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Online betting and gaming

In Europe the trend for country-by-
country regulation of online betting 
and gaming (referred to here as 
gaming) is continuing with a number 
of countries considering regulation of 
online gaming or changes to their 
existing regulatory regime, for 
example regulation of online gaming 
in the Netherlands, and the 
introduction of a Point of 
Consumption tax in the UK. The online 
regulatory regime now looks markedly 
different to a few years ago (see Figure 
1). 

The US online regulatory scene is also 
changing. State-by-state regulation is 
emerging (online gaming has launched 
in Nevada and New Jersey) with Federal 
regulation potentially on the horizon. 

Moreover as a number of regulated 
online gaming markets have now had 
time to develop and begin to mature 
post-regulation, we expect 2014 will 
provide additional material to enhance 
evidence-based conversations about 
online gaming (e.g. Denmark now has 
two years of available data, Spain 1.5 
years, France over three years, Italy over 
six years).

In this brief paper we outline our 
perspectives on the likely evolution of 
regulation, the effects of online gaming 
regulation and what makes regulation 
more likely to be successful.

Likely evolution of 
regulation

Continuing development of 
online regulation – the tide 
cannot be turned 
In the past countries have been reluctant 
to regulate online gaming, fearing that 
doing so would open a Pandora’s box of 
potential problems ranging from 
gaming addiction to negatively 
impacting existing land-based offerings. 

Things have changed as it has become 
increasingly recognised that there are 
no truly effective ways of stopping 
online gaming (e.g. ISP or payment 
blocking) and that consumers will 
access the product whether or not 
Governments permit it. For example, in 
the US online gaming revenues are 
currently estimated to be in excess of 
$2.5bn per annum despite the active 
stance of the Government against online 
operators.1 The economic crisis has also 
added impetus to this, as Governments 
have sought to take a more pro-active 
approach to capturing the potential tax, 
economic and social benefits that could 

be gained from effectively regulating 
online gaming (e.g. more effective 
control of problem gambling and 
revenues for ancillary industries such as 
marketing and advertising, employment 
and sports sponsorship). 

Country by country vs. global 
regulation
In Europe and in the US regulation has 
progressed at a country-by-country and 
state-by-state level, but there are moves 
both in Europe and in the US to 
consolidate aspects of regulation. In 
Europe focus is on achieving consistency 
in consumer protection, the protection 
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Figure 1: State of online regulation in June 2010 vs January 2014
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of minors, advertising, the control of 
addiction, preventing fraud and 
ensuring sports integrity;2 whilst in the 
US the question mark is around the 
“when” of federal regulation rather than 
“if” there will be regulation.3 We predict 
that consolidation of regulation will 
progress further and faster in the US 
than in Europe, but ultimately this will 
depend on the evolution of European 
integration which is currently in a state 
of flux.

Requirements for a land-based 
offering
In the emergent European national 
ring-fencing model operators do not 
typically need an existing land-based 
offering (or a partnership with a 
land-based offering) in that country to 
be granted a license. On the other hand 
in the US the ability to offer online 
gaming has thus far been tied to a 
land-based offering (typically requiring 
partnerships with land-based casino 
operators). The models which will 
eventually win out fundamentally 
depend on the structure of gaming 
markets, what is politically feasible, and 
the aims of regulation. We do not 
envisage that there will be alignment 
between European and US models due 
to the different market and political 
fundamentals either side of the Atlantic.

We have been working in the online 
gaming market since its early days and 
we have developed a proprietary 
economic model which allows us to 
examine the demand and supply market 
structure of jurisdictions pre and post 
regulation. Our experiences of 
modelling markets, analysing the 
impact of regulation, and engaging in 
discussion with governments, regulators 
and operators has led us to hold the 
following views:

1.  Regulating online gaming does not 
appear to have a material impact on 
land-based offerings

2.  Successful regulation combines a wide 
product offering with a commercially 
viable tax regime

3. Discussions on online gaming 
regulation need to be informed by 
objective market and economic 
analyses if the debate is to move 
beyond myth and legend

1. Regulating online gaming does not 
appear to have a material impact on 
land-based offerings

A concern often raised with regards to 
the regulation of online gaming is that 
any such move would be detrimental to 
an incumbent land-based industry, 
benefiting often foreign (but locally-
regulated)4 operators at the expense of 
local land-based incumbents and by 
extension have harmful effects not only 
in terms of the revenues of land-based 
operators and the tax associated with 
these but also in terms of employment in 
the local land-based gaming market. 

Our work in the sector suggests that 
such arguments are typically 
misleading. We have investigated the 
impact of the regulation of online 
gaming (in selected product segments) 
in a number of jurisdictions including 
Italy, France, Spain, Denmark and the 
UK and we have not found conclusive 
evidence suggesting that online gaming 
has a material ‘cannibalisation’ effect on 
land-based offerings. Part of the reason 
for this is that the land-based sector is 
subject to a number of influences which 
affect its performance including its 
relative maturity compared to online 
gaming, the macroeconomic 
environment, shifting consumer 
preferences (of younger consumers 

away from the more traditional gaming 
proposition provided by the land based 
sector) and the impact of the 
introduction of smoking bans in a 
number of European countries. We 
consider that these influences are 
generally more material in explaining 
the performance of land-based gaming 
than any potential effect of growth in 
the online sector. In fact, in our 
experience, local land-based 
incumbents often benefit, or are not 
adversely impacted, by the regulation of 
online gaming (as testified to by the 
success of Danske Spil in Denmark and 
Camelot in the UK). 

2. Successful regulation combines a 
wide product offering with a 
commercially viable tax regime

We have modelled the impact of 
different regulatory scenarios on market 
size, segmentation (by locally-licensed 
and not locally-licensed; and by 
product) and tax revenues to the 
government in over ten jurisdictions. We 
define successful online gaming 
regulation to be that which combines a 
robust stance on consumer protection 
and social responsibility, with 
maximisation of the economic benefits 
arising from regulation. To achieve this, 
our economic modelling suggests the 
pre-requisites are a commercially viable 

2 http://ec.europa.eu/commission_2010-2014/barnier/headlines/news/2012/10/20121023_en.htm
3 K & L Gates, USA online gambling intensive 2013, 5 December 2013 conference in London 
4 ‘Online locally-regulated’: Online gaming supplied by operators that are licensed within the territory 

Online locally regulated is sometimes referred to as ‘onshore’
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tax regime, in line with the maturity of 
the online gaming market, and a broad 
and attractive regulated product 
offering. 

This position is supported by the recent 
experiences of regulated jurisdictions. 
For example recent information from 
the Danish regulated market suggests it 
has achieved a higher growth rate and 
has been more successful in capturing 
customers from unregulated operators 
(with an estimated c.77% of the market 
regulated and c.30% online regulated 
market growth between 2012 and 
2013)5 than the Spanish market which 
has yet to allow online slots and betting 
exchanges and which has a higher tax 
rate (c.58% of the market is estimated to 
be regulated in 2013 and regulated 
growth appears to have stagnated since 
the last quarter of 2012).6 

The benefits of regulating with a wider 
range of games are also evident when 
we look at Italy, where the proportion of 
the market captured by regulated 
operators has gradually increased as 
more online gaming products have been 
regulated (from c.36% when only sports 
betting, horse race betting and 
tournament poker were regulated in 
2008 to c.78% in 2012 by which time 
the range of regulated games included 
sports, horse race betting, casino games, 
online slots, cash and tournament poker 
and bingo).7 We expect the proportion of 
the market which is regulated will 
increase further in 2014 as the range of 
sports betting games that can be offered 

in Italy has been expanded in the end of 
2013 (Palinsesto Suplementare). On the 
other hand we believe that the relatively 
high rate of tax in the French market 
(i.e. compared to Denmark and Italy) 
has been the cause of the relatively low 
rate of regulated market growth of c.1% 
p.a. between 2011 and 2013 and has 
held back the proportion of the market 
which is regulated at c.63% (2013), 
compared to the higher rates achieved 
in Italy and Denmark.8

3. Discussions on online gaming 
regulation need to be informed by 
objective market and economic 
analyses if the debate is to move 
beyond myth and legend

Debate on the regulation of online 
gaming can often be conducted in an 
emotive rather than objective fact-based 
way. In our experience from the 
jurisdictions we have worked in, public 
debate and government decision making 
can be significantly enhanced by a 
rigorous evaluation of fact. Applying the 
lessons learned from other markets to 
the jurisdiction in question, with an 
appropriate adjustment for local 
considerations, is one of the only ways 
to apply science and evidence to this 
discussion. We have seen this move 
decision making from that which is 
based predominantly on lobbying and 
debate, to one clearly linking the 
objectives of the government and 
regulator to the proposal of regulatory 
and tax instruments that are most likely 
to result in the desired outcomes.
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5 H2 Gambling Capital. Figures presented exclude online lottery
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