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ROYALLY FLUSHED:

REFORMING GAMBLING TO WORK FOR,

NOT AGAINST, BRITISH COLUMBIA

REGULATORY FRAMEWORK!

The provincial government sets the broad policy direction
of BC’s gambling industry, but has little involvement in
the day-to-day organizational affairs of the sector. Most
commercial gambling activities in BC are conducted and
managed by BCLC, a Crown corporation whose official
mandate involves “enhancing the financial performance,
integrity, efficiency, and sustainability of the gaming
industry in the province.”

BCLC is subject to regulatory oversight from the

Gaming Policy and Enforcement Branch (GPEB), whose
responsibility it is to ensure the overall integrity of all
gambling activities in BC. GPEB also licenses any gambling
activities not operated by BCLC, including horse racing
and charitable gambling fundraising events run by not-for-
profit community organizations. Gaming service providers
in the private sector—companies that contract with BCLC
to do things like operate facilities, supply equipment, or
sell lottery tickets—must be registered by GPEB.

OPERATIONS
WHERE THE MONEY COMES FROM

BCLC generated close to $3.3 billion in revenue over the
2017-18 fiscal year. This revenue comes from a range of
different gambling operations, which are recorded under
two categories: “Lottery & eGaming,” which consists of
ticket lottery games and online gambling, and “Casino

& Community Gaming”: slots, table games, poker, and
bingo. The largest share of gambling revenue comes from
the most addictive medium: slot machines (the control-
inhibiting design elements of which are discussed below)
bring in about 42 percent of total revenue at $1.37 billion.
The other major revenue source is the lottery, which took
in another 35 percent at $1.13 billion. Table games are a
distant third at 15 percent of revenue ($493 billion), with
the remaining 8 percent split between e-gaming ($181
million), bingo ($70 million), and poker ($22 million).
BCLC’s net win—revenue after prizes have been paid to
players, but before expenses—was $2.5 billion. Prize

payments also shift the overall profitability of these games:

A BRIEF HISTORY
OF GAMBLING IN

BRITISH COLUMBIA

TIMELINE?

Pierre Trudeau passes
omnibus bill that includes
allowing federal and provincial
governments to hold lotteries

BC partners with AB, MB, and
SK to run lotteries in western
Canada as the Western Canada
Lottery Foundation

Federal government cedes full
control of gambling to provinces
in exchange for a portion of
provincial gambling profits

BC leaves WCLF; since then,
lotteries and gambling have
been managed by the British
Columbia Lottery Corporation
(BCLC)

Slot machines introduced to the
province

BCLC introduces its responsible
gambling program, GameSense

BCLC makes online casino
gambling legally available in BC

lottery net win is only $416 million (17 percent), while slots account for more than half (55 percent)
of net win. There is a substantial difference in the profit margins of BCLC’s two gaming categories:
casino & community gaming’s net income (after prizes and expenses) was $1.02 billion (52 percent of
proceeds) in 2018, while lottery and e-gaming contributed only $378 million (29 percent of proceeds)

to provincial coffers (FIGURE 1).2
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WHERE THE MONEY GOES

This revenue is destined for many different pots (FIGURE 2). BCLC’s largest expense is prizes: $764
million was paid out to winners across the province in 2017-18. Commissions and fees—many of
which are paid to private-sector businesses such as lottery retailers and facility service providers—
were a close second at $723 million. All other operating expenses, such as maintenance, gaming
licenses, and ticket printing—totaled $319 million. In accordance with the federal-provincial gambling
agreement of 1985, BCLC sends a portion of its profits to Ottawa ($9.8 million in 2018). Everything left
over after all these bills have been paid—about a third of total revenue—goes to the province.

WHO'S HOOKED? GAMBLING PROFITS AS A PROPORTION OF PROVINCIAL
REVENUE

Gambling has become a lucrative source of funds since the first legal lotteries were introduced to

the province in 1974. The BC government’s first gambling cheque from the Western Canada Lottery
Foundation was for a mere $1.5 million; its most recent gambling cheque from BCLC camein at $1.4
billion.® As the gambling industry has grown in BC, so too has the provincial government’s reliance on
it as a source of revenue. Nearly 2.5 percent of public funds in BC are now collected at slot machines,
casino tables, and lottery checkout lanes (FIGURE 3).

But where is this money coming from? Who, and what communities, are the source of these funds?

FIGURE 1: WHERE THE CHIPS LIE
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FIGURE 2: WHERE THE MONEY GOES
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A USER GUIDE TO UNDERSTANDING BCLC SPEAK:

HOW GAMBLING MONEY WORKS

BCLC ORGANIZES ITS GAMBLING OPERATIONS INTO SIX GAME
TYPES, WHICH ARE GROUPED INTO TWO CATEGORIES:

LOTTERY
$1.14 BILLION
Lotto 6/49, scratch
tickets, etc.

.‘

LOTTERY
PRIZES

$719 MILLION
Revenue from Internet
gambling is recorded
after prizes are paid

*
me]s

g

(———— |
E-GAMING SLOT TABLE
$181 MILLION MACHINES GAMES

Internet gambling
on BCLC’s website

LOTTERY AND
E-GAMING

REVENUE

$1.32 BILLION

Also known as proceeds
or sales; revenue before
prizes and expenses

$1.37 BILLION

$493 MILLION

Blackjack, roulette,

baccarat, etc.

CASINO AND
COMMUNITY

GAMING REVENUE
$1.95 BILLION

Also known as proceeds or
sales; revenue before prizes
and expenses

LOTTERY AND E-GAMING
NET WIN $597 MILLION

Revenue after prizes, but before expenses

CASINO AND COMMUNITY
COMMUNITY GAMING NET WIN $1.91BILLION
GAMING GRANTS Revenue after prizes, but before expenses
$140.0 MILLION
Support for HOST LOCAL GOVERNMENTS
non-profit $102.1 MILLION
organizations Governments hosting a gaming facility earn
a share of its revenue
CONSOLIDATED

REVENUE FUND
of the BC provincial
government

$964.0 MILLION

HORSEMAN'S
PURSE PAYMENTS
$11.6 MILLION

Support for horse racing
industry

PROVINCIAL HEALTH

SPECIAL ACCOUNT
$147.2 MILLION

Earmarked for

healthcare sector

@ml‘
B susg

p

POKER BINGO
$23 MILLION $68 MILLION

Bingo and other
breakopen ticket
games at charitable
gaming halls

BINGO PRIZES
$44 MILLION

Revenue from casino q P
games is recorded after
prizes are paid
EXPENSES

$1.1 BILLION

NET WIN $2.5 BILLION
Total BCLC revenue after prizes,
but before expenses

NET INCOME $1.4 BILLION
Revenue after prizes and expenses,
generated for the province of BC

RESPONSIBLE

GAMBLING
$5.6 MILLION
Responsible play programs

LOCAL ECONOMIC
DEVELOPMENT
INITIATIVES $6.7 MILLION

Directed to local communities

* Revenue information is from fiscal 2017-18. Figures may not add due to rounding. A recent change in accounting practices means lottery revenue is

now recognized net of prizes paid. Due to changes in financial reporting standards and BCLC corporate organization from one year to the next, other
discrepancies between this chart and different BCLC annual reports may exist.




FIGURE 3: GAMBLING IN CONTEXT
WHERE BC'S MONEY COMES FROM
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P(L)AYER PROFILE: GAMBLING DEMOGRAPHICS

Most of British Columbia’s population is paying into the pockets of BCLC in one form or another.
Survey data indicates that around two-thirds to three-quarters of British Columbians (63-73 percent?*)
gamble in a given year. This is roughly consistent with estimates of the Canada-wide average (which
hover around 67-81 percent®).

MONEY IN, MONEY OUT: GAMBLING SPENDING BY INCOME

BC’s population is not, however, paying BCLC equally. The regressive nature of gambling revenue is
hard to see on the surface. The data collected by Statistics Canada’s Survey of Household Spending
(SHS) seem to show that those who have more money are more likely to gamble and to spend more
money when they do: the average household in Canada’s highest income quintile spent $240 on
gambling each year, while the average lowest-quintile household spent a mere $134.5 While very
limited data are available for BC, a similar pattern emerges: highest-quintile households report
spending $213, while those in the lowest quintile report spending only $56 (FIGURE 4)."

But first glances can be deceptive. Higher earners may be spending more of their paycheques at the
casino, but gambling eats up a much higher proportion of the poor’s income (FIGURE 5). According
to SHS data from 2010-17, households in Canada’s highest-income quintile spend an average of 0.24
percent of their after-tax earnings on games of chance each year; those in the lowest quintile spent
nearly three times as much, at 0.71 percent. BC’s poorest households spent more than half again as

CARDUS.CA/WORKANDECONOMICS



FIGURE 4: ANNUAL SPENDING ON GAMES FIGURE 5: GAMBLING SPENDING AS A

OF CHANCE, BY INCOME QUINTILE PROPORTION OF INCOME, BY INCOME
(2010-2017 AVERAGE) QUINTILE (2010-2017 AVERAGE)
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FIGURE 6: PROPORTION OF INCOME COLLECTED  Mmuch of theirincome on gambling as did

BY TAXATION, BY INCOME QUINTILE the richest (0.34 percent compared to 0.22
(2010-2017 AVERAGE) percent according to available data).?

Less than 1 percent of a household’s
annual earnings may not seem like a lot

of money, even for a low-income family.
These seemingly low numbers, however,
should not distract us from the high-stakes
problem at play: when BC collects lottery
and casino money, it is digging deeper

15 % into the pockets of the poor than the rich.
Gambling may be a “voluntary” tax (more
on the accuracy of this description below

10* as well), but it’s a tax the BC government is
reliant on nonetheless—which means the

. province is paying its bills in a way that hits
5% low-income families hardest.

) Il The regressive nature of gambling taxes
o*

is no secret: research both within Canada
LOWEST SECOND THIRD FOURTH HIGHEST . . .
and internationally has consistently
[l sriTisHcoLumBiA ] cANADA found that poor households spend a
greater percentage of their income on
gambling than their wealthier neighbours do.? And yet this is exactly the opposite of how other tax
revenue functions. Our progressive tax system is designed to tax the rich more heavily than the
poor: those who have more pay more. The lowest-income quintile in BC loses barely 3.5 percent of
its total income to federal and provincial income tax, while the average household in the province’s
highest-income quintile turns over to the government nearly six times more of its total income, at
20 percent. (FIGURE 6)

25 *

~

™

THE DEMOGRAPHICS DATA GAP

Statistics Canada’s data on spending and income across the country provide a window into the
relationship between gambling and household earnings. But these figures are not without their
limitations. As with other addictions, most of us don’t want to admit we have a problem—but we’re
gambling more than we think. According to the SHS, the average BC household spent $234 on games
of chance in 2017. Multiply this figure by the number of households in BC that year (2.0 million*!),

ROYALLY FLUSHED: BRITISH COLUMBIA



PERCEPTION VS. REALITY

FIGURE 7: REPORTED AND ACTUAL
AVERAGE HOUSEHOLD SPENDING

ON GAMBLING IN BC (2017)
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FIGURE 8: REPORTED VS. ESTIMATED
ACTUAL GAMBLING SPENDING, AS
PROPORTION OF INCOME, BY INCOME
QUINTILE (2010-2017 AVERAGE)
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though, and the provincial population’s total
gambling spending comes to only $476 million—a
mere 15 percent of BCLC’s recorded revenue that
year ($3.2 billion'?). Put another way, the average
BC household would have to have gambled close
to $1,600in 2017 for BCLC’s books to balance. And
yet the match between self-reported and actual
revenue in 2017 was better than usual: the average
match between BCLC earnings and SHS expenditure
data was only 10.5 percent from 2010 to 2016. This
inconsistency is not uncommon: people typically
underestimate how much they actually spent
gambling in self-reported household expenditure
surveys, often dramatically (FIGURE 7).5

CAUSE FOR CONCERN

Though SHS data must be interpreted with

caution, the core issue at hand remains: gambling
disproportionately burdens the poor, a finding that

is not only consistent across provinces in SHS

data but has been repeatedly borne out by other
research as well. If households across all income
quintiles underestimate their gambling spending

by approximately the same margin in their SHS
expenditure records, it would mean BC’s lowest-
income households are spending nearly 5 percent of
their income—about $800 a year—on government-
sponsored gambling.* The BC government uses
income taxes—which are set through a transparent
process and for which it is held publicly accountable—
to collect an average of $2,022 per month from
households making $10,310 and only $55 from
households making $1,557 a month. At the same
time, and away from the gaze of the public eye, it
takes another $67 of what remains in the poorest
British Columbians’ pockets—an average of $1,502
for the month—but just $124 more ($191) from those
who have $8,288 of their paycheques left to pay their
monthly bills (FIGURE 8).

There’s strong evidence that those at the margins

of society are paying disproportionately into the
coffers of BCLC. Take, for example Canadian and
international studies that establish links between
lower levels of education and higher levels of gambling
participation. Given that lower levels of education are
also linked to lower earnings,' the overrepresentation
of less-educated groups in the lottery market is likely
to amplify the lottery’s regressive effect. Indigenous
peoples also have disproportionately lower incomes
compared to majority populations and as such

are disproportionately affected by the expansion

of gambling.'’

Research also suggests that British Columbia’s
gambling addiction is being fed disproportionately

ROYALLY FLUSHED: BRITISH COLUMBIA
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by gambling addicts. Those classified as problem gamblers make up an estimated 2-3 percent of
BC’s total adult population, depending on how problem gambling is defined and measured in a

given survey.’® As with other addictions, there is an abundance of evidence suggesting that problem
gambling is more likely to afflict society’s vulnerable and marginalized, having been linked to lower
income, minority ethnic status, less formal education, alcohol abuse, and higher rates of psychiatric
disorders.'® Even after controlling for the effect of these mental-health risk factors, problem gamblers
are more likely than the rest of the population to have attempted or thought about committing
suicide.®®

One of the most consistent correlates of problem gambling is game type: those who report gambling
on electronic gambling machines (EGMs, usually known as slot machines when found inside casinos
and video lottery terminals, or VLTs, when found in other venues like pubs and bars) have a much
higher risk of problem gambling than gamblers who report never playing EGMs.* These machines
have faced particular scrutiny for their addictive design.?? EGMS are built with features that impair
players’ rational control, such as losses disguised as wins—where audio and visual effects celebrate
a player “winning” an amount less than he or she wagered, even though the player lost money—and
near misses, where the display of symbols makes it appear that the player was close to winning even
though the outcome of each play is completely random. These structural characteristics manipulate
players’ emotional and cognitive perceptions of the game to keep them playing longer and spending
more.?® Even though VLTs are illegal in BC, the province still generates just over half (51 percent) of its
gambling revenue from EGMs (slot machines) in casinos and community gaming centres (FIGURE 8).
If half of the province’s gambling tax is collected by machines designed to override players’ conscious
control, can this tax really be called “voluntary”?

GAMING OUT A GOVERNMENT GAMBLING POLICY

BC’s government is addicted to gambling. BCLC money is treated exactly the same way as general tax
revenue—even though this “voluntary tax” is not collected equitably, as the data show. Through the
gambling industry, the state is digging deeper into the pockets of those who have the least so that it
can keep public programs and services artificially cheap for everyone in the province. How, then, can

CARDUS.CA/WORKANDECONOMICS
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If half Of the prOVince’s the government be weaned off this
° ° unhealthy and unjust dependency?
gambling tax is collected CETTING CLEAN:
by machines designed to COLD TURKEY

We suggest the massive economic
upheaval created by the COVID-19
pandemic and its containment

override players’ conscious
control, can this tax really measures represents a unique

opportunity for the provincial
government to cut its addiction

to gambling money cold turkey.

At time of writing, the total cost

of the outbreak on BC’s finances
isimpossible to predict, but the
$1.4 billion BC stands to lose in
gambling income is certain to pale in comparison. The province’s finances will need to be rebuilt after
the COVID-19 crisis subsides, and this rebuilding project should include structures preventing the
government from depending on BCLC profits to pay its bills. Social-distancing measures have already
cut off the province’s flow of gambling money: BCLC facilities have been shut down the same as most
others, and the amount of revenue going into public coffers from gambling is likely to be at historic
lows.?* COVID-19 provides the province with an unprecedented opportunity for it to start clean. The
costs to the treasury will never be lower. Moving gambling revenue out of the consolidated fund, and
into a specific fund—preferably aimed at relief of poverty—would be the equivalent of the government
admitting it has a problem, admitting that it has harmed the public it is intended to protect, and
forming the first steps to making direct amends.?

be called “voluntary”?

HABIT FORMING

Once BCLC funds have been disentangled from legitimate tax revenue, then, how could they be used
to advance the state’s responsibility to administer justice for the most vulnerable? One approach is

to redistribute gambling money back to the poor directly. A second strategy is using BCLC profits to
incentivize saving in accounts geared toward financially fragile households. The economic fallout of
the COVID-19 outbreak, involving sudden layoffs on an unprecedented scale, has drawn attention to
the importance of assets like emergency savings to cover an unexpected loss of income.? Yet close to
half of Canadians do not have enough assets to cover their living expenses for three months.?” Why not
channel British Columbians’ desire for the excitement of chance toward activities that help them build
up an emergency fund? Prize-linked savings (PLS) products, in which account holders forgo some or
all of the interest they would normally earn on their savings in exchange for the chance to win a prize,
have met with notable success in other jurisdictions, from Britain’s national lottery bonds to the “Save
to Win” program offered by credit unions across the United States.?®

MAKING SURE THE RIGHT HOUSE WINS

One of the responsibilities of government is to enable and encourage good habits, including economic
ones, and to shape structures that promote the economic well-being of its citizens. It is important to
remember that the saturation of our society with gambling both fosters in its inhabitants a distinct set
of habits, attitudes, and dispositions that have social and economic consequences. Gambling is not
the way to financial security, neither for individuals nor for the province.?® Contrary to what lottery
ads would have us believe, people shouldn’t hope to get something for nothing—nor should the state
encourage this insidious get-rich-quick impulse. When the state does its part to advance a positive
vision of economic life, it nurtures in its citizens virtues that benefit not just pocketbooks (both private
and public) but society as a whole.* It’s time for government to fulfill its responsibility to turn bad
habits into good.

ROYALLY FLUSHED: BRITISH COLUMBIA 1
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