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SUBMISSION 

DEPARTMENT OF COMMUNICATIONS, INFORMATION TECHNOLOGY AND THE ARTS 
REVIEW 

INTERACTIVE GAMING ACT 

"RACING": A PUBLIC POLICY PERSPECTIVE

This IGA review will be asked to protect the Australian racing industry by recommending that betting exchanges be outlawed. I would agree that overseas betting exchanges should be proscribed and nothing in what follows is contrary to the general sense of this, although the scope to do so effectively may be limited. Desirably, however, the inability to close the door completely on overseas operators ensures the question of local betting exchanges remains live and relevant.

The key public policy issue about overseas betting exchanges is about protecting the tax revenues that Australian governments are entitled to take from residents participating in authorised gambling activity. It would be surprising if the governments of other countries were not amenable to complementary policies.

Local betting exchanges raise different questions altogether. The case for the Commonwealth acceding to demands by State Governments, local racing industries  and local TABs to proscribe local betting exchanges is not clear cut at all. 

If the 'exchange' technology proves superior then, in time, both local bookmakers and TABs may want to offer 'exchange' facilities.  In the wash up the workable maximum tax take from TAB race betting may be lower than now -- an issue already on the table in terms of cross-border betting operators.

Ultimately the clearly identifiable public policy issues in this debate will be purely and simply about money -- about protecting the state government 'take' from betting turnover and its corollary, the pre-commitment of a fixed share of that tax revenue to their separate local racing industry. 

Neither state governments nor their dependent racing industries have shown themselves deserving of any such protection. Current arrangements for taxing racing and publicly funding racing entail expolitation of the customers and the profligate waste of public money on handouts to a racing industry run like a discarded remnant of a defunct socialist fiefdom. 

-- a preliminary warm up

The single best thing that could happen to the Australian racing industry now is the continuing contemplation of a reduction in its automatic 'entitlement'  to public funding. 

The industry simply rejects the thought, provocatively asking for betting exchanges to be outlawed; for cross-border betting to be reined in and making renewed calls for increased public funding to foster its pointless expansion.

Representations to this IGA review will be dominated (as before) by self-serving views from the axis of power collectively monopolising the racing industry and exploiting its customers -- state governments, racing industries and TABs. The innovation of betting exchanges means that the day of reckoning for this axis is ever closer.

The customers of racing are unlikely to have anyone representing them officially. And the general community of the different states will probably not have anyone representing them effectively either -- their State Governments are already committed (inappropriately) to over-taxing the customers of racing and using taxpayer funds to excessively subsidise the local racing industry to which they are apparently beholden. There is accordingly a special responsibility on those conducting the IGA review to ensure that the interests of the customers of racing, and of the general community, are identified and respected. There should be no 'outlawing' of betting exchanges without making the axis accountable to the customers and the general public.

The interests of  'customer' and 'community' in racing are in direct opposition to the industry power brokers. The customers of racing could hardly be treated with less respect than now. The overtaxed customers are denied the broadcast racing entertainment that they pay for and further insulted when the taxes they pay are misused to subsidise the too-much low-grade racing they don’t even want to know about. 

The wider community -- the 93% that don't bet on racing -- is unaware that much of the tax collected from racing gambling is wasted on funding racing no one wants, contrary to the public interest.

The customers are not mugs

The customers of racing would, of course, like the general idea of betting exchanges paying higher dividends because they deduct from the dividend pool only one third as much as TABs do now. 

However, the customers are wise enough to know that 'gambling' of any kind is sensibly fair game for governments to tax, and that it would not be fair if 'racing' was not taxed comparably with other forms of gambling. A 'correct' public policy position would probably say that all gambling should be taxed about equally  -- where 'equal' means maximising total tax collections from each separate form of gambling. It may well be that the advent of betting exchanges means the maximum workable tax take from race betting is less than the current 16.8% (even though it may be higher than the current maximum Betfair deduction of 5%).

What the customers do not want to hear is the racing industry saying that they actually 'like' paying the taxes that are then misused to finance the oversupply of low-grade racing driving them to distraction on Saturday afternoon. Someone needs to say very clearly that the customers acceptance of taxes on racing gambling does not mean they are also pleased to see 'their' money wasted on the ' far too much' racing that spoils their racing entertainment. And that view of the customers of racing would be echoed in the wider community. 

Betting Exchanges -- an insistent reality

Betting exchanges may well be the catalyst for needed reform -- for remaking the Australian racing industry into a viable, globally relevant business. This view is quite contrary to the 'doom and gloom' foreseen by racing industry participants. Racing has grown dependent on soft handouts from the public purse and, apparently committed to a policy of 'far too much is no where near enough', determined to produce 'product' that no one wants. An Australian industry, once expected to stand proudly as an exporter of racing entertainment to the Asian region has been debilitated. Australia, like New Zealand, may soon be importing quality racing entertainment from overseas.

Australian racing has long been in need of a reality check and is about to get one. The technology underlying betting exchanges may revolutionise gambling associated with horse racing. The business of traditional bookmaking may be displaced and TABs may in future operate more akin to a stock exchange (fixed-odds betting, for example, lends itself to an exchange of risk). 

It is not clearly in the best interests of the Australian public that 'betting exchanges' are outlawed and there is certainly no urgent need to do so. 

Betting exchanges -- including overseas operators -- may be 'unstoppable' anyway if overseas residents can act as de facto principals in the 'exchange' of bets for residents. Local betting exchanges may force a rethink about 'tax' collecting and 'industry funding'. The customers of racing, and the general public, should be applauding this pressure for the racing industry to find solid, accountable commercial ground.

Restructuring of this kind may be in the best interests of both the customers and the community -- and, longer term, is probably also in the best interests of the Australian racing industry. 

Australian racing must confront the fact that it is now bloated and too dependent on handouts - that 'as is' it is not a commercially viable industry. 

Most other Australian industries have already confronted 'free trade' -- and foreign competition -- following the withdrawal of the protection of tariffs and subsidies. Racing should be no exception. Most customers of racing do not want to attend the races often -- they care about the broadcast entertainment of quality-racing not where it is conducted. It is a short step from usually preferring 'interstate' racing to accepting high-grade racing from overseas. A crucial question for the Australian racing industry is whether it is willing to be relevant on the international stage -- if 'yes', quite dramatic reform is now prerequisite.

Australia probably has one last chance to reclaim a natural entitlement to a leadership role, exporting racing to the Asian region. Betting exchanges and attendant commercial disciplines may be an essential element in ensuring Australia remains in the field.

More of the same?
Two years ago, when negotiating exemption from the prohibition against internet gambling, the racing industry (and its axis allies  - TABs and State Governments) made self-serving pleadings to the Senate to protect their essentially private pecuniary interests. In the process of looking after 'number one' they gave scant consideration to ensuring an appropriate public policy framework for the racing industry. Later that year, similar self-serving thinking coloured the NSW Government's 'no change' review of its racing industry legislation -- a response fairly deemed inadequate by the National Competition Council. Attention was drawn to these transgressions at the time -- and the distaste for them has lingered. The racing industry is recalcitrant.

This history of one-sided nonsense should not be repeated. The current IGA review might require the self-interested proponents of 'protection' for the racing industry to supplement their pleadings with thoughtful views about an appropriate public policy framework for the Australian racing industry nationally. A priority is to ensure that any 'entitlement' of the racing industry to public funding is wisely spent on productive racing entertainment. 

The IGA might also show a skeptical eye to likely industry claims that 'exchanges' threaten the integrity of racing; will make 'problem gambling' more likely and dismiss any repeat of the nonsense that 'wagering' on most horse races is qualitatively superior to 'gambling' on a game of chance. Any special pleading about preserving racing untouched as an Australian cultural icon should be dismissed out of hand -- the current Australian racing industry is a prime example only of a 'handout culture' that has no durable place in Australia. 

There should be no more free kicks for this lot -- it is time for some first-grade public policy debate and accountability.

There are other relevant points to be raised in any cross-examination of the self-serving proponents of 'protection' for the racing industry. 

A National Nonsense

The Australian racing industry defines the concept of 'national nonsense'. 

The racing industry seems to have no concept of normal commercial disciplines that ensure businesses respect their customers. A 'more is better' mindset in the racing industry ensures that as this industry slips ever further from public favour the more insistent the industry becomes about its 'entitlement' to more public funding and protection.

The racing industry is prone to producing 'fact books' and 'size and scope' studies documenting the resources deployed in racing and superficially arguing that 'more is better'. These studies are actually an indictment of the waste and excesses inherent in an Australian racing industry grown large beyond per-capita international comparison. The harsh reality is that most of the resources in the racing industry would make a better contribution to the national welfare if re-deployed in commercially viable industries not needing subsidies.

Feral Federalism

Every Australian State has given its local racing industry an 'entitlement' to money from the public purse which is then distributed by participating administrators among themselves and other participants in racing using non-commercial criteria. 

This is mindless public policy. Handing over a fixed share of betting turnover (on a nationally broadcast racing program) to a separate local racing industry that is not commercially viable does not make commonsense. It may make 'political' sense if local racing interests hold the States to electoral ransom -- if so, the case for a 'rescue' of State finances by the Commonwealth Government is stronger.

Fundamental Freedoms
There can be no objection to the proper conduct of racing anywhere, anytime anyone chooses. Within limits appropriate to a rural social event, there should be no restriction on (or government taxation of) on-course and 'phone (or internet) betting with locally authorised bookmakers operating on local races that are broadcast locally. In short, racing conducted by private clubs essentialy privately and not 'covered' by TABs or general broadcast media should be given relatively free rein.

One corollary, however, is that no subsidy would be paid from public revenues to rural race clubs to subsidise the conduct of, or prizemoney for, rural racing.  

Conducted on these terms, country racing would be much like any other licenced and supervised entertainment event in rural areas. Any associated gambling would be of little consequence. 

Sponsorships v. entitlements 

The funding of sporting events, including those on which bets are placed, should normally be at arms-length from government. [Some international sporting events are exceptions  -- Grand Prix motor racing, Rugby World Cup etc. -- and governments may tender on commercial terms for the staging rights -- costs presumably offset by revenue from sponsorships, sales of tickets, broadcast rights etc.]

-- entitlements

Racing alone seems to be 'entitled' to receive public funding without any clear commercial criteria about 'how much' and 'what for'.  Around the States local racing industries are 'entitled' to some 5% of any racing betting turnover through the local TAB, funding that is used to subsidise races in that State which generally would not even recoup in gross 'tax' collections the public subsidy 'stake'.  Good racing subsidises 'bad' racing -- there is no sensible reason for the States continuing to spend public money on 'bad' racing.

-- sponsorships

The more conventional channel of access to subsidies from a public purse involves the tax-deductible expenses of commercial sponsorship deals. Sponsorship funding, and billboard advertising at sporting arenas, is typical for major sporting events including major horse racing events. The sponsorship route to de-facto public funding has the considerable advantage of applying commercial criteria reflecting the strength of public interest in the event.

-- a workable compromise?

Because some races generate significant gambling tax revenue some direct public funding of prizemoney for particular racing events can be appropriate. However, few of the 20,000 races conducted in Australia each year generate either sufficient public interest or betting turnover to warrant any direct public subsidy being paid to conduct them.  

Looking ahead it would seem sensible to impose commercial disciplines on direct access to public money to subsidise racing. One part of that commercial discipline might link 'entitlements' to direct public subsidies to the value of commercially negotiated sponsorships.  A basic commercial discipline might require the return of gross tax collections to the public coffers of at least double the stake of public funds required (in addition to sponsorship funds) as prize-money. Such a condition would ensure keenly contested races generating keen betting interest.

In brief the racing industry should be required to meet commercial criteria for access to direct public funding. Any sense of the racing industry generally having an automatic 'entitlement' to direct public funding should simply set aside as being entirely inappropriate.

Market Segmentation

Most of the customers of racing place relatively small bets with TABs and will never seek out either bookmakers or betting exchanges. Nor would most bookmakers or betting exchanges have much interest in taking small bets that 'belong' to TABs.

Whether talking about phone bet minima for bookmakers or activity on betting exchanges, the likely impact on the business of TABs is probably marginal. TABs (and their dependents) often fail to realise that the betting activity likely to flow to a lower taxed competitor would not otherwise exist  -- that if the low tax supplier were outlawed, the bets wont be placed with TABs. Often overlooked in these debates also is the probability that the active involvement of prominent 'high rollers' is more important to building broad public interest in racing than whether they pay TAB tax. 

The power axis in the racing industry is sustained by a common interest in taking money from the TAB pool. 

TABs could hardly care less about promoting quality racing -- they just demand unlimited quantities of a publicly funded racing product that is marketed to a customer 'belief' that the next race is much the same as any other race. This is concurrently 'sensible' behaviour for TABs and 'disgraceful' behaviour in relation to their customers -- and part of the answer is for governments to only fund high quality racing entertainment. 

The racing industry takes its 'entitlement', balancing a constant cry to cut prize-money for excellent money-making racing and, alternatively, simply reward participation in obscure low-grade events that return no money to the industry. Not since the days of socialist republics has such 'needs based' nonsense had so firm a hold on the (mis)conduct of a national commercial business. 

One would really like to hear how state governments rationalise, in the public interest, the legislation underpinning the current allocation and distribution of public money to the racing industry. 

End Piece

It is likely that racing is to continue exempt from the general prohibition against internet gambling and that local racing gambling is to be further protected by the outlawing of overseas betting exchanges. Such decisions are appropriate. 

The thought that most TAB customers are entitled to 'no tax' racing gambling is not defensible but they may be entitled to be taxed less. The prospect of low-taxed local betting exchanges comfortably coexisting  with TABs could be trialled. Beyond question for reform, however, is the concept of the racing industry being entitled to take and spend, as it likes, a fixed share of racing betting turnover. Public money raised from gambling taxes like any other taxpayer funds should be spent wisely.

However appropriate it may be to extend protection to State Governments and local racing industries by outlawing overseas 'betting exchanges', it would also be appropriate for the Commonwealth Government to require the States to reconsider the terms of the public funding entitlement given to their local racing industries.

The racing industries across six separate states 'waste' a substantial part of the $600+ million public funds now given each year to the industry nationally. This funding featherbeds an excessively large racing industry delivering far too much racing product that is not commercially viable and which, frankly, is often actually despised because it crowds out proper broadcast racing entertainment. 

The States seem unable to get the racing industry 'tiger' off their back and may well (discreetly) welcome Commonwealth intervention. Ideally the Commonwealth Government would initiate a national inquiry into 'racing' and, as a stimulus to cooperation by the States, decline to consider now any request to outlaw local betting exchanges.
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