My Background

I am simply an Australian citizen.  I am a punter who uses internet gambling services.

I believe that the Interactive Gambling Act (IGA) in its current form is a good piece of legislation.  I think the exceptions with respect to horse, dog and harness racing and sports betting in s 8A should stay.  I do not find myself betting more often due to the availability of internet betting.  It is simply a more convenient way to bet than phone betting.  

S 8A should stay in present form

My main reason for making a submission is that I strongly disagree with the proposal of TAB Limited (TAB or TAB Ltd) that section 8A should be narrowed to prohibit non-Australian licensed (offshore) wagering operators from accessing Australian customers.  I feel s 8A has worked well in its present form and will continue to work well in the future.  The overall aim of the IGA as stated in the background paper is to limit potential problem gambling in Australia associated with interactive gambling services.  The aim of the Act is not to prohibit all internet gambling.  It is certainly not the aim of the Act to protect inefficient and uncompetitive Australian businesses from commercial competition.  I will argue the aims of the IGA will best be served by leaving s 8A in its present form.

The Internet

The internet breaks down international borders.  People can access information from overseas from the comfort of their home.  They can look up research done in American Universities or American stock market research.  People can also buy goods and services from overseas rather than in Australia if the price is right or if the goods are not available locally.  For example Australian citizens can choose to buy their books from Amazon in the USA rather than Dymocks in Sydney using the internet.  Most likely you will buy from Amazon for one of two reasons: either Amazon offer a better price than Dymocks on a particular book or books or Amazon offers books which are unavailable at Dymocks.  This is one of the primary benefits of the internet.  Lower prices for consumers and greater choice than ever before as consumers can access goods and services otherwise unavailable in Australia.

Betfair

These considerations of price competition and greater choice and availability of services apply to the provision of internet wagering services by overseas operators.  At present, there is only one major overseas player of note and that is Betfair a UK Betting Exchange.  There are unlikely to be other major overseas players in the foreseeable future as betting exchanges need liquidity to work and Betfair has all the liquidity.  I believe Betfair is the primary target of the TAB’s submission re s 8A.  Therefore, for the sake of convenience, I will refer only to Betfair in my submission.  The first point I will make regarding Betfair is a key one.  In a letter from the Australian Racing Board to the racing clubs, Bob Charley is of the view that Betfair is unlikely to increase wagering turnover on Australian racing significantly.  Charley states that “betting exchange holds are much more likely to consist of transfers from existing wagering operators” rather than lead to significant new turnover.
  If this is right then Betfair does not provide any real greater threat with respect to problem gambling than do the various TAB and internet bookmaking sites currently in operation.  The fact is that if a punter has $10 to wager on a horse race or a sporting event they will choose whether to bet that $10 with either the TAB or Betfair or a bookmaker.  If they bet $10 with Betfair that $10 most likely will be lost to the TAB or bookmakers rather than be new money.  It will be a simple choice between alternatives with the business that offers the most competitive price likely to get the punter’s business.

Price Competition/Return to player - Sports betting

Price competition is a concept which the NSW TAB shows little interest in engaging in.  For years TAB Ltd has offered odds of 1.85 for each team in its opening handicap markets in a game of football.  Bookmakers consistently have offered 1.90 for each team.  Now Betfair is able to offer generally between 1.90 and 1.95 (after commission is taken out) for each team depending on how liquid/competitive a particular market is.  The simple fact is that Betfair is able to offer punters a superior return on their investment.  The reason they are able to do this is a superior and more innovative business model.  With Betfair’s betting exchange setup, Betfair have no risk.  They simply match bets between punters and charge a commission on winning bets.  Provided they cover their overheads with the commission charged Betfair cannot lose on any bet.  They are not concerned with which team wins or loses.  However, under the business models adopted by TAB Ltd and bookmakers there is a degree of risk to the bookmaker or TAB with each bet.  While they try to balance their books this is not always possible as money might only come for one team leading to a very good or very bad result depending on the outcome.  In essence the TAB or bookie is always to some extent betting against the punter.  To cover their risk they have to sell the punter worse odds than those which Betfair offer.  TAB Ltd always offers 1.85 and makes no effort to compete even with the 1.90 offered by bookmakers.  On any direct comparison Betfair will prove the winner and TAB Ltd will be shown to offer the most uncompetitive prices.  As a result of this I would have to think that it is Betfair who is doing most to avoid problem gambling.  A punter who bets with Betfair will lose less money than with the TAB as Betfair return far more money to the player and operate on much lower margins.  Banning overseas sites such as Betfair can only mean punters will lose more money and do so more quickly.  This can only exacerbate problem gambling.  And if it does exacerbate problem gambling it will defeat the purpose of the Act.  Therefore adding the major changes to s 8A to ban overseas operators such as Betfair etc as urged by TAB Ltd would be a poor idea.

Price Competition/Return to player - Horse Racing

With regards to betting on horse racing the gap between TAB Ltd and Betfair only widens.  TAB Ltd only return around 83% of money bet on a race to the punter.  Betfair return at least 95% of money traded on any one race to the player.  This is the result of a superior business model plus the fact Betfair are more generous in their treatment of the punter than TAB Ltd.  This means that Betfair offer far more competitive prices.  It also means that Betfair place far less stress on a punter’s finances and so are less likely to lead a punter into problem gambling.  I stress again the point that the Australian Racing Board believe that Betfair will be unlikely to increase existing wagering turnover significantly.  If this is correct then it simply cannot be argued that banning Betfair and others like it will achieve the purposes of the Act better than the current s 8A.  As I see it punters will be betting at the about the same rate as before and yet will have more money returned to them.  Any ban on overseas operators via s 8A will lead to far less money being returned to punters as current operators such as TAB Ltd will be freed from any competitive pressure to offer the punter a better return on investment.  TAB Ltd will continue to offer uncompetitive prices.  TAB Ltd is trying to use the Act to shield it from genuine competition rather than out of any concern for problem gambling in Australia.  TAB Ltd is a commercial animal and its primary concern is its profit margins.

Problem Gambling and the return to player

As I see it, the return a gambling operator offers to the player is a key determinant in the effect any gambling operation has on problem gambling.  The lower the rate of return to the player the greater the stress on the player’s finances.  The greater the stress on the player’s finances the more likely problem gambling will result.  Taking racing as your example, TAB Ltd have a takeout rate of around 17% meaning the return to the player is only 83%.  Betfair have a takeout or commission rate of 5% of less, meaning at least 95% of money bet is returned to the player.  This means that gamblers will lose money at a rate several times faster betting with TAB Ltd than if they place the same bets in the same amounts with Betfair.  So TAB Ltd is far more likely to lead a gambler to financial ruin.  This being the case, I would argue TAB Ltd is more likely to cause problems in the lives of players than Betfair.  Betfair is less likely to lead to problem gambling.  If Betfair is less likely to lead to problem gambling due to far higher returns to players then it should not be banned by any changes to s 8A excluding offshore unlicensed operators accessing Australian punters.  It would defeat the purpose of the IGA to change s 8A in the manner urged by TAB Ltd.

TAB Ltd Claims 

TAB Ltd claims in its submission that if offshore operators go on operating “unchecked” they will reduce the turnovers of licensed Australian wagering organizations.  The point here is the purpose of the Act is to limit problem gambling not protect Australian businesses that are offering uncompetitive prices such as TAB Ltd.  The IGA has an obvious social policy and should not be changed to allow companies like TAB Ltd to operate in uncompetitive environments  Such changes to the Act will allow TAB Ltd to keep charging large takeout or commission rates to players and so lead to a greater risk of problem gambling.  Allowing companies such as Betfair some access to Australian punters means it is possible internet gambling operators like TAB Ltd will have to start returning more money to the player in an effort to compete.  This can only be a good thing if one hopes to limit problem gambling.  If  TAB Ltd cannot compete or chooses not to compete it deserves to perish.  As an Australian citizen I am all for supporting Australian business.  However I do not think there is an obligation or a need to support Australian businesses that are inefficient or lazy or not giving the people what they want.  Several years ago there was a Buy Australian campaign running in this country.  As I recall it, the slogan was not that you should buy Australian under all circumstances but only if the Australian product was as good or better than the overseas product.  The fact is that TAB Ltd’s prices are far worse than Betfair’s and that is because they make the commercial decision to operate on fat profit margins or because their business models are uncompetitive.  TAB Ltd could offer better prices to punters if it wanted.  It simply chooses not to under our primarily free market system.  If an overseas competitor such as Betfair offers a superior product or superior prices I think the Australian citizens should be able to buy that product.  TAB Ltd claims it pays taxes to Australian governments and lost profits mean lost tax revenue to governments overseas.  I think this is a short sighted view of the world.  My own view is that the innovative product offering by Betfair will act as a spur to other Australians to set up good businesses which will take the place of the inefficient ones.  These new Australian businesses will attract the Australian punter more than a UK company like Betfair and so any loss of turnover overseas is likely to be a temporary measure until Australian businesses smarten up their act and start offering people what they want.  In addition as the player who bets with Betfair has more money left in their pockets it can be spent on non gambling activities.  So the government will get its hands on the tax money eventually.  It just will not go through TAB Ltd but through other businesses.

TAB Ltd claims overseas operators are bleeding racing dry.  It all depends how you define “racing”.  In my view racing has two main interest groups, punters and owners of racehorses.  These two groups provide the major funding for racing.  If your view is that Racing is just owners (and breeders) then perhaps Betfair is providing less return.  However if you take the view that punters are a key interest group in racing then any argument that overseas operators are bleeding racing dry vanishes.  As stated above, Betfair returns at least 95% of all money bet to the punter.  TAB Ltd returns about 83% to the punter and less than 5% to owners, breeders etc.  So TAB Ltd returns about 88% of all its turnover to racing’s two main interest groups.  TAB Ltd is bleeding the punters dry and so bleeding racing dry.  It is the true parasite.  However in any case it is up to the Racing industry to look after itself and decide who it licenses.  That is a business consideration.  It is also an issue State governments have traditionally looked after.  This Act deals with social concerns of problem gambling.  It is not the Federal Government’s role to protect the commercial interests of TAB Ltd or the interests of owners and breeders of racehorses with the IGA.  The Federal government simply has to decide if problem gambling is likely to be reduced by banning overseas operators.  I do not think this will be the case.  

Conclusions

The Australian Racing Board say Betfair will be unlikely to increase existing wagering turnover to any great extent.  Instead people will transfer their existing turnover away from the TAB or bookmakers to Betfair as it offers the best service.  Consider next the fact that Betfair return a far greater amount of money bet on an event to the player.  From all this we can draw two conclusions: gamblers will not be betting on the internet significantly more due to the emergence of Betfair; and those that do bet with Betfair will lose less money as Betfair provides clearly superior returns to the player rather than keeping the money itself as TAB Ltd does.  This means that Betfair is unlikely to lead to an increase in problem gambling.  In fact punters that bet with Betfair should lose far less money than with TAB Ltd and so should be less likely to get into financial difficulties through internet gambling.  As the purpose of the Act is to prevent problem gambling I think s 8A is best left as it is without the changes urged by TAB Ltd (that overseas unlicensed operators should be banned).  The purpose of the Act is not to protect narrow commercial interests from competition.  It is to look after wider community interests.  Any alleged threat to “racing” from Betfair is overstated and is not the concern of this Act.  
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