Gamblers and the Credit Crunch

In 1960, after spending 4 years with Huddersfield Town, Manchester City paid £55,000 (a new British record) for the footballer Denis Law.  After one year, the Italian club, Turino, paid £110,000 to secure Law’s services.  In 1962, Manchester United paid £115,000 for Law, setting yet a new British record.  In less than two years, the British football transfer fee record had been more than doubled.

In 1979, after spending eight years with Birmingham City, Brian Clough’s Nottingham Forest paid £1 million for Trevor Francis.  This, again, broke the British football transfer fee record.  Now, that’s inflation!

Once upon a time, a county’s economic deficit was measured in millions.  Today, it runs into billions.  The cost of the current economic mess that the world’s financial idiots have managed to create is still largely unknown since the financial instruments that caused the mess in the first place have yet to fully unwound.  It is, however, being measured in trillions, rather than in millions or billions.

So, you may ask, what has all this got to do with horseracing?

Well, the tax payers of the world will end up paying for the mistakes of the financial boys (Hint!).

Now, the UK Government is aiming to reduce its budget deficit by 50% within 4 years.  Whether this is feasible or not remains to be seen.  But, attempts will be made to do so.

How are they going to do this?

By reducing Government spending and increasing taxation, how else?

That means that the Government will be forced to spend less on the services that they provide the UK population with, they will provide fewer jobs and will increase the tax burden on those who pay UK tax.
Let us now concentrate on the tax aspect (another hint!).

I would expect to see current taxation, such as those on alcohol and tobacco products, increased.  Although not popular, the Government could successfully argue that the health problems caused by tobacco and alcohol costs the NHS millions of pounds each year and it is therefore not unreasonable to increase taxation on them.  I would also expect to see taxation on petrol increase.  Although again, not popular, the Government could successfully argue that it would reduce consumption and therefore reduce the production of greenhouse gasses which is needed to secure the future of the planet.  

Not only would I expect to see current taxes increase, I would also expect to see new taxes being introduced (the biggest hint so far!).

So, what new taxes could be introduced?

A tax on GAMBLING.

Unlikely?

Well, there used to be a tax on gambling in the recent past so why not re-introduce it?

Would it be unpopular?

Only with gamblers.

Let’s face it, we are not the most well-loved section of the community.  In the past, whenever people asked me what I did for a living and I answered, ‘I am a gambler’, they treated me as though I had contracted the plague.  Today, when people ask me what I do for a living, I reply, ‘I am a short-term investment analyst’.  They usually nod their heads, sagely, in response, as though they understand what it is that I do for a living.  The Government could successfully argue that gambling ruins family life when taken to extremes.  The well-being of the family unit and the preservation of family values appears to be especially important to the Conservative party.
What would this do to the betting and racing industries?

Well, the Government could argue that they survived when there was a betting tax in the past and therefore will continue to survive after its re-introduction.

What would the re-introduction of a betting tax mean to today’s gamblers, especially those who frequent the betting exchanges? 
Well, a lot would quit.

Why?

It is difficult as things stand to make a profit, especially with the 5% commission on winning bets.  With an additional betting tax on the top, it would probably be impossible for most people to make a profit.  It wouldn’t be a case of wanting to quit, it would be more a case of being forced to. 

Tipsters would see a sudden drop in their membership.
Betting exchanges would see a fall in liquidity.  This fall would cause yet other gamblers to quit and would lower liquidity levels even further and so the snowball would roll.

Small betting shops would be forced to close.
In short, gambling would become far less popular than it is today.

Suppose, however, that the Government went for a far more targeted taxation method than just slapping a tax across the board on gambling.  

Well, they could tax the gambling industry rather than gambling itself.  The affect would probably be very similar since the betting industry would simply pass the additional tax to us punters.

So, what else might a future Government do?

Well, there was an interesting article on page 8 of today’s (11 May 2010) issue of the Racing Post which I urge you all to read.  The article basically discusses those who lay horses on exchanges.  It states that (and I para-phrase):  

The bookmaking industry argue that those who lay horses on betting exchanges essentially operate as unlicensed bookmakers and are free from the tax and levy payments that the Government demands from traditional bookmakers.  As such, they are competing unfairly since they are depriving the Government of tax revenue and the racing industry of levy income.  They claim that some exchange layers are acting as a business but are not treated as such and are therefore free of all business red tape, taxes and levies. Getting rid of betting exchanges would also be a good thing for the traditional bookmakers.  As Ralph Topping, Chief Executive of William Hill stated on 10 April 2010: ‘The main reason for the fall in levy receipts is the migration of horseracing volume to betting exchanges like Betfair who receive extremely favourable tax treatment.  The BHA know that and so do the dogs in the street.’  

Betting exchanges argue that they pay the same taxes and levies as do the more traditional bookmakers.  They also argue that those who lay horses on exchanges are merely betting on the outcome of a race in the same way that those who bet on horses to win do.  They state that betting to win and laying to lose are just different sides of the same coin.  The exchanges also state that exchange layers do not perform a number of functions which traditional bookmakers do such as; hold money on behalf of clients, provide a means to bet, offer incentives to bet etc.   As such, layers are not bookmakers and are not therefore subject to taxes and levies in the same way that traditional bookmakers are.  What is also of some relevance is the 1925 court case of Graham v Green.  In the case, it was argued that if a gambler is liable to tax on his winnings, then, his losses are, by definition, tax deductable.  Given that most gamblers lose in the long term, it is understandable that Governments are unwilling to view gamblers as acting as a business.  

The article concluded that betting exchange users are not considered to be a business and are therefore exempt of both betting duty and levy.  The article also concluded that it was very likely that some exchange users are conducting themselves as a business and that a good case could be made for them having to pay both betting duty and levy.

So, where does that leave us?

Well, I am not a lawyer, nor a politician nor a tax expert.  I am but a humble layer of horses and dogs and a lay tipster.  What do I know?
Well, I know that the country’s finances are in tatters and that there is a need to considerably strengthen the nation’s balance sheet.  I know that taxation must rise and that new and inventive ways of taxing the nation must be sought.  I know that gamblers are not popular and that taxing them would be.

Let’s face it.  If you were Chancellor of the Exchequer and needed to improve the nation’s finances, what would you do?
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