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MEASURING THE IMPACT OF GAMBLING:
AN ECONOMIST’S VIEW*

Anne Hawke**

INTRODUCTION

On 26 November 1999, the Australian Productivity Commission (hereafter referred
to as the PC) released its final report on Australia’s gambling industry.  It was a
significant document, not only because of its size, but also because of its depth and
breath of analysis.  It was clear, even to casual readers, that the PC had done an
extraordinarily thorough analysis of not only the gambling industry in Australia but
also of the social and economic impacts of gambling activities on Australians.

In the earlier draft report, the PC identified the net impact of gambling activities as
being unambiguously positive.  That is, when the costs of gambling activities (such
as family breakdowns and job absenteeism) are compared with the benefits of
gambling (which includes the entertainment derived from engaging in gambling
activities), the findings of the draft report suggested that Australia was
unambiguously better off for having the vast array of gambling activities.

This result surprised and indeed shocked many Australians, particularly those
responsible for picking up the pieces of the shattered lives of gamblers and their
families.  One of the aspects they often had most difficulty understanding was the
concept of measuring the ‘benefit’ of gambling.  It is this aspect our submissions to
the PC focussed on, and it is this aspect I wish to examine today.

MEASURING THE VALUE OF NON-TRADED FACTORS

Although economics is often seen as strictly being a study of how markets operate,
and the role of prices in these markets, the scope of analysis is in fact much
broader.  Although, in most cases, economists will focus upon the market price of a
good or commodity, increasingly we are asked to value non-priced goods.  A good
example of this is environmental pricing.  The community wants fresh air and clean
rivers.  The extent to which industry should be taxed or fined for devaluing these
natural resources has become an important question, despite the fact that there is no
market price for fresh air, nor is there a clear market price for clean rivers.

                                                
* This paper was originally delivered as a keynote address at the International

Gambling Impact Conference, Adelaide, 13–15 April 2000.
** Senior Research Fellow, School of International Business, and Director, Centre for
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The benefits derived from gambling are ostensibly derived from ‘the satisfaction
that consumers obtain from the ability to access what for many is a desired form of
entertainment’ (PC 1999: 5.1).  Just as in other industries, there are other benefits
such as:

• employment;

• investment (both capital and research and development);

• export revenue; and

• taxation.

Unlike most other industries, however, these activities are also associated with
costs both to the individual gambler and to society.  Additionally, these benefits
need to be adjusted to take into account the effects of the re-allocation of funding
to gambling activities.  For example, the Australian Retailers Association has
argued that increasing gambling activity has lowered the employment level in their
industry and reduced investment.1

The main benefit derived by individuals from engaging in gambling activities is the
entertainment value they obtain.  Unlike investment activities such as trading in
high-risk shares or stocks, gambling activities offer little expectation of a positive
return over time.  Undertaking some form of investment is usually aimed at
ensuring positive outcomes in aggregate as well as on an individual basis.  In
gambling activities, however, there exists little expectation of a positive return to
the individual gambler, although the host of these activities is almost assured of a
positive return.2

In the end, the value of gambling activities lies not in the expectation of a positive
return on an individual’s funds but rather the enjoyment or entertainment derived
from entering the pool of individuals from which winners will be chosen.  As
illustrated by Morgan Research (cited in PC 1999), 59 per cent of all gamblers rate
the ‘dream of winning’ as the main reason for their involvement in gambling
activities.  In other words, purchasing entry into a gambling activity is tantamount
to purchasing a dream.

                                                
1 See the submission made by the Australian Retailers Association to the PC

inquiry.  In their final report, however, the PC rejected the premise of these
submissions that gambling activities had lower ‘multiplier’ effects on the economy
than activities such as retailing.

2 An exception to this being blackjack, where a skilful player has the potential to
alter the risk profile slightly in their favour.
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THE DREAM GOES BUNG FOR SOME3

Economists quantify the benefits individuals derive from the consumption of any
good or service as the ‘consumer surplus’.  The consumer surplus is the difference
between the amount a consumer actually pays for a product and the amount they
would be willing to pay before they chose to go without.  This difference indicates
the gain to consumers resulting from the particular product being available.

In cases where the price of any good, say petrol, rises rapidly without a significant
change in the amount required by consumers, it is clear that the value placed upon
petrol by consumers is high.  In this case, the value of the consumer surplus
estimate would also be high.  In cases where there is a significant drop in the
demand for a good or service as the price increases, the value of the consumer
surplus measure would be low.4

In gambling, not only does the price refer to the cost of entry into the ‘game’ but
also the chance of winning.  Hence, measures of consumer surplus relate the extent
to which punters will decrease or increase their gambling activity when their
chance of winning changes.  This relationship between changes in the price–
quantity relationship of gamblers is key to evaluating the benefits of gambling.

Factors which are implicit in the relationship of price and quantity adjustments
include:

• free choice;

• understandable information on price (ie odds of winning);

• tastes and preferences; and

• income of the consumer.

One of the main propositions put before the PC in the Blandy and Hawke
submission (1999), was that it is unrealistic to assume that persons with gambling
addictions are free in their choice to continue or their choice to stop gambling.  We
argued that, although measures of consumer surplus are appropriate for quantifying
the benefits associated with gambling, it is necessary to treat problem and non-
problem gamblers as distinct groups.  As such, each group is likely to have a
different level of responsiveness (or elasticity) to changes in the price of gambling,
and hence it is appropriate to estimate separate measures of consumer surplus to
each of these groups.  This view was highly contentious.

                                                
3 Apologies to Miles Franklin’s ‘My career goes bung’.
4 The extent to which price and quantity adjust to a change in one or the other is

referred to as the price elasticity.
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In their submission to the PC, ACIL suggested, inter alia , that

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 costs is, in this case as others, a
genuine addition to the welfare of the consumers involved. (PC 1999:
61)

In our submission to the PC prior to the release of the final report, Blandy and
Hawke (1999) argued that it was not sufficient to report a ‘low elasticity measure’
and, as a alternative, a ‘high elasticity measure’ in measuring consumer surplus.
Rather, a consumer surplus measure of problem gamblers should be estimated and,
separately, a recreational gambler measure should also be measured.  Further, it
was argued that, in calculating each of these measures, different elasticity values
for problem and non-problem gamblers should be used.

In our opinion, constraining the elasticity for problem gamblers in the
calculations of consumer surplus to be always equal to the elasticity for
non-problem gamblers is not necessarily appropriate.  In our opinion, at
least as plausible is that the elasticity for problem gamblers is less than
the elasticity for non-problem gamblers. (Blandy and Hawke 1999: 5)

Evidence from the draft report demonstrated there was no conclusive evidence
either in Australia, or in other parts of the world, on the appropriate ranges for
elasticity measures.  In order to overcome any suggestion that our estimates were
chosen to minimise the value of the consumer surplus (and hence maximise the
possibility that gambling could result in a cost to Australian society), a matrix of
elasticity choices was developed.  The range of this matrix was chosen to
encompass values identified by the Australian gambling industry and the PC in its
draft report.5

Underlying this process was a number of specific assumptions about gamblers’
preferences.  These included:

1 problem gamblers’ elasticity must be less than non-problem gamblers’; and

2 problem gamblers’ elasticity cannot be greater than 1.0.

These two assumptions implied that non-problem gamblers cannot have more of a
‘problem’ than problem gamblers.  Second, problem gamblers differ from non-

                                                
5 In its modelling for Aristocrat, the CIE used a range of price elasticities from -0.3

to -1.7 (p C.6). In its report, the commission proposed a more restricted range,
from -0.5 to -1.3 (pp C.12–13).



MEASURING THE IMPACT OF GAMBLING   5

problem gamblers in that they would not reduce their expenditure on gambling if
the price of gambling rose.

Applying these assumptions, and using the range of elasticity measures specified
by the gambling industry consultants and the PC, resulted in the matrix of
consumer surplus outcomes identified in Table 1.

Comparing consumer surplus estimates identified in Table 1 with the draft report’s
high estimate of the total private and social costs of problem gambling of $5210
million (Table J.6, p J.29) resulted in the adjusted consumer surplus exceeding
such a cost in only four of the 77 cells.  In other words, in 95 per cent of the
possible cases in which the elasticities of problem and non-problem gamblers can
be paired under the assumptions characterising ‘the industry’s range’, the gambling
industries can be seen to offer the possibility of a net cost to the Australian
community.

Using elasticities proposed by a consultant to the gambling industry (-0.3 for
problem gamblers and -1.7 for non-problem gamblers), the adjusted consumer
surplus is $3198 million.  If this figure is compared with the commission’s ‘high’
estimate of the total private and social costs of problem gambling of $5210 million,
the potential annual net cost of the gambling industries to the Australian
community could be as high as $2 billion.

The analysis by Blandy and Hawke (1999) demonstrated for the first time in
Australia that, using the cost measures identified by the PC, for 94–95 per cent of
the feasible range of elasticity combinations the net impact of gambling will
include negative values.  In other words, it is virtually certain that the gambling
industries are inflicting a cost on the Australian community.  Further, that cost
might be very high.  It was noted however, that measurement of any net effect of
gambling industries was rough, and any interpretation of these estimates would be
hazardous.
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Table 1: Estimates of consumer surplus ($ million)

Problem gamblers' elasticities
-0.3 -0.4 -0.5 -0.6 -0.7 -0.8 -0.9 -1.0

-0.8 5492 5348 5270 5224 5198 5183
-0.9 5011 4867 4789 4743 4716 4701 4694

Non-problem -1.0 4625 4482 4403 4358 4331 4316 4309 4307
gamblers' -1.1 4310 4167 4088 4043 4016 4001 3994 3992
elasticities -1.2 4048 3904 3826 3780 3754 3739 3731 3729

-1.3 3826 3682 3604 3558 3531 3516 3509 3507
-1.4 3635 3491 3413 3368 3341 3326 3319 3317
-1.5 3470 3326 3248 3203 3176 3161 3154 3152
-1.6 3326 3182 3104 3058 3032 3016 3009 3007
-1.7 3198 3055 2976 2931 2904 2889 2882 2880

Notes:
a. The basis for the estimation of this table was derived from supplementary

information provided on the PC website.  The PC is not responsible for the
analysis or use of  information reported in this table.

b. The shaded cells represent those values of consumer surplus which led to
unambiguously positive ranges for the net impact of gambling activity.

c. The bold cell represents the value of consumer surplus using the elasticity
measures identified by the gambling industry.

It is important to recall, however, that the cost side of these figures relies upon the
high estimates provided by the PC.  Using lower estimates resulted in the positive
net effect of gambling industries.  The importance of the contribution of Blandy
and Hawke was to demonstrate that:

1 the net impact of gambling industries is within a range of values which
include both costs and benefits (unlike the draft report which found an
unambiguously benefit to society); and

2 the most likely estimate of the consumer surplus led to figures which indicate
tha  gambling industries in Australia are a cost to society.

In their final report, the PC concluded that

it would be misleading to treat demand by problem gamblers in the
same way as the majority of recreational gamblers.  In particular, it is
unrealistic to believe that problem gamblers (who spend a very high
share of their income on gambling, and suffer a range of other financial,
family and personal costs) are not only receiving benefits equivalent to
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their spending, but are also receiving a significant consumer surplus.
(1999: 5.13)

They further concluded that, controlling for differences between problem and non-
problem gamblers, the potential for gambling to cause harm not only to individuals
but also to society was indeed possible.  That is, they altered their unambiguous
conclusion that gambling activities resulted in a net benefit to society to include the
possibility that aggregate costs were possible.

The effect of this finding can be seen in Table 2, which documents the difference
between estimates of consumer surplus by the PC between the draft report and the
final report.

Table 2: Comparisons of measures between draft and final reports ($ billion)

Draft report Final report
Low High Low High

Consumer surplus 5.4 6.3 4.4 6.1
Costs 1.1 5.2 1.8 5.6
Net effect6 0.2 5.2 -1.2 4.3

CONCLUSION

Providing a definitive measure of the costs and benefits associated with gambling
activities is inherently difficult.  The costs involved are not just costs to society;
perhaps more telling are the significant costs to individuals.  Reducing the cost of a
family breakdown, or loss of life, to a single monetary value is necessarily
oversimplistic.  Measuring the benefits derived from gambling activities is also
highly problematic.

When determining the net effect resulting from balancing the costs and benefits of
gambling, a large range of possible outcomes is likely to result.  To be more
precise would be to mislead the community on the level of precision which is
possible in this kind of analysis.

The work undertaken by Blandy and Hawke (1999) did not specifically question
the magnitude of the findings produced by the PC in their draft report, but their

                                                
6 The range of estimates for the net effect were derived from subtraction of the low

measure of benefits from the high measure of costs, and the subtraction of the high
measure of benefits from the low measure of costs.
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conclusion that the net impact of Australia’s gambling industry is unambiguously
positive.  It was clear to the PC that the benefits and costs were not distributed
equally across the community.  Nevertheless, they concluded that, overall,
Australians derived benefit from gambling activities.

Economists, particularly academic economists, have a responsibility to ensure that
the highest level of ethical and professional standards apply in their research.  We
also, however, have a responsibility to the community to contribute in ways which
ensure that the public is well informed and that policy is made on the basis of the
best available evidence.  The contribution made by myself and my colleague
Richard Blandy hopefully conforms with the high aims of academic economists.
Although recognising that not all of our arguments were incorporated into the final
report, it is now a widespread and intellectually defensible view that Australia’s
gambling industry may result in a cost to Australian society.
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