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Abstract: The personal and social benefits and harms of gambling, which has been
more accessible, diversified, and widespread thanks to global internet use,
sometimes find their place in country agendas. Due to its characteristics, the
gambling sector requires effective management through public policies. In this
direction, governments determine sectoral policies in two ways: by choosing to
ban gambling activities completely or by regulating the sector by legalizing certain
types. In this context, taxes stand out as one of the policy tools adopted by many
countries. This research aimed to evaluate the success of taxes—as a public policy
tool—in controlling the social and economic effects of the gambling industry.
Through a systematic review, the role and success of taxation against the social
and economic influences of gambling have been evaluated in light of literature
research and application examples. The present study revealed that taxes, as a
policy tool, are insufficient and may lead to undesirable results in combating
gambling, which has limited-positive contributions to the country's economies but
harms society by creating severe addictions and other irreversible social costs.

Keywords: Gambling, Gambling Tax, Tax Policy, Gambling Addiction, Public
Revenue.
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Introduction

Social states are responsible for consumer protection. One of the
leading policy tools for this purpose is taxes. Tax policies are employed to
reduce the consumption of certain goods with external costs, fight harmful
habits, and conduct behaviors. As well as combating negative externalities,
the fact that such taxes promise additional public revenue has made them
widespread (Cnossen, 2005; Haile, 2009). In this context, many countries
have utilized taxes in the fight against the issues such as excessive alcohol
and cigarette consumption, environmental pollution, and obesity
characterized by considerable social costs for many years. Tax policies are
also employed to control the gambling industry, whose social risks are often
emphasized by public opinion and academic writings.

Since ancient times, gambling has gained its place in societies in
various forms. As a popular activity dating back to ancient times, gambling
is often associated with other criminal elements and can cause much
material and moral damage to people. Although most people evaluate
gambling as an enjoyable and harmless activity of daily life, a significant
part of society cannot adequately control their gambling behaviors, which
causes material and moral negativities to numerous people around them as
well as themselves (Latvala et al., 2019). Besides economic benefits,
gambling undoubtedly causes considerable social costs to societies (Wan et
al., 2011). Indeed, various studies have highlighted that gambling causes
severe economic, social, and health problems (Langham et al., 2015;
Dowling et al., 2018; Abbott et al., 2018; Hofmarcher et al., 2020). There
are strong economic motivations for governments to legalize and popularize
gambling, such as high tax revenue collection, reviving the tourism industry
and thus the economy, and creating employment (Parmalee, 2011; Walker
& Sobel, 2016). In terms of the harmful social effects of gambling, the
literature has mainly focused on relationships with family and friends,
criminal events, financial difficulties, and psychological impacts (Turner et
al., 2009; Grinols, 2011; Walker & Sobel, 2016). In the face of a moral
dilemma arising from these two main effects, governments seek to control
the sector with strict policies in order to reduce the social costs and,
therefore, enforce regulatory methods such as the total prohibition of
gambling, prohibition of certain types, taxation, and making legal
regulations. However, the construction of tax policies for the sector is an
issue that requires consideration of many factors.

Some studies suggest that tax policies to be applied to the sector
should increase tax revenues and combat the negative externality created by
gambling (Clotfelter, 2005; Meich, 2008; Gu et al., 2013). Philander (2013)
states that a fixed license fee for tax revenues is "more preferable" and that
Pigovian taxation (see Note 1)-to the extent of the negative externality
created by gambling—will contribute to economic welfare by internalizing
the social cost of gambling. Gu & Li (2009) state that low taxation is
preferable for the government's financial purposes, while high taxes are
preferable "for curbing externalities" and "financing socioeconomic
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development projects." Smith (2000), on the other hand, states that tax
policies will be ineffective against the social costs of gambling, and
prohibition and restriction policies may be more effective against the harms
of gambling. Therefore, it is possible to come across opinions in favor of
and against taxes as a policy tool in the face of the economic and social
effects created by the sector.

From this point of view, the current study aimed to examine the
economic and social dimensions of gambling and the role and success of
taxes in controlling these dimensions as a public policy tool in light of
literature research and practice examples. This research, which
systematically reviewed the literature, sought to evaluate the economic and
social effects of legal gambling and the possible influences of tax policies.
In this context, Google Scholar, Web of Science, and Scopus databases were
systematically searched, and the bibliographies of the publications reached
in line with this search were examined. This research consisted of three
parts: The first part examined the economic and social dimensions of the
gambling industry. The second part presented some country practices in
taxation of the gambling sector. The third part evaluated the role of taxes in
controlling the gambling industry and offered some suggestions.

The Economic and Social Dimensions of Gambling

Gambling is a gaming behavior that involves risking money or
valuables due to a game, competition, or other activity whose outcome
partially or entirely depends on luck (Mackay, 2004). Gambling is a type of
risk-taking behavior (Slutske et al., 2005), and even skill-requiring popular
gambling types, such as poker and sports betting, contain a significant level
of luck (Derevensky, 2012). In addition, in terms of game theory, gambling
is an example of a zero-sum game in which one player's gain equals the
other player's loss (Choliz, 2018).

Lotteries, electronic gaming machines and casino games are today's
most common forms of gambling. In addition, with the developing
technology and wide-spreading internet usage, online gambling has become
a favorite form of betting (McCormick & Cohen, 2007). Internet-enabled
access and increased game diversity have led numerous people to gamble,
making gambling a growing industry worldwide.

The effects of gambling generally separate into two categories:
economic and social (Williams et al., 2011; Walker & Sobel, 2016).
However, one should recall that these individual, social, and state-oriented
effects can be more complex than they seem.

Economic Impacts

From an economic point of view, casinos might positively affect
economic development, tourism, employment, tax revenues, industrial
competition, etc., in countries where they are legal. Because of such positive
economic effects, numerous countries have increasingly legalized gambling
activities (Bazargan et al., 2000; Tse et al., 2012). So much so that many
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states and communities worldwide see no harm in allowing legal gambling
as a means of economic development (Doeden, 2010; Nichols & Tosun,
2017). In addition, another economic dimension is that casinos ignite
economic activities by attracting foreign tourists and providing fresh money
flow to the region (Bjelde et al., 2008). However, some studies indicate that
the gambling industry contributes to tourism development in a limited way
due to its competitive nature (Mason & Stranahan, 1996; Felsenstein &
Freeman, 2001). Another frequently cited positive financial aspect of
gambling is the creation of new job areas, especially in underdeveloped
regions (Bjelde et al., 2008). In addition, opening casinos may increase
demand for non-casino goods and services and new business activities.
Casino operations require skillful staff to work in the departments such as
accounting, card issuance, security, and other specialist positions. Planning
to open casinos in a rural area with a less qualified workforce will promote
the flow of external "experts" into the region, which gives fewer
employment chances for the local people (Garrett, 2004). However, some
authors argue that the gambling industry hurts other businesses in the long
run and that jobs created at the expense of other sectors do not result in a
net increase in overall employment (Grinols & Mustard, 2001; Walker &
Jackson, 2007). The casino openings might cause the closure of local
businesses and lead to layoffs. In short, the relationship between casinos
and employment is more complex than it looks.

As well as their contributions to economic development and
employment, legal gambling activities attract countries also due to their
contributions to tax revenues. Although tax revenue from legal gambling
activities has a small share of the country's budget, it plays a significant
political role. States are more likely to expand their gambling activities
under severe economic pressure or need to raise funds for new spending
programs. So much so that many states in the USA supported gambling
activities to compensate for their massive tax-revenue declines during the
2008 economic crisis. However, the gambling-related increase rate in public
revenue collections is not influential (Dadayan, 2016). Trends show that
increasing gambling activity may temporarily increase tax incomes, but
huge revenues cannot be possible unless casinos are revised (Srinivasan &
Lambert, 2016). Because of the reasons such as saturation of the market,
harsh sectoral competition, and administrative difficulties of legal gambling
activities, massive increases in tax revenues die out in the short term.
Empirical findings on the effect of gambling activities on public revenues
also support this situation (Pop & Stehwien, 2002; Walker & Jackson, 2011;
Nichols et al., 2015). On the other hand, legal gambling activities can
indirectly affect tax revenues by affecting tourism, transportation, and other
sectors. However, despite this potential tax revenue, government budgets—
especially in cases such as gambling addiction—may face various cost
elements such as therapy and treatment costs, unemployment benefits, and
other social expenses.

Journal of Gambling Issues, 2023 4



Journal of Gambling Issues, 2023 https://cdspress.ca/

Another economic dimension of gambling activities manifests itself
in consumer benefit and harm. Presumably, the most considerable potential
advantage of legal gambling comes from the consumers' gambling pleasure
(Walker, 2006). However, the rate of encountering risks such as job and
income losses, debt, and bankruptcy is higher for gamblers than for people
who do not gamble. There are also some social and economic costs of
gambling. In parallel with the increase in crime rates, gambling also
produces various costs related to criminal justice, divorce, and physical and
mental health services (Grinols & Mustard, 2001; Thompson & Schwer,
2005; Badji et al., 2023).

Legal gambling activities can also have a significant economic
impact on other industries. The literature shows that gambling businesses
might develop different both sector and non-sector relationships. Most
studies have claimed that the gambling industry negatively affects other
sectors. Behind this view lies the idea that the income generated by the
casinos comes at the expense of the expenditures on other goods and
services (Walker & Sobel, 2016). Intra-sector competitive effects are
somewhat more complex. So much so that while some games have adverse
effects on each other (cannibalization effects); for example, casinos and
lotteries, horse racing and dog racing; some games support each other—for
example, casino and horse racing, dog racing and lottery, and horse racing
and lottery (Walker & Jackson, 2008).

Social Impacts

People gamble with different motivations. While some people
consider gambling as entertainment or leisure-time activity, others take it as
a tool to relieve boredom, meet new people and have social interaction, or
realize their wealth dreams (Wiebe & Cox, 2005; Martin et al., 2011;
Williams et al., 2013). Despite some positive effects, gambling can pose
severe and problematic traumas in some people's lives. Gambling that has
been uncontrollable for these individuals unfavorably affects many aspects
of their lives. Many studies have drawn attention to gambling-driven
financial, legal, and professional problems, as well as psychological and
physical health problems among individuals of all ages (Grinols & Mustard,
2001; Battersby et al., 2006; Tse et al., 2010). Gambling—which is started
for fun or to try one's luck—can become a habit over time and devastate an
individual's life (Bayindir, 2018). A gambling addict will continue to
gamble until they exhaust their financial, emotional, or psychological
resources (Bazargan et al., 2000). Gamblers, who might have problematic
and pathological features, face extremely unfavorable outcomes with
tangible economic costs. In addition, very severe consequences, such as
broken families, broken homes, and broken social relations, are the
“intangible costs” of gambling. While the mentioned costs only impact the
gambler at the outset, they quickly start to cover family, friends, colleagues,
and society (Langham et al., 2015; Banks et al., 2018).
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One of the most underlined social effects of gambling is its
relationship with crime. Although gambling has a direct crime-reducing
effect as it increases legal business opportunities through wage-effect and
economic development, Grinols & Mustard (2006) state that gambling can
affect criminal behaviors in various ways: (1) negatively affects the local
economy and harms economic development by increasing prostitution and
illegal activities, (2) creates opportunities for criminals, (3) encourages
gamblers to crime for financing their gambling addictions, (4) may boost
crime by triggering crime-prone or victim-prone visitors.

In addition to evidence showing that gambling is associated with
high rates of depression and lifetime mood disorders (Bagby et al., 2007;
Shek et al., 2012; Takamatsu et al., 2016), there is also research showing
that suicidal ideation and suicidal attempts are associated with gambling
problems. (Newman & Thompson, 2007; Black et al., 2015). Besides its
adverse psychological effects, gambling also negatively affects physical
health. Studies report that gambling may be associated with various health
problems, especially heart diseases, high blood pressure, and weight
problems (Latvala et al., 2019). Additionally, some studies documented that
problematic gambling behavior has other negative impacts, such as
bankruptcy, drunk driving, and broken family and social relationships (Goss
et al., 2009; Cotti & Walker, 2010; Holdsworth et al., 2013).

Economic and social effects of gambling activities range from
“social entertainment with positive impacts” to “social nightmare scattering
material and moral damages and fatal health problems on people.”

Taxation of Gambling and Examples from the World

Due to the above-mentioned negative externalities, some countries
like Norway, Taiwan, Brazil, and Turkey have prohibited gambling except
a few types—for example, lottery and sports betting— while others put
strict regulations on it. Different countries may apply different practices to
regulate the sector. The state may offer gambling as a monopoly or
authorize non-profit actors to conduct gambling activities. Another option—
as is the case in many countries—is to grant a license or concession to private
companies and allow them to operate in some types of gambling. However,
even when such permits are granted to private companies, companies are
under strong government regulations and financial controls (Nikkinen et al.,
2018). Besides, some countries restrict the local people's access to gambling
and allow casinos to operate in specific regions for tourism revenues. For
example, the government banned local people from entering casinos in Goa
as of February 2020. However, it is a fact that the gambling industry boosts
the revenue of the local people, hotel and casino owners, and the
government (Kadam, 2022). Similarly, in Monte Carlo, casinos are not open
to Monaco citizens, and only one gambling entrepreneur, in which most
shares are state-owned, operates the gambling activities (Mullenex &
Richard, 2020). Besides, Slovenia, England, France, and Italy are among
the countries where some of the profits obtained by gambling are used for
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various purposes, such as developing tourism infrastructures, financing
sports and cultural activities, and funding charities (Nikkinen et al., 2018).

On the other hand, informal and illegal gambling types are also
available. Informal gambling usually refers to betting activities conducted
between individuals. Governments usually believe that this gambling type
requires no regulation or control. Illegal gambling, on the other hand,
defines organized gambling activities in violation of government
restrictions and is monitored more in detail by decision-makers through
sector-oriented policies (Clotfelter, 2005).

Governments legalize gambling by considering factors such as the
government's financial stress, tax revenue potential, and contribution to
tourism and export tax revenues (Calcagno et al., 2010). In addition to
people's positive expectations toward gambling and casinos, the principle
of volunteerism in gambling reduces the public's reaction to gambling taxes.
Furthermore, Turner et al. (1999) emphasized that the economic benefits
expected from casinos (jobs, stores, income) significantly impact people's
approval and positive attitudes toward casinos. Similarly, Wan et al. (2011)
stated that the spread of casino games boosts cities' financial strength,
infrastructure, landscape, entertainment and recreational facilities as well as
individuals' income. In addition, gambling is a voluntary action with various
motivational backgrounds, and only those who choose to gamble should be
subject to a gambling tax. Therefore taxpayers' low resistance to paying
taxes in the gambling sector—which is based on voluntariness—also makes
gambling taxes a quick and efficient source of income for governments.
However, gambling revenues are sensitive to competition with other
taxation areas and different forms of gambling. Therefore, gambling is
unreliable as a long-term source of tax income (Dadayan, 2016; Hill, 2018).

Unlike other sectors, the volume and condition of legal gambling are
determined by governments employing different tax policies. These tax
policies often differ significantly from country to country. As an
outstanding example of compensating the negative externalities of vices
using taxes, the gambling tax—also called the sin tax—is a significant tax
policy in countries legalizing gambling. Governments should consider the
contribution of gambling to the national economy, its potential impact on
the state budget, its relationship to other sectors, and its influence on public
health when designing taxation policies.

In the USA, especially since the late 90s, the gambling industry has
gained significant momentum, and tax revenue from the industry has
become a great source of income for states and local governments
(Srinivasan & Lambert, 2017). With a total economic size of more than 40
billion dollars in the USA, the sector creates direct and indirect employment
contributions of 800,000 people and annual tax revenues of up to 10 billion
dollars (Garrett et al., 2020). The taxation rates of gambling revenues
considerably vary between states. While a progressive tax tariff generally
applies in gambling taxation, rates can vary from state to state and from 0.25
to 75%, depending on the type of gambling (AGA, 2021). In the US, the
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governments encourage the states to allow casinos—the driving force behind
the gambling industry—and target an equal distribution of casinos in all the
states. Gambling, which would provide tax revenue and economic growth
in a state where it is legal, could concurrently decrease the potential tourism
and tax revenue of the neighboring state where it is illegal and thus creates
an additional tax burden on this state's citizens (McGowan, 2008).

Independent of the overall economic growth of the US in recent
years, tax and license fee revenues from the gambling industry in states have
increased due to the expanding gambling activities (Dadayan, 2016).
Therefore, depending on the growth of the gambling sector, the share of tax
revenues from the gambling sector in the state budgets is gradually
increasing. According to McGowan (2008), this situation results in states
expanding legal gambling activities and loosening related regulations to
protect gambling income. Thus, the function of taxes as a policy tool
steadily slims down in the face of gambling-based social costs. On the other
hand, based on their study that tests the effect of the gambling industry on
state revenues in the USA, Walker & Jackson (2011) stated that the
gambling industry might not always be the best option to increase the states'
incomes.

The UK constitutes one of the largest gambling markets in the
world. The total gross revenue of the country's gambling industry from
April 2021 to March 2022 is £14.1 billion. It is 0.8% lower than the period
before the COVID-19 outbreak (Gambling Commission, 2022). In 2022-
2023, the total profit from betting and gaming taxes were 3.3 billion pounds,
of which 30% was from Lottery Duty, 29% from Remote Gaming Duty,
21% from betting, and the rest from other gambling elements (HMRC,
2023). Despite seven types of gambling taxes for different gambling types
in the country, all taxes share similar logic and are generally levied on net
profits from gambling. These taxes are General betting duty, Pool betting
duty, Remote gaming duty, Gaming duty, Machine games duty, Bingo duty,
and Lottery duty. Tax rates vary according to the type of game and the
number of winnings. The highest tax rate applies to casino gambling
revenues and ranges from 15% to 50% (HMRC, 2022).

Evaluating the effect of taxes on gambling behavior in the UK,
Paton et al. (2004) stated that betting demand is sensitive to changes in tax
rates. On the other hand, Garrett et al. (2020) found that taxation on gross
profit-instead of the license fee collections for gambling machines—will
increase the machine number and their income and thus benefit industry
profitability more. In their study on the economic effects of the gambling
sector in the UK, Corfe et al. (2021) announced that the gambling sector has
significant economic contributions, but it is necessary to reduce gambling
expenditures by reducing the number of problem gamblers. They claimed
that this situation would increase net economic benefits and tax revenues
thanks to the extensive supply chains of other sectors and higher economic
multipliers. On the other hand, Newall & Rocklof (2022) announced that
taxes on gamblers' or operators' earnings carried risks such as increasing
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gambler losses, promoting the black market, and passing taxes on to
gamblers and suggested a hypothetical tax of 1% on gambling profits for
the research, education, and treatment of gambling.

Although gambling was rampant in China's ancient history, it is now
banned and under strict control. However, certain types of gambling are
legal in Macau, a special administrative region of the People's Republic of
China. Especially after 2002, with an increasing number of casinos on the
island, Macau became an outstanding tourism center and experienced
significant boosts in GNP (McGowan, 2008). In addition to casinos, horse
and greyhound racing, sports betting, and some lottery types are also legal
here. While the total sectoral earnings exceeded 45 billion dollars in 2013,
it decreased to 11 billion in 2021 (DICJ, 2022). Tax revenues from the
gambling industry—which have a prominent place in the budget-have
diminished in recent years due to the impact of the COVID-19 epidemic.
While the gambling sector made up 80% of the total public revenues in
2019, this rate decreased to 37% in 2021 (DSEC, 2022). The Special
Gaming Tax—the most noticeable source of gambling tax revenues—is
applied as 35% of gross game income in Macau. Casino concessionaires
must pay 1.6% of their gross income to the Macau Foundation, while 1.4-
2.4% for urban development, tourism promotion, and social security
contributions. In addition, casinos are obliged to pay annual concession
premiums for variable elements such as gaming tables and machines
(Proenga & Coelho, 2019).

Gu et al. (2013) revealed that "a tax equivalent to the cost of
gambling" approach in accordance with the "Pigovian taxation spirit"
increased revenues and prevented social costs from harming the local
economy in Macau. The researchers claimed that although the tax incurs
certain costs for casinos and tourists, it can reduce the uneven growth of the
gambling industry by redistributing resources. In another study, Gu & Tam
(2011) reported that the economic growth momentum created by the
gambling industry in Macau caused side effects, such as the Dutch disease
(see Note 1), high inflation, income inequality, increasing social costs, and
unbalanced economic growth. However, they claimed that gambling
taxation might help alleviate these socioeconomic problems.

Australia is one of the prominent examples in which the legal
gambling industry has come to the fore. With the liberalization of gambling
since the 1990s, the sector has entered a growth and maturation trend.
Various types of gambling are a favorite activity among the public,
including table games, lotto, scratch cards, electronic gaming machines,
betting, and online gaming. According to the Queensland Government, the
Australian gambling market was worth over $225 billion in 2019 (QGSO,
2021). While the sector contributed 773 million dollars to the economy from
only casinos in the 2018-19 financial year, it added 3.669 billion dollars
through a direct effect on hotels, clubs, and tourism (Australian Gaming
Council, 2022a). Besides, the tax revenue obtained from the sector in the
country is approximately 6.6 billion dollars. About $4 billion of this revenue
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comes from gaming machines and Keno (Australian Gaming Council,
2022b). The financial obligations applied to the gambling industry in
Australia are direct taxes, license fees, and mandatory contributions. Taxes
on gambling operators vary significantly from state to state and across
different types of gambling. For example, in Queensland, tax rates are
applied as 35% to monthly earnings of gambling machines in hotels, 0-35%
to clubs depending on income level, and 30% to casinos. The tax rate
applied to table games in the same state is 20% of monthly income (NSW
Treasury, 2018). Taxes on the lottery in this country are relatively high
(Productivity Commission, 2010).

Smith (2000) argued that gambling taxes in Australia aim at
generating revenue rather than reducing gambling behavior or penalizing
gambling forms with the highest social cost. In this country, while the
taxation on gaming machines—with a greater risk of addiction and social
costs—is relatively low, taxes are high on lotteries—a more moderate type of
gambling. In another study focusing on tax policy for the Australian
gambling industry, Paton et al. (2001) stated in light of theoretical and
empirical evidence that ad valorem taxation on net income is more
preferable in terms of allocative efficiency and economic welfare.

Gambling Taxes: Criticisms and Recommendations

All widespread consumption taxes, such as gambling, tobacco, and
alcohol, have been to generate revenue for governments for many years. As
they are used to deter unwelcome consumption and contribute to public
revenues, the public approach such taxes optimistically. However,
gambling taxes, which are complex with their various forms and
institutional details, have remarkable structures (Clotfelter, 2005). Although
taxation is effective in tobacco, alcohol, and sugary drinks, it carries risks
in the gambling sector, especially due to the harmful effects of excessive
gambling losses (Newall & Rockloff, 2022). In addition, the conflict-of-
interest relationship between the economic benefits expected from taxation
and the aims of reducing the social costs arising from consumption is more
evident in the gambling sector compared to other sectors. It is known that
although gambling behavior exposes gamblers and their environment to
significant financial and health risks, a significant portion of gambling tax
revenues consists of the losses of addicted and problem gamblers. At this
point, governments that face a conflict of interest rely on gambling tax
revenues on the one hand, but on the other hand, play a regulatory role in
avoiding the societal costs of gambling (SACOSS, 2016). The same conflict
of interest applies to the gambling industry as well. Like other industries,
this industry has fundamental goals such as maximizing profits. Therefore,
the gambling industry act in the company's and shareholders' best interests
rather than the consumers'. Therefore, Orford (2005) stated that eliminating
the problem gambling would generate an unacceptable cost for the
gambling industry. At this point, the regulatory role of the government gains
importance. However, if governments heavily rely on tax revenues from
gambling, they will be vulnerable to the gaming industry lobbies (Buchanan
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& Elliott, 2017). Thus, the construction of tax policy should be well
designed between the objectives of taxation to provide economic benefits
and to combat the negative externalities of gambling. In this respect, in a
taxation policy targeting gamblers' earnings, levying higher taxes on the
most addictive types of gambling (gambling machines, casino games, etc.)
and lower taxes on gambling types with less negative externalities, such as
the lottery, may be beneficial in terms of deterring gambling and fighting
addiction. When casinos are private, and only operating profits are subject
to taxes and licensing fees, the ability of taxes to guide gamblers' behavior
will be weak, and the public revenue aspect of gambling taxes may come to
the fore.

The tax rates applied to the gambling sector are generally higher
than other sectors (Mallach, 2010). However, one of the significant factors
in determining tax rates for gamblers is the fact that excessive taxes on the
sector may further increase the financial burden of problem gamblers and
their families, contrary to the social purpose of gambling tax. For such
gamblers, the Gambling Demand Curve is not elastic. There is also
uncertainty about the incidence of gambling tax and who will pay the tax.
Most studies indicate that gambling taxes are regressive and mainly affect
low-income groups (Beckert & Lutter, 2009; Gandullia & Leporatti, 2019;
Roukka & Salonen, 2020).

In practice, two strategies determine the financial liabilities for the
sector: ad valorem tax and license fee. Although some think that ad valorem
taxation is more effective in combating addiction, the license fee method is
preferred as it slightly affects seller and consumer behaviors compared to
ad valorem taxes. In addition, applying license fees instead of taxing the
earnings of gamblers will reduce the share of income generated by problem
gamblers in total sectoral income (Philander, 2013). Accordingly, if
governments aim to combat gambling and reduce the frequency of gambling
in society, they should prefer "ad valorem" taxation that evaluates the
"profit of the game." However, if the purpose is "taxing profits of the
gambling industry" and "managing sectoral competition," then "license
fees" should be implemented for the "gambling operators." In practice, two
taxation approaches generally serve together. On the other hand, it may be
more appropriate for governments that aim to increase their gambling tax
revenues to expand the tax base instead of increasing the tax rates.

The regressive nature of the taxes used to reduce the consumption
of products such as gambling, alcohol, and cigarettes is one of the issues
criticized in terms of justice (Gandullia & Leporatti, 2019). Applying the
tax to gamblers rather than gambling operators will result in a larger tax
burden on low-income people's budgets and negatively affect income
distribution to the detriment of the poor. On the other hand, the effects of
different types of gambling on income distribution are different. For
example, the fact that the players of casino games usually comprised
wealthy tourists and that it requires certain costs to play (transportation,
participation fee, etc.) makes it less regressive compared to other types of
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games. However, as the accessibility of gambling increases, the tax burden
shifts to lower-income groups (Rolling, 2001; Philander & Bernhard, 2013).
However, the net effect of gambling taxes on tax distribution can be
changed by policies in favor of low-income groups, and new regulations
can be made on income taxes.

Externalities arising from gambling constitute perhaps the most
complex issue in formulating tax policy for the sector. From the axis of
combating negative externalities, gambling taxes are expected to target
problem gamblers because, according to this approach, players who play
only for spending of leisure or entertainment do not cause social costs. On
the other hand, taxes on gamblers' earnings do not make a distinction and
take all players into account. The legalization of gambling can inflict severe
costs, especially on problem gambling addicts; they can go bankrupt,
neglect their families, and destroy their relationships. Since the legalization
of gambling will make life worse for these problem gamblers, the legal force
that allows gambling also helps citizens to combat gambling addiction. In
line with the Pigovian taxation logic, the tax income from gambling reflects
the social cost of gambling (Clotfelter, 2005). A certain portion of gambling
taxes must be spent to remedy the social costs of gambling—gambling
research, addiction-fighting education, and treatment services. Just as the
decision to legalize gambling is solely for the government, developing and
financing treatment programs for gambling-related addiction and other
problems would be the government's responsibility (Azmier, 2000).

Another topic in the legalization of gambling appears in tourism
revenues. Gambling is a brilliant way to promote tourism worldwide and
generate income by exporting legal gambling to people in other jurisdictions
(Collins, 2003). Certain regions in the world where gambling is legal have
considerable tourism revenues. However, rising tax competition in tourism
and tax incomes introduces a method of reducing tax rates to attract new
gambling businesses and customers; but this will contradict the purpose of
combating gambling addiction. Therefore, in the gambling industry,
taxation policies should be managed considering the social costs of
gambling.

Illegal gambling is one of the issues that policymakers should
consider when it comes to gambling regulation and taxation. Regulatory
policies are also necessary for the illegal gambling industry since illegal
gambling increases the incidence of tax evasion, money laundering, theft,
fraud, and sexual felonies (Israeli & Mehrez, 2000; Ferentzy & Turner,
2009). Legalizing and controlling gambling activities through taxes can
relieve gambling from the control of illegal powers. However, extremist tax
policies encourage illegal activities by directing gamblers to tax-free areas.
Increasing illegal gambling can lead to reduced tax revenues and failure to
combat gambling addiction. Accordingly, in addition to taxes, the sector
should be administered with various public policies and measures, such as
prohibiting advertisements and incentives, explaining the harms of

Journal of Gambling Issues, 2023 12



Journal of Gambling Issues, 2023 https://cdspress.ca/

gambling to the public through the media, and prohibiting gambling outside
certain regions.

Conclusion

With an ancient historical background and many modern types,
gambling is an area where the states completely prohibit or control through
various public tools, especially taxes. Today, in parallel with the increase in
access opportunities over the internet, the interest in gambling is increasing
worldwide. The increasing popularity of gambling in the world ignites
public discussions on the benefits and harms of gambling, and the issue
regarding the legalization or prohibition of gambling comes to the fore.
Some factors, such as increasing tax revenues, tourism, employment, and
economic growth, push governments to legalize and diversify gambling.
However, gambling is not a completely risk-free experience, either
financially or spiritually. Gambling has financial and morally destructive
effects on gamblers, their families, and their circles. Because of these
societal costs, governments generally follow gambling closely. In this
direction, taxes come to the fore as a policy tool that protects society from
the social costs of gambling beyond its function of generating income.

As well as generating income, gambling taxes meet the social costs
of gambling in public and combat gambling addiction. However,
implementing taxes as "blind policy tools" can bring many undesirable side
effects. Some of the adverse impacts of excessive taxes are: directing
gamblers to "lower cost illegal gambling" instead of "costly legal
gambling," creating extreme financial pressure on problem gambling
addicts, and negatively affecting income distribution due to its regressive
nature. Therefore, designing "ideal" gambling taxes, structurally including
various factors that serve "ideal" purposes, is challenging. Above all, the
government should strictly demarcate legal gambling and focus on
combating illegal gambling. The gambling industry can serve limited goals,
such as stimulating regional tourism. However, if governments get caught
up in ambitions such as immediately creating high financial resources,
employment, and economy, the results inevitably will be worse than the
starting point.

The limits of the gambling sector, which are very dynamic and
complicated to control, should be determined in line with policy objectives.
While doing this, the socioeconomic benefits and costs of gambling should
be calculated by considering the characteristics of the society. As part of the
government's regulatory role, the legal and illegal dimensions of the sector
should be controlled using policy tools, including taxes. However, solely
gambling taxes never suffice for combating addiction and other adverse
social effects on society. The tax policy and other policies should be
coordinated and supported by alternative strategies to minimize the likely
unfavorable impacts of taxation.

This study discussed the role of taxes as a policy tool against some
economic and social effects of the gambling industry by reviewing the
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literature and current applications. More research is necessary for policy
recommendations and generalizable implications for the points where tax
policies have failed or succeeded. Future research can offer tax policy
recommendations handling economic benefits and social costs. In this
context, testing the effectiveness of taxes in reducing and internalizing
various social costs of gambling with national and international data may
motivate future research.

Note 1: Based on A C Pigou's contributions to the literature, the use of taxes
to eliminate negative externalities is called Pigovian taxation. Accordingly,
applying a tax equal to the external cost arising from the activity that creates
a negative externality can compensate for the social costs created by the
activity (Masur & Posner, 2015).

Note 2: The Dutch disease refers to a situation where a dominant industry
with massive growth can harm other industries. The damage of the energy
sector, which developed with the discovery of gas deposits in the
Netherlands in the 1960s, on other sectors is an example of this situation
(Guetal. 2013).
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