
 
 

What this research is about 

Commercial gambling is an important source of tax 
revenue for many countries across the world. In 
recent years, many local and state governments have 
relaxed gambling laws with the aims of boosting 
economic growth and attracting tourism. The choice 
regarding the best approach to taxing gambling is a 
subject of political debate. Arguably, the outcome is 
often driven by intense lobbying by industry groups, 
rather than by scientific evidence.    

Gaming machines are a popular gambling activity. The 
taxation of gaming machines is a highly controversial 
area. From an economic perspective, a key tension is 
between governments’ desire to maximize tax 
revenue while the gambling industry wants to 
maintain and grow its profit. There are two commonly 
used options for taxing gambling machines. The first is 
to tax gambling operators a license fee per machine. 
The second is to use gross profits tax which is based 
on the profit made per machine.  

In 2001, the UK started to change to a gross profits tax 
system for most gambling sectors. Gambling machines 
largely remained to be based on per-machine license 
fee until 2013. In this study, the researchers proposed 
a model to evaluate the effects of shifting from per-
machine license fee to gross profits tax. They then 
tested the model with data from the UK to determine 
if the shift led to an increase in the number of 
machines. This could potentially resolve the tension 
between government revenue and industry profit.  

What the researchers did 

First, the researchers proposed a model for evaluating 
the effects of gross profits tax as compared to per-
machine license fee. An assumption of the model is 

that casinos have some degree of power in setting 
prices. This is because while casinos offer similar 
gambling products, they differ in the kinds of 
gambling machines they offer, their gambling 
environment, customer service, and complimentary 
items to entice people to play (e.g., free play, free 
drinks).  

The model estimates if the number of gambling 
machines is higher under a gross profits tax system. If 
the number of gambling machines increases, it follows 
that the total amount of wager in a casino will 
increase and the casino can set a lower price for 
playing. This can enhance tax revenue without 
affecting casino profit.  

The researchers then applied their model to the UK 
where there was a recent shift to a gross profits tax 

What you need to know 

Gaming machines are an important part of the 
gambling industry. The taxation of gambling 
machines is a highly controversial area. In the UK, 
there was a shift in 2013 from taxing gambling 
operators based on a license fee per machine, to 
gross profits tax based on the profit made per 
machine. In this study, the researchers proposed a 
theoretical model to estimate the effects of 
shifting from per-machine license fee to gross 
profits tax. The researchers tested their model 
with data from the UK. The results showed that 
the shift to gross profits tax led to an increase in 
the number of gambling machines. This was 
associated with an increase in tax revenue. This 
study can be used to inform gambling policy and 
the debate on gambling taxation.  
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system. They obtained revenue data from Her 
Majesty’s Revenue and Customs (HMRC) department, 
and data on the number of gambling machines from 
the UK Gaming Commission. The data spanned a 10-
year period from 2008–2009 to 2018–2019.  

The researchers examined the effects of the policy 
change on category D and non-category D machines. 
Category D machines have the lowest stakes and 
payout rates. In contrast to non-category D machines, 
category D machines did not have a per-machine 
license fee prior to 2013. Both types of machines 
faced the change to gross profits tax in 2013. Thus, 
the number of category D machines was expected to 
decrease after 2013 under the new tax system.   

The researchers compared the effects on gambling 
machine tax revenue to the effects on the National 
Lottery and on-course betting. The researchers chose 
the latter two gambling activities as a control since 
the shift to gross profits tax in 2013 should not have 
much effect on their tax revenues. The researchers 
also included annual unemployment rate and annual 
number of tourism visits to control for economic 
conditions and tourism demands.  

What the researchers found 

The researchers estimated the number of non-
category D machines to have increased by about 16% 
after the shift to gross profits tax. This meant about 
20,000 additional machines. The tax revenue from 
non-category D machines increased by 17%, which 
was about £380 million per year.  

On the other hand, category D machines decreased by 
about 23% after the introduction of gross profits tax. 
This meant about 11,000 machines. In practical terms, 
the decrease had limited economic significance. This 
is because category D machines have small stakes and 
generate low profit.  

The increase in gambling machine tax revenue was 
about 13% higher than National Lottery, or just under 
£300 million. The increase was about 28% higher than 
on-course betting, or over £600 million. As expected, 
the number of gambling machines decreased with 
higher unemployment rate.  

Overall, the results suggest that a shift to gross profits 
tax can increase gambling machine tax revenue 
without affecting industry profit. 

How you can use this research 

This study can be used to inform gambling policy in 
different countries. It can also inform future research. 
For example, future research can apply the model to 
other forms of gambling, such as sports betting. 
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About Gambling Research Exchange (GREO) 

Gambling Research Exchange (GREO) has partnered 
with the Knowledge Mobilization Unit at York 
University to produce Research Snapshots. GREO is an 
independent knowledge translation and exchange 
organization that aims to eliminate harm from 
gambling. Our goal is to support evidence-informed 
decision making in safer gambling policies, standards, 
and practices. The work we do is intended for 
researchers, policy makers, gambling regulators and 
operators, and treatment and prevention service 
providers.  

Learn more about GREO by visiting greo.ca or emailing 
info@greo.ca.  
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