may be aneed for welfare support. That is not the issue.

Equally it is not an issue that if onemember of afamily has run off and taken the
family savings and blown it, you know - and it doesn’t matter whether it has blown it
on gambling or anything else, | would argue - if the result of that has been that the
implicit or explicit relationships or contracts in the family have been denied by that,
well, that is clearly an issue for public policy. We have a series of laws, statute and
common, that deal with those issues, rightly. Okay?
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MR FITZGERALD: Yes.

MR RAE: But that is not what we are arguing about, | don’t think. The argument is
whether over here, in this other box, there is atransformation that takes place by
virtue of simply playing a game.

MR FITZGERALD: Tel methis. where does your submission stand in relation to
community awareness campaigns in the same way that we treat other public health
issues? You make acomment in here - and correct meif | am wrong - that to
advertise health services may in fact actually lead to an increase in either those
fronting with problems or problem gambling itself. If we use that would you also be
against the advertising of the product itself? If you have concerns about advertising in
relation to the service available for all those that have problems, would you also be
concerned about allowing advertising of the product or service itself in isolation of
some sort of community awareness program?

MR CUTBUSH: | think the reference which you are alluding to thereisto a
particular style of advertising.

MR FITZGERALD: Right, yes.

MR CUTBUSH: Reference was made by way of example to a statement that the
Victorian government had put out - or one of the departments of the Victorian
government - concerning the availability of services to nurture and protect people
who had fallen on hard times, and the wording used was of a type which suggested,
"Don’'t worry any more. The government islooking after this matter from here on."

MR FITZGERALD: Sure.

MR CUTBUSH: Now, that seemsto meto be avery particular sort of an
advertisement. Itisjust not advertising in general. That’s advertising which suggests
that those of you who previously might have felt as family members or as spouses or
as community help groups that this was a problem, don’t worry.

MR FITZGERALD: Yes.

MR CUTBUSH: Hereitis; government stepsin. Now, that is the kind of
advertising we were feeling could generate as many problems as it solved because it
would nurture the view that people need not take the responsibilities they had
previously taken and that is definitely not the way we see public policy.

MR FITZGERALD: Soyou are not in opposition to community awareness
programs, you're saying it’s the style?

MR CUTBUSH: It'sthestyle.

MR RAE: | think theissue- - -
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MR FITZGERALD: Canl just make apoint?
MR RAE: Sorry.

MR FITZGERALD: You makethiscomment, whichiswhy | raiseit, so strongly:
you say, "We believe governments are not entitled to treat compulsive gamblers as
insane people whose habits warrant paternalistic intervention to force them to desist.”

MR RAE: Yes.

MR FITZGERALD: Whichisvery strong, yet in another part of the paper you talk
about problem gamblers with deep-seated personality disorders. So you recognisein
one part of the paper that there are disorders but, somehow or another, we have got

to be careful not to treat them, so do you actually see it as amental health issue -
sorry, a public health issue or acommunity health issue or is that, in your mind,
barking up the wrong tree entirely?

MR CUTBUSH: Infairness, again the "deep-seated personality disorder" reference
isto apotential, isn't it, that might exist, that is wider than any problem that is
observed in gambling or other pursuits? We don’t concede that compulsive
consumption of anything is necessarily evidence of a deep psychological disorder.
Our view of itisthat it isreadily explained by the application of the standard
economic model of consumer behaviour and that, moreover, people needn’'t have to
pass the test of full knowledge to be deemed rational to enter something that is risky,
S0 it seemsto us the sanity statement is about a class of problems at another level than
simply the things one observes of a compulsive gambler. | would have thought
insanity is about the creation of dangersto others and al that sort of thing.

MR FITZGERALD: Sure.

MR RAE: Theissue, | think, commissioner, is about - the word "forced" is
important in that statement that you read out and which you felt was perhaps strong.

MR FITZGERALD: Right.

MR RAE: If aperson comesto her family or hisfamily and says, "Look, | believe |
have a problem in the sense that | am not making the correct decisions for myself and
the family and | need help,” | don’'t have a problem with that. It seemsto me that that
should be responded to, both by the family and, to the extent that there is a public
interest in it, by the public aswell. Okay? The issue is whether forcing people who
have compulsions to deny their compulsions - thisis not whether people who have
compulsions and who wish to change, for whatever reason, are not entitled to seek
help to change.

| mean, we are not saying the second. We are saying the basis for denying the
compulsion is problematical because we can’'t prove we will actually improve the
welfare of the person who has the compulsion, for a start, and whose preferences
count in deciding whether they have or not. | mean, we get in avery difficult
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situation there. Someone has to then put themselvesin loco parentis, to use an older
term, effectively to make the decision for them, and when you take that decision
outside of the family | think that becomes very problematical and it is not something
to be entered into lightly, it seemsto me. In other words, | would like to see there
being a strong demonstrated basis for that rather than a problem which is hard to
define, hard to measure, as being the basisfor it. 1 mean, if you like, it is another form
of risk management. Thereisarisk in public policy getting it wrong if the basis for it
is so difficult to establish in the first place.

MR FITZGERALD: Okay.

MR BANKS: If I could follow through what you' re saying, | think what you're
saying accords with what alot of people in the hearings - even those who see things
more from the perspective of the problem gambler - would say, and that is that the
prohibition or draconian regulation isn’'t the way to deal with it, and they would talk
more about harm minimisation and the suite of more targeted measures. | mean, does
that reconcile some of the thingsin your own submission? Y ou do acknowledge and
endorse, | think, the role of harm minimisation strategies that your clients have
adopted.

MR RAE: It seemsto methat if individual gamblers and gambling providers and
not-for-profit groups are able to between them, individually or collectively, provide
services of that kind, that isto be encouraged in abroad sense. The problem | think
comes when it is backed up by forms of compulsion. | think at that point we change
fundamentally the test that has to be passed to determine whether or not we are
talking about good public policy or not.

| have no problem with any of those, even on the basis of evidence which |
personally may not find persuasive. It seemsto me there’s a case for people taking
action, simply because it makes sense on the balance of probabilitiesin their view to
take action. The problem comes when we require public policy to actually use strong
regulatory meansto back that up, with the possibility that it will deny people who
have no problem, the 99 per cent of people who demonstrably do not have a problem
with the product, accessto it or on terms which would be beneficial to them. That's
the problem. Now, if we can find another way to skin the lemon that doesn’t restrict
the 99 per cent but better identifies the 1 per cent who they believe need help and
assistance, | think that’s a challenge for you.

MR FITZGERALD: Just onefinal issue about that: correct meif I’'m wrong, but
your submission takes the view, does it not, that increased competition by and large -
and we' Il come back to competition later in more specific terms - actually favours the
reduction of problem gambling. Can you explain why that is? The reason | raise that
is, if the evidence is shown through the surveys that we' re currently doing that a very
small percentage of people with problems represents a very large percentage of the
take, particularly in EGMs, would you still be of that view?

In other words, there seems to be growing evidence - which is part of the
commission’ swork - to say that a small percentage of gamblers with problems

30/3/99 Gambling 1007 R.CAMPBELL and OTHERS



represent afairly significant percentage - not amajority, but a significant percentage
of the gambling take, particularly through EGMs and other activities. That would
indicate that, as competition has grown, we haven’t necessarily seen that actually lead
to areduction in problem gambling, although it is still too early in many states to
actually see the full consequences, and we acknowledge that.

MR RAE: | will be surprised, to be perfectly honest, if your survey will enable you
to conclude that. Y ou are doing a snapshot intime. All you'll be able to look at is
what happens at a particular point intime. Y ou won't be able to disentangle what has
happened over time and to be able to determine what’ s driving that. So I'd be
cautious in suggesting that the hypothesis you have in mind will be tested by what, |
understand, you're doing. Certainly | think there's a sound case for looking more
carefully at what can be done to identify people who wish to be helped, and defining
effective ways of helping them.

Now, whether or not those people that you believe are in the one or whatever
percentage are contributing all the profits of the gambling providers, | don’t know the
answer to that. | doubt very much whether that would be so; just the basic arithmetic
suggests to me that that’s unlikely because if these people are people who are at the
bottom of the income distribution, even if they wereto loseit al - and you can work
out very quickly - it’s not going to produce enough. If you're talking about
$10 billion, | don’t think you’ re going to get $1illion out of 1 per cent of the
population.

It seems to me that there is a skew in the distribution, but you' re looking at the
wrong end of the distribution for the explanation. 1 think you'll find that there are a
large number of wealthy people who gamble inordinately - in fact they probably
wouldn’t pass the SOGS test if you applied it to them; | suspect we have a prominent
member of the media community in this country who would have trouble passing that
test. We don't think he has a problem because he’ s got so much wherewithal that
no-one believes he needs help. If he loses several large ones at the tables, neoneis
going to be concerned about that.

MR BANKS: Your other point - and | guessit’s one of the central thrusts of the
submission - is that competition would generate an incentive environment that would
facilitate a duty of care essentially on the part of the providers of gambling services.
Now, other people have said to usjust the contrary to that: they’ve said that in a
situation of competitive pressure, that providers of gambling services are more likely
to turn ablind eye to the people who are generating significant revenue for them
through the EGMs.

MR RAE: Sure

MR BANKS: Anissue obviously will be how much that is, and it will clearly vary
among modes. But would you care to respond to that?

MR RAE: | respondintwo ways. you look at the incentives and what they have at
stake, and then look what has happened in other jurisdictions. In the United States, |
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think it's generally agreed that a place like Las Vegas which did have a problem in
relation to criminal elements being involved - and it has been largely cleaned up
because the people involved in the gaming industry there are actually public
companies listed on the stock exchange who have quite significant obligationsin
terms of disclosure and have quite significant reputations at stake in the marketplace.

Now, it’s certainly true that you can posit a set of examples where afirm that’s
facing failure or asmall operator with not much of areputation would not be
concerned about some of those issues that we' ve spoken of. But | think it’s quite clear
that when you'’ ve got, certainly the environment that’s been created in relation to
gambling - and that is that there’' s a strong element of antagonism towards part of the
industry from sections of the community - if you’ re a gambling service provider,
you've got alot at stake. You've got alot of capital in the marketplace, you' ve got
shareholders who want to return. If you were to do anything that was to prejudice
your ability to earn profitsin away which didn’t attract the ire of the community or of
government, you know, you' re taking a considerabl e risk upon yourself.

That’s not to say it won’t happen, but | think it isto say that there are strong
incentives on the part of particularly publicly listed companies who areinvolved in the
industry to be very careful about how they approach the issues of problem gam