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Consumer surplus

Gambling

Gaming

Glossary of Terms

An economic measure of the benefit that a consumer derives
from the consumption of a good/service. More explicitly, it is
the difference between what a consumer is willing to pay for a
good/service and what they actually pay for that
good/service.

Placement of a bet on the outcome of a future uncertain event
(VCGA, 2000). Refers to all forms of betting including
wagering and gambling.

Legal gambling on electronic gaming machines (i.e., poker
machines). Sometimes used to describe all other forms of
gambling other than wagering.
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A reasoned response would be that the benefits are supportive of the industry’s
continued operation, but that measures be implemented to guard against problem
gambling, to maintain oversight on the product itself, and to assist those who become
“problem gamblers”.

Government Reviews, Local Government and Recent Initiatives

It is important to stress that the EGM industry has expanded very quickly and that
industry representatives acknowledge the ‘spotlight is on the industry’. Responses by
government and industry to the issue of problem gambling have tended to lag behind
the explosive growth of the industry. The industry accepts that the far greater usage of
EGMs and their relative accessibility has magnified the issue of problem gambling. The
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The impact on sporting and community clubs and councils is considered in this report,
and by research commissioned by Clubs SA (see Section 2.3), and the negative impact on
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o the Cities possess a disproportionate share of all gaming machines at 14.9 per
cent with a population share of 9.1 per cent;

o the Cities possess a higher number of machines per 1,000 adult persons at 18
machines, compared to a State average of 11;

o all but Murray Bridge have a lesser number of adults per gaming venue than the
State average, reflecting the intensity of gaming venues in the Provincial Cities;
and

o in 1999-00 the Provincial Cities averaged $217 in gaming taxation revenue per

adult compared to $185 per adult for South Australia.

Taken together these ‘dot point summary items’ indicate there are a range of significant
policy issues which need to be addressed in regard to gaming and the Provincial Cities.
This view is reinforced by the discussion which follows below.

Factors Which Influence Net Gaming Revenue

The econometric analysis conducted by the Productivity Commission for the nation as a
whole found evidence of:

o a concentration of gaming machines in lower socio-economic areas;

o an inverse relationship between a region’s income and the total amount spent on
gaming machines; and

o a negative and significant relationship between regional median weekly income
and annual average expenditure on electronic gaming machines.

We discuss in Section 4.1.1 that this could be seen to suggest that persons in lower
income groups:

o are more likely to gamble using electronic gaming machines; and/or

o are likely to lose (spend) more when they do so.

Accordingly, the Centre sought to determine the factors which influence the differences
in net gaming revenue between different areas. The results are shown in Table E.2 and
in Table E.3 where the influences on net gaming revenue are related to each of the
member towns and cities of the Association of Provincial Cities. It was found that once
the demographic characteristics of a region were taken into account, expenditure
increased with median regional income (an opposite effect from the PC’s finding).

The results indicate that the three significant demographic factors which produce the
apparent link between lower incomes and higher electronic gaming machine
expenditure in South Australia are:

o higher unemployment as a proportion of adults;

o higher proportions of persons identifying as Aboriginal or Torres Strait
Islanders; and

The SA Centre for Economic Studies August, 2001
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Estimating the Number of Problem Gamblers

The Centre has first calculated a base case (Section 4.2.4) to estimate that number of
gaming machine problem gamblers — in the Provincial Citiesz— on the assumption that
there are no differences between regions, regional profiles, States and the national
average.

In fact, as this report indicates, we believe that this is not the case and that there are
regional risk profiles. A more accurate picture is required because the national
prevalence data does not reflect the diversity of regional experience and, most
importantly, expenditure data. The methodology is discussed in Section 4.2.5 and the
results are summarised in Tables E.4 and E.5 showing that:

o the number of problem gamblers in each region and for the Provincial Cities is
3,097 problem gamblers (shown in Table E.4); and
o the benefits and costs of electronic gaming machines for each region shown in
Table E.5, in the last two columns, are more strongly inclined towards the
negative.
Table E.4

Prevalence of Electronic Gaming Machine Related Problem Gambling
South Australian Provincial Cities: 1998/99

Adult After tax | Gamers Non- Problem Gamers Ave. loss | Ave. loss
Pop. income Problem per NPG3 | per PG3
Per Adult Gamers

(No.) %) (No.) (No.) (No.) | (% of Adults) %) (6)]
Berri Barmera 8,422 | 13,720.27 3,453 3,059 394 4.68 685.19 | 9,343.23
Loxton Waikerie 9,200 | 13,566.50 3,450 3,323 127 1.38 677.51 | 9,238.51
Renmark Paringa 7,174 | 13,526.58 2,941 2,732 209 291 675.52 | 9,211.33
Mount Gambier & Grant! 22,858 | 15,284.25 9,372 8,856 515 2.25 763.29 (10,408.27
Murray Bridge 12,477 11,692.44 5,115 4,685 430 3.45 583.92 7,962.31
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Recommendation 10

No Trading of Licences

Under current licence arrangements the concentration of gaming machine ownership
can only occur through the purchase and ownership of hotels as gaming machines
cannot be reallocated across hotels and clubs. A maximum limit of 40 machines is set by
the Liquor Licensing Commission. There is no reason, it seems to us, for this limit to be
increased or that licences at this time, be allowed to be traded.

Suggestions for Further Research

Monitoring Impact of Proposed Reforms

Measures proposed by the Gaming Machine Review Committee to reduce problem
gambling (e.g., ban on autoplay facilities, ban on note acceptors, limits on cash
withdrawals) will need to be monitored to assess their impact on alleviating problem
gambling.

Impact of Community, Charitable Organisations and Sporting Organisations

The full impact of people transferring gambling expenditure from charity or community
lotteries and from activities such as bingo on charitable, community and sporting
organisations has in our view, been significantly understated. Not all sporting clubs are
properly compensated as most are not ‘direct beneficiaries of gaming machines’.
Unlicenced clubs have suffered a loss of revenue. The larger charities have access to
‘super grants’, yet it is not clear how community based organisations have been affected
overall. Certainly, it is the case that local councils have been requested to financially
assist many organisations but the extent of requests and the reasons why assistance was
sought are not well documented.

An assessment of the financial impact on community organisations of the decline in
expenditure on minor gambling should be undertaken as the original estimates appear

The SA Centre for Economic Studies August, 2001
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While these discrepancies may be explained by the inclusion of remote areas in CPSE’s
rural estimates of participation and prevalence rates (and as well there are very
significant problems with phone poll sampling and phone surveys), they do suggest that
further research may need to be carried out to better understand regional differences in
gambling patterns, and especially any regional differences in problem gambling.
Understanding such differences in gambling patterns will enable government to better
target assistance to problem gamblers.

The Sustainability of the Industry

The current dependence of electronic gaming revenue on problem gamblers, where 2 per
cent of the adult population are estimated to account for over 40 per cent of losses raises
questions as to the sustainability of the industry, given these problem gamblers lose an
average of $10,000 per annum. Useful research could be conducted on both how
sustainable this level of expenditure is for the individual problem gambler, and how
sustainable current expenditure patterns are for the industry as a whole, e.g. is overall
state-wide expenditure likely to fall significantly as the existing problem gamblers
exhaust their assets or seek treatment.

Technology

It was put to us in the course of this study that a “smart card” to limit the amount
gambled, offered a technological solution to limit gambling losses. This is outside our
terms of reference, particularly the technological feasibility of such a system, but further
research in this area is possibly warranted. Similarly, research into the impact of
slowing machines down to reduce the amounts people lose was considered by many
respondents as a priority research agenda.

Finally, it was put to us that the design of gaming machines, including sound and
lighting effects, have a potentially hypnotic impact and are similar to the actual
techniques used for hypnosis by psychologists and others. Again, this is outside our
field of expertise, but this may warrant further discussion and research.

National, Regional ... Now Family

Too little is known about the impact on families of problem gambling, although
considerable anecdotal evidence confirms spillovers into the health system, education,
medical practitioners and legal services. The impact on families and children has
received insufficient attention in all the analysis on problem and frequent gamblers. In
our view this is a priority area for research as the potential costs are very significant,
both in the short term (for families, children, government and the services of helping
agencies) and in the longer term. Understanding the appropriate or ‘best point of
intervention’ may contribute to a significant reduction in the incidence of problem
gambling.

One possible approach would be to develop a micro-analysis using selected
representative case studies with the co-operation of families and the Break Even
Network.

August, 2001 The SA Centre for Economic Studies
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There is clearly widespread concern about the social and economic impacts of gaming,
although sometimes the impact of more fundamental social and economic changes are
inappropriately attributed to the greater access to gaming machines. Notwithstanding,
the lack of analysis at a state or regional level and the dearth of research has meant that
these concerns have not been seriously acknowledged and therefore, have been allowed
to grow relatively unchecked and with little serious debate. Administrative data on this
issue is difficult to access while research funds are limited and also difficult to access.
Thus, “while the Australian Productivity Commission (1999) has completed an
investigation into gambling in Australia, nowhere is there a comprehensive economic
and social analysis of the long-term costs and benefits of gambling to the community
and this State”.s

August, 2001 The SA Centre for Economic Studies
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1. Introduction

1.1 Terms of Reference

The Provincial Cities Association invited the South Australian Centre for Economic
Studies to prepare a submission on the impact of electronic gaming machines’ for
consideration by the Association in May 2000. The issue was deferred at that time while
the Association completed its involvement with the South Australian Regional
Development Task Force and engaged in implementation actions arising from the Task
Force. As well, the issue of electronic gaming machines and their impact on regional
communities was “discussed and canvassed with the State Government. The calls for an
independent investigation (similar to those undertaken in specific communities in
Victoria) were unsuccessful.”’s

In this intervening period the City of Port Augusta continued the task of economic and
community development by specifically commissioning® a “Social Vision and Action
Plan for Port Augusta”. Other cities pursued their own individual initiatives. The
Action Plan for Port Augusta identified community aspirations, infrastructure
requirements and steps to address the economic and social development of the City.
“The issue of poker machines and their impact on the community was canvassed in the
Report (i.e., Social Vision Report) as a major problem, particularly by some members of
the Aboriginal community. However, no specific details of the extent of the problem
were provided, and therefore are not known. Anecdotal evidence, however, does
indicate that a problem exists”.*

The experience of other cities was similar to that of Port Augusta — general concern

The SA Centre for Economic Studies August, 2001
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The submission which was finally approved set out the following objectives:

o to provide information to regional communities and their leaders on the
economic and social impacts of electronic gaming machines;

o to provide a balanced view of the overall impact, by giving equal weight to the
potentially positive and negative impacts; and

o to employ a variety of methodological approaches in the study to ensure that
economic and social impacts were thoroughly assessed.

The first term of reference highlighted the need to ‘inform community leaders’ and
thereby facilitate informed community debate about gaming issues. Members of the
Provincial Cities Association specifically sought greater access to information in order to
ensure a balanced approach and discussion regarding gambling issues within their
communities. This is one reason why the Centre’s methodology and approach to the

August, 2001 The SA Centre for Economic Studies



The Impact of Gaming Machines on Small Regional Economies Page 3

and economic impacts for the gambling industry as a whole rather than for the gambling
activities associated solely with gaming machines. Despite this, limited estimates of the
social impacts were presented for gaming machines. We note that gaming machines
comprised 62 per cent of total South Australian gambling turnover in 1999-2000,t which
indicates that this sector of gaming is the most significant component of all gambling
activities. Where possible, the Centre has attempted to apply the same methodologies
for estimation of the social impacts of gaming machines to the regional areas.

A further point of difference between our study and the Commission inquiry is that the
latter focused on impacts at the national level, and did not present estimates for either
the state or regional level. This is important because the regional impact of gaming

The SA Centre for Economic Studies August, 2001
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Information derived from the literature review encouraged the Centre to further refine
the methodology employed for this study.

1.2.2  Analysis of Existing Data
1.2.2.1 Examination of Gaming!4 Data

Trends in gambling activity at the local, state and national levels have been examined.
These comparisons have been based on regional and South Australian gaming machine

August, 2001 The SA Centre for Economic Studies
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machines — hotels — are a central feature of many regional areas and that associated
gambling may significantly change the regional pattern of consumption.

The regional employment impact was assessed by comparing the employment created
by electronic gaming machines with expenditure lost through the transfer of expenditure
away from other types of consumption. The positive impact of electronic gaming
machines was assessed by combining the results of a survey of gaming venues, and by
input output analysis of expenditure due to increased government revenues from
gaming machines. The survey covered, amongst other items, the change in their
employment since 1994. Unfortunately the response rate to this survey was patchy and
the Riverland was the only town or region from which a usable sample of returns was
received. Consequently it was decided that a preliminary input-output analysis would
be conducted for the Riverland region only, as a guide to how this issue could be
approached were better data available.

The reduction in employment in other sectors was assessed by input output analysis on
the likely expenditure patterns if there were no electronic gaming machines. The first
step in addressing this task was to calculate the value of diverted expenditure. This was
done by adjusting the net gaming revenue for electronic gaming machines down to
allow for the expenditure which was diverted from other forms of gaming (which, other
than racing, have zero regional employment according to 1996 census data). These
regional diverted expenditures were then allocated between different sectors according
to the distribution of 1998 household consumption expenditure. These sectoral diverted
e

The SA Centre for Economic Studies August, 2001
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o State debt and higher levels of competition between the States to attract
international business investment required access to non-business related taxes
to relieve fiscal pressure yet maintain (overall) cost competitiveness;

o there was a growth in State sponsored casinos across Australia increasing
competition for the casino dollar and tourism spending;

o the South Australian Government had recently been exposed to severe financial
loses from the failure of the State Bank;

. considerations related to the casino and gaming machines as well as the need to

August, 2001 The SA Centre for Economic Studies
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that the impact of the introduction of gaming machines required further analysis and a
“local or regional” perspective.

In essence, questions were being asked about the distribution of benefits and costs
within regional localities and between regions and metropolitan Adelaide.

The SA Centre for Economic Studies August, 2001
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2. Literature Review

2.1 Regional and National Studies Concerning Gaming Machines

2.1.1 The Productivity Commission Study

The Australian Productivity Commission report Australia’s Gambling Industries
represents the most intensive and comprehensive effort to quantify the economic and
social impacts of gambling in Australia. The report was commissioned by the Federal
Government in recognition of the need for “a better understanding of the performance of
the gambling industries and their economic and social impacts across Australia,
including their impact on the retail, tourism and entertainment industries and on
Commonwealth and State/Territory Budgets” (Productivity Commission, 1999).

After considering the variety of economic and social impacts attributed to gambling, the
Commission estimated the net community impact of Australia’s gambling industries to
range from a net cost of $1.2 billion to a net benefit of $4.3 billion. The estimated range
presented reflected the inherent difficulty of estimating the economic, and in particular
the social costs of gambling where the latter occur primarily at an individual or
household level, and are therefore often hidden. The primary economic benefit

August, 2001 The SA Centre for Economic Studies
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Table 2.1
Estimated Consumer Benefits, Social Costs and Net Impacts of Gambling
By Mode of Gambling, Australia - $ million (1997-98)
Net Consumer Benefit Net Social Cost Net Benefit
Low High Low High Low High
Wagering 629 885 267 830 -201 617

The SA Centre for Economic Studies
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The fact that the electronic gaming machine industry produces significant benefits for
non-problem gamblers and government revenue, but imposes significant costs on

August, 2001 The SA Centre for Economic Studies
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This longitudinal study discovered “widespread disapproval” of gambling across the six
communities with 81 per cent of people surveyed disagreeing with the statement that
‘gambling does more good than harm’ and 82 per cent agreeing with the statement that
‘gambling is a serious social problem’. However, people’s actions did not correspond
with their negative views towards gambling with half of those surveyed having
participated in gambling within the last six months. The widespread participation in
gambling together with the fact that people play poker machines primarily for social and

The SA Centre for Economic Studies August, 2001
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Ninth Parliament). The Committee recommended an immediate ceiling of 11,000
gaming machines and considered the proposition that the long term aim should be to
reduce the number of gaming machines to 10,000. A freeze on the number of gaming
machines was imposed in December 2000, by which time there were almost 13,000
machines. As at 30t April 2001 the actual number of machines according to the Liquor
Licensing Commission was:

. installed 13,950; and

o approval to install 14,910,18

where the difference between approval to install and actually installed is due to some
premises yet to be built and where a licence is temporarily suspended due to building
renovations and improvements such that machines are not actually operating.

The Committee considered the role of Local Government with respect to the

The SA Centre for Economic Studies August, 2001
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The most significant of the State Government’s reforms is the establishment of an
Independent Gambling Authority that will have responsibility for the oversight of
gambling regulation in South Australia. In particular the IGA will have responsibility
for the following objectives:

1. to develop and promote strategies for reducing the incidence of problem
gambling and for preventing or minimising the harm caused by gambling; and

2. to undertake, assist or coordinate ongoing research into matters relevant to the
Authorities functions, including research into —
a. the social and economic costs and benefits to the community of
gambling and the gambling industry,
b. the likely impact, both negative and positive, on the community of any

new gambling product or gambling activity that might be introduced by
any section of the gambling industry,

C. strategies for reducing the incidence of problem gambling and
preventing or minimising the harm caused by gambling, and
d. any other matter directed by the Minister.

In performing its functions and exercising its powers under this Act or a prescribed Act,
the Authority must have regard to the following objects:

a. the fostering of responsibility in gambling and, in particular, the minimising of
harm caused by gambling, recognising the positive and negative impacts of
gambling on communities; and

b. the maintenaling Gef0.8(ea pva,)1.8(i(gative.3( of ,ve.3( b h)1.5(e SA.4(e)0gc2-10.5(a[(ed)-4.7¢
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o Formalising a ban on the introduction of note acceptors on all electronic gaming
machines. Whilst note acceptors have never been approved by the Liquor and
Gaming Commissioner, this regulation will prevent note acceptors from ever
being introduced.

o The establishment of a daily limit on all cash withdrawals from Automatic
Teller Machines and EFTPOS facilities located at gaming machine venues. The
proposed cash limit is $200.

o An increase in the minimum rate of return for new gaming machines from 85
per cent to 87.5 per cent. This is intended to reduce the average amount lost by
gaming machine customers.

The current freeze on gaming machines is also proposed to be extended for a further two
years to allow the conduct of further research to determine whether or not the freeze on
gaming machines should be continued.2

The freeze on EGM’s was extended to enable further research and debate on unresolved
issues associated with consideration of a permanent freeze. These issues include:

o what happens when a new venue (a greenfield site) is established away from
existing EGMs venues and wants a licence for EGM’s but there is a permanent
cap in place;

o the trading of licences for EGM’s. The current freeze does not permit EGM

licences to be transferred from one venue to another. Some stakeholders do not
regard this situation as sustainable in the long term;

o the global allocation for EGM’s between clubs and hotels;

o the potential for regional freezes (as in Victoria);

o dealing with EGM licences foregone; and

o the use of “smart card” technologies for loyalty programs, banning processes for

problem gamblers etc..

Finally, it is proposed that a Minister for Gambling be appointed and be separate from
the Treasurer. The Committee sought to ensure that the functions of the Treasurer are
separated from gambling regulation, eliminating the potential conflict of interest present
under existing arrangements. The Review Committee has proposed a balanced set of
actions, weighted equally towards responsible industry practices, and individual
responsibility, while acknowledging that the “product” contains some inherent dangers
and thus some consumer protection controls on “the product” are also warranted.

There are considerable and important areas for further research and a number of
unresolved issues to be debated in the future. While the scope of this report
concentrates on the impact of gaming machines on the regional Provincial Cities, we
note that the industry is not static and that Internet based gambling and interactive

August, 2001 The SA Centre for Economic Studies
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2.2 Costs and Benefits of Gaming Machines

Gaming machines involve a range of economic and social impacts. However, there is a
general lack of agreement, regarding how in particular, private and social costs and
benefits and therefore the net impact of gaming machines, should be evaluated. For
example, critics of gaming machines propose measures to significantly restrict access to
gaming machines on the basis of their significant negative social impacts (e.g, problem
gambling), but sometimes do not consider the substantial benefits that would be lost by
responsible recreational gamblers who derive enjoyment from their unrestricted access
to gaming machines. The following section briefly lists the various benefits and costs
commonly attributed to gaming machines.

Prior to considering the various impacts of gaming machines, we should first consider
the debate surrounding private and social impacts, and which should be included in an
assessment of the overall net community impact of gaming machines. A majority of the
negative impacts associated with gaming machines are considered private costs, that is,
costs incurred by economic agents (individuals) who were party to the decision to

The SA Centre for Economic Studies August, 2001
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which has application to other goods that are addictive and have large private and social
costs such as in the impact on the public health system, e.g., heroin.

A further social cost of gambling relates to impacts on family members of problem
gamblers and some recreational gamblers. The utility gained by one member of a family
spending on gambling may be greater or less than the utility gained by other members of
that household, if the money spent on gambling was applied differently.

Anecdotal evidence from Break Even counsellors suggests that some members of
households (e.g., children), suffer significant deprivation as a result of household
finances being redirected for essential consumption goods to gambling. These impacts
have not been studied, but are likely to be significant in some problem gambler and
recreational gambler households. These effects are outside the scope of this study, but
warrant subsequent examination.

2.2.1  Benefits of Gaming Machines

The Productivity Commission identified two main benefits of gaming machines at the
national level. The primary benefit identified was the satisfaction derived by consumers
from their consumption of gambling, an activity from which consumers derived
entertainment value. That consumers derived enjoyment from gaming machines is
demonstrated by consumer surveys, which show that the majority of gamblers play
gaming machines primarily for social or entertainment reasons.

Consumer satisfaction derived from the consumption of gaming is measured by the
economic concept of consumer surplus. Consumer surplus represents the difference
between what a consumer is willing to pay for a good or service and what they actually
pay for that particular good or service. Consumer surplus benefits due to gaming
machines are estimated for the Provincial Cities in Section 4.2.5.

Increased government taxation revenue is the second main benefit identified by the
Productivity Commission. While tax revenue represents a definite benefit from the
national perspective, from a regional viewpoint, tax revenue collected by central
authorities represents a potential negative impact if government tax revenue is not
returned to the region through equivalent spending on regional services. This
possibility has concerned many local government associations and is investigated for the
Provincial Cities in Section 4.1.3.

The consumer satisfaction derived from the consumption of gambling and government
tax revenue were the only two benefits included in the Productivity Commission’s
quantitative estimate of the benefits of Australia’s gambling industries. While the
Productivity Commission acknowledged the existence of employment and value added
benefits attributable to the gambling industries, it decided against including such
benefits on the basis that they were relatively small. This conclusion follows from the
fact that growth in gambling industries have necessarily drawn resources and consumer
spending away from other industries such that “benefits in terms of employment and
activity in the gambling industries are largely offset by declines in industries that have
lost the consumers’ dollar to gambling.”2 In other words, increased spending on

3 Productivity Commission, p. 5.1.
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gaming machines has drawn resources and capital away from other industries, therefore
reducing output and employment in these industries which leads to an uncertain net
economic outcome for the local economy.

While the Centre agrees with the Productivity Commission’s assessment, many regional
areas of South Australian did experience depressed economic conditions in the early to
mid 1990s, resulting in a high level of unemployed resources. Under this environment,
the introduction of gaming machines could produce a positive net expansion in
economic activity by employing unemployed resources from within the region. For
example, community consultation by KPMG (VCGA, 2000) for six regional areas of
Victoria identified increased employment opportunities, especially for younger people,
as one benefit of gaming machines. However, to the extent that gambling expenditure is
drawn from consumer spending on other sectors of the local economy, these sectors will
experience decline and employ fewer resources, therefore leading to smaller positive net
impacts for the regional economy.

KPMG’s community consultation identified other benefits which may apply equally in
the Provincial Cities. Most importantly, gaming machines have allowed hotels and some
clubs to finance expansion and upgrading of their facilities. Not only has this improved
services for patrons and members, it has also given impetus to “urban renewal” as
surrounding areas have improved in appearance with other businesses being attracted
to the area. However, some argue that this simply shifts economic activity from one
locality to another, leading to degradation of other areas. A further benefit of increased
gaming venue profitability is that such venues have increased capacity to provide

The SA Centre for Economic Studies August, 2001



Page 24 The Impact of Gaming Machines on Small Regional Economies



The Impact of Gaming Machines on Small Regional Economies Page 25

government (i.e., taxpayers) through funding of unemployment benefits. Other costs at
the broad societal level include bankruptcy (although there is an incentive not to
attribute bankruptcy as being gambling related) and crime committed to support
compulsive gambling behaviour which increases law enforcement costs. Further
financial burdens to the public sector include the financial cost of counselling and
support services provided by government and charities, and health services. In South
Australia the hotel industry is a major contributor to Break Even Counselling Services.
Finally, problem gamblers may negatively impact friends if they borrow money to cover
gambling losses.

Aside from the problem gambling related costs of gaming machines identified by the
Productivity Commission, the other main costs of gaming machines include the leakage
of taxation revenue from the region (discussed in the previous section) and diversion of
consumer spending from other local businesses. As was argued several times in the
literature review, that other retailers have suffered a decline in retail activity in not a
negative impact of gaming machines as it reflects shifting consumer expenditure
patterns which are a factor in all dynamic economies. However, to the extent that
gaming machines give rise to problem gamblers who spend excessive amounts on
gaming machines due to their irrational/addictive behaviour, then these expenditures
which have been diverted from other spending activities can therefore be treated as a
cost of gaming machines. Such diverted expenditure may in fact be very large; for
example, the Productivity Commission estimates that 42.3 per cent of all gaming
machine expenditure is accounted for by problem gamblers.

2.3 Economic and Social Impact on Clubs in South Australia

Another dimension of the broad impact of gaming machines concerns their impact on
licensed clubs. Clubs play an important role in our society, one that is unfortunately
often overlooked by the general public and public sector decision makers. Clubs
provide financial and material support to community organisations (including charities)
and sporting teams which, in their absence, would probably be either severely lacking,
or could only be provided by government. Most importantly, unlike the majority of
hotels which are privately owned, clubs are non-profit organisations which reinvest
most of the profits earned back into the community. This takes place through improving
or providing additional facilities and services to members (e.g., sporting facilities),
making direct donations to community organisations and charities, and providing
sponsorship to sporting teams. In this respect, clubs play a central role in promoting
social inclusion and community involvement, maintaining and building sporting and
community infrastructure, encouraging participation in sport and recreation, and
helping to develop community leadership. We acknowledge the similar role that many
hotels also play in direct support of local community organisations and sporting groups.

With the introduction of gaming machines, there is a concern that clubs have been
negatively impacted financially by competition from hotels, which have drawn retail
activity away from clubs. This has subsequently curtailed clubs’ ability to provide
facilities and services to the community and sporting organisations it is claimed, and in
turn, compromised their social development role.
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viable, there may be a need for a reduction in the number of clubs (and hence
competition). This may in part be achieved through an amalgamation of competing
clubs.

Although clubs provide important benefits to the community in terms of employment,
taxes, and payments to suppliers, of more relevance are the intangible benefits (e.g.,
extent of volunteerism, use of sporting equipment, discounted meals, discounted drinks
etc.) and sponsorship and donations provided by clubs. These features are of more
relevance because they represent the additional benefits provided by clubs to the
community, which are not necessarily provided by hotels or other organisations (at least
to the same extent or as now is the case, discounted meals are subject to aggressive
competition by hotels). CMP Marketing conservatively estimate that the average value
of intangible benefits provided by each South Australian club is $10,110 per annum, or
$11.6 million for the industry as a whole. In terms of sponsorship and donations, the
club industry provides benefits of $2.8 million in aggregate,22 or $2,400 per club.
Unfortunately, there is no historical data with which to gauge the impact of gaming
machines on clubs’ ability to provide intangible benefits and sponsorship/donations to
the community and sporting organisations. Nevertheless, the sponsorship, donations
and intangible benefits provided by clubs are significant; when the enjoyment and
satisfaction derived by members and consumers of clubs facilities and services are taken
into account, then the community contribution of clubs would definitely be very
significant.

Although gaming machines are argued to have negatively impacted clubs, they have
provided a significant financial boost to some clubs that have installed gaming
machines. For instance, the Clubs SA report indicates that gaming machine clubs had an
average annual turnover of approximately $1.2 million compared to $186,000 for the
industry as a whole. In turn, the adoption of gaming machines has enhanced the
capacity of these clubs to provide greater benefits to both their members and the wider
community. For example, whereas each South Australian club on average provides
sponsorship and donations of $2,400 per annum, gaming clubs on average provide
donations and sponsorship in the order of $24,000 per annum. Furthermore, the authors
of the Clubs SA report note:

“For the gaming clubs, poker machines have made a huge impact on the club
and its facilities. By taking the initiative of making the gaming floor work,
other facilities have been updated. The majority of Riverland Clubs observed
that without gaming they would not be in existence today. In most cases they
are planning or are currently undertaking renovations that may not have been
possible without the introduction of the extra revenue from the machines.”30
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facilities and the method of industry development since the introduction of EGM’s in
1994. What also is an obvious point, is the fact that many clubs simply do not have
suitable premises in which to locate gaming machines.

We do not deny that there are other significant factors at play here, including the
obvious fact that many clubs would not wish to participate in the gaming sector of the
economy and many are not of a sufficient size to be able to do so. Notwithstanding, the
location (venue) and scale of participation in the gaming industry is as set out in Table
2.3. Turnover data for machines in clubs shows that on average, clubs have a lower
market share (i.e., share of turnover) than the number of machines would suggest,
indicating lower patronage rates across most clubs.

Table 2.3
South Australia: 2000

Venues No. of Machines Average Number of Machines
Per Venue
Hotels? 497 12,301 24.8
Clubs? 88 1,649 18.7
Total 13,9503
Notes: L

August, 2001
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Focus groups conducted with smaller non-gaming clubs and larger gaming clubs for the
Clubs SA report provided qualitative information on the difficulties being experience by
clubs, especially smaller ones:

“...smaller clubs are suffering with the introduction of poker machines as they
cannot compete with the facilities and low cost food and alcohol of hotels. The
smaller clubs believe that if there were not some favourable improvement in
to the market soon, their clubs would become financially inactive and have to
close”.32

There was a consensus that many clubs would struggle to survive in the future and that
the introduction of poker machines into hotels was the “primary reason blamed for their
general financial and membership decline”. Complicating matters, local council
restrictions were observed as a major factor limiting clubs’ ability to compete with
hotels. In particular, a tendency to not grant approval for expansion of club premises
(whereas it was stated that approval for hotel development seemingly faced little council
resistance), leases that only allowed limited growth, minimal financial support for
financing expansion and other council regulations were observed as major factors
hampering clubs ability to grow. In summary, there was a perception that local councils
did not understand or recognise the value of clubs to the community.

In recognition of the important social contribution of clubs and the negative impact
gaming machines appear to have had on clubs in recent years, Clubs SA recently
submitted a position paper to the Gaming Machine Review outlining their
recommendations for addressing the above concerns. Clubs SA argues that the
concentration of gaming machines into hotels “is unhealthy because it concentrates
wealth into the hands of private owners, not all of who are reinvesting into South
Australia”. Consequently, Clubs SA argues that increased reinvestment of gaming
machine expenditure into the community could be achieved by promoting the role of
clubs in providing gaming machines. To do this, Clubs SA recommends that a long term
policy aim of achieving an even distribution of gaming machines (i.e., 50/50) between
clubs and hotels be adopted. It is claimed that this could be achieved by maintaining the
freeze on gaming licences for hotels, while relaxing the restriction on clubs and allowing
them to obtain gaming licences until the desired distribution was achieved. However,
the current aggregate cap on gaming machines would need to be relaxed to achieve this
objective.3® Even this strategy would be unlikely to ensure even distribution within
clubs. It would be more likely that expansion would occur in those clubs which already
have machines.

Furthermore, Clubs SA argue that government policy should recognise that clubs do not
have adequate access to finance and capital to install gaming machines and construct
appropriate facilities. In this respect, Clubs SA recommends that clubs with gaming
machines should be granted a $100,000 tax-free threshold, and that a special licence
should be created that would allow specific clubs (i.e., “host” clubs of other clubs’
machines) to have 100 gaming machines co-located under one roof, while maintaining
the maximum limit of 40 gaming machines for each individual club. The latter would
promote economies of scale by allowing clubs to pool their limited resources, and enable

32 CMP Marketing, p. 98.
33 If a general cap were introduced then a progressive shift from hotels to clubs could occur where a hotel gave up a
licence or reduced the number of machines approved and these were transferred to clubs.
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the adoption of more effective management techniques than would be possible at a
smaller club level.

It should be noted that clubs already receive more favourable treatment than hotels in
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2.4 Funds Established Under the Gaming Machines (Miscellaneous)
Amendments Act 1996

In recognition of the pressures gaming machines have exerted on various community
and sporting organisations, three funds have been established under Section 73 of the
Gaming Machines (Miscellaneous) Amendments Act 1996 with the purpose of
reinvesting gaming machine taxation revenues back into the South Australian
community. They are:

o The Charitable and Social Welfare Fund;
o The Sport and Recreation Fund; and
o The Community Development Fund.

In total, these funds were allocated $25 million in 1999-00. This represents
approximately 12 per cent of total State government taxation revenue derived from
gaming machines in 1999-00 which is not an insignificant amount. By comparison, the
Provincial Cities in aggregate paid approximately $22.6 million in gaming machine
taxation in 1999-00. (Total State Government taxation revenue from gaming machines
was $211.8 million in 1999-00.) The funding programs are discussed separately below.

241 Charitable and Social Welfare Fund
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Grants are available in two different forms - normal grants (up to $30,000) and special
grants ($30,001 to $75,000) where the latter provides funding for projects that are
considered high priority from a community perspective. With respect to Special Grants,
funding is made available on the basis that the organisation faces an overwhelming level
of demand that exceeds the organisation’s fundraising capacity. In addition, the
organisation must have previously been engaged in significant fundraising activities
prior to the introduction of gaming machines, and have experienced a decline in
fundraising revenues following the introduction of gaming machines. From 2000/2001,
Special Grants have been replaced by Strategic Special Grants.

For Special Grants (Mark Il — funding rounds 7-9) and Strategic Special Grants, the
Centre has cited evidence that agencies are able to demonstrate that:

o the agency was involved in substantial fundraising activities prior to the
introduction of gaming machines; and

o the agency has experienced a downturn in fundraising associated with the
introduction of gaming machines.

“Records of Fundraising Income” application forms illustrate the loss of income, in some
cases quite substantial losses of income, following the introduction of gaming machines
and the reason for special grants being awarded.

Community Benefit SA annually receives $3 million in gaming taxation revenue from
Treasury to redistribute back to the community. Since being established in late 1996, a
total of $11.2 million has been allocated over nine funding rounds with a total of 550
different community agencies receiving funding for 1,144 one-off projects. Importantly,
demand for grants continues to exceeds supply, suggesting a need for increased
resources to the Fund. For example, a total of 824 applications requesting $11.6 million
in funding was received in 1999-00. Of these, a total of 308 applications (37.4 per cent),
or $2.6 million in funding (22.4 per cent) was approved by the Fund. This need for
increased funding has also been recognised by Mr Stephen Mann, chairman of the fund:

“Despite the expenditure of $11.2 million over 4 years, we are still observing
the difficulties that are facing organisations in the community. The Board
Members and staff of the fund are aware of the many unmet needs and of the
excellent community initiatives and supports that cannot be implemented
because of the limitations of the Fund. Once again we commend to you
(Minister for Human Services) and to your colleagues the need to increase the
annual amount available through this important Fund. The community of
South Australia would benefit greatly from such an increase.”

The amount of funding and grants approved by the Fund for the individual Provincial
City regional areas are reported on in Section 4.1.3.

3 Department of Human Services, p. 2.
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2.4.2  Sport and Recreation Fund

The Sport and Recreation Fund distributes grants to community sporting and recreation
organisations who require financial assistance. A total of $2.5 million is annually made
available under the fund. Grants provided from the Sport and Recreation Fundss are
administered by the Office for Recreation and Sport. The two main components of the
Fund are the Active Clubs Program and the Statewide Facilities Program.’” The amount
of funding and grants approved by the Fund for the Provincial City regional areas are
reported on in Section 4.1.3.

Under this program, funding can only be provided to those organisations that do not
hold a gaming machine licence.

An interesting question is posed by the recent announcement of the Federal Government
to provide $5 million for the purpose of restoring historic hotels “for country hotels
battling to survive without poker machines”. Only hotels without gaming machines can
apply to the Federal Government fund (for grants between $10,000 and $100,000).
Clearly, the impact of gaming machines on some hotels is acknowledged. What then
about sporting and community clubs? How can the State Government address the
impact on clubs in South Australia?

One option would be for State funding assistance for community based alternative
recreation to be piloted through Clubs SA, including:

o capital grants to upgrade community sport and recreation facilities;

o incentives for co-location, mergers or amalgamations to enhance resource
efficiency; and

o training and management support to improve the administration of clubs and to
market alternative recreation activities.

Local Councils should be involved in such a scheme as they currently support many
local community and sporting groups and can provide an input into questions of
resource utilisation and efficiency. Proposals could be sponsored by the local
government.

2.4.3 Community Development Fund

The Community Development Fund was established to provide financial assistance for
community development and the provision of government health, welfare and
education services. A total of $19.5 million was made available to the fund in 1999-00.
The Fund is administered by the Department of Treasury and Finance and distributed
across government agencies for mainstream services in education, health, welfare and
other purposes across the State.

36 Established under the Gaming Machines Miscellaneous Amendment Act, 1996.
& Scholarship Program and Management Development are the other two sub-programs.
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Gambling Research Reference Group has established priorities for research although we
are unsure whether this information is publicly available and who has access to this
research funding.

The CPSE study referred to above, investigated the prevalence of problem gambling in
South Australia, and sought to identify “any association between problem gambling and
... location”. The Centre’s own study is complementary to the CPSE survey and has
specifically investigated the extent of problem gambling by location (i.e., Provincial
Cities and metropolitan Adelaide).

CPSE itself quotes the Productivity Commission on the difficult issue of identifying
problem gamblers — problem with initial contact, of non-response and refusal, of denial,
problem with indigenous communities — so multiple methodologies are required.
Telephone poll surveys are likely to underestimate the extent of problem gambling.

CPSE comments that overcoming limitations of methods involves the “piecing together
of information gathered via a range of research methods through a process called
triangulation”. This is precisely why the Centre sought data from the Department of
Human Services — from the CPSE study and from Break Even agency monthly returns
— to match it against our own. On almost all occasions, while individual officers were
helpful, the absence of protocols or the inability to release non-confidential data was
extremely frustrating and should be urgently addressed.

2.5 Pattern of Gambling in South Australia

Finally, in this introductory section, we report on patterns of gambling in South
Australia. The Centre of Population Studies in Epidemiology (CPSE) of the South
Australian Department of Human Services has recently completed a comprehensive
telephone survey of South Australian adults designed to elicit information on the
prevalence and social impact of problem gamblers (the CPSE study/report). Because the
survey was relatively large with a total of 6,045 respondents aged 18 years and over
being interviewed, it represents an important source of information on South Australian
gambling characteristics. The Productivity Commission’s National Gambling Survey
provides an alternative source of information on South Australian gamblers, however,
the sample size for South Australia was relatively small (1,000 adults) and is therefore
less reliable than the CPSE survey.

Table 2.4 presents information on the participation of respondents in various forms of
gambling. In total, 75.6 per cent of respondents had participated in some form of
gambling over the past 12 months. The most popular form of gambling was lotteries,
with approximately 61 per cent of respondents having gambled on lotteries in the last
year. Gaming machines were the next most popular form of gambling activity with 36
per cent of respondents having participated in this form of gambling. Interestingly, the
Productivity Commission’s National Gambling Survey found that a higher proportion of
South Australians had played gaming machines, with 41 per cent of respondents
indicating they had gambled on gaming machines in the 12 months prior to the survey.
Other popular forms of gambling included Racing (16 per cent) and Keno (11 per cent).
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Table 2.4
Participation in Different Forms of Gambling (last 12 months)
South Australia - 2001

Gambling activity Per cent
Lotto or any other lottery game (e.g., Powerball, Pools, Super66, Lottery) 61.2
Gaming machines 36.4
Instant scratch tickets 321
Racing 16.1
Keno 10.7
Casino table games 4.9
Played games like cards, mah-jongg privately for money at home/other place 3.9
Bingo at a club or hall 3.2
Bet on a sporting event like football, cricket or tennis 2.7
Internet gambling 0.1
Did not participate in a gambling activity 24.4

Source: Centre for Population Studies in Epidemiology, 2001.

Selected demographic characteristics for both all gamblers and those who played
gaming machines are presented in Table 2.5. The percentages displayed in the Table
refer to gamblers/gaming machine gamblers as a proportion of the variable population.
So for example, reading from the table reveals that 77.3 per cent of all male respondents
had participated in some form of gambling activity in the last 12 months, while only 36.1
per cent of all males had played gaming machines.

In terms of gender, an even proportion of males (36 per cent) and females (37 per cent)
had played gaming machines in the last year. In terms of all gambling activities, males
(77 per cent) had a higher participation rate than females (74 per cent). This higher
participation rate would largely reflect the increased popularity of betting on horses and
greyhounds among males (21 per cent of males had gambled on racing compared to 12
per cent of females).

An analysis of gaming machine gamblers by age group reveals that persons aged 18 to
24 years have significantly higher participation in gaming machine gambling than other
age groups. Approximately 51 per cent of persons aged 18-24 years had played gaming
machines compared to 36 per cent of the total population. This becomes even more
significant when it is realised that this age group has a participation rate in all gambling
activities (72 per cent) that is below the population average of 76 per cent. Given that
problem gambling is more highly associated with gaming machines, it suggests that this
age group is more exposed to the potential danger of becoming a problem gambler, if
only because hotels are a principal source of entertainment and serve as a meeting place
for young people. Gaming machines were less popular among persons aged 75 years
and over with only a quarter of this age group having played gaming machines in the
last year. This was consistent with their lower participation in all gambling activities.
All other age groups had gaming machine participation rates that were similar to the
population average.
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Table 2.5
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Perhaps the most surprising feature of the demographic characteristics of respondents is
that a smaller proportion of country residents have played gaming machines than
metropolitan gamblers. Around 33 per cent of country respondents indicated that they
had played gaming machines in the last 12 months compared to 37.5 per cent of
metropolitan respondents. While the figure for South Australian country participation is
not statistically significantly different from the population average (i.e., the proportion of
all persons who have played gaming machines), it is nevertheless surprising. In relative
terms, the Provincial Cities have a disproportionately large share of both gaming
expenditure and gaming machines (see Section 3.2) which together would logically
indicate that an increased proportion of country residents play gaming machines. A
more limited range of entertainment options and the central role played by hotels and
clubs as entertainment venues in rural areas would naturally encourage greater
participation by country residents.

Although an alternative explanation for disproportionately larger expenditure by the
Provincial Cities is a higher share of problem gamblers in country areas, results from the
survey indicate that the reverse holds true — the Adelaide metropolitan area has a
higher incidence of problem gambling. Figures quoted in the report indicate the
prevalence of problem gamblers in metropolitan Adelaide at 2.3 per cent of the
population and 1.4 per cent of South Australian country (rural and remote) population.

Another possible explanation is that there is greater spending on gaming machines by
tourists in rural areas, but this is highly unlikely. In fact, attributing higher expenditure
to tourists is not supported by the pattern of gaming expenditure as evidenced by data
held by the Liquor Licensing Commission. The most obvious explanation here is the
small sample size and that grouping together “rural and remote” hides the true picture
for regional centres and cities (also under reporting in telephone surveys). Those in
remote areas clearly have less opportunities to gamble.

As it is currently reported, lower participation rates for country areas would imply that
gamblers in the Provincial Cities spend a very high amount per gambler, an amount that
would raise concern over the sustainability of such spending and therefore the well-
being of gamblers (see Appendix B for an examination of gaming machine expenditure
per gambler based on participation rates identified by the CPSE study). In fact, it would
be significantly high enough to raise concern over the reliability of the CPSE figure for
the country participation rate. In our view the sample size for non-metropolitan
Adelaide combined with the problems associated with telephone poll surveys (i.e.,
under-reporting) casts doubt over the results for non-metropolitan Adelaide.

Interestingly, the disparity between country and metropolitan residents was not
observed for those respondents who had participated in any form of gambling activity.

Looking at the demographic profile of gamblers by educational status, participation
rates by educational status showed that for gaming machine gamblers, respondents with
a higher educational status were less likely to have played gaming machines in the last
12 months. For those with a lower educational status, gaming machines and gambling
in general was seen as a more attractive form of recreation and leisure than for other
respondents.
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In terms of employment status, gaming machine participation rates were fairly even
across different categories of work status. It is surprising that participation rates for
unemployed persons and those who were not engaged in the workforce (e.g., students,
retirees, persons with home duties) were not lower compared to full time employees
given that these people generally have less financial resources to facilitate participation
in such an activity. Indeed, the profile for all gamblers reveals a much stronger trend of
lower participation rates for unemployed personss and persons not engaged in the
workforce relative to full time employees. In this respect, the profile of gaming machine
gamblers and all gamblers by gross annual income shows that people on very low
incomes are less likely to have gambled in the past 12 months.

39 Centrelink and the Department of Family and Community Services have initiated a joint pilot program to identify
clients whose financial difficulties could relate to gambling and to link clients with community service providers.
They note that there is a stigma surrounding gambling and that “rural customers are particularly unwilling to
disclose gambling problems”. Where Centrelink customers are repeatedly requiring advance payments, have lost
employment or financial details simply “don’t add up”, then these indicators could trigger intervention. The Port
Lincoln Centrelink office is participating in the trial with a Victorian and Queensland office.
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3. Analysis of Existing Data — National, State and Regional

In order to gain an appreciation for the relative impact of gaming machines in the
regions, the following section analyses trends in gaming activity at the national, state
and regional levels. In particular, trends in the number of gaming machines and venues
have been investigated to gauge the penetration of gaming machines into the regions,
while regional gaming expenditures have been examined to determine the actual
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The corresponding South Australian trends in gambling expenditure by broad sector are
depicted in Figure 3.2. The introduction of gaming machines in 1994 induced a massive
increase in consuming spending on gambling over the remainder of the decade. Total
gambling expenditure increased from $370 million in 1990-91 to $739 million in 1998-99,
an effective doubling of gambling expenditure over this period. By 1998-99, gaming
machine expenditures represented 60 per cent of total gambling expenditures in South
Australia. By comparison, gaming machines accounted for 55 per cent of national
gambling expenditures in 1998-99. Like Australia, South Australian racing expenditure
has remained relatively flat over the period of investigation.

Interestingly, Figure 3.2, for South Australia indicates that expenditure on *“other
gaming” declined following the introduction of gaming machines, unlike the national
trend depicted in Figure 3.1. This suggests that gambling on gaming machines has, in
part, substituted for spending on other forms of gambling. The sustained rise in
spending on “other gaming” at the national level despite widespread introduction of
gaming machines (Vic, Qld and SA) is probably explained by the legalisation of other
forms of gambling, particularly casinos, in other states during this time.

Figure 3.2
South Australian Gambling Expenditure By Type
Real Terms - 1973-74 to 1998-99
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include “minor gaming” (down 55 per cent) and “instant lotteries” (down 25 per cent).
The impact on minor gaming is significant because this category includes forms of
gambling employed by charities and social organisations to raise funds (e.g., Bingo).
Racing experienced only a short-term negative impact from gaming machines with
expenditure recovering in 1997-98. In terms of all forms of gaming expenditure, racing
was 59 per cent of total gambling expenditure in South Australia in 1975-76 and has
steadily fallen to 14 per cent of total gambling expenditure as more opportunities and
types of gambling have been introduced. A decline in Lotto expenditure from the peak
of $87m in 1990-91 has continued gradually through the 1990s.

Several interesting findings emerge from Table 3.1. Firstly, while South Australia
accounted for 5.9 per cent of total Australian gambling expenditure in 1998-99, South
Australian gaming machine expenditure represented 6.3 per cent of national gaming
machine expenditure. That South Australia has a higher share of gaming machine
expenditure relative to its share of total gambling expenditure does not necessarily
indicate that South Australians’ gamble more intensively on gaming machines or that
gaming machines are more prevalent in South Australia than Australia. This is because
the absence of gaming machines (in non-casino venues) in Western Australia artificially
boosts South Australia’s share of national gaming machine expenditure; thus, excluding
Western Australia reveals that South Australia accounted for 6.3 per cent of total
national gambling expenditure in 1998-99.

Overall, South Australia’s share of national gaming machine expenditure is therefore
consistent with its share of total gambling expenditure.

An indication of the intensity of South Australian gambling may be derived from a
comparison of South Australia’s share of gambling expenditure relative to its share of
the adult population (defined as persons aged 18 years and over). South Australia
accounted for 8 per cent of Australia’s adult population in 1999; this indicates that South
Australia does in fact gamble less intensively on gaming machines and in aggregate
relative to the Australian average. The only gambling activity in which South Australia
has a larger relative expenditure is minor gambling which accounted for 10.5 per cent of
Australian gambling expenditures in 1998-99. This result may be explained by South
Australia’s relatively older population whereby older people have a greater interest in
minor forms of gambling (e.g., eyes-down bingo).

Trends in South Australia’s share of Australian Gambling expenditure by type of
gambling are illustrated in Figure 3.3. South Australian total gambling expenditure as a
proportion of national gambling expenditure has increased by 1.7 per cent since 1973/74.
Traditionally South Australia has retained a relatively high share of national “other
gaming” expenditure. However, there was a dramatic fall in South Australia’s share of
“other gaming” spending in 1994-95. The diversion of other gaming expenditures to
poker machines would be the primary factor behind this, however, the introduction of
casinos in other states around this time (i.e., growth of other gaming at the national
level) would also be important. Again, from Figure 3.3 we can see that South Australia’s
share of Australian racing expenditure has remained relatively steady over the period of
the analysis.
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In 1990-91, Victoria and South Australia had the lowest gambling expenditures per adult
of all States at $302 and $341 respectively. Nationally, gambling expenditure per adult
was $456 in 1990-91. With the introduction of gaming machines, expenditure per adult
increased significantly in both Victoria and South Australia. Victorian expenditure per
adult increased to $969 by 1998-99, an increase of 221 per cent, while South Australian
expenditure per adult increased 90 per cent to $650 per adult. By comparison, national
gambling per adult increased by 92 per cent (to $874 per adult) between these periods.
Queensland (104 per cent) is the other state to have experienced a more rapid increase in
gambling per adult than South Australia. The larger increase for Victoria and
Queensland reflects several factors, namely, the opening of new casinos during this
period and the earlier introduction of gaming machines. Furthermore, tourism probably
plays a more important role in both of these states in particular, the Crown casino has
been characterised by a heavy marketing campaign, especially towards the high roller
segment of the market. This would boost per capita gambling expenditures in both of
these States.

Table 3.2
Real Gambling and Gaming Expenditure Per Adult ($ 1998-99)
By State - Selected Years

NSW VIC QLD SA WA TAS AUSTRALIA

Gambling Expenditure Per Adult

1975-76 644.2 265.7 191.0 181.6 209.5 220.9 373.8
1980-81 635.7 280.6 163.8 199.3 179.8 337.7 376.3
1985-86 567.6 297.9 268.4 273.6 249.1 362.8 385.6
1990-91 650.6 301.6 375.6 341.3 420.2 374.9 456.5
1991-92 662.0 309.4 399.5 333.8 416.0 397.0 466.4
1992-93 689.7 374.4 486.6 341.4 473.3 387.8 515.0
1993-94 712.8 495.7 571.1 354.0 557.4 403.0 580.7
1994-95 7721 668.0 557.3 456.1 580.2 4245 654.1
1995-96 832.3 762.6 627.1 544.9 596.8 437.1 721.2
1996-97 853.8 804.6 624.8 577.0 534.9 466.9 734.9
1997-98 963.2 920.7 697.8 621.0 523.4 515.0 819.1
1998-99 1053.9 968.8 765.9 649.6 468.9 563.2 874.3

Gaming Expenditure Per Adult

1975-76 425.6 - - - - - 152.9
1980-81 400.7 - - - - - 145.1
1985-86 313.7 - - - - - 113.2
1990-91 412.2 31 - - - - 148.6
1991-92 422.8 111 14.4 - - - 157.1
1992-93 455.8 85.9 118.3 - - - 205.2
1993-94 476.5 223.4 160.0 - - - 255.9
1994-95 517.9 286.8 174.4 178.4 - - 303.5
1995-96 530.4 373.3 217.4 293.5 - - 346.8
1996-97 535.4 424.9 205.3 328.6 - 16.1 362.7
1997-98 636.5 492.8 238.3 353.6 - 68.8 423.8
1998-99 724.1 547.7 291.1 389.2 - 112.6 482.0

Source: Tasmanian Gaming Commission, Australian Gambling Statistics, 1998-99 and ABS, AUSSTATS, Population by Age
by Sex, (3201.0).
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Figure 3.6
Gaming Machines per 1,000 Estimated Adult Resident Population
South Australia and Victoria - September 1992 to June 2000
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problem gambling and policy issues relevant to this group, the three council areas are
reported separately in Chapter 4. In particular, trends in gaming machine expenditure,
gaming machine taxation revenue and the number of machines and venues have been
investigated for each Provincial City from data provided by the Office of the Liquor and
Gaming Commissioner.

Table 3.5
Per Adult* Government Taxation Revenue from
Gambling and Gaming Machines ($)
By State - 1988-89 to 1998-99

YEAR NSW VIC QLD SA WA TAS AUSTRALIA
Government Revenue from All Gambling
1988-89 172 125 63 95 99 94 124
1989-90 189 143 99 107 119 104 145
1990-91 196 147 110 116 130 114 152
1991-92 197 150 121 117 130 121 155
1992-93 206 174 128 121 142 123 168
1993-94 224 222 144 119 150 130 190
1994-95 237 267 161 164 162 144 214
1995-96 256 307 170 202 177 150 237
1996-97 263 334 177 222 155 174 248
1997-98 284 369 197 251 160 180 270
1998-99 292 395 223 279 152 193 287

Government Revenue from Gaming Machines

1988-89 68 0 0 0 0 0 24
1989-90 79 0 0 0 0 0 27
1990-91 82 2 0 0 0 0 29
1991-92 82 3 2 0 0 0 29
1992-93 85 31 21 0 0 0 41
1993-94 95 78 30 0 0 0 58
1994-95 109 116 33 56 0 2 77
1995-96 114 150 37 99 0 6 91
1996-97 117 181 40 120 0 13 103
1997-98 145 201 70 142 0 30 125
1998-99 172 231 88 168 0 44 147
Note: * Persons aged over 18 years of age

Source: Tasmanian Gaming Commission, Australian Gambling Statistics, 1998-99, and ABS, AUSSTATS, Population by Age
by Sex, (3201.0).

3.2.1 Gaming Machine Expenditure

The trend in gaming machine expenditure for the individual Provincial Cities and South
Australia are shown in Table 3.6. Following the introduction of gaming machines in
1994, total gaming machine expenditure for the Provincial Cities increased rapidly to
$42.3 million in 1995-96, which has subsequently increased to $56.2 million by 1999-00;
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this represents a 33 per cent increase in expenditure between 1995-96 and 1999-00. By
comparison, South Australian aggregate gaming machine expenditure has grown more
rapidly, increasing by 52 per cent over this period, from $319 million to $486 million.

Table 3.6
Gaming Machine Expenditure ($ million)
Provincial Cities - 1995-96 to 1999-00

Area 1995-96 1996-97 1997-98 1998-99 1999-00
Riverland 10.03 11.16 11.28 12.13 12.98
Mount Gambier 8.90 9.76 10.45 11.08 11.91
Murray Bridge 4.01 4.82 5.34 5.70 6.16
Port Augusta 4.24 4.46 5.01 5.20 5.57
Port Lincoln 3.28 3.74 4.39 5.26 5.69
Port Pirie 4.78 5.13 5.13 5.60 5.74
Whyalla 7.09 7.48 7.50 8.05 8.13
Provincial Cities 42.33 46.55 49.10 53.02 56.17
South Australia 319.23 364.26 394.63 442.46 485.99

Source
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It is important to note that while the Provincial Cities account for a disproportionately
large proportion of the State’s gaming machine expenditure, their share of gaming
machine expenditure has in fact declined over the period of the analysis from 13.3 per
cent in 1995-96, to 11.6 per cent in 1999-00. A potential explanation could be that the
hotels and clubs within the various Provincial Cities were adept at quickly installing
gaming machines following their introduction in 1994; this possibly led to a rapid
saturation of venues with gaming machines which limited the potential for subsequent
growth in gaming machines and gambling expenditure relative to South Australia.
Alternatively, economic conditions outside the Provincial City areas (i.e, metropolitan
Adelaide) may have been more favourable towards the formation or expansion of
gaming machine venues (i.e., hotels and clubs).

Table 3.7
Share of South Australian Gaming Machine Expenditure and Population (Per Cent)
Provincial Cities - 1995-96 to 1999-00

Area 1995-96 1996-97 1997-98 1998-99 1999-00

Share of Gaming Machine Expenditure

Riverland 3.1 3.0 2.9 2.7 2.7
Mount Gambier 2.8 2.7 2.6 25 2.4
Murray Bridge 13 1.3 14 1.3 13
Port Augusta 1.3 12 1.3 12 11
Port Lincoln 1.0 1.0 11 1.2 1.2
Port Pirie 15 1.4 1.3 13 1.2
Whyalla 2.2 2.0 1.9 18 1.7
Total Provincial Cities 13.3 12.8 12.4 12.0 11.6
South Australia 100.0 100.0 100.0 100.0 100.0

Share of Total Population

Riverland 2.2 2.2 2.2 2.2 2.2
Mount Gambier 15 15 15 15 15
Murray Bridge 11 1.1 11 11 11
Port Augusta 0.9 0.9 0.9 0.9 0.9
Port Lincoln 0.8 0.8 0.8 0.8 0.8
Port Pirie 1.2 1.2 1.2 1.2 1.2
Whyalla 1.6 15 15 15 15
Total Provincial Cities 9.3 9.2 9.2 9.2 9.1
South Australia 100.0 100.0 100.0 100.0 100.0

Source: Office of the Liquor and Gaming Commissioner and ABS, Population by Age and Sex (3235.4).

Looking more closely at individual regional areas, Mount Gambier, the Riverland and
potentially Port Lincoln had a relatively high share of gaming expenditure. Murray
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exaggerated, as it acts as a service centre for some of the neighbouring population,
particularly the District Council of Grant. Although Grant had an adult population of
over 6,000 in 1998 it only has one venue with a limited number of machines and an
average NGR# per adult which is significantly below the average for regional South
Australia; the data strongly suggest that many of the residents of Grant use gaming
machines in Mount Gambier when they chose to gamble.

The use of an aggregate figure for the Riverland also hides some of the variability in
expenditure between the Provincial Cities. Despite having similar income levels,*
$13,064 per adult for Berri Barmera and $12,960 for Loxton Waikerie, and the same
number of gaming venues (7 each), these two Riverland council regions have
significantly different levels of expenditure. Berri Barmera had the highest NGR per
capita of all the Provincial Cities in 1999, recording an expenditure level of $633 per
adult. Loxton Waikerie by contrast recorded an expenditure level of $361, the lowest of
the cities.

The data in Table 3.7, which show that the Provincial Cities have a disproportionately
large share of the gaming expenditure, can alternatively be expressed in expenditure per
capita terms. Table 3.8 shows how the higher share of gaming expenditure for the
Provincial Cities translates into higher gaming expenditure per capita relative to South
Australia. For instance, in 1999-00 the Provincial Cities had an average expenditure per
adult of $539, which is 27 per cent higher than the State average of $425. Reflecting the
stronger growth in South Australian gaming expenditure, the difference in expenditure
per adult between the Provincial Cities and South Australia has declined over time -
spending per adult was originally 43 per cent higher for the Provincial Cities relative to
the South Australian average in 1995-96. In fact, for each year of the analysis, every
Provincial City had an expenditure per adult that was higher than the South Australian
average.

Table 3.8
Gaming Machine Expenditure Per Adult ($)
Provincial Cities - 1995-96 to 1999-00

Area 1995-96 1996-97 1997-98 1998-99 1999-00
Riverland 409 455 454 489 522
Mount Gambier 532 582 621 654 700
Murray Bridge 330 395 434 456 489
Port Augusta 414 443 499 524 560
Port Lincoln 355 404 467 556 591
Port Pirie 359 384 382 419 431
Whyalla 404 430 434 470 481
Provincial Cities 408 449 471 509 539
South Australia 286 324 349 389 425

Source: Office of the Liquor and Gaming Commissioner and ABS, Population by Age and Sex, (3235.4).

43 NGR: net gaming revenue, figure not reported here, due to confidentiality of data.
a4 Based on ATO TaxStats Total Income minus Net Tax paid.
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A higher expenditure per adult for the Provincial Cities is probably explained by a
greater prevalence of gaming machines which encourages/allows a greater proportion
of the local population to participate in gaming machine gambling. Indeed, data
presented in Section 3.2.2 reveals that gaming machines are more widespread
throughout the Provincial Cities relative to the State as a whole. Furthermore, hotels and
clubs are usually a central entertainment feature within regional areas. The introduction
of gaming machines into these venues would naturally expose a broader segment of the
local population to gaming machines. However, a higher expenditure per adult could
also be explained by more limited entertainment opportunities within the Provincial
City areas. This could encourage greater spending on gaming machines.

With respect to the individual Provincial Cities, Mount Gambier had the highest
expenditure per adult at $700 in 1999-00. Port Lincoln ($591) and Port Augusta ($560)
also had relatively high levels of gambling expenditure, while an expenditure per adult
of $522 for the Riverland may be considered low given the regions disproportionately
high share of State gambling expenditure. Murray Bridge ($489), Whyalla ($481) and
Port Pirie ($431) all had spending per adult below the Provincial City average.

Gaming expenditure per machine gives some insight into gambling intensity, however
differences between regions may simply reflect the availability of gaming machines
rather than actual differences in spending patterns between the respective regions.
Table 3.9 shows that gaming expenditure per machine is substantially lower for the
Provincial Cities relative to South Australia. On average, Provincial City gamblers lost
$29,562 per machine in 1999-00, while South Australians lost $38,153 per machine. Only
Murray Bridge ($38,510) had a higher level of spending per machine than the State
average.

Table 3.9
Gaming Machine Expenditure Per Machine ($)
Provincial Cities - 1995-96 to 1999-00

Area 1995-96 1996-97 1997-98 1998-99 1999-00
Riverland 28,407 29,000 28,402 28,752 30,040
Mount Gambier 33,966 31,782 30,558 30,683 28,969
Murray Bridge 41,804 31,694 35,619 35,596 38,510
Port Augusta 25,689 25,197 21,688 20,007 21,166
Port Lincoln 32,790 20,026 23,704 25,186 31,594
Port Pirie 27,812 24,191 24,208 25,795 24,125
Whyalla 42,468 41,791 41,924 44,014 37,626
Provincial Cities 32,193 29,114 28,951 29,262 29,562
South Australia 34,467 34,854 36,211 37,045 38,153
Source: Office of the Liquor and Gaming Commissioner.
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machines and venues are more prevalent in the Provincial Cities. The relationship
between the intensity of gaming machines and spending per adult is more closely
examined in the following section.

3.2.2  Gaming Machines and Venues: The Provincial Cities

Data presented here reveals that both gaming machines and gaming machine venues are
more prevalent within the Provincial Cities relative to the State, with Port Pirie the only
Provincial City to have a number of adults per gaming venue which is consistent with
the aggregate for South Australia.

The analysis of gaming machine and venue numbers in Section 3.1.2 has already shown
that the penetration of gaming machines into South Australia has been much more rapid
than in Victoria. A higher prevalence of gaming machines increases the exposure of the
local population to gaming machines and as a result, raises gambling expenditure. In
turn, this potentially increases the economic and social impacts of gaming machines. For
example, if an increased number of gaming machines leads to greater gambling
expenditure within the region, then the amount of income leaving the region through
State government taxation will be higher. Hence, these issues are very important from a
regional perspective as well as a State perspective.

Table 3.10 provides information on both the number of gaming machines and the
number of machines per 1,000 adult population for each of the Provincial Cities and
South Australia. There were 1,900 gaming machines located within the Provincial Cities
in 1999-00, and this represents 14.9 per cent of all gaming machines within South
Australia (14.2 per cent in 1995-96). Relative to their share of the State’s adult population
(9.1 per cent), the Provincial Cities therefore have a disproportionately high share of the
State’s gaming machines.

A disproportionately high share of gaming machines is subsequently reflected in the
number of gaming machines per 1,000 adults. The Provincial Cities averaged 18
machines per 1,000 people in 1999-00 compared to 11 machines per 1,000 people for
South Australia.

An increased prevalence of gaming machines, which encourages a greater proportion of
the population to participate in gaming machine gambling, would most likely explain
the higher expenditure per adult (and the greater share of the State’s gaming machine
expenditure) observed for the Provincial Cities. Furthermore, an increased number of
gaming machines explains the lower spending per machine identified for the Provincial
Cities in Table 3.9. However, greater expenditure could also potentially be accounted for
by increased spending per gambler rather than an increased proportion of adults
gambling on gaming machines. In particular, a higher incidence of problem gamblers
would boost gaming expenditure within the Provincial Cities - the Productivity
Commission estimates that problem gamblers account for approximately 42 per cent of
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various regions. For instance, with 903 people per gaming machine venue, Port Augusta
had relatively more gaming machine venues than any other Provincial City in 1999-00,
which together had an average of 1,428 people per venue. In comparison, the intensity
of gaming venues at the South Australia level was lower with 2,025 people per venue on
average. Given that gaming machines are more prevalent in the Provincial Cities, it is
not surprising that there are relatively more gaming venues within these regions.
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level. Since that time, State level gaming expenditure has grown more rapidly as the
capacity for increasing the number gaming machines and venues in the remainder of the
State was greater.

3.2.3 Gaming Machine Taxation Revenue

It has been shown previously that the Provincial Cities, on average, have a higher level
of gaming machine expenditure relative to South Australia. This is demonstrated by a
higher gaming machine expenditure per adult, whereby the Provincial Cities averaged
$539 per adult versus $425 per adult for South Australia. It subsequently follows that
greater gaming expenditure will be associated with a higher level of taxation revenue,
and therefore an increased amount of income potentially leaving the region. Aggregate
taxation revenue details for the Provincial Cities are presented in Table 3.12.

Table 3.12
Gaming Machine Tax Revenue ($ million)
Provincial Cities - 1995-96 to 1999-00

Area 1995-96 1996-97 1997-98 1998-99 1999-00
Riverland 3.42 4.03 4.40 4.27 4.68
Mount Gambier 3.07 3.58 4.19 4.56 4.89
Murray Bridge 1.38 1.79 2.17 2.37 2.68
Port Augusta 148 1.61 1.94 1.97 2.20
Port Lincoln 1.14 1.34 1.67 2.16 2.36
Port Pirie 1.64 1.84 2.00 2.29 2.29
Whyalla 2.44 2.78 3.08 3.54 3.50
Provincial Cities 14.55 16.97 19.45 21.16 22.61
South Australia 110.11 134.50 160.68 191.26 211.79

Source: Office of the Liquor and Gaming Commissioner.

Aggregate gaming machine taxation revenue collected by the State government from the
Provincial Cities in 1999-00 was $22.6 million. The amount of taxation revenue collected
from the Provincial Cities has increased by 55 per cent since 1995-96. In comparison, the
amount of tax revenue collected at the State level has grown more strongly over this
period (increasing 92 percent) in response to stronger growth in gaming machine
expenditure for the state as a whole. Nevertheless, the Provincial Cities contribute
relatively more in gaming machine taxation, with the Provincial Cities averaging $217 in
gaming taxation revenue per adult compared to $185 per adult for South Australia
(Table 3.13).
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o gaming expenditure as a proportion of household final consumption
expenditure was 2.9 per cent in 1999 (Australia, 3.5 per cent);

o total gambling taxation revenue represented 8.0 per cent of total State taxation
revenue in 1999 or $280 per adult, (the third highest revenue per adult in 1999);

o taxation revenue from gaming machines in South Australia in 1998-99
represented 60.2 per cent of government revenue from all forms of gambling
which is the highest proportion of all States and Territories;

o there are 11 machines per 1,000 adult persons in South Australia, compared to 8
machines per 1,000 persons in Victoria;

o there are 50 venues per 100,000 persons compared to 15 in Victoria; and

o expenditure per machine averaged $37,045 in South Australia in 1999 compared

to $71,611 in Victoria, a comparison which is influenced by the cap on the
number of machines in Victoria since December 1997, the actual number of
venues and machines and the mobility of machines within the Victorian gaming
industry.

Regional trends for the combined Provincial Cities show:
o gaming machine expenditure (losses) in the Provincial Cities represented 13.3

per cent of all losses in the State in 1995-96 declining to 11.6 per cent in 1999-00
above the combined population share of 9.1 per cent;

o average expenditure per adult in the Provincial Cities on EGMs was $539 which
was 27 per cent higher than the State average of $425 (1990-00);

o the Cities possess a disproportionate share of all gaming machines at 14.9 per
cent with a population share of 9.1 per cent;

o the Cities possess a higher number of machines per 1,000 adult persons at 18
machines, compared to a State average of 11;

o all but Murray Bridge have a lesser number of adults per gaming venue than the
State average, reflecting the intensity of gaming venues in the Provincial Cities;
and

o in 1999-00 the Provincial Cities averaged $217 in gaming taxation revenue per

adult compared to $185 per adult for South Australia.

August, 2001 The SA Centre for Economic Studies



The Impact of Gaming Machines on Small Regional Economies Page 65

4, Economic and Social Analysis

4.1 Economic Impact of Gaming Machines

In this section we examine the economic and social impact of gaming machines on
the Provincial Cities, with a particular emphasis on problem gamblers, but also to
understand the link between those factors most likely to influence patterns to be
observed in net gaming revenue within the Provincial Cities. We report on
expenditure and grants within the regions based on data provided by State
Government agencies. Social impacts of gaming machines are discussed based on
data and information supplied by Councils, hotels, and licensed clubs, counsellors
and other community groups.

4.1.1 Econometric Analysis

As mentioned in the literature review, the Productivity Commission (in its report
‘Australia’s Gambling Industries’) conducted econometric analysis on the relationship
between regional income and net gaming revenue. The econometric analysis found
evidence of concentration of gaming machines in lower socio-economic areas. In
particular they found an inverse relationship between a region’s income and the total
amount spent on gaming machines. They also found a negative and significant
relationship between median weekly income and average annual expenditure on
electronic gaming machines for regions in South Australia. This could be seen as
suggesting that persons in lower income groups:

o are more likely to gamble using electronic gaming machines; and/or

. are more likely to lose (spend) more when they do so.

This is not necessarily the case however, as statistical correlation does not imply
causation. It could just as easily be the case that expenditures and income are both
related to some other factor, such as age.

The Centre was interested in testing the factors which influence the differences in net
gaming revenue between different areas in an attempt to determine if there was a link
between low incomes and electronic gaming machine revenue, or whether it was other
factors which were influential. The regression technique used was ordinary least
squared (OLS) regression, and the dependant variable chosen was Average Net Gaming
Revenue per Adult in each council area.

For the purposes of this econometric analysis regions were defined as current council
areas, as this was the level at which data on electronic gaming machine numbers and net
gaming revenue was provided by the Liquor and Gaming Commission. Disposable
income was calculated as total income minus net tax, sourced from the Australian
Taxation Office’s 1998/99 Taxstats database. Unemployment numbers were drawn from
the Department of Employment, Workplace Relations and Small Business “Small Area
Labour Markets” publication, and were used as a proportion of the adult population. As
unemployment is expressed as a proportion of the adult population, rather than as a
proportion of the labour force, these numbers are not directly comparable with the ABS’
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unemployment rates. Other data was sourced from the ABS. As Mount Gambier acts as
a service centre for neighbouring towns, data on the Mount Gambier council and the
District Council of Grant was combined for the purposes of the econometrics.

Adjusted R-squared is the most commonly used measure of significance for OLS
regressions, measuring the proportion of the actual variation in the dependant variable
explained by the estimated equation. The F-test statistic is a measure of the overall
significance of the coefficients in the equation, hence the ‘Probability F’ is the probability
that all of the coefficients other than the intercept are zero. As can be seen from the
various test of significance this equation is a good model of the factors influencing the
level of Net Gaming Revenue per adult in South Australia.

A significant number of other factors were included in the analysis but were eliminated
from the final estimated equation as they were not statistically significant. Factors
considered in the initial analysis included:
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seven Provincial Cities with unexpectedly high annual net gaming revenue per adult all
have above average unemployment, and six of the seven are above average for each of
the proportion of Aboriginals and the proportion of dwellings rented from the Housing
Trust.

Table 4.2
Profile of the Provincial Cities
NGR per | Ave Income | Venues/ EGMs/ Adult ATSI Houses rented,
Adult per Adult Sq km | 1000 Adults | Unemp. Housing Trust
(&) %) (No.) (No.) Per cent | Per cent Per cent

Berri Barmera 686.30 13,720.27 0.0135 19.7 6.7 2.25 11.42
Loxton Waikerie 372.52 13,566.50 0.0009 15.4 3.6 0.78 7.17
Renmark Paringa 525.53 13,526.58 0.0076 17.3 5.8 1.30 9.68
Mount Gambier & Grant 530.37 15,284.25 0.0073 18.3 5.2 0.94 12.26
Murray Bridge 493.85 11,692.44 0.0033 12.8 7.7 3.69 14.91
Port Augusta 560.24 12,833.11 0.0095 26.5 7.8 13.84 26.10
Port Lincoln 600.25 14,399.07 0.2635 23.3 6.5 4.50 18.35
Port Pirie 429.61 12,129.28 0.0024 18.1 8.5 1.56 14.91
Whyalla 474.73 13,195.45 0.0068 12.6 8.8 2.19 36.33
Provincial Cities Total 512.47 13,493.16 0.0040 17.8 6.8 3.13 18.07
Other Non-Metro 311.01 12,140.33 0.0002 15.5 4.6 2.76 3,51
Total Non-Metro 394.18 12,698.81 0.0003 16.4 55 2.92 9.84
Adelaide Metro 438.10 14,780.62 0.0999 9.7 5.2 0.84 9.67
Total SA 427.80 14,292.20 0.0007 11.3 5.2 1.35 9.71

Source
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Another recommendation arising from these econometric results is that there would
appear to be a need for detailed epidemiological research into the demographic factors
which were significant in the econometrics. This research would be conducted to
establish whether the factors are themselves linked to a higher preponderance of
problem gambling, or whether they are acting as indicators for some other causal factor.

There needs to be further research to substantiate these findings and to link the results to
public policy deliberations, with at least an initial starting point being to develop a
‘regional risk profile’.4s

4.1.2 Input Output Analysis
As well as the issue of the damage caused by problem gambling the other area that is
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In order to properly conduct an economic impact analysis it is necessary to be very clear
as to what is being used as the alternative scenario (also known as the counterfactual).
The scenario used should be considered to be the most likely to occur if the event being
analysed did not occur, and should be clearly identified. In this case we have assumed
that in the absence of electronic gaming machines being introduced in South Australia
expenditure on other forms of gambling would have remained at their 1993-94 levels as
a proportion of household expenditure. It was assumed that the remaining net gaming
revenue would have been spent on consumption.

There were two primary tasks in this input-output analysis, firstly calculating the extent
to which employment has increased in gaming machine venues (based on survey returns
and input-output analysis), and secondly determining how much employment is likely
to have fallen in other sectors (using input-output analysis). Each of these tasks involved
a number of steps and required some assumptions to be made.

Increase in Gaming related Employment

The estimates for the increase in gaming related employment are derived from the
returns from venues regarding their average weekly payroll expenditure, and from the
current award wages for hotel and club employees (adjusted backwards for previous
years by the average annual growth in full-time private sector wage costs). Assumptions
were also made on the grading of employees (standard bar and gaming employees, or
supervisors); on the proportions of employees who were full-time, permanent part-time
and casual (based largely on the survey returns); and on the quantity of overtime
worked. It was assumed that:

- 75 per cent of staff in venues were gaming machine operators/bar staff, and 25
per cent were gaming room supervisors; and

- the distribution of staff was 40 per cent full-time, 10 per cent part-time (loading
110 per cent), 45 per cent casual (loading 150 per cent), and 5 per cent (of any
status) working Sundays and public holidays (loading 200 per cent).

This average weekly salary ($619 in 1999) was applied to the payroll information of the
responding firms to produce estimated Full-Time Equivalent (FTE) employment for the
responding venues. As total employment by ‘Pubs, taverns and bars’ and ‘Clubs
(hospitality)’ for the region was known for 1996 from the Census results, it was possible
to estimate the share of total sectoral employment represented by the responding
venues. The ‘reporting venue’ estimates for each year were then factored up by this
share of 1996 employment, such that they provided an estimate of total regional
employment in these sectors.

As can be seen from Table 4.2A, the estimated gross increase in employment in gaming
machine venues for the Riverland coincident with the introduction of electronic gaming
machines is 95 FTE staff members. These estimates of the increase in employment are
likely to be conservative, as they do not include any allowance for multiplier effects due
to expenditure by these employees.

August, 2001 The SA Centre for Economic Studies



The Impact of Gaming Machines on Small Regional Economies Page 71

Table 4.2A
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than racing, have zero regional employment according to 1996 census data). The level of
diversion was calculated by increasing the 1993/94 expenditure for non-gaming
machine gambling in line with the rate of increase in total household expenditure, and
comparing this ‘no change’ estimate with the actual expenditures on these forms of
gambling. The results of this analysis suggested that up to 1998/99 other forms of
gambling had fallen by $110 million since the introduction of electronic gaming
machines, accounting for approximately one quarter of the net gaming revenue from
electronic gaming machines. Consequently to calculate the regional diversion of
expenditure local net gaming revenue for electronic gaming machines was adjusted
down by 24.5 per cent. This produced diverted expenditure estimates of $4.36 million
for Berri Barmera, $2.59 million for Loxton Waikerie and $2.85 million for Renmark
Paringa.

These regional diverted expenditures then needed to be assigned between different
sectors so that they could be inserted into the regional Input-Output tables the Centre
has developed for each of the Provincial Cities. This was done by distributing the
diverted expenditure between different sectors according to the pattern of household
consumption expenditure (excluding expenditure on rent and education) for 1998/99
outlined in the ABS’ Australian Economic Indicators publication (2001). For the
purposes of this analysis expenditure in the sector ‘Other goods and services’ was
divided 60:40 between Wholesale & retail trade, and ‘Cultural, recreational and personal
services. Table 4.2C illustrates the assumed distribution of the origin of this diverted
expenditure between sectors.

Table 4.2C
Assumed Sectoral Origin of Diverted Expenditure

Proportion of | Berri Barmera | Loxton Waikerie | Renmark Paringa

Expenditure ($°000) ($°000) ($°000)
Total Diverted Expenditure -4,362.9 -2,587.0 -2,845.8
Wholesale and retail trade 0.414 -1,805.2 -1,070.4 -1,177.5
Accommodation, cafes and 0.103 4482 265.8 292 4
restaurants
Road transportation 0.131 -570.3 -338.1 -372.0
Services to transport 0.034 -146.2 -86.7 -95.4
Communication services 0.030 -132.4 -78.5 -86.4
Finance and insurance 0.087 -379.2 -224.8 -247.3
Cultural, recreational and 0.202 8814 5226 574.9
personal services

The final step in this task was to feed these reductions in expenditure into the input-
output tables for the three Riverland councils. The results in terms of reductions in FTE
employee numbers were:

o Berri Barmera: -56.9
o Loxton Waikerie: -33.7
o Renmark Paringa: -37.1
o Total, Riverland: -127.7
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Conclusion

The gross increase in employment due to the introduction of electronic gaming machines
is estimated to range between 125 and 155 FTE employees, depending on whether the
government has increased regional expenditure by 50 or 100 per cent of the increase in
local revenues.

Off-set against this gross increase in employment due to electronic gaming machine
venues and government expenditure is the reduction in employment due to reduced
spending in other sectors. The results from the input-output analysis suggest that the
combined direct and indirect effects of this reduction in expenditure are approximately
equal to a decline in employment of 128 FTEs.

These two estimates indicate that, providing the government has increased their regional
expenditure by an amount equal to at least half of the regional increase in taxation
revenues then the net effect of the switch in spending towards electronic gaming
machines is either zero or slightly positive. This result is dependent upon what has
happened to government expenditure in the regions; unfortunately the current structure
of state budgets does not allow this trend to be verified.

4.1.2.1 Economic Benefits of Gaming Machines — A Survey of Gaming Venues
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Type of Facilities and Services Offered by Venues

Almost all venues reported that gaming machines had a positive effect on the type of
facilities and services they offered to their customers and/or members. Income from
gaming machines had allowed many venues to significantly upgrade their existing
facilities and/or provide additional facilities and services. For example, some venues
had upgraded existing “dining room facilities, bar facilities and accommodation
facilities”, while others who did not previously provide such facilities and services were
now able to do so. Examples of new facilities provided included a playground for
children, bistro area, motel for accommodation, outdoor eating area and a drive through
take-away food facility.

The combination of upgraded facilities and the introduction of gaming machines had
subsequently increased patronage, resulting in a significant increase in beverage and
food trade. The following evidence was supplied in this regard:

o the average number of meals supplied per month at one venue had increased by
710 per cent between 1994 and 2001,

o at another venue, the number of meals sales per week had increased by 248 per
cent (time frame of increase not supplied); and

o one venue was now able to offer meals most days of the week rather than just
over weekends.

Increased patronage not only increased trade activity, but also allowed several venues to
operate for longer hours. This would enable employees to work longer hours or
otherwise increase venue employment.

Gaming machines had enabled the majority of venues to improve their facilities and
services provided. For a small minority of venues gaming machines had not affected the
type of facilities and services offered by the venue. For one venue the provision of
gaming machines even cost the venue money. This reflects the scale operation whereby
a small number of machines are insufficient to recoup the capital and operating costs of
supplying the machines. On the other hand, the income provided by gaming machines
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Over the period from 1993 to 2001, the councils had approved capital investments
totalling $15.5 million. Not surprisingly, Provincial Cities with high levels of capital
investment tended to be those cities with relatively higher gaming machine expenditure
and/or relatively more gaming machines. Provincial Cities with high levels of capital
investment included the Riverland (especially Renmark-Paringa and Berri-Barmera),
Port Lincoln, Port Augusta and Mount Gambier. The majority of capital investment for
Port Lincoln related to one investment only that, at the time of writing, had been given
planning consent only.

Murray Bridge, Port Pirie and Whyalla had relatively lower levels of capital expenditure.

413 Revenue Flows

We have already noted that we do not support the conclusions of the Pinge (2000) study
on the Bendigo region in Victoria, because the structure of ownership of gaming
machines (by Tabcorp and Tattersalls) is different in Victoria to the situation that exists
in South Australia, and this impacts on profit retained and reinvested in a local
community and the returns to capital. In South Australia, gaming machines are
predominantly owned by the hotels. The Pinge study also fails to attribute any
consumer surplus gains associated with recreational gaming. Just as leakage of gaming
expenditure from the local economy is an important consideration for the Provincial
Cities equally, expenditure in the regions for infrastructure, capital works, government
and community services represent important injections in the cities. The Regional
Infrastructure Program administered by the Department of Industry and Trade
following the recommendations of the South Australian Regional Development Task
Force is a case in point.

Understanding how gaming machines have affected revenue flows in and out of the
Provincial Cities since their inception is extremely difficult. While it is easy to determine
how much initially leaves the regions through the taxation of gaming machines, it is
almost impossible to calculate how much is returned to the regions though government
funding of projects and services. This is mainly because the majority of gaming machine
taxation revenues are not tagged for specific purposes and instead feed directly into the
State Governments’ general revenue pool.
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In fact, quite the contrary, because special programs in education, Attorneys-General,
Human Services have been implemented in regions and the Provincial Cities.

Information on funding through the Charitable and Social Welfare Fund and through
Recreation and Sport are considered here, specifically because community and sporting
organisations are most likely to have experienced difficulties in fund raising and
patronage retention after the introduction of gaming machines. Private donations by
hotels and clubs are not reported here as they do not represent injections into the region.

The data has been sourced from the Departments of Human Services and the Office for
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Cities ($2 million from $94.7 from gaming tax revenue collected as summarised in Table
4.5). However, this is only one source of injections into the regions; in regard to the total
amount of funds allocated to this program there may be some scope to argue for a higher
allocation given that submission requests well exceed all that can reasonably be funded,
and that many agencies are able to demonstrate the financial impact of gaming machines
on revenue raising.
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4.1.4 Is Gambling Taxation Regressive?

While the potential loss of regional income represents the primary negative impact of the
taxation of gaming machine expenditure from a local government perspective, another
concern arises over the regressive nature of gaming machine taxation. A tax is said to be
regressive when the burden of taxation falls disproportionately on lower income
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Figure 4.1 also demonstrates the regressive nature of gaming machine taxation. In fact, a
Productivity Commission comparison of different gambling taxes found that taxes on
gaming machines and lotteries were the most regressive forms of gambling taxation and
therefore “provide the most cause for concern on equity grounds”. The Productivity
Commission subsequently recommended that any consideration for reducing gambling
taxes to improve equity outcomes should focus on gaming machine and lottery taxes.
However, as noted by the Productivity Commission, the scope for reducing the burden
on lower income groups by reducing taxation on gaming machines and raising other
state taxes is limited because many other sources of state government taxation are also
regressive including excise on petrol, alcohol and tobacco which are collected for the
States by the Commonwealth. Furthermore, lowering taxes on gaming machines may
potentially increase gaming activity and therefore exace