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1 . Executive Summary

A. Summary of the Findings

The gaming industry of Sri Lanka primarily consists of casinos, betting centres, and lotteries.
Outlawed during the British colonial era, the casino industry of Sri Lanka came into existence
following the advent of the open economy in 1977. Despite a brief halt in the early 1990s due
to political reasons, the industry continues to exist — although the character of the industry
has undergone significant change since its early beginnings in the style of London’s gaming
clubs. The casinos that are presently operational in the island mostly cater to an
international patron base, excepting one which caters to a primarily local community of
patrons.

Although the government of Sri Lanka has ascribed some legal status to casinos,
particularly as part of the economic development programme following the conclusion of
the civil conflict, in the eyes of much of the public, casinos remain quasi-formal economic
operations. The lack of a proper licensing mechanism until recently and the continuing lack
of a stringent regulatory mechanism for the casino industry are the primary contributing
factors to this perception. The perceived lack of moral or legal integrity in how the industry
operates has hindered the growth of the industry over the decades, limiting the revenues
generated by the industry over time. However, the government has shown an active interest
in addressing the regulatory shortcomings of the industry, particularly with the expected
opening of a few integrated resort-style gaming venues in the near future.

The betting and the lottery industries of Sri Lanka have existed longer than the casino
industry, with the former operating even under British rule and the latter coming into
existence soon after independence from the British. While the range of sporting events on
which bets can be placed has been restricted over time, the legitimacy of their operations
have never come into question, as they have never faced the licensing issues encountered
by the casino industry of Sri Lanka. However, the betting industry also operates without
much regulatory oversight, unlike the betting industries of most other countries. The lottery
industry, on the other hand, operates under full state endorsement, with no questions about
the legitimacy of the industry’s operations, given that both existing lottery operators are
state-owned enterprises.

This report begins with an introduction to the evolution of the casino, betting, and lottery
industries of Sri Lanka, followed by a SWOT (strengths, weaknesses, opportunities, and
threats) analysis of the industry today. The report identifies several key strengths of the Sri
Lankan gaming industry. Firstly, Sri Lanka is one of the two South Asian countries to have
ascribed legal status to inland casinos, the other being Nepal. Given the larger appeal of the
Sri Lankan casinos to Indian gamblers, and the lack of casinos in mainland China and the
Middle East, Sri Lanka’s casino industry boasts of a patron base comprising a blend of Indian,
Chinese, and Middle Eastern consumers. Simultaneously, the increasingly open state policy
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on gambling, with the introduction of several new Acts and Gazettes enhancing the legal
status of the industry in the last fifteen years alone, makes it stand out among its regional
peers.

Despite these strengths, the casino industry of Sri Lanka is marred by the lack of a strong
regulatory framework, unlike in other jurisdictions well known for their casino industries. A
strong regulatory framework is important to attract both high-spending consumers and
large international investors to any casino industry in the world. The stunted growth of the Sri
Lankan casino industry over the decades is therefore attributable to the weak regulatory
framework governing Sri Lanka’s casinos, which, if corrected, would help make the industry
attractive to high-rolling players and large international investors. The weak regulatory
system has additionally resulted in weak tax collection from the casinos, with policymakers
and other interested parties sceptical of the government actually receiving the revenues it
is due from the casino industry of Sri Lanka.

If these shortcomings of the industry could be corrected, there are many opportunities that
await the gaming industry of Sri Lanka. Even in the presence of these weaknesses,
international investors have demonstrated some interest in the local industry over the years,
although none of these projects materialised largely due to regulatory barriers. However,
with the proposed City of Dreams integrated resort project, and a few other new casinos
reportedly in the pipeline, the government of Sri Lanka has a new opportunity to make
amends for its past negligence. Furthermore, the rise in tourist arrivals from India and China,
coupled with the government’s economic liberalisation programme since the economic
collapse of 2022, has provided Sri Lanka with a prime opportunity to rethink the country’s
approach to the gaming industry. The promotion of casual gambling among tourists—who
would only partake in slot games and easily accessible table games, such as roulette, as a
form of entertainment while on holiday—should not lead to concerns regarding the negative
effects of compulsive gambling. In fact, given the high concentration of compulsive
gamblers in the patron base of Sri Lanka’s existing casinos, an intentional shift towards
casual gambling would help minimise the negative externalities associated with the
industry today.

The window of opportunity to reset the industry, however, is running out fast; if the
government of Sri Lanka fails to act quickly, there is a real possibility that other countries will
take Sri Lanka’s place in the regional gaming market. The industry is facing increasing
threats of competition from unlikely neighbours such as the United Arab Emirates and
Thailand. The former, in particular, is set to open integrated resorts under world-renowned
brand names in both Ras Al Khaimah and Abu Dhabi, which could substantially impact the
demand for the gaming industry of Sri Lanka, especially from Indian patrons. While the lack
of enthusiasm to change amongst Sri Lanka’s existing casino operators and the
predominant public sentiment against gambling among the population are likely to be
major hindrances in the process, if Sri Lanka does not adopt a more open approach to the
casino industry fast enough, the country may soon lose this important industry to regional
competition.
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Based on these salient features of the industry identified in the SWOT analysis, four
discussion papers follow, all of which make the case for an expanded, better regulated, and
more equitable gaming industry in Sri Lanka, primarily relying on the growth of the island’s
casino sector. As such, the four discussion papers make the moral, economic, fiscal, and
equity-based cases for the country’s casino industry.

In Discussion Paper 1, the moral opposition to gambling within the country is identified as a
contributor to the government’s historical reluctance to address policy concerns related to
the casino industry, even while such opposition never impacted the betting and lottery
industries. Given the negative effects associated with casino gambling, particularly its
negative externalities which are well documented in the literature, the concerns of sceptics
are justified. Yet, the nature of casino gambling is such that mere command-and-control
regulations against operating casinos would not eliminate casino gambling within a
jurisdiction. Risk loving human beings are naturally prone to gambling, which means that
even if casinos are outlawed, instead of ceasing to operate altogether, the industry would
merely move to the confines of the informal economy. Having experienced the
ineffectiveness of casino bans in the past, Singapore has famously adopted a legalise-and-
regulate approach to casinos, which allows the government to minimise the negative
effects of casino gambling, while accommodating the human desire for gambling. The Sri
Lankan government would do well to follow the footsteps of Singapore in this regard.

On the other hand, Discussion Paper 2 points out that, despite the negative effects innate to
gambling, casinos have shown to entail substantial economic multiplier effects, which could
facilitate broad economic growth. In addition to the direct contributions of gambling to the
economy, casinos have also been shown to contribute to the growth of tourism and hotel
industries, generate various employment opportunities, and facilitate retail sector growth.
Given the proven appeal of Sri Lanka to international gamblers, if the casino industry of Sri
Lanka is allowed to expand under stringent regulatory guidance, the industry may
contribute to substantial gains to the Sri Lankan economy.

Discussion Paper 3 discusses the potential for substantial government revenue generation
from the casino industry, under proper tax administration and regulatory oversight.
Although Sri Lanka’s existing casinos are subject to a licence fee, an annual levy, a business
income tax, a tax on gross gaming revenue, and a tax on winnings, there are concerns
among both policymakers and the public regarding revenue collections. These concerns
arise from both the cash-based nature of the industry and the fact that transactions with
international patrons are generally made overseas, limiting the ability of the Inland Revenue
Department to fully trace the revenues of the industry. On the other hand, it is also not clear
that the existing tax rates for the industry are based on a scientific metric to optimise tax
revenues from the gaming industry. If these barriers could be overcome, the government
may be able to rely more substantially on the casino industry as a significant generator of
government revenues.

Lastly, in Discussion Paper 4, the government’s present reliance on the lottery industry as a
significant generator of government revenues is examined. There are legitimate equity
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concerns regarding redistributing incomes from the poorer segments of society, which
make up the consumer base of lotteries, to similarly underserved segments of society, who
benefit from the welfare programmes that are funded via the profits of the lottery industry.
Given that lotteries are also games of chance similar to casinos and bookmaking, the lack
of proper regulatory oversight on the lottery industry leads to further questions of fairness.
Additionally, the two Lottery Boards, which are the sole existing operators of lotteries in Sri
Lanka, suffer from the many efficiency concerns common to all state-owned enterprises of
Sri Lanka, leading to questions about the effect on their profit margins. These equity-related
concerns may be addressed through a more market-based approach to the operation of
the lottery industry, as well as a shift in the government’s focus from the lottery industry
towards the casino industry for the generation of crucial government revenues.

B. Summary of the Recommendations

This report makes the following recommendations for an expanded, better-regulated, and
more equitable gaming industry of Sri Lanka, which would help the island capitalise on the
economic benefits of the industry, while minimising its negative externalities.

1. The establishment of a gaming regulatory authority which is entrusted with
the power to regulate the casino, betting, and lottery sectors

2. Introduction of a cap-and-trade system for a limited number of gaming
licences to enhance the scale of the industry while maintaining competition

3. Imposition of restrictions on the patronisation of casinos by Sri Lankan
nationals, though entrance fees, betting limits, and income eligibility limits

4. Imposition of strong regulations against problem gambling by both local
and foreign patrons, through betting limits, visit limits, and awareness
raising

5. The inclusion of online gaming (online casinos, online betting, and online
lotteries) under the regulations on physical gaming, with additional
regulations on the registration of individuals as patrons of online gaming
platforms

6. The incorporation of economic incentives to the licensing and other
regulatory frameworks on the gaming industry to encourage the operation
of casinos in the form of integrated resorts, which are shown to have greater
economic benefits

7. The expansion of the market opportunities for integrated resorts through
enhancements to labour, business registration, investment, and foreign
exchange laws
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8. The simplification of the tax code on the gaming industry, and the
imposition of a singular optimal tax on the gross gaming revenues

9. The imposition of high taxes on the gaming industry given the potential for
supernormal profits, stemming from constrained competition and the
inelastic nature of demand for gambling

10. The introduction of licensing fees for online gaming operators

11. The establishment of a more stringent framework for the better monitoring
of cash flows at casinos, so that the gross revenues are better tracked; this
may be coupled with a strategy to phase out cash from the industry, as its
cash-based nature is the primary barrier to foolproof tax administration

12. The taxation of casinos based on their capacity until such time a foolproof
mechanism to track gaming revenues is implemented

13. The elimination of tax leakages from the industry in Special Economic Zones

14. The prioritisation of progressive taxation, by replacing the government’s
focus on the lottery industry as a key revenue generator for welfare
programmes with a focus on revenue generation from the casino industry

15. The restructuring of the state-operated lottery industry to minimise costs of
operation, increase fairness, and optimise contributions to government
revenue
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2 . Historical Evolution of the Gaming
Industry of Sri Lanka
A ‘wager’ is a risk taken on something, such as a sum of money, based on the uncertain
outcome of an event1. To ‘gamble’ is to place a wager of such nature on an uncertain
outcome, based purely on luck rather than knowledge or skill2. On the other hand, ‘betting’
usually refers to a wager placed not on the basis of luck, but based on strategic research
and prior knowledge3. Building on these definitions, playing a casino game is generally
considered an act of gambling, although some casino games such as blackjack and poker
involve a degree of skill as well. On the other hand, wagering on horse-races or sports
events is purely an act of betting.

‘Gaming’ generally refers to the engagement in an activity of gambling or betting that is
sanctioned by the government; however, the term is sometimes used interchangeably with
‘gambling’ and ‘betting’, partly to avoid confusion with video games4. By this definition, in Sri
Lanka—where casinos, betting houses, and lotteries all operate via state-sanctioning—the
larger gaming industry comprises the casino, betting, and lottery industries.

Wagering has played a role in human lives for as long as civilisations have existed, and even
probably before then5. In the ancient and mediaeval times, wagering generally took a social
form, as demonstrated by archaeological evidence from the Mesopotamian civilisation, as
well as ancient India, China, America, and Italy. The earliest evidence of mercantile
wagering comes from the Renaissance period of Europe, particularly Italy and France,
contemporaneously with the inception of probabilistic mathematics. By the 18th Century,
mercantile wager had spread across the world, with common gaming houses opening in
various localities globally, particularly in Europe and its colonies.

In Sri Lanka, laws pertaining to the gaming industry were first introduced by the British
colonial government. The Lotteries Ordinance of 1844 established a licensing framework for
lotteries, including lotteries related to horse-racing, and banned the promotion, issuance,
and the purchase of unlicensed lotteries within the island6. The Gaming Act of 1845, passed
by the British parliament, outlawed common gaming houses where individuals played
games for money7. The Act also deemed wagers unrecoverable by law, in line with the Act’s
intended purpose of discouraging wagering among the British public8. The Gaming

1 Merriam-Webster (2024)
2 Woods and Butler (2020)
3 Litman (2021)
4 Connecticut Department of Consumer Protection (2021)
5 All statements in this paragraph are based on Schwartz (2006)
6 Government of Ceylon (1844)
7 Government of Britain (1845)
8 Government of Britain (1845)
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Ordinance of 1889, applicable to the colony of Ceylon, effectively extended these laws to Sri
Lanka, by banning certain gaming activities and common gaming places9.

Several other laws implemented during the British rule shaped the legal framework of
gaming in Sri Lanka. An Ordinance introduced in 1930 established a mechanism to register
racecourses and tax earnings from horse-race betting10. This tax on horse-race betting
marked the first time a tax specifically targeting the gaming industry was introduced in Sri
Lanka. The ruling in Tarrant et al v. Marikkar in 1934 interpreted that the Roman-Dutch Law,
which is applied to all lacunas in the Sri Lankan civil law except commercial law, does not
recognise the enforceability of wagering contracts11. The Cheetu Ordinance of 1935
additionally introduced a regulatory framework for cheetus, a common vehicle of savings
among underprivileged locals at the time, which also incorporated an element of wager12.
Accordingly, towards the end of Sri Lanka’s colonial rule, a clear legal framework had been
established covering the many forms of gaming present in the island at the time.

A. Historical Evolution of the Casino Industry of Sri Lanka

The clarity of the legal framework governing Sri Lanka’s gaming industry began to change in
the decades following independence. Government Gazette No. 12824, issued in December
1961, banned the import of jackpot machines into Sri Lanka by citing the Gaming Ordinance
of 188913. This gazette, however, did not stop the fledgling casino industry of Sri Lanka
following the adoption of liberal economic policies in 197714. Although the central
government pursued a policy of non-acknowledgement of casinos, the Colombo Municipal
Council granted permission to Joe Sim, a casino operator of Singaporean origin, to open
casinos at several venues—including the Galadari, Taj Samudra, and Galle Face Hotels.
These casinos existed alongside several other casinos, all small in scale, that were operated
by locals. These smaller establishments were not purely casinos; meant to resemble
London-style social clubs, they also offered non-casino games such as rudjino.

9 Government of Ceylon (1889)
10 Government of Ceylon (1930)
11 Colombo District Court (1934)
12 Government of Ceylon (1934)
13 Government of Ceylon (1961)
14 The information on casinos between the period 1977 to 1991 come from conversations with descendents of
casino owners during this time.
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Casino Games, Junkets and VIP Players

Roulette involves the spinning of a carousel and a white ball around it15. The winner is
determined based on the correct prediction of which slot the ball will rest on upon colliding
with the carousel. There are three popular types of roulette games: American, British, and
French, based on the types of chips used in the game, which determines whether the bets of
the players can be told apart.

In Blackjack, once the players have placed their bets, the players and the dealer are dealt
cards. If a player’s cards total more than the dealer’s cards without exceeding 21, then the
player’s hand wins. The dealing of cards begins with two cards each to the players and one
card to the dealer, and additional cards are dealt upon the request of players and the dealer.

Casino Stud Poker (Jackpot) is a game where the dealer and each player gets dealt five
cards upon the placing of initial bids by the players, where two cards of the dealer should
mandatorily be an ace and a king or better, if the game is to proceed. The players then
decide whether to play their hand of poker against the ‘house’, which in gaming jargon refers
to the casino; if the player chooses not to play, they lose the bet, and if they choose to play,
they double their bet. The jackpot is a cumulative prize that is paid out in the event a player is
dealt a top hand of cards.

In Baccarat Punto Banco, two hands–Punto and Banco–are dealt two (or sometimes three)
cards each, and players bet on which hand will have the highest last digit of the sum totals
of the cards. Players can also bet on Egalité–that the last digit of the sum totals will be equal.

Slot machines are also a popular gaming tool at casinos. They offer a variety of games to
patrons that can be played by inserting money into the machines to purchase credits. Slot
machines generally make up more than half of the gross revenues of a casino, as most
patrons who are not serial gamblers prefer to try their luck on the less-intimidating slot
machines.

Game Odds of Payout House Edge (Average
Expected Gross Profit of
the Casino from Each
Game)

American Roulette 37-1 5.40%

British Roulette 36-1 2.78%

French Roulette 35-1 2.78%

Blackjack 3-2 1%

Casino Stud Poker
(Jackpot)

Depends on the hands
that are dealt (ranges

2.5%

15 All statements and data in this box article, unless otherwise stated, are based on The Good Gambling Guide
(2020)
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from 1-1 to 250-1)16

Baccarat, bet Punto 1-1 1.36%

Baccarat, bet Banco 0.95-1 1.17%

Baccarat, bet Egalité 8-1 14%

Slot machines Varies by game Varies by game, usually
higher than table games

While the house edge percentages in the table above are based on the expected gross profit
from each casino game by the house, the strategy used by players may increase or
decrease the actual profits the house earns in games involving a degree of skill on the part
of the players. On the other hand, the house itself may adjust the rules of the game to
increase its edge, unless government regulations prohibit such modifications.

High-value players, also known as VIP players or premium players, are high-rollers at casinos
who not only patronise casinos frequently, but place high wagers. In the casino gaming
world, high-value players have almost a celebrity appeal based on the reputation that they
have cultivated over many years as high-stakes rollers. Not only do high-value players
contribute to a major share of casino revenues (two thirds of the total gaming revenue in
Macau), but they also provide great marketing value to casinos that they are associated
with17. For this reason, high-value players are usually offered benefits such as better bonuses,
exclusive gaming opportunities, cashback rewards, and higher betting limits by casino
operators18.

A junket is a special arrangement made between a ‘junket operator’ and several high-value
players, that facilitates gaming at a particular casino19. The role of the junket operator is to
identify high-value players and facilitate their travel to particular casinos, in return for which,
junket operators are paid a commission by casino operators20. Junkets are particularly
popular among high-value players in Macau, but can be found in any jurisdiction with a
substantial gaming industry21.

The Betting and Gaming Levy Act No. 40 of 198822 marked the first time in the history of
independent Sri Lanka that the central government recognised the existence of the gaming
industry and levied taxes on it23. The Act introduced an annual levy on persons operating
businesses related to gaming and bookmaking. For the purposes of this levy, the Act defined
gaming as the act of playing any game of stake, including casino games, while bets on

16 Gambling Regulatory Authority (2020)
17 Gao, Fong, and Liu (2011)
18 Rotherick (2023)
19 Finkelstein (2021)
20 Finkelstein (2021)
21 Finkelstein (2021)
22 Government of Sri Lanka (1988)
23 The Betting and Gaming Levy Act has since been amended in 2001, 2003, 2005, 2006, 2013, 2015, and 2023.
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horse races within Sri Lanka and overseas constituted bookmaking24. This Act followed
Gazette No. 483/7 issued in December 1987, which rescinded the previous ban on the import
of jackpot machines to the island, granted the importer obtains a special licence from the
Collector of Customs25.

This new age for the gaming industry of Sri Lanka was however short-lived. In 1991, following
a fallout between Joe Sim and then President Ranasinghe Premadasa, the Police Bureau of
Special Operations conducted a raid of 12 casinos in Colombo, forcing their immediate
closure26. The ban on the importation and use of jackpot slot machines was reinstated27. The
relatively larger-scale casinos that are present today emerged in the two decades following
the closure of these casinos. Beginning in 1993, casino operators have exploited a loophole
in the Gaming Ordinance, which technically permits operators to circumvent the
‘promiscuous’ gaming provision by offering instant membership to patrons as they walk into
casinos; the Gaming Ordinance only bans gaming houses with free access, and not
‘members only’ establishments that offer gaming services28.

The Casino Business Regulation Act No. 17 of 2010, also known at the time as the Gaming
(Special Provisions) Bill, was the first attempt by a Sri Lankan government to regulate the
casino industry, while allowing them to operate29. This Act allowed casinos to be set up
within demarcated zones, and required that all such casinos obtain a licence to operate.
However, a process to grant such licences was not established at the time, with no
dedicated regulatory body being appointed for this purpose. Although several international
investors, including the US-based FEE Group, Malaysia-based Genting Casino, India-based
Delta Corp, and the Australia-based Crown Resorts group, demonstrated an active
willingness to enter the Sri Lankan markets, none of these projects materialised30.

In fact, no new casinos have yet opened up in Sri Lanka since the passage of the 2010 bill,
although a few new projects are underway. Although the Crown group’s USD 350 million
investment proposal for a 450-room resort with a casino was approved in 2014, an
amendment to the Betting and Gaming Levy Act of 2015 banned the registration of new
casinos within the island, forcing the project to a halt. Talks of new casinos have resurfaced
in the last few years with the opening of the Colombo Port City and the Lotus Tower, and the
commencement of the ‘City of Dreams’ integrated resort project, formerly known as the
Cinnamon Life integrated resort. The City of Dreams integrated resort, which includes a
casino, is a landlord-tenant partnership of John Keells Holdings PLC with the Hong Kong-
based Melco Resorts & Entertainment Ltd.; while the integrated resort is expected to open to
the public in October 2024, the casino will only open in July 202531. Bally’s, Bellagio, Casino

24 Interestingly, this Act did not identify establishments facilitating rudjino games as casinos, a distinction that
is maintained by the Inland Revenue Department of Sri Lanka to date.
25 Government of Sri Lanka (1987)
26 Hoole (2001)
27 Hoole (2001)
28 South China Morning Post (1996)
29 Government of Sri Lanka (2010)
30 Kailash (2012); Doherty (2015); The Edge Malaysia (2010); Sunday Times (2012)
31 DailyFT (2024)
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Marina, and Stardust (now also called Casino Marina) remain the only registered casinos in
the island with active tax files with the Inland Revenue Department (IRD), as confirmed by
IRD sources. Whether these casinos possessed operating licences as required by the Casino
Business Regulation Act was a longstanding question, which has seemingly been resolved
since the authorisation of the Commissioner of the Inland Revenue Department to
administer licences in 2022, as explained in more detail later in this section.

A Peek Inside Sri Lanka’s Casinos

Sri Lanka’s four casinos–Bally’s, Bellagio, Casino Marina, and Stardust–are all located in the
city of Colombo, each with a unique appeal to their target clientele32. Bally’s and Bellagio
are both under the ownership of the same group, whereas Casino Marina and Stardust are
owned and operated by a separate group. Bally’s, Bellagio, and Casino Marina primarily
cater to international clients, with most clients coming from India and China. Stardust, on
the other hand, caters primarily to local gamblers. Regardless of their target audience, the
average player at all of Sri Lanka’s existing casinos are marked by experience and skill;
amateur and casual gamblers are a rare sight at Sri Lanka’s casinos.

Bally’s, Bellagio, and Casino Marina cater mostly to Indian gamblers, many of whom fly to
Sri Lanka primarily for the purpose of gambling. The sales and marketing strategy of these
casinos include regular events in Bangalore, Goa, and other Indian cities where high-rollers
are generally found. Prospective patrons are able purchase packages—sometimes
custom-tailored to their preferences—that start from INR 500,000 and go up to INR
10,000,000 or higher. Those purchasing packages above INR 1,500,000 for in house
gambling in Sri Lanka generally have their flights reimbursed, as well as accommodation
fully paid for on bed-and-breakfast basis at three, four, or five star hotels of the patrons’
choice, with complimentary lunch and dinner buffets available at the casino premises.
Indian patrons—who reportedly make up an overwhelming majority of the patrons at these
two casinos—are generally business persons, politicians, and sometimes even celebrities.
Some Chinese tourists and residents, as well as Sri Lankans, also patronise these casinos,
although walk-in memberships are no longer offered to Sri Lankan nationals at Bally’s and
Bellagio. Sri Lankan nationals may still obtain membership on the precondition of a
minimum spend or upon recommendation by existing local members– although local
membership is presently highly discouraged. Casino Marina, on the other hand, not only
offers Sri Lankan patrons instant VIP membership, but allow Sri Lankan patrons to redeem
the value of the government-mandated LKR 15,000 entrance fee (more on this later) for
gambling, in the form of three one-time play (OTP) chips worth LKR 5,000 each.

The reason that these casinos primarily target Indian patrons boils down to the fact that
they have consistently delivered high profitability to these casinos. For reasons explained
later in this report, both Indian and Chinese nationals demonstrate high propensity
towards gambling, but Chinese gamblers are known to win their money and leave the
casino, leaving little profits to casino operators. Indian gamblers, on the other hand, are
said to approach casino gambling less tactically and more as a form of entertainment,
resulting in higher profits to casino operators. Unlike Chinese gamblers, Indian gamblers
also seek other forms of entertainment, such as dance performances and sexual
pleasure—although, in the interest of preserving the integrity of their brand names, casinos

32 This section is based on visits to Sri Lankan casinos and conversations with those formerly employed in the
industry. Efforts to reach current players of the industry for interviews had limited success.
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do not involve themselves in the case of the latter. American and German gamblers also
occasionally walk into these casinos, but the limited games and other amenities that local
casinos offer (for instance, Sri Lankan casinos do not offer five card poker, and slot
machines are a clear non-priority of Sri Lankan casino operators) mean they do not
enthusiastically gamble, and more importantly, keep returning to the casinos.

In fact, the games offered at these casinos cater mainly to Indian and Chinese patrons.
Given that most patrons of these casinos are high-rollers, table games are the most widely
offered option, with there being around 140 tables at Bally’s, and less than 50 regular tables
at Bellagio and Casino Marina. Table games are generally limited to regular poker, three
card poker, Texas hold ‘em poker, baccarat, roulette, blackjack, jackpot, and andar bahar
(an Indian casino game), unless a special request is made by a high-roller. The minimum
allowed bet for these games generally ranges from LKR 1,000 to LKR 5,000, while the
maximum allowed bet can be as high as LKR 5,000,000. Slot machines, generally
patronised by casual and inexperienced gamblers, are more scarce in Sri Lanka’s casinos,
with Bally’s having around 50 slot machines, Casino Marina having around half of that, and
Bellagio having none. The minimum bet in a slot game can be as low as LKR 5 and may go
up to several thousands, depending on the game and the preferences of the players.

The only casino in Sri Lanka that enthusiastically caters to Sri Lankan patrons, Stardust, is a
unique operation in the gaming paradigm of Sri Lanka. Having now been rebranded as a
separate and completely segregated section of Casino Marina, Stardust attracts a regular
crowd of experienced Sri Lankan gamblers. Here too, Sri Lankan patrons are required to
pay the LKR 15,000 entrance fee, which can be redeemed for three OTP chips of LKR 5,000
each. These Sri Lankans are high-rollers in the universe of Sri Lankan gambling, although
they may not always spend as much as the international patrons of Sri Lanka’s other
casinos. Local casino gamblers are visibly different in their approach to gambling than
their international counterparts; while the high-rollers in other casinos do not treat their
time at the casino as an opportunity for socialising, Stardust’s local patrons generally
seem to know each other very well and enthusiastically converse with each other in the
vernacular tongues.

Unlike the other casinos, the only table games generally offered at Stardust are baccarat
and roulette, for which Sri Lankan gamblers seem to have a special affinity, in that order.
Most players congregate in the first floor of the premises, where the lowest bet for
baccarat starts at LKR 1,000. The upper floors, where the lowest bet for table games is
much higher, are rarely frequented by the patrons even on a crowded night, while the
demand for slot machines is even lower. Patrons at Stardust are also able to partake in
sports betting, which is not offered at other local casinos.

A common phenomenon in all of Sri Lankan casinos, however, is the cash-based nature of
the transactions that take place, with little traceability of the inflow and outflow of cash.
The entrance fee for locals may be paid with a debit or credit card, for which a token is
issued that can be exchanged for chips at the cashier. For any additional chips that
customers purchase at tables, cash is the only accepted method of payment, with ATMs
conveniently located inside the casinos. Patrons, however, do not generally receive a
receipt for their purchase of chips or for their winnings. In the case of international patrons,
with most payments already made overseas before the patrons arrive in Sri Lanka, the
invoices are again not domestically traceable.
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Presently, the Betting and Gaming Levy Act requires that all casinos open tax files with the
Inland Revenue Department33. Additionally, the Casino Business Regulation Act No. 17 of 2010
requires all casinos to obtain a licence to operate from the Ministry of Finance34. The Casino
Business Licensing Regulation No. 1 of 2022, pursuant to the Casino Business Regulation Act
No. 17 of 2010, established a legal framework to issuing licences to operate casino gaming
businesses35. According to this Regulation, applications submitted to the Minister of Finance
are to be considered based on the financial background and resources of the applicants,
the financial viability of the (proposed) operations, and the potential benefits to the larger
economy.

Extraordinary Gazette Notification No. 2295/10, which published the Casino Business
Licensing Regulation No. 1 of 2022, appointed the Commissioner General of the Inland
Revenue Department as the ‘authorised officer’ to administer licences to casino operators.
Under this Regulation, a casino licence may be issued for a minimum of five years, and a
maximum of 20 years. According to the Regulation, licences to approved operators may
only be issued upon the upfront payment of the annual levy for the entirety of the period for
which the licence is requested. To retain the licence, the operator is required to maintain a
compliance officer who is tasked with ensuring the casino complies with all laws relevant to
the operation of a gaming establishment in Sri Lanka. The licence holder is also required to
ensure that solicitation for the purpose of prostitution or any other illegal activity, money-
laundering, over-consumption of alcohol, illegal gaming activities, or any other illegal
activity do not occur within the premises of the casino. Sri Lanka’s four existing casinos have
obtained 5 year licences under this Regulation.

Since then, the licensing regulations have changed twice. A Government Notification issued
on January 12, 2024 revised casino licence fees and casino licence renewal fees; under this
revision, an integrated resort with a minimum investment of USD 250 million was subject to
a licence fee of LKR 10 billion, whereas an integrated resort with a minimum investment of
USD 500 million was subject to a casino licence fee of LKR 5 billion36. These licences are valid
for a period of 20 years37. The revised casino licence fee for existing operators who had
obtained their licences prior to January 1, 2023 is LKR 2 billion (allocated as LKR 500 million
for the existing 5 year licence and LKR 1.5 billion for the following 15 years)38. At the end of the
20 year period, the licence renewal fee is set at LKR 10 billion for all operators39. Gazette No.
2369/42, published in February 2024, stipulated that to obtain a casino licence, a casino in
an integrated resort with a minimum investment of USD 250 million, should have a minimum
investment of USD 30 and a maximum investment of USD 100 million40. Under the new law, a

33 Government of Sri Lanka (1988)
34 Government of Sri Lanka (2010)
35 Government of Sri Lanka (2022a)
36 Ada Derana (2024)
37 Ada Derana (2024)
38 Ada Derana (2024)
39 Ada Derana (2024)
40 EconomyNext (2024a)
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casino in an integrated resort with a minimum investment of USD 500 million should have a
minimum investment of USD 100 million41.

Despite these developments, Sri Lanka has yet to appoint a fully-fledged casino regulator,
albeit the government’s admitted interest in doing so. In January 2023, the Cabinet
approved a proposal by President Ranil Wickremesinghe, in his capacity as the Minister of
Finance, to establish a gaming regulatory authority, which is intended to oversee tax
collection, counter potential unlawful activity by casino establishments, and curb the
negative externalities of gaming. It is, however, unclear as to whether this Cabinet decision
has since been followed up with real action, although a gazette has reportedly been drafted
on the appointment of a gaming regulatory body42.

The Economics of Casinos

Casinos, as explained above, offer a variety of table games and slot machines with varying
odds of payout and house edges to their patrons. However, the house edge, which is the
average expected earning of the casino from each bet, does not fully represent the returns
of the casino industry, as there are various operational costs associated with running a
casino. These costs vary based on the location, structure, and the business model of each
casino; many casinos are set up as integrated resorts that offer non-gaming amenities to
patrons, and thus, collect significant revenues from non-gaming services as well.

In major casino jurisdictions, revenues from gaming generally make up the majority share of
the revenues of a casino establishment, even if the establishment is set up as an integrated
resort. Research on casino revenues in the United States, where the integrated resort model
is the norm, shows that 65 percent of the income of an integrated resort is made up of
gaming revenues43. The gaming revenues of a casino is dictated primarily by the
composition of games that it offers. In the United States, for instance, slot machines are more
popular than table games; while Vegas alone has around 150,000 slot machines, the total
number of gaming tables in all of Nevada has been less than 2,500 in the last several years44.
In 2023, the total gross gaming revenue (GGR) — defined as the sum total of wagers minus
the winnings paid out to patrons — from slot machines in the United States was USD 35.51
billion, compared to the GGR of only USD 10.31 billion from table games45. On the other hand,
the Asian gaming market, particularly in Macau, is dominated by table games. With merely
12,000 slot machines in operation in 2023, Macau’s gaming industry grossed a revenue of
only USD 1.36 billion from slot machines, as opposed to a GGR of USD 21.39 billion from 6,000
gaming tables46. In Sri Lanka, the proportion of gaming tables to slot machines indicates an
even stronger skew of the GGR towards table games; Sri Lanka’s largest casino, Bally’s, has
more than 100 gaming tables but only 50 slot machines47. The data on the separate GGRs
from table games and slot machines does not exist in the Sri Lankan context.

The operating costs of casinos, on the other hand, again depend on factors unique to the

41 EconomyNext (2024a)
42 Sirimanna (2024)
43 Henry Fund (2024)
44 Schwartz and Nickson (2024); Yakowicz (2022)
45 Velotta (2024)
46 GGRAsia (2024)
47 Cinnamon Hotels (2024)
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location, structure, and the business model of the gaming establishment. In integrated
resorts, gaming activities generally yield a higher profit margin than non-gaming activities,
as the operating costs for gaming activities tend to be lower48. These operating costs are
generally made up of rent, utilities, employee salaries, advertising and marketing,
maintenance and upgrading, food and beverages (as complementary buffet-style spreads
are the industry norm), and entertainment expenses49. Additionally, gaming revenues are
generally taxed based on the GGR (and sometimes alongside an add-on tax on the net
profits); as such the tax policy of the jurisdiction in which the casino is located also plays a
substantial role in the final net profit of a casino. The following table shows the market
capitalisation, trailing twelve month P/E ratio (TTE P/E), and Return on Equity (ROE) of leading
casino operators in the United States50:

Operator # of
Properties

Sq. Ft. of
Casinos

# of Hotel
Rooms

Market Cap
(USD

Billion)

TTE
P/E

ROE
(%)

Las Vegas
Sands

6 6,500,000 14,000 37.44 31.48 16.65

MGM Resorts 31 2,560,000 45,859 13.58 13.43 22.60

Wynn Resorts 9 N/A N/A 11.14 15.37 -1.98

Caesars
Entertainment

58 3,669,800 48,800 8.70 11.05 16.91

Boyd Gaming 28 1,723,126 10,751 6.18 10.56 41.37

Red Rock
Resorts

15 1,356,000 2,821 6.17 20.37 210.37

PENN
Entertainment

43 2,546,207 7,321 2.48 0.00 -2.87

As can be seen with these large casino operators, most companies running casinos in
America’s famous casino jurisdictions are publicly traded local companies. This
phenomenon is true for all famous casino jurisdictions around the world, as being a publicly
traded company greatly enhances a company’s access to capital. The following table
provides a summary of a few large casino operators in several key casino jurisdictions in
Asia51:

48 Henry Fund (2024)
49 For a comprehensive analysis of how much it costs to own a casino in the United States, including startup
and construction costs, see PlayToday (2024)
50 Henry Fund (2024)
51 Market data as of July 2024.
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Jurisdiction Operator Casino(s) Market
Cap (in
Billions)

TTE
P/E

ROE
(%)

Singapore Las Vegas
Sands

Marina Sands Bay See table above.

Genting
Singapore Ltd.

Sentosa World Resort SGD 10.44 17.30 7.75

Macau Sands China Venetian Macao Resort
Hotel, Sands Macao

HKD
132.90

24.60 6.65

Wynn Macau Wynn Macau, Encore at
Wynn Macau

HKD 4.26 27.16 -4.40

Galaxy
Entertainment

Galaxy Macau, Broadway
Macau, Starworld Macau

HKD
150.89

22.10 8.17

MGM China MGM Macau, MHM Cotai HKD
47.35

18.01 8.74

Melco Resorts Altira Macau, City of
Dreams Macau

HKD 2.90 0..00 -3.73

SJM Holdings Grand Lisboa Palace
Resort, Grand Lisboa Hotel

and Casino

HKD 17.97 0.00 -3.66

Philippines PAGCOR Casino Filipino (9
branches)

N/A (State-owned
corporation)

Melco Resorts City of Dreams Manila HKD 2.90 0..00 -3.73

Universal
Entertainment
Corporation

Okada Manila JPY
125.67

4.20 4.64

Cambodia Nagacorp Ltd. NagaWorld Integrated
Resort

HKD 17.34 12.50 6.66

Although publicly traded companies are the norm in the casino industries of the key casino
jurisdictions in Asia, in Sri Lanka, all existing operators are private companies. With the
prospective entrance of the City of Dreams integrated resort, the much-anticipated casino
at this venue will be the first casino in Sri Lanka to be operated by a publicly traded company
(given that its operator Melco is listed in the Hong Kong Stock Exchange) taking the casino
industry of Sri Lanka to new heights.
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B. Historical Evolution of the Betting Industry of Sri Lanka

Sri Lanka was introduced to horse-racing, and the betting culture surrounding it, under
British colonial rule. Horse-racing first became popular in Ceylon in the early 1820s, during
the time of Governor Sir Edward Barnes, with horse-races being conducted on the Galle
Face promenade, then known as the Colpetty Race Course52. John Baker, brother of English
explorer Samuel Baker, established the Nuwara Eliya Race Course in the 1840s53. In 1892, the
Colpetty Race Course was moved to Reid Avenue in Cinnamon Gardens, Colombo54. Both
the Colombo and Nuwara Eliya Race Courses were managed by the Colombo Turf Club. The
thriving horse-racing industry of Ceylon came to a sudden halt when the then Sri Lanka
Freedom Party (SLFP) government banned the importation of thoroughbreds in 195655.

Betting on horse-races remains a popular pastime in the island, as patrons bet on
international horse races at betting centres located throughout the island. Today, there are
over 600 registered betting centres, which maintain active tax files with the Inland Revenue
Department56. These betting centres operate under the two companies Sporting Times and
Sporting Star, with the former belonging to the Senkadagala group of companies and the
latter belonging to the Sumathi group of companies, both of which are run by prominent
business families of Sri Lanka. The betting activities that take place in these establishments
are however limited to telecasted horse-racing and other sports events. While betting on
sporting events hosted within the island has been illegal for sometime, in 2019, the
government passed a law banning bets on internationally hosted sporting events as well,
although patrons can still be seen betting on cricket matches and other games at Sri
Lanka’s many betting centres57. Visits to these betting centres make clear that most of their
patrons are regulars, with years of experience participating in betting, with most patrons
belonging to the lower economic strata of society58.

With the advent of the digital era, Sri Lankans have access to a wide variety of online betting
platforms where they can bet on various events happening around the world. Both Sporting
Times and Sporting Star, the two betting centre operators in Sri Lanka, offer their own online
platforms for patrons to partake in betting activities online. Online bettors are also able to
partake in betting on any global betting platform, as their websites are freely accessible
from Sri Lanka, with no local law prohibiting Sri Lankans from joining such global betting
platforms.

The Economics of Bookmaking

The various forms of betting available in many countries around the world makes the betting

52 Sunday Times (2018)
53 DailyFT (2016)
54 Sunday Times (2004)
55 The Morning (2021)
56 Inland Revenue Department (2023a)
57 Lavalette (2019)
58 These comments are based on visits to multiple betting centres within the municipal limits of Colombo.
Neither company operating betting centres in Sri Lanka responded to our requests for interviews, made
through both privately and publicly available channels.
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industry a diverse one. In the United States, betting primarily takes two forms: sports betting
and non-sports betting. Sports betting generally consists of traditional sports betting, fantasy
sports play, and e-sports betting; whereas non-sports betting consists of card games, track
betting, dice games, and other various forms of betting59.
The size of the sports betting market in the United States amounted to USD 119.84 billion in 2023,
with 9.1 percent of this amount retained as the ‘hold’ (industry jargon for gross revenue) by
bookmakers60. Most sports bets in the US are placed on the National Football League (NFL), with
61 percent of betters wagering on the sport; the National Basketball Association is a close
second with 58 percent of betters wagering on the outcomes of its games61. Other main
sporting events in this respect include Major League Basketball, boxing, horse racing, National
Hockey League, and stock car racing62.

The two largest betting operators in the United States are DraftKings Inc. and Caesars
Sportsbook, the latter of which is run by Caesars Entertainment, Inc. The market information for
Caesars Entertainment, Inc. is aforementioned in the box article on the economics of casino
gaming. DraftKings Inc., a company that exclusively offers sports betting on fantasy gaming
services, presently has a market capitalisation of USD 20.8, more than twice that of Caesars
Entertainment, and an ROE of -96.15 percent63. As more than 80 percent of sports betting in the
United States takes place online, the online betting platforms offered by these betting
operators constitute the most important element of the services they offer64. As such, the
economics of betting in the United States and other parts of the world where online betting is
popular is increasingly becoming a story of platform economics.

The economics of the betting industry, particularly in the case of Sri Lanka where the only legal
form of bookmaking (technically at least) is betting on horse-races taking place overseas, are
quite simple. To understand how the betting takes place, and how bookmakers make money,
let us consider the example of a horse-race involving five horses65. Each patron bets a specific
amount on the horse that they believe would win the race. Assume that there are five patrons,
and each of the five patrons bets LKR 100 on each of the five horses. The person who picks the
winning horse would win the total bet amount, called the ‘handle’, which amounts to LKR 500,
minus the commission of the bookmaker. Assuming the bookmaker claims a commission of 10
percent off each bet, the winning patron would receive LKR 450, which amounts to a profit of
LKR 350 after deducting their own bet, and the bookmaker will make a GGR of LKR 50 from the
race. In the event multiple patrons bet on the winning horse, the total bet amount is split evenly
among the winning patrons.

The bookmaker’s net profits are determined by the operating costs of the betting centre, as
well as the taxes that the bookmaker is obliged to pay on their GGR and gross profits. Similar to
casinos, bookmakers incur operating costs such as rent, utilities, employee salaries, advertising
and marketing, and maintenance and upgrading. Given that the costs of running a bookie are
not as exorbitant as the costs of running a casino, bookmakers generally have higher profit
margins, although the bets may be smaller than at a casino, leading to smaller absolute
profits.

59 Gribbs and Kraus (2023)
60 Reynolds (2024)
61 TrafficGuard (2024)
62 TrafficGuard (2024)
63 Henry Fund (2024)
64 PBS News (2024)
65 For a more comprehensive explanation of the economics of bookmaking, see Gruen (1976)
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Historical Evolution of the Lottery Industry of Sri Lanka

Since the lotteries ordinance of 1844 banned the administration of unlicensed lotteries,
private actors have not been allowed to partake in the lottery industry as operators66. As
such, the government has maintained a monopoly in the lottery industry. The state
monopoly in lotteries is not unique to Sri Lanka; in fact, in most countries with an active
lottery industry, the government is predominantly involved in the administration of the
lotteries, and appropriates most, if not all, profits in the industry.

In Sri Lanka, the state first entered the lottery industry with the Hospital Lottery, created
under the Finance Act No. 4 of 1955 by E. A. Nugawela, the then Minister of Finance67. In 1963,
the National Lotteries Board was founded by Finance Act No. 11, under which the National
Lottery was introduced the following year68. As the demand for lotteries rose among the
public, the need for a new lottery surfaced, and the National Resource lottery was debuted
in 1969 as a result69. The Development Lotteries Board was established in 1983 with an
investment of LKR 2.2 million each by the President’s Fund and the Mahapola Trust Fund, with
the intention of expanding the coffers of the President’s Fund70. Over the years, the National
Lotteries Board and the Development Lotteries Board have introduced various lotteries that
have been embraced by the Sri Lankan public. The Mahapola Fund is also legally authorised
to operate lotteries in the island, although the Fund is yet to successfully operate a lottery
despite many failed attempts in the past71.

As the first and national operator of government lotteries, the National Lotteries Board is
legally entrusted with regulatory authority over the lottery industry of Sri Lanka. However, the
Development Lotteries Board and the Mahapola Fund, the other two authorised lottery
operators, are exempt from regulation by the National Lotteries Board, which limits the
regulatory fiat of the National Lotteries Board to private lotteries. Conversations with the
National Lotteries Board reveal that its regulatory activities are generally limited to ensuring
that no privately conducted raffle imitates the format of a regular lottery ticket.

As of late, both the National Lotteries Board and the Development Lotteries Board have
begun issuing ‘digital lotteries’, which refers to lotteries that can be purchased online, or
through other digital means. Although the advent of the digital lotteries was meant to
attract younger generations to lotteries, it is not clear whether digital lotteries have so far
been effective at this goal; conversations with Lotteries Boards reveal that most consumers
cotinue to be older, and that those under 30 years of age make up only a fraction of their
consumer base 72 .

66 Government of Ceylon (1844)
67 National Lotteries Board (2024a)
68 National Lotteries Board (2024a)
69 National Lotteries Board (2024a)
70 Development Lotteries Board (2024)
71 DailyFT (2022)
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72 National Lotteries Board (2024b)
73 National Lotteries Board (2024b)

The Economics of Lotteries

The National Lotteries Board presently operates ten lotteries, whereas the Development
Lotteries Board operates 9 lotteries. To illustrate how the lottery games in Sri Lanka works,
this box article looks at the example of Mahajana Sampatha, a popular lottery operated by
the National Lotteries Board, with daily draws on all seven days of the week and a cost of LKR
40 per ticket in June 2024.

The draw of the Mahajana Sampatha lottery is made up of an English character and six
numeric digits. To win the ‘super prize’ of the lottery, which stands at LKR 32,334,376.00 on
June 19, 2024, the lottery ticket of a player needs to match the English character and all six
digits72. Other prizes are awarded based on the combination of digits and/or the English
character that match the daily draw, as shown in the table below, along with the number of
players who won each prize, and the total prize money paid out73.

Matching
Combination

Prize (LKR) Winners Total Payout (LKR)

Character + 6
digits

32,334,376 0 0

6 digits 2,500,000 0 0

Last 5 digits 100,000 7 700,000

Last 4 digits 15,000 69 1,035,000

Last 3 digits 2,000 680 1,360,000

Last 2 digits 200 6,747 1,349,400

Last digit 40 66,940 2,677,600

First 5 digits 100,000 8 800,000

First 4 digits 2,000 71 142,000

First 3 digits 200 675 135,000

First 2 digits 80 6,604 528,320

First digit 40 60,979 2,439,160

Character 40 24,293 971,720

Total 167073 12,138,200
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74 National Lotteries Board (2023)

The odds of winning the super prize is based purely on mathematical probability, and the
number of tickets that are printed by the National Lotteries Board. There are 26 characters in
the English alphabet, and 10 possible digits; however the letter ‘I’ is excluded from the mix,
due to its close resemblance to the digit ‘1’. As such, the total number of 25 × 106 = 25,000,000
can be printed with a unique combination of characters and numbers. If the National
Lotteries Board does indeed print 25,000,000 tickets, the odds that a player wins the super
prize is 1

25,000,000. However, the National Lotteries Board, in its attempt to reduce the possibility

of a super prize win, does not print all 25,000,000 possible tickets. Assuming that the
National Lotteries Board prints a share 1

� of the possible total of 25,000,000 tickets, the odds
of a player winning the super prize reduces to 1

�
× 1

25,000,000.

As such, the returns in the lottery industry are a function of the number of tickets sold, the
corresponding odds of payout, the operating costs, and taxes. In 2022, when the price of a
lottery was LKR 20, the National Lotteries Board recorded a gross turnover of LKR
21,208,808,240 from its lottery sales74. Upon the payment of indirect taxes (VAT and Social
Security Contribution Levy), the National Lotteries Board recorded a net turnover of LKR
20,448,326,119 that year. The gross profits are calculable by deducting the cost of sales,
which is made up of the payout to the dealers and agents who sell the tickets to customers,
distribution costs, and other associated sales costs. Dealers act as the link between the
Lotteries Board and the agent who sells the tickets to the customers through the street
sellers; at the regular price of LKR 40 per lottery ticket today, which costs LKR 1 per ticket to
print, the Lotteries Boards allocate around LKR 20 for prizes. The amount retained by the
ticket seller varies based on the agreements they have with their agents; generally, a ticket
seller retains around LKR 5 per ticket sold. Part of the remaining LKR 14 per ticket sold is spent
on payments to dealers and agents, as well as administrative costs of the Lotteries Boards.

There are several other components that determine the net profit of the Lotteries Boards. In
2022, the National Lotteries Board received LKR 1,248,092,878 in other income, while incurring
other expenses amounting to LKR 1,766,283,895, which left the National Lotteries Board with a
profit before tax of LKR 1,390,636,900. Upon settling its income tax obligations, the National
Lotteries Board reported a net profit of LKR 1,085,769,648 that year, through which
contributions were made to the Consolidated Fund.
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3 . SWOT Analysis: Sri Lanka’s
Gaming Industry in Context
The historical evolution of the gaming industry of Sri Lanka, particularly the casino industry,
well explains the progression of the industry to what it is today. In order to make policy
recommendations for its improvement, however, it is important not only to understand the
industry within its historical context, but also to understand the position of the industry within
the international context, particularly among its regional peers. The following SWOT analysis
of strengths, weaknesses, opportunities, and threats of the gaming industry of Sri Lanka is an
attempt to comprehensively place the industry within the regional context. The SWOT
analysis makes it clear that while the local industry possesses great potential, its expansion
is limited by longstanding challenges to the growth of the industry, allowing regional
competitors to perhaps surpass the local industry in the near future, if corrective measures
are not taken.

A . Strengths:

1. Legal recognition of gambling

Although laws pertaining to Sri Lanka’s gaming industry are incomprehensive due to the
nascent nature of the regulatory framework, Sri Lanka remains one of the few countries in
the region to have granted legal status to casino establishments. In fact, Sri Lanka is one of
the two countries in South Asia to have ascribed legal status to inland casinos, despite
many concerns regarding the extent to which it has legitimised the operation of casinos
within the island. The other South Asian country where casinos are legal, Nepal, has an
industry of a smaller scale, with limited tourist appeal compared to Sri Lanka. With casinos
remaining illegal in the Middle East and mainland China, Sri Lanka remains one of the few
Asian countries to the west of Southeast Asia to have granted legal status to casinos.

Ascribing legal status to the casino industry is an important first step in bringing the industry
out of the informal economy into the formal economy. Establishing a legal framework for the
operation of the gaming industry—albeit weak, as discussed in more detail later—has
somewhat facilitated the enforceability of the trust between gaming establishments and
their patrons, which is a prerequisite for the prosperity of a gaming industry anywhere in the
world. The theoretical foundations of the economics of trust predict that such legal
environments attract both well meaning businesses and consumers to an industry, allowing
for the expansion of the industry. The legitimacy that the industry has acquired as a result of
the legal status ascribed to it is one of the most important strengths of the casino industry
of Sri Lanka.
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2. Increasingly open state policy on gambling

The fact that the government of Sri Lanka has recently demonstrated increased levels of
interest in the gaming industry, as a generator of economic growth and government
revenues, is another strength of the industry, as it promises favourable policymaking going
forward. The Casino Business Regulation Act No. 17 of 2010, the recent amendments to the
Inland Revenue Act and the Betting and Gaming Levy Act concerning the gaming industry,
and the Casino Business Licensing Regulation No. 1 of 2022 published under the
Extraordinary Gazette Notification No. 2295/10 are examples of recent updates to the law
that demonstrate the government’s increased interest in relying on the gaming industry as
a source of economic growth and state revenues.

More new laws are seemingly on the way, in line with the state’s increased interest in the
gaming industry. For instance, the Cabinet of Ministers have approved a proposal by the
President of Sri Lanka to establish a gaming regulatory body, although the government has
yet to put in place a comprehensive regulatory framework for the industry. These proposed
changes to the law indicate the interest of the government in facilitating a conducive
environment for the operation of casinos within the island, which is a marked change from
the days of non-acknowledgement of the industry by Sri Lanka’s central government.

3. Key regional player in the industry with a substantial consumer pool

Although not well-acknowledged within the island, Sri Lanka is a key regional player in the
global casino industry, with a substantial base of patrons from a variety of regions in Asia.
As aforementioned, given that Sri Lanka is the only country in South Asia to have ascribed
legal status to the operation of inland casinos, Sri Lanka remains the only destination for
patrons from the subcontinent to partake in gaming activities off the shadow economy. Sri
Lanka also attracts a substantial patron base from the Middle East and mainland China,
where patrons have substantial disposable wealth, but gaming remains illegal75.

Given the substantial role that tourism plays in the Sri Lankan economy, the island’s casinos
are able to easily attract patrons, and it is likely that this will remain an important strength of
the local industry for years to come. The Maldives, the only other South Asian economy with
a larger share of tourism than Sri Lanka, is a Muslim nation where gaming remains illegal
primarily based on religious grounds, which means that Sri Lanka’s status as a key regional
player in the global gaming industry is unlikely to be challenged by the archipelago nation
anytime soon.

75 Menon (2022)
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B . Weaknesses:

1. The lack of a stringent regulatory framework

The lack of a comprehensive regulatory framework, however, remains the largest weakness
of the gaming industry of Sri Lanka. While it has ascribed legal status to the industry,
established a framework for the licensing of casinos, and has regularly levied taxes on the
industry, the government of Sri Lanka has long evaded its responsibility to establish a
regulatory body for the industry. For this reason, the industry has failed to reap the sum total
of benefits of the legal status ascribed to it, and fully establish itself in the formal economy.

There are several disadvantages to the industry’s continued existence under lax regulation.
Firstly, the lack of a regulatory mechanism makes it difficult to ensure that negative
externalities of the industry, explained in more detail later, are accounted for in determining
the optimal levels of supply of the industry. The lack of a regulatory mechanism also
hampers the growth of the industry, as investors of good repute are hesitant of being
associated with local gaming industries not in possession of the guarantee of integrity that
a regulator is able to provide. Finally, in the absence of a regulatory mechanism, concerns
arise regarding consumer rights, driving potential patrons away from the industry.

2. Failure to Attract Large Investors

Another weakness of the industry is that, despite many decades of existence, it has
continued on a stagnant trajectory, failing to grow beyond a few mid-sized players. The lack
of a regulatory mechanism, as discussed above, is generally blamed for the inability of the
industry to attract large investors. The multiple times large investors such as the US-based
FEE Group, Malaysia-based Genting Casino, India-based Delta Corp, and the Australia-
based Crown Resorts group expressed interest in entering Sri Lanka’s gaming industry,
various political and bureaucratic obstacles prevented these plans from materialising.

The growth potential of the gaming industry of Sri Lanka necessarily depends on the type of
investor it is able to attract, as the industry thrives on name recognition and reputation. As
such, as an industry with a few mid-sized local players, the gaming industry of Sri Lanka fails
to cater to the expectations of the high-end patrons in the global industry, which limits the
potential of the industry to expand.

3. Challenges to Tax Administration

Although the government of Sri Lanka has long levied taxes on the industry, the extent to
which gaming establishments honour the tax code is not clear, given the lack of traceability
of gaming revenues. It is almost as if the industry’s tax code has been set-up to incentivise
avoidance; as discussed in further detail later in this report, establishments are required to
self-report their revenues and profits for the purpose of income taxation. Given that the
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gaming industry of Sri Lanka is largely cash-based, and that the state entities tasked with
industry oversight are resource constrained, tax administration has become a difficult task.

Even with the reported incomes, the government has failed to fully collect the tax revenue
due to it. The Ministry of Finance estimates that a total of USD 7.4 million is due to the
government in arrears from the island’s casino establishments76. The continued inability of
the government to establish a foolproof mechanism to collect the tax revenues due to it
from the industry remains a weakness of the industry itself from a public economics
standpoint.

C . Opportunities

1. Increased Investor Interest

Despite the lack of a regulatory authority and the history of policy inconsistency on the
gaming industry by the government of Sri Lanka, there seems to be increased interest
among investors, which is a testament to the growth potential of the gaming industry of Sri
Lanka. As discussed above, in the decade between 2010 and 2020 there were many
international investors who seriously considered Sri Lanka as a potential destination of
expansion. The interest by the US-based FEE Group, Malaysia-based Genting Casino, India-
based Delta Corp, and the Australia-based Crown Resorts group in the casino industry of Sri
Lanka is a promising sign for the industry, even while these plans did not materialise.

Since the disbanding of these projects, the possibility of many other potential investments in
the gaming industry of Sri Lanka have surfaced, leading to renewed hope for the growth of
the industry. Chief among these plans is the City of Dreams integrated resort, which, as
aforementioned, will include a casino77. The Port City of Colombo is also expected to include
casino establishments in the future; conversations with officials reveal that the largest plot
of land (16 hectares along the northwestern border) of the 269 hectare special economic
zone has been marked out for an integrated resort that includes a casino, with expectations
to sell this land for a minimum of USD 3,000 a square metre. However, officials themselves
remain unclear about the future regulatory prospects for the industry, and state that the
recent macroeconomic woes of the country has discouraged investors from giving serious
consideration to such a project. On the other hand, an Indian investor is said to be involved
with the plans to open up a casino at the Colombo Lotus Tower, although it is not yet clear
when the casino would open its doors to the public78. In fact, according to the State Minister
of Finance Ranjith Siyambalapitiya, ten new operators have applied for casino licences,
although approval has yet to be granted to these proposals79.

76 Sirimanna (2024)
77 DailyFT (2024)
78 Sirimane (2023)
79 EconomyNext (2024b)
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2. Growth in Tourism

The recent growth of the tourism industry also provides a growth opportunity to the gaming
industry of Sri Lanka. Given that the existing establishments primarily rely on international
patrons, a thriving tourism industry is a precondition for the growth of the gaming industry,
and as such, the resurgence of the tourism industry provides great hope for the growth of
the gaming industry. The fact that Chinese and Indian tourists, who make up a substantial
share of the international patrons of Sri Lanka’s gaming industry, have primarily been driving
the resurgence of the tourism industry is particularly promising.

The rise of tourist towns along the southern and eastern coasts of Sri Lanka provides
additional opportunities for the gaming industry to move away from its concentration in
Colombo. As such, tourist centres such as Negombo, Galle, Mirissa, and Arugam Bay provide
opportunities for investors to open new gaming establishments away from Colombo. The
growth of tourism also provides an opportunity to experiment with ventures such as offshore
gaming, which is how casinos are operated in the Indian state of Goa80. Such diversification
is important to attracting a larger patron base, which is a prerequisite for the growth of the
industry into an operation of greater scale.

When It Comes to Casinos, Not All Tourism is Alike

The casino industry of Sri Lanka is primarily sustained by Chinese and Indian patrons who
come to Sri Lanka as regular tourists, or specifically for the purpose of gambling. Given Sri
Lanka’s geographical and political proximity to these two nations, Sri Lanka is well positioned
to expand its casino industry based off of its Chinese and Indian patron base alone.

The cultural propensity among the Chinese to gamble is well documented in prior research,
with the Chinese community patronising casinos at a higher rate than other nationalities.
Most research finds that Chinese men, particularly of lower socioeconomic status, are more
likely to engage in gambling, as well as demonstrate symptoms of problem gambling81.
Many prior works attribute this higher risk taking behaviour among Chinese individuals to
beliefs in superstition and luck82. Among immigrant Chinese communities in other countries,
added societal and psychological drivers stemming from barriers to assimilation have also
been shown to increase the community’s propensity to gamble83. Additionally, compared to
other nationalities, the Chinese are less institutionally religious, which potentially means that
the religious opposition that many communities have to gambling does not exist in their
case84.

Although less acknowledged in the literature, one may also draw a connection between
superstition and the propensity to gamble among the Indian community as well. Unlike in
Chinese culture, however, the belief in luck and superstition in Indian culture is necessarily
linked to religion85. These religious beliefs in good fortune translates to high propensity

80 Government of Goa, Daman, and Diu (1976)
81 Loo, Raylu, and Oei (2008)
82 Loo, Raylu, and Oei (2008)
83 Loo, Raylu, and Oei (2008)
84 Zhang, Brenner, and He (2022)
85 Madjov (2021)
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towards gambling among the Indian community, particularly on days which are considered
auspicious. However, as detailed further on in this section, Hindu scripture is sceptical of
gambling. As such, this perceived propensity towards gambling in Hindu culture is not borne
out of direct religious teachings, but varied interpretations of the concepts of luck and
fortune in Hindu society. In fact, it is well documented that gambling was part of Indian
culture since the beginning of Indian civilisation more than 4000 years ago86.

Accordingly, not every tourism-oriented economy necessarily claims a large gaming
industry. Take for example the Dominican Republic, the most popular tourist destination in
the Caribbean, where the gaming industry remains mostly small-scale, despite the lack of
regulations discouraging casinos and the high prevalence of the integrated resort model.
Conversations with officials from the Caribbean nation reveal there being 57 casinos
currently in operation in the Dominican Republic, all following the integrated resort model as
casino licences are only granted to hotels who wish to offer gambling opportunities to their
patrons. Despite the high number of casinos in the country, the gross gaming revenue
(GGR) of the industry in 2023 was a mere USD 131 million, compared to a GGR of USD 15.5
billion and USD 22.75 billion in Macau87. Although gambling is an amenity offered by tourist
hotels in the Dominican Republic, the tourism industry of the country is by no means centred
around gambling.

A primary reason for the modest size of the Dominican Republic’s casino industry is the fact
that more than half of its tourists are from North America, where gambling is not as
culturally prominent as in Asia, except among a few ethnicities such as the Native American
community. For those who partake in gambling, there are already easily accessible casinos
in their home countries88. Officials from the Dominican Republic disclose that even in
casinos in the Republic, Chinese tourists make up a significant share of the players
(alongside German, Spanish, and American tourists), although Chinese tourists constitute
only a few thousand tourist arrivals to the Dominican Republic every year89. According to
officials, unlike in many jurisdictions known for gambling, the concept of ‘casino tourism’, in
which tourists come in primarily for the purpose of gambling, is a rare occurrence in the
Dominican Republic, except for sporadically organised junkets.

That the demographics of the tourists arriving in the Dominican Republic are not necessarily
in favour of the nation’s gaming industry is further apparent upon deeper inspection of the
GGR statistics from the Republic. According to officials, around 50 percent of the GGR in the
Dominican Republic is attributable to slot machines, whereas the slot machine share of GGR
was a mere 5.98 percent in Macau in 202390. The reason for this discrepancy is attributable
to the type of player that each jurisdiction attracts; whereas most players patronising
casinos in the Dominican Republic are regular tourists who only partake in gambling
casually, Macau is known for its attraction of high-rollers. Prior research has shown that slot
machine players are overwhelmingly inexperienced and amateur gamblers in general, the
slot machine being a less intimidating proposition when compared to table games
alongside more experienced players, with the added advantage of being able to place
lower bets91. The limited growth of the gaming industry of the Dominican Republic is
therefore attributable to its tourist composition, which does not lend itself for substantial

86 Siu (2013)
87 Stutz (2024); Chu (2024)
88 Dominican Today (2023)
89 Tourism Analytics (2024)
90 GGRAsia (2024)
91 Chen, Shoemaker, and Zemke (2013)
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gaming revenues from tourists.

On the other hand, in countries such as Sri Lanka, where those from cultures with greater
proclivity towards gambling make up a higher share of tourists, an expanding tourism
industry would naturally result in higher demand for gambling. If strategically approached,
a country with the tourist composition of Sri Lanka stands to grow its share of casino tourists,
including high-rollers, which would translate to substantial gains for the gaming industry of
Sri Lanka.

3. Economic Liberalisation

Since the island declared bankruptcy in April 2022, the programme of economic
liberalisation that the government of Sri Lanka has embarked on under the direction of the
International Monetary Fund provides additional opportunities for the growth of the
industry92. Macroeconomic stability is crucial for the success of an industry of the likes of the
gaming industry, which is susceptible to external shocks, given its reliance on tourism.
Economic liberalisation is expected to put Sri Lanka on a path towards macroeconomic
stabilisation, which would help shield the industry from future shocks, facilitating its
prospective expansion.

D. Threats

1. Increasing Competition from Unlikely Neighbors

Although Sri Lanka is a key regional player of the global gaming industry, a few of the
island’s unlikely neighbors have demonstrated increased interest in setting up gaming
industries of their own, which could prove to be a great threat to the future sustenance of
the gaming industry of Sri Lanka. Although the two countries have until recently vehemently
opposed gaming, both the United Arab Emirates and Thailand are on a rapid move towards
the development of gaming industries of their own.

Although gaming is presently outlawed on religious grounds in the United Arab Emirates,
many developments in the recent past point towards the overturning of these laws in the
not-so-distant future. In September 2023, the United Arab Emirates established the General
Commercial Gaming Regulatory Authority, which is entrusted with the responsibility of
designing the frameworks for a national lottery and commercial gaming93. Prior to the
creation of this agency, in April 2022, the US-based Wynn Resorts groups announced plans
for an integrated resort—including facilities for commercial gaming—in the emirate of Ras Al
Khaimah94. The emirate of Abu Dhabi is also reportedly forging ahead with plans to open
several casinos, including in the Yas Island, well-known for leisure and entertainment95.
Moreover, in March 2024, Thailand, a regional competitor of Sri Lanka in the tourism industry,

92 International Monetary Fund (2024)
93 Gambrell (2023)
94 Salim (2024)
95 Zhao, Bartenstein, Fattah, and Fleisher (2023)
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announced plans for a gaming-inclusive integrated resort, although gaming remains illegal
in the Southeast Asian nation under the current laws96.

If the plans of the United Arab Emirates and Thailand to venture into the gaming industry
materialise while Sri Lanka remains uncommitted to fully embracing the industry, the local
industry could soon find itself irrelevant in the regional gaming market. Both the United Arab
Emirates and Thailand are well-positioned to claim a substantial share of the patron base
of the gaming industry of Sri Lanka, which means that unless Sri Lanka steps up its game in
the near future, the future of the local gaming industry could turn out to be grim.

2. Inertia of Existing Players in the Industry

Although the local gaming industry stands to gain substantially from a fully legalised and
well-regulated gaming industry, existing gaming establishments have been hesitant to
lobby for such reform. In fact, the government’s slow pace of action with respect to industry
reforms may well be interpreted as a form of protectionism of the existing players of the
industry. Although the industry has stagnated with a few mid-sized establishments as a
result, these existing establishments have been able to form an oligopoly in the industry,
without the threat of the entrance of new players. The existing establishments are also
presumably not too worried about the lack of a stringent regulatory framework for the
industry, as the appointment of a regulator could necessitate substantial changes to their
operations, which could seriously impact their returns. More importantly, opening up the
industry to other competitors would invite competition from large-scale investors, which
would make it extremely difficult for existing establishments to survive outside the
integrated resort model. As such, the inertia of existing players to change remains a
substantial obstacle to the growth of the industry.

3. Public Sentiment

96 Sangwongwanich (2024)
97 Department of Census and Statistics (2014)

Is the Opposition to Casinos Religious?

Concerns regarding the morality of gaming explains the stigma associated with the casino
and betting industries worldwide. Whether these moral objections, particularly in the case of
Sri Lanka, stem from religious beliefs is not clear, as no statistics on this question exist in the
public domain. There is, however, reason to believe that religious beliefs at least partly
constitute the moral opposition to casinos in Sri Lanka, given the scepticism of the major
religions followed in Sri Lanka towards gaming.

Sri Lanka is a majority Buddhist country, with 70.1 percent of the population identifying as
Buddhist97. The Sigalovada Sutta, which is considered the layperson’s code of discipline in
the Buddhist faith, discourages both the engagement in gambling and the association of
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The negative public perception of the industry also remains an obstacle to the growth of the
gaming industry of Sri Lanka. The negative externalities of gaming, discussed in more detail
later, along with religious and ethical beliefs on the morality of gaming have led to a
negative perception of the industry among the masses. While data on public sentiments on
casinos does not exist, the demonstrations against the proposed investment by the Crown
Resorts group in 2014 are a good example of the kind of public resistance that could be
expected in the event of large-scale reforms to the gaming industry of Sri Lanka102.

With this SWOT analysis in mind, the rest of this report consists of four discussion papers,
making the case for a fully legalised and well-regulated gaming industry in Sri Lanka.
Discussion Paper 1 makes the moral case for gaming reform, as incentive-based regulation
has proven to be the most effective strategy to counter the negative externalities of gaming,
as the industry is bound to survive unregulated in the shadow economy under prohibition.
Discussion Paper 2 makes the growth case for gaming, as the economic multiplier effect of
the gaming industry has historically shown to facilitate the growth of the overall economy
through its spillover effects into other industries. Discussion Paper 3 makes the fiscal case
for gaming, as the government stands to gain substantial revenues from the
implementation of an optimal tax policy on the gaming industry. Discussion Paper 4 makes
the redistributive case for gaming, as the gaming industry provides an avenue for equitable
redistribution of wealth between different strata of the economy, unlike the regressive
nature of the government’s present revenue generator of choice in the gambling industry:
lotteries.

98 Kelly, Sawyer, and Yareham (2005)
99 Griffith (1896)
100 Rosenthal (2014)
101 Assemblies of God (2015)
102 Sunday Times (2013)

anyone who engages in gambling98. According to the Sigalovada Sutta, indulgence in
gambling entails six evil consequences, which are: “winning breeds resentment; the loser
mourns lost property; savings are lost; one's word carries no weight in a public forum;
friends and colleagues display their contempt; and one is not sought after for marriage,
since a gambler cannot adequately support a family”. As such, it is reasonable to deduce
that gambling is frowned upon in Buddhism.

The three other major religions of Sri Lanka—Hinduism, Islam, and Christianity—also
discourage gambling. The Rig Veda, one of the four sacred canonical texts of Hinduism,
states that dice “are armed with goads and driving-hooks, deceiving and tormenting,
causing grievous woe,” and encourages its readers to “[p]lay not with dice [but] cultivate
thy corn land.”99 The Holy Qur’an, the sacred text of Islam, refers to gambling as “an
abomination wrought by Satan” to “cause hostility and hatred” among human beings and
“bar [humans] from the remembrance of God and from prayer.”100 Although the Holy Bible,
the sacred collection of Christian scripture, does not explicitly refer to gambling, gambling
has been interpreted to go against biblical teachings on work ethic, avarice, and personal
responsibility101. As such, alongside the Buddhist majority, the adherents of Sri Lanka’s
minority religions may also have religious objections to the state sanctioning of the gaming
industry.
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Discussion Paper 1

The Moral Case for Gaming: Incentive-Based Regulation Over
Blanket Bans Or Blind Eyes

The gaming industry, particularly casinos, remains illegal in many countries around the
world103. Gaming is considered taboo in many cultures, with some religions even prohibiting
it outright, as explained earlier. From the viewpoint of economic theory, the negative
externalities of gambling may justify these bans on gambling104. A negative externality is a
third-party effect of an economic activity that makes the high levels of supply of the
economic activity less socially desirable. Pathological gambling by those addicted to
gaming, the plethora of criminal activities that the gaming industry has traditionally been
associated with, and the cultural influences of gambling are all reasonable deterrents to
ascribing legal status to the casino industry in many countries105. In addition to the
negative externalities, there are also other negative effects of gambling, such as the
personal cost to gamblers.

103 Thompson (2012)
104 Fiedler (2015)
105 Fiedler (2015)

Negative Externalities, Explained

In economic theory, an externality is an effect of an economic activity on a third party that
is neither the supplier nor the consumer. A negative externality is a negative effect on a
third party. Smoking is a classic case of an economic activity with substantial negative
externalities, because of the ill-effects of passive smoking on those around the smoker.

When a commodity entails negative externalities, the free market oversupplies it,
necessitating government intervention. The oversupply occurs because the market forces
of demand and supply do not take into account the social cost of the commodity, with
which the commodity should be priced higher than it actually is. At the socially desirable
equilibrium, the commodity should therefore be priced higher, and consumed less.
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Blanket bans on gambling, however, have proven ineffective at preventing the operation
and patronisation of gaming establishments given the natural human proclivity towards
high-risk and high-reward behaviours106. This natural inclination, alongside the addictive
nature of gambling, means that the gaming industry has inevitably entered the fold of the
informal economy in countries where the industry has not been legally recognised107. The
inability of government entities to put a halt to gaming activities through blanket bans
should not come as a surprise; there are many historical examples of the failure of blanket
bans to be effective regulators of economic activities entailing negative externalities. The
most prominent historical example may be the prohibition period in the United States in the
early 20th Century, when the government banned the sale and consumption of alcohol. This
alcohol ban, however, was ineffective at regulating alcohol consumption in the United
States, giving rise to bootlegging and speakeasies—and ultimately, organised crime108. The
failure of price controls and quota systems in the recent history of Sri Lanka are more local
examples of the ineffective nature of command-and-control policies in attaining the
intended outcomes at a more general level109.

The prohibition period further points to another dangerous aspect of command-and-
control regulation regarding the ill-characteristics of the informal economy. Once alcohol

106 Betting and Gaming Council (2022)
107 Betting and Gaming Council (2022)
108 Thornton (1991)
109 Fernando (2021)

As in the graph above, the negative externalities of gambling cause the social cost of
gambling to be higher than the private cost to the supplier, leading the socially desirable
level of supply of gambling to be lower than the market optimum. Government policy on
gambling should therefore ideally aim to limit gambling to the socially desirable levels.
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entered the fold of the informal economy, the government lost its ability to contain the
negative externalities of alcohol consumption in the United States as the informal economy
is beyond the reach of the regulatory fiat of the government110. Furthermore, prohibition gave
rise to mafia activities and organised crime, given the enhanced profit-generating
opportunities that it brought to the law-flouting actors of the informal economy111. Not only
did it enrich economic actors that refused to play by the rules, but the government could
not tax the profits made through the sale of alcohol in the informal economy, as they were
beyond the reach of the state’s fiscal fiat. The same concerns apply to blanket bans on
gaming. Given that gaming activities are very likely to continue even under a blanket ban,
the government would not only lose the ability to regulate the industry to minimise the
effects of negative externalities, but it would also lose the ability to tax the profits of gaming
operators in the informal economy.

Regulation, on the other hand, is an alternative strategy that a government may pursue to
address market failure—such as the negative externalities of the gaming industry—while still
allowing the failed market to operate in a corrected state112. Regulation primarily takes two
forms: command-and-control, and incentive-based113. Under command-and-control
regulation, a government may allow an industry to exist, but impose stringent restrictions on
how the industry operates and who participates in it. For instance, take the example of Sri
Lanka’s alcohol industry. The government has stipulated, through command-and-control
regulation, which types of alcohol are permitted to be manufactured, exported, and sold in
Sri Lanka— a regulation under which arrack is allowed but moonshine is strictly prohibited114.
The government has imposed further command-and-control regulations on how to
manufacture the permitted alcohol— for instance, when it comes to arrack, not only does a
distillery need a licence from the government, but the distillery also needs to abide by a
plethora of safety and other guidelines in the manufacturing process. On the other hand,
when it comes to importing alcohol into Sri Lanka, a Permit of Importation is required under
the Excise Ordinance. When it comes to the sale of alcohol, there are further command-
and-control regulations on when alcohol may be sold (not on religious holidays), who can
sell them (only those holding a valid liquor licence), at which times (only during the state-
sanctioned operating hours for liquor stores, restaurants, and bars), and to whom (not to
anyone below the age of 21 years). A fundamental flaw of command-and-control regulation
of this nature, however, is that unless the state invests in a stringent monitoring mechanism
to ensure that the regulations are adhered to by all parties concerned, frequent violations of
such regulations may be the norm and not the exception.

Incentives-based regulation, on the other hand, takes a more economic approach to
regulation by providing economic incentives to refrain from participating in the economic
activity, so as to minimise violations115. The alcohol industry is rife with various command-

110 Thornton (1991)
111 Thornton (1991)
112 For more details on the economics of regulation, see Baldwin, Cave, and Lodge (2010)
113 Baldwin, Cave, and Lodge (2010)
114 For a comprehensive enumeration of alcohol regulation in Sri Lanka, see Ministry of Health (2016)
115 Baldwin, Cave, and Lodge (2010)



A Comprehensive Policy Framework for the Gaming Industry of Sri Lanka - 2024

38 Advocata Institute

and-control regulations due to the ill-consequences of the overconsumption of alcohol on
the human body and larger society. These ill-consequences are less prevalent in the case of
‘soft liquor’ with lower alcohol percentages, including wine and beer. The policy pursued by
the Good-Governance Government to reduce taxes on soft liquor, thereby incentivising
consumers to shift from hard liquor to soft liquor, was a form of incentive-based regulation
aimed at minimising the negative externalities of alcohol consumption116. This objective was
also apparent in the policy to award soft liquor licences to all restaurants registered under
the Sri Lanka Tourism Development Authority (SLTDA), although the policy was suspended
based on a court order in October 2023117.

From a theoretical perspective however, it is important to understand what exact purpose
regulation serves, particularly in the context of the gaming industry. The Oxford Handbook of
Regulation identifies four broad areas covered by regulation—economic regulation, social
regulation, competition and merger laws, and the legal system—which are all applicable to
the gaming industry as well118. Under economic regulation are “the overtly economic issues
affecting firm performance, industry structure, pricing, investment, output and so on,” which
are very important questions to be answered by the regulators in the context of the gaming
industry119. To begin with, the regulator needs to answer the question of whether the industry
is to be placed under the domain of the private or the public sector, or designed in the form
of public-private partnerships. The regulator then needs to formulate a framework dictating
the terms of the investments that can occur, which will ultimately decide the performance
of gaming companies, their pricing, and output. Additionally, an important aspect of
economic regulations is the tax laws applicable to the gaming industry, which is addressed
in more detail in Discussion Paper 3 of this report.

In the context of the gaming industry, such economic regulation will necessarily be
formulated based on the framework of social regulation pursued by the regulator, given the
excessive prevalence of negative externalities in the gaming industry. The regulator would
first determine its approach to countering the negative externalities of gaming—such as its
psychological effect on human beings, association with crime and other illegal and
unethical activities, and financial implications for the local communities—via social
regulation, and then formulate economic regulation that aligns with the spirit of the social
regulation.

The regulator will moreover formulate competition and merger laws applicable to the
gaming industry to prevent the concentration of excessive market power in the hands of
gaming operators in a manner that is detrimental to the objectives of economic and social
regulation. Under these laws, the regulator will determine the appropriate levels of barriers
to entry, mergers, and acquisitions so that the optimal level of competition is maintained in
the industry, without allowing too much or too little competition among operators. These
laws are not only necessary to protect consumer rights and operator rights against abusive

116 Kirinde (2017)
117 Daily News (2023)
118 Baldwin, Cave, and Lodge (2010)
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practices by operators with substantial market shares, and to weed out criminal activity
such as money laundering among operators, but also to ensure that the configuration of
the industry is sustainable from a business and strategy perspective as well.]

Regulating the Odds: Consumer Rights Against Manipulation of Odds

Although the manipulation of odds at casino establishments is not an area that has been
prioritised by gaming regulatory authorities around the world, regulating odds is an
important element of protecting consumer rights in the casino industry. As
aforementioned,
various casino games come with different house edges, which is the gross expected return
to the casino from a round of the game. These house edges are based on the expected
odds of payout assuming that the casinos do not meddle with the natural probabilities of
a
game; however, there is ample room for a casino to manipulate the odds of a game if it
wishes to enhance its house edge.

To illustrate, let us take the example of European roulette. The player is able to pick a
number ranging from 0 to 36, which gives odds of payout of 36-1. The payout generally is
35 times the bet, and the player would receive half their bet back if the winning number is
0 and the player chose a (losing) even number. This leaves the casino with an expected
house edge of 2.78 percent. However, the casino may increase its edge by manipulating
the odds in various ways. For instance, the casino may identify the numbers that players
are more likely to choose, such as ‘7’, and numbers that players are less likely to choose,
such as ‘9’, and manipulate the machine so that the wheel picks the latter more often than
the former. The casino may also manipulate the machine to lower the probability that the
wheel picks number ‘0’, so that it does not have to pay too many players half their bet
values.

In roulette, a player is also able to bet on a colour (given that all numbers, except 0, are
colour-coded in red and black), or whether the winning number is odd or even (excepting
0), or whether the number is low (1 to 18) or high (greater than 18); in these cases, the odds
of payout are just below 50 percent, and a winning player receives an amount equal to
their bet. If the casino, from its experience or based on research on the human mind, is
able to discern whether players are less likely to pick a particular colour or group of
numbers, the odds may easily be manipulated along these lines as well. When it comes to
slot machines, the room for manipulation is even higher given that the players are
generally inexperienced and have the option to choose from numerous games. Each slot
game entails its unique odds of winning, and given that the slot machine As slot machines
are computer-programmed, casinos may easily manipulate the odds of winning in favour
of the house, enhancing their profit margins at the cost of consumer rights. In fact, casinos
are generally able to request odds of their choice when slot machines are installed in their
premises.

In general, such manipulation is possible with games involving machines, or decks of
cards, if the casino manages to figure out a way of manipulating, to its advantage, the
way that cards are dealt. Protection from such manipulation is an important aspect of
consumer rights in the casino industry, given that players participate in casino games
under the
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Lastly, the legal system within which casinos operate provides a backdrop to the legitimacy
and the effectiveness of the regulations applicable to the gaming industry120. The legal
system should ideally provide for a means of ascribing legitimacy to gaming operations,
based on a licensing system or another similar mechanism. Furthermore, the legal system
should authorise a regulatory body with the power to oversee the operations of the industry,
to ensure that the economic, social and other regulations applicable to the industry are
actually followed. Furthermore, the legal system should ensure clarity regarding all direct
and peripheral laws applicable to the gaming industry, and which bodies are entrusted with
the enforcement of these laws in the context of the gaming industry. A well-established
legal framework is an essential component of safeguarding the industry from negative
externalities against itself, by maintaining the trust of both investors and consumers in the
legitimacy of the operations of the industry.

With these different forms of regulation in mind, this paper now turns to a comparison of
four economies in Asia–Singapore, Macau, the Philippines, and Cambodia–who have taken
three mutually exclusive approaches to regulating their respective local gaming industries.

The Singapore Model: Ban, Give Up, and Regulate

The government of Singapore has historically been interested in eliminating all negative
externalities that gambling has on its economy and the population. In the interest of
achieving this goal, casinos were illegal in Singapore since it became an independent city-
state in 1965. However, this blanket ban, which was in effect until 2005, was extremely
ineffective at keeping gambling at bay inside the city-state. Upon realisation that the
blanket ban did little to combat the negative externalities of gambling on the Singaporean
public, the government decided to take a more market-based approach to the regulation
of casinos121.

The rationale behind the new policy of the Singapore government towards the gaming
industry is simple; gambling is likely to occur even under a blanket ban, and as such,
legalising the industry, and bringing it under a heavy regulatory framework, would do more

120 Baldwin, Cave, and Lodge (2010)
121 For a comprehensive understanding of the circumstances leading up to the legalisation of casinos in
Singapore, see the parliamentary debate on the legalisation of casinos (Ministry of Trade and Industry
Singapore, 2006)

presumption of certain odds of winning. In jurisdictions with strong gaming regulatory
authorities, where casino operators are also highly conscious of their reputation among
players, one can expect a level of self-regulation on this topic among casino operators.
However, in more nascent industries, where brand integrity concerning consumer rights is
not a top priority for operators, it is important that the regulatory framework itself ensures
that consumer rights are protected against the potential manipulation of odds by casino
operators.
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towards rooting out the negative externalities of gambling on the city-state’s population.
The pragmatism-oriented compromise by the Singaporean government took the following
form; a bill passed in 2006 facilitates the introduction of a limited number of integrated
resorts, run by private operators approved by the government following an intense vetting
process122. Accordingly, in 2010, the two integrated resorts Marina Bay Sands and Resorts
World Sentosa opened their doors to both local and international patrons123.

These integrated resorts come under the Casino Regulatory Authority of Singapore, which is
vested with the following regulatory powers124:

- Investigating the background, financial accounts, and the business relationships of
the integrated resorts

- Protecting the rights of patrons against odds of games that are rigged in favour of
the house

- Collecting licence fees from the integrated resorts

As the gaming regulator, the Casino Regulatory Authority is also entrusted with the following
responsibilities, which are intended to minimise the negative externalities of the gaming
industry on the Singaporean population125:

- Licensing of casino operators and their employees upon rigorous background
checks

- Granting approval for investors holding stocks exceeding 5 percent, upon being duly
informed by casino operators

- Studying the rules of games at casino establishments to ensure that the games are
not disproportionately skewed in favour of the house

- Enforcing a robust anti-money laundering mechanism
- Ensuring that all patrons of casinos are at least 21 years old
- Enforcing the laws against casino marketing activities targeting locals
- Issuing exclusion orders and visit limits to local patrons who are either financially at

risk, or have visited casinos too frequently

The following regulations are additionally in place to provide market-based disincentives for
the patronisation of casinos by locals126:

- An entry levy of S$ 150 per day or S$ 3,000 per year collected from citizens and
permanent residents of Singapore

- Local patrons are encouraged to stipulate a loss limit as they enter the gaming
premises and are required to leave the premises once the loss limit is reached

- Junket operators are prohibited from extending credit to non-premium local players
- No ATMs or other means of access to savings accounts inside the premises

122 Government of Singapore (2020)
123 Tani (2024)
124 Government of Singapore (2022)
125 Government of Singapore (2022)
126 Ministry of Social and Family Development (2022)
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With the changing landscape of the gaming industry, particularly given the industry’s
increasing digitalisation, the government of Singapore has proactively taken steps to bring
online gaming to the fold of this regulatory framework. With new laws passed in 2022, all
rules applicable to in-person gaming establishments apply to online gaming platforms,
including licensing requirements, age and financial restrictions on patrons, and advertising
restrictions127. Additionally, all patrons of online gaming platforms are required to obtain
registration via a process that includes an in-person interview. All patrons are also required
to set daily funding and expenditure limits before they engage in online gaming activities.

The Macau and Philippines Model: Embrace and Promote

Unlike in Singapore, whose approach to the gaming industry is defined by its interest in
minimising the effects of negative externalities of the city-state’s population, Macau and the
Philippines’ gaming policies are defined by their open embrace of the economic
development and fiscal revenues that casinos bring. Macau, an autonomous region on the
southern Chinese coast, is famous for its casino industry that rivals gaming establishments
in the Western world. While the industry was introduced to the Macanese in 1844 by
Portuguese colonists as a means of increasing government revenue, the present success of
the industry is often attributed to its full endorsement by the Chinese government under the
one country, two system policy128.

The Chinese government’s market-based policy decisions aimed at expanding Macau’s
casino industry helped propel the region into a world-class destination for gaming. The first
policy decision taken by the Chinese government in this regard was to root out corruption
within the industry and enhance competition. As such, in 2002, the monopoly over Macau’s
casino industry was eliminated; by 2021, 41 entities are operated by six holders of concession
agreements with the government that are granted in a public tender129. These agreements,
renewed every twenty years, stipulate that the operator is a joint stock company
incorporated in Macau whose managing director is a resident of the city and owns 10
percent shares of the casino concessionaire130. The new oligopolistic structure of the market
facilitated the accommodation of the rising demand for casinos among the Chinese
population131.

Macau’s regulatory framework concerning casinos is mostly interested in curbing negative
externalities that could impede the expansion of the gaming industry itself, as well as
diversifying the industry with the adoption of the integrated resort model. The Macau Chief
Executive, in consultation with the Gaming Inspection and Coordination Bureau of Macau,
primarily conducts the following regulatory activities, that are meant to enhance the overall
transparency of the industry, in order to broaden its appeal to potential patrons132.

127 Government of Singapore (2020)
128 Simpson (2019); Sheng, Zhang, and Yin (2023).
129 Hamdi (2021)
130 U.S. Securities and Exchange Commission (2024)
131 Master (2013)
132 Wang and Ho (2022)
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- Enforcement of anti-money laundering regulations
- Customer due diligence obligations
- Enhanced monitoring of play by politically exposed persons
- Identification and reporting of suspicious transactions
- Ensuring that the establishments meet their record-keeping obligations

In addition to these regulations, the Macau Chief Executive is also entrusted with enforcing
the following laws133:

- Entry is limited to those above 21 years of age
- Casino employees are banned from participating in games
- Exclusion of patrons demonstrating problem gambling

The regulatory framework concerning the casino industry of Macau is frequently updated,
with the latest laws being passed in 2022. It comes as no surprise that these recent updates
to the law were exclusively focused on eliminating national security threats, criminal
activities, and money laundering—which could be detrimental to the future sustenance of
the gaming industry—from the industry134. The law also includes provisions mandating the
diversification of casinos into establishments that offer more non-gaming activities to
patrons, as the government of Macau has identified the integrated resort model as the most
conducive towards the growth of the gaming industry135.

In the Philippines, on the other hand, a substantial gaming industry existed even before the
country’s colonisation by the Spanish in 1565, although the first casino was opened in the
1930s during the American colonial period by American expatriates136. The illegal casino
industry of the Philippines saw its heyday in the 1960s and the 1970s, as many small-scale
casinos opened up in the Dewey Boulevard (now called Roxas Boulevard) neighbourhood of
Manila137. With the establishment of the Philippine Amusement Gaming Corporation
(PAGCOR) in 1977 by the government of the Philippines as a fully state-owned corporation
aimed at cracking down on illegal casinos, the country’s gaming industry saw massive
transformation138. PAGCOR was entrusted with a three-pronged mandate of regulating all
games of chance (particularly casinos), raising funds for the government’s economic
development efforts, and boosting the national tourism industry139.

As demonstrated by the second and third mandates of PAGCOR, since its establishment, the
government of the Philippines treated the casino industry as a crucial generator of
economic growth and fiscal revenues. Since 1983, in addition to being the gaming regulator
in the Philippines, PAGCOR was also authorised to operate casinos and other gaming
establishments, and remains the largest casino operator in the Philippines to date140.

133 Wang and Ho (2022)
134 Government of the Macau Special Administrative Region (2022)
135 Moura (2023)
136 Falguera (2008)
137 Sangil (2022)
138 Government of the Philippines (1977)
139 Commission on Audit (2012)
140 Falguera (2008)
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Alongside the 41 existing state-run casino establishments under PAGCOR, around 18 private
investors currently operate in the Philippine market, mostly in the metro Manila area141. With
some world famous integrated resorts among them, the privately-owned casinos in the
Phillippines have generated substantial revenues for the government of the Phillippines. To
generate even more revenues for the government through enhanced private competition in
the gaming industry, the government of the Philippines is presently considering the sale of
PAGCOR-run casinos to the private sector142.

Given the country’s outlook on casinos as a vehicle for economic growth and fiscal revenues,
the regulatory framework on casinos is primarily meant to guarantee investor confidence in
the integrity of the industry, and not necessarily to curb negative externalities of gaming. As
such, as the primary casino regulatory body in the Philippines, PAGCOR, alongside the
authorities regulating special economic zones within the Philippines where casinos are
operated, implement the following regulations143:

- The licensing of land-based, offshore, and online casino establishments
- Enforcement of anti-money laundering and terrorist financing regulations

applicable to the casino industry
- Screening employees of casinos for prior records of fraud or conflicts of interest with

the government

Additionally, PAGCOR enforces the Code of Practice for Responsible Gaming and additional
Responsible Gaming Guidelines for online gaming platforms to prevent the overt
materialisation of the negative externalities of gambling144. These guidelines, however, pale
in comparison to the strict regulations in Singapore, and are mostly focused on raising
awareness on responsible gambling and consumer rights145.

The Cambodia Model: Ignored Problems, Mixed Signals and Lax
Regulations

Unlike Singapore, Macau, and the Philippines, which have clearly defined priorities in their
approaches to the gaming industry, and have modelled their respective gaming industries
to optimise the intended outcomes, Cambodia’s historical policy position on gaming can
best be described as evasive. The recurring tendency of successive Cambodian
governments to avoid taking strong policy decisions with respect to the industry, fearing
pushback from both cultural critics and industry stakeholders, has led to the
communication of mixed signals over the decades. Abrupt policy decisions taken to
appease various interest groups that have no strategic basis have led to both legal and

141 Morales (2023); Shead (2017)
142 Morales (2023)
143 Quiogue (2023)
144 Quiogue (2023)
145 Quiogue (2023)
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financial complications in the present setup of Cambodia’s gaming industry, that have
proven difficult to reverse146.

The Law on Suppression of Gambling, passed in 1996, banned the general operation of
casinos in Cambodia, with the exception of two licensed casinos Naga Floating and Holiday
Club147. However, due to poor enforcement of the law, unlicensed casinos continued to exist
without any legal status. In 1999, the government blamed the unlicensed gaming industry
for the burgeoning crime rate in Phnom Penh, Cambodia, and closed down more than a
dozen unlicensed casinos. The two licensed casinos were given six months to relocate. While
Holiday Club shut down its operations, NagaCorp sued the government and won. The
Cambodian government was forced to sign a 70 year lease agreement with NagaCorp,
which allowed NagaCorp to resume operations at a much larger scale as the only licensed
casino operator in the country.

Despite its licensed status, NagaCorp has found it difficult to escape negative international
perceptions of corruption, in part due to the unclear legal and financial framework
concerning the larger gaming industry of the country. The lack of stringent regulatory
oversight over the industry that reduces confidence among patrons and investors, the
backroom deal-making with legislators which has proven essential for survival, and the
establishment’s association with parties of unfavourable repute for the purpose of survival
has gravely clouded the perception of NagaCorp as a gaming establishment. The weak
laws against money laundering and the lack of independent audits of business activities
have also left a blemish on the reputation of the casinos, despite its licensed status, which
has taken a toll on the casino’s financial performance148.
Drawing from the lessons from these countries, the following section analyses the policy
options available to the government of Sri Lanka in combating the negative externalities of
gambling, and the predictable economic outcomes associated with each of these options.

1. A Blanket Ban on Gaming

Among those who are concerned about the negative externalities of the casino industry, the
most popular proposals to combat these negative externalities necessarily include a
blanket ban on the industry that would bring its operations to a complete halt. The
reasoning here is seemingly simple: if casinos entail negative externalities, the banning of
casinos will prevent those negative externalities from occuring in the first place. This view
has been presented in the Parliament of Sri Lanka multiple times, including in the famous
parliamentary debates on the legalisation of gambling in 1991 and 2013.

If a blanket ban on the casino industry proves to be effective, it would eliminate the need to
spend public funds and other state resources on the regulation of the industry, or on the

146 For a more comprehensive account of the issues surrounding the legitimacy of casinos in Cambodia, see
Zhu (2020)
147 All statements in this subsection, unless otherwise noted, are based on Yamada (2017)
148 Styllis (2016)
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attenuation of the ill-effects of the negative externalities. Given the religious and moral
sentiments associated with the industry, a blanket ban could also prove to be a politically
popular decision among some segments of the electorate, providing further incentive for
such a policy approach. The widespread protests against the Sri Lankan government’s
negotiations with casino mogul James Packer on the failed Crown Resorts project over a
decade ago indicate that such a move could prove to be very popular among the masses.

Economic theory, however, suggests that command-and-control regulation in general, and
blanket bans in particular, are ineffective tools of influencing human behaviour. Singapore’s
failed experience with a blanket ban on the gaming industry shows that such policy action
is difficult to implement even in a country with a strong state apparatus such as Singapore.
As such, the likelihood of the Sri Lankan government being able to successfully implement a
blanket ban on casinos is low, which lends regulation to be a more pragmatic approach.

2. Permit the Operation of Casinos Under a Regulator’s Purview

Given the historically witnessed ineffectiveness of blanket bans on gaming, another solution
to the problem of negative externalities of gambling is to allow casinos to operate under
strict regulations, which necessarily requires the creation of a regulatory body for the
gambling industry that will keep the industry in check against the negative externalities of
gambling.

With the Casino Business Regulation Act No. 17 of 2010 and Extraordinary Gazette Notification
No. 2295/10, recent governments have laid the necessary first steps to establish a regulatory
framework to accommodate casinos. While the Inland Revenue Department has for now
been designated with casino regulatory powers, in the long run, this would not be a
sustainable setup for several reasons. Firstly, the Inland Revenue Department is not an
institution that is meant for regulation, but for revenue collection. The imposition of
regulatory duties on this Department is only a distraction from its primary duties for which
the Department exists. Secondly, casino regulation is a specialised topic that requires
substantial expertise in the area, which the average bureaucrat at the Inland Revenue
Department lacks. Therefore, it is essential that regulatory powers are vested within a body
with specialised comprehension of gaming regulation. Furthermore, regulation should come
under a body with substantial powers of enforcement, which the Inland Revenue
Department does not possess.

Ideally, the regulatory body would consist of individuals with no ties to the gaming industry,
and with a clean record of personal finances. As in other countries where this is practised,
the ideal regulatory body would be entrusted with the enforcement of all gaming-related
laws, the inspection and auditing of gaming establishments to ensure that they abide the
laws, the penalisation of gaming establishments that fail to conform to the laws, and the
advising of the government on policy decisions related to the gaming industry. The
regulatory body may also enhance transparency in the industry by ensuring that the
industry does not flout any laws against money laundering, protects consumer rights, and
does not engage in other fraudulent activities that casinos are generally associated with.
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For the regulatory body to be effective, it needs to be independent of government
interference and political appointments.

3. Cap-and-trade licences

While the government may regulate the negative externalities of gambling through the
establishment of a regulatory body, if it is still concerned about the persisting negative
externalities of gambling, it may also further limit the number of casinos in operation
through additional means. Singapore’s limitation of casinos to two integrated resorts, and
online casinos to two exempted operators, is an example of how this is done in other
countries. Sri Lanka may rely on a cap-and-trade method to auction a limited number of
licences to potential operators, and regularly review the operators to make sure that
negative externalities are minimised.

As limiting the number of casinos will limit the number of casino operators, the expected
outcome is to reduce the sum total of negative externalities stemming from the industry. If
this theory holds, a cap-and-trade mechanism could be a pragmatic compromise between
pro-casino and anti-casino factions when allowing casinos to legally operate in the country.
However, there is evidence that suggests that a cap-and-trade mechanism could have the
opposite effects on the industry, by making casino operations more profitable than under
unrestricted competition with no barriers to entry.

The Competition-Scale Tradeoff of the Casino Industry

A cap-and-trade licensing system would contain the number of casinos within a
jurisdiction to a level that is determined appropriate by policymakers. However, both
economic theory and evidence from other countries suggest that limiting the number of
authorised casinos to a predetermined number could help expand the casino industry,
instead of limiting the aggregate volume of its operations.

Theoretically, the combination of economies of scale and the inelastic nature of the
demand for casinos mean that casino operations are more likely to flourish under limited
competition. The demand for casinos is relatively inelastic because it is an industry
patronised by a set clientele, who, because of the addictive nature of gambling, would
regularly partake in casino games, while the stigma associated with gambling keeps
non-patrons strictly away from casino establishments149. As such, regardless of the
number of casinos in existence within a jurisdiction, the demand is relatively constant;
consequently, the aggregate demand for gaming is then split up between the existing
casinos, with a new casino unlikely to bring in non-patrons to the industry in substantial
numbers. Accordingly, under free competition, as the number of casinos within a
jurisdiction burgeons, the industry fails to reap the benefits of economies of scale.
According to Michael Porter, a theorist of strategy and competition, when the market
share of a firm in an industry no longer yields the industry substantial economies of scale,
the market share of the firm is no longer optimal, leading for the need to reconfigure the

149 Research has found that the demand for gaming is both price and cross inelastic. For a summary of
relevant prior works, see Nichols and Tosun (2013).
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market with greater barrier to entry150.

Evidence from several casino jurisdictions indicate that this theoretical proposition may
indeed be applicable to the real world. An analysis of casino operators in Las Vegas and
Atlantic City, the two largest gaming cities in the United States, has shown that larger
casinos enjoy economies of scale in areas such as sales, payroll, and administrative
expenses, leading to greater financial viability in the long-term151. The authors of the
analysis also observe that there are even larger economies of scale to be realised
through the acquisition and merger of existing casino operations, leading to a more
sustainable configuration for the casino industry of the two cities152. Along similar lines,
researchers have observed that in Southeast and East Asian countries such as Singapore,
Malaysia, South Korea, and Macau, where the gaming industry is made up of a few large
firms, the national industries are larger compared to the national casino industries in
Central and South Asia, where the market is generally saturated with many small-sized
firms153.

Brand prestige plays an important role in the casino market. For reasons already
discussed, the trust factor that comes along with a brand of good reputation helps draw
patrons to a casino. However, the preference for brand names among casino patrons is
not merely limited to this trust factor. Research has found that patrons of casinos are also
conscious of brand names for the social value and customer satisfaction benefits that
they provide154. Here, ‘social value’ refers to both social status and self-esteem that stems
from it; patrons believe that gambling at a casino with a prestigious brand name could
help elevate their social status and help them thus derive higher self-esteem. On the
other hand, patrons also have a tendency to attribute higher consumer satisfaction to
casinos with more prestigious brand names. All of these factors also have shown to
increase a patron’s intentions to revisit casinos with prestigious brand names, compared
to other casinos.

Whether this applies to the Sri Lankan casino industry would be well-evident once the City
of Dreams casino opens to the public, as it will be the first casino in Sri Lanka run under a
prestigious international brand name known for their reputable gambling services. The
existing casinos of Sri Lanka, however, seem to have found their own balance in the
market, with each catering to a specific range of patrons that are quite distinguishable
from the other. For instance, Bally’s and Bellagio are the higher-end establishments in Sri
Lanka today, with the former serving consumers who prefer a larger venue and the latter
serving consumers who prefer a more intimate venue, and patronisation by locals being
strongly discouraged. Casino Marina serves a less refined foreign consumer base,
whereas Stardust caters to local patrons.

150 Porter (1985)
151 Gu (2013)
152 Gu (2013)
153 Siu (2013)
154 All references in this paragraph are based on Han, Lee, and Hwang (2018)
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The product differentiation by Sri Lanka’s casinos can be explained more theoretically
using Phillip Kotler’s framework of Five Levels of Product Differentiation, explained in more
detail in the table below155. All casinos are similar in the first level, the core benefit that
they provide, which is the opportunity to gamble. Excepting Stardust, which offers only a
limited number of games that local patrons prefer, the other casinos are also mostly
similar when it comes to the second level, the basic product, which, in the context of
casinos, are the games that they offer. Regardless of which casino a consumer
patronises, the third level, expected product, is also similar across all patrons, which is
that the establishment will conduct the games in a fair manner, and pay out winnings
without any discrepancy. Where major distinctions are visible is on the fourth level,
augmented product, which refers to the additional benefits that are offered to the
consumer beyond their basic expectations. The various forms of entertainment available
at a casino, the customer service experience, the quality of the food and beverages, as
well as the conduct of other patrons all shape the augmented product a patron of a
casino receives. As aforementioned, the four existing casinos of Sri Lanka have carved out
a specialisation for themselves in their own domains of augmented product, which is
what determines the demand for each casino by each patron group. In the context of Sri
Lankan casinos, the upcoming City of Dreams integrated resort embodies the fifth level of
product differentiation, the potential product, by envisioning the future of the industry
with an entirely new set of features which promise to take the industry to newer heights.

Source: Keller and Kotler (2005)

Kotler’s Five Levels of Product Differentiation

Level 1: Core Benefit The basic benefit that consumers derive
from the product

Level 2: Basic Product The basic characteristics that would allow
the consumers to derive the core benefits

Level 3: Expected Product The attributes expected by the consumer
when they purchase the product

Level 4: Augmented Product Any attributes that exceeds the basic
expectations of customers, which
facilitates product differentiation among
competitors

Level 5: Potential Product Possible innovations to take the product to
the next level based on further value
addition

155 All references in this paragraph are based on Keller and Kotler (2005)
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4. Restrict Patronisation by Locals

Most concerns regarding the negative externalities of gaming arise out of the fear that it
would contaminate the local culture with ‘sins’ from a religious perspective, and lead the
local population towards problem gambling. These concerns do not exist at the same level
when it comes to foreigners who patronise the casinos. This means that either completely or
partly restricting the patronisation of casinos by locals could be an effective strategy to
assuage fears of negative externalities.

As aforementioned, two of Sri Lanka’s existing casinos have already restricted access to
local patrons. In the other casinos, local patronisation can be restricted through both
command-and-control and market incentive-based mechanisms. A blanket ban on the
entry of local patrons into casinos, imposing restrictions on the entry of locals based on their
financial history, criminal history, and frequency of patronisation in the past, and prohibiting
the marketing of casinos to locals are all command-and-control steps that the government
may take to limit the exposure of locals to gambling. However, incentives done right are
always more effective than bans, as argued earlier. Accordingly, the government may
charge an entry levy for locals that is substantially higher than the entry levy for foreigners
(if an entry levy is charged from foreigners at all), impose higher taxes on the gross gaming
revenue of casinos generated from local patrons, and locate casinos away from residential
areas and other areas where locals congregate.

However, the more that local patronisation of casinos is restricted, the more that black
market gambling among locals could be encouraged, rendering such laws
counterproductive. Given this possibility, it is important to recognise the optimal level of
restrictions on the local population to minimise negative externalities, and craft regulations
aimed towards achieving that optimal level.

5. Regulations Against Problem Gambling

Given the negative externalities associated with the addiction to gambling, commonly
referred to as ‘problem gambling’ by regulators, the government may also take regulatory
steps to prevent addiction, and curtail problem gamblers’ access to gambling. Singapore
serves as a role model in this case, with the many regulations the state has imposed on the
industry to contain problem gambling. If the casino industry is promoted mainly among
tourists who engage in casual gaming while on holiday, these regulations will mostly need
to focus on the local population exclusively, given that casual gamblers are unlikely to pick
up a habit of gambling by partaking in slot games or simple table games on a brief tourist
visit. However, given that the local industry currently depends on compulsive gamblers who
visit Sri Lanka for the purpose of casino tourism, under the present status quo, regulations
against problem gambling should also apply to foreign patrons of Sri Lankan casinos.
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The Science Behind Gambling Addiction (Problem Gambling)

The explanation for both gambling and gambling addiction in economic theory is quite
simple. Individuals are either risk averse, risk neutral, or risk loving, based on how much risk
they are willing to take on for a given amount of uncertain reward. Individuals who are risk
loving would engage in activities such as gambling, which entails both high risk and high
reward. On the other hand, the addiction to gambling is a result of the habit-forming nature
of gambling. Once an individual partakes in gambling and begins to demonstrate a
continuing preference for the activity (possibly after receiving a high payoff), their demand
for the activity becomes inelastic, i.e. they would keep partaking in the activity at whatever
personal cost.

What economic theory does not explain, however, is what about the human mind makes an
individual either risk averse, risk neutral, or risk loving, and makes an individual form a habit
of gambling. This is where psychology and neuroscience come in. Psychologists have
identified three cognitive distortions in the way an individual thinks, when they decide to
partake in gambling156. The chief among these distortions is the ‘gambler’s fallacy’, which is
a bias in the processing of random sequences, which makes one underestimate or
overestimate the probability of an outcome based on a series of previous outcomes, as
humans are psychologically trained to attribute patterns to occurrences around them, even
in the presence of pure chance. The second is the ‘illusion of control’, where humans
attribute an outcome based on pure chance to a degree of skill, and the third is the impact
of ‘near miss’ outcomes where an event almost occurs giving individuals reason to believe
that it is in fact likely to actually occur soon. Neuroscientists have attributed such cognitive
distortions to dopamine and serotonin releases in the brain, which temporarily impair
cognitive function in individuals who are otherwise rational and sensible.

The addiction to gambling, on the other hand, has several scientific explanations. Greater
dopamine releases have been observed in pathological gamblers compared to non-
pathological gamblers, which explains their greater levels of excitement about the activity
and greater frequency of engagement in the activity. Pathological gamblers have also
shown blunted neurological responses to other appetitive cues, such as erotic cures,
compared to monetary cues, which shows that their propensity to act is activated more
intensely by the prospect of monetary gains rather than by other factors which generally
influence human behaviour.

Some steps that the government may take in this regard include limitations on casino
promotions, tracking the frequency of patronisation by players and imposing limits on entry,
requiring that each player sets a limit on maximum losses for the day before entry, requiring
prominent displays of instructions on responsible gambling at casino premises, and
banning ATMs at casino premises.

156 All statements in the remainder of this box article are based on Clark, Averbeck, Payer, Sescousse,
Winstanley, and Xue (2013)
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6. Bringing the Online Gaming Industry Under Regulatory Fold

Right now, at least three casinos registered with the Inland Revenue Department operate
online casino portals—where players can virtually join table games that are telecasted live
from the casino—for those who want to gamble from the comfort of their homes. However,
the current law on casinos makes no mention of these online gaming portals, leading to
fundamental questions about their legality and their operability under the existing casino
registrations157. Given the increasing popularity of online gambling around the world, it is
essential that these online gaming portals are brought under the fold of the law.

The government of Singapore, which passed new laws in 2014 and 2022 to bring online
gambling under the casino regulator, again stands out as an example of how to approach
the regulation of online gaming158. Singapore’s new laws require that all online gaming
portals obtain separate registrations, and that all players also be registered in person.
Implementing a similar framework in Sri Lanka would allow the eventual gaming regulatory
authority to more closely monitor the universe of online gaming in Sri Lanka, and weed out
bad actors.

7. Maximise Social Welfare Via Pigouvian and Sin Taxation

As explained above, because the social cost is higher than the private cost in commodities
with negative externalities such as gambling, the government may impose taxes equivalent
to the difference between social and private costs, to bring the private cost to the level of
social cost. The market forces of demand and supply will then readjust to the socially
desirable level of output, down from the market optimum at which gambling is oversupplied.
In economic theory, this form of taxes, imposed solely for the purpose of driving down supply
to contain negative externalities, are called Pigouvian taxes159.

More recent modifications to the theory of Piguovian taxes approaches the topic from the
point of view of optimal taxation. In conventional economic theory, optimal taxation is the
adoption of a tax rate that optimises government revenues, given the existence of the Laffer
Curve–where too low and too high rates of taxation result in lower revenue generation160. The
theory of sin taxation makes a slight adjustment to the calculation of the optimal tax rate by
adding an additional constraint to minimise ‘sin’ activities in the economy, so as to
maximise social welfare. To reduce the supply of gambling in the economy, the government
may also pursue a policy of sin taxation, where tax rates are determined with the additional
goal of minimising the supply of gambling in the economy161.

157 Parliament of Sri Lanka (2024)
158 Government of Singapore (2014)
159 Tresch (2015)
160 Mankiw, Weinzierl, and Yagan (2009)
161 “We show that imposing taxes on unhealthy items and returning the proceeds to consumers can generally
improve total social surplus. Because such taxes counteract over-consumption by consumers with self-
control problems while at the same time they naturally redistribute income to consumers with no self-control
problems (who consume less), such taxes can even create Pareto improvements.” - O'Donoghue and Rabin
(2006)
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How Industries Survive Despite High Sin Taxes

Pigouvian and sin taxes, both aimed at reducing the demand for and supply of goods and
services that entail negative externalities, are a popular choice of governments around the
world. Not only are Pigouvian taxes expected to bring down the demand for and supply of
socially undesirable goods and services to desirable levels, but they are also considered
substantial generators of fiscal revenues for governments. In Sri Lanka, the Ceylon Tobacco
Company, and the nation’s many alcohol distilleries—including the Distilleries Company of
Sri Lanka and Rockland Distilleries, and Lion Brewery—are three examples of companies
slapped with high sin taxes, including a 40 percent corporate tax and high rates of indirect
taxation162.

Despite these high sin taxes, these companies remain in business with high returns on
investment (particularly the Ceylon Tobacco Company, with a return on investment of 212
percent163). The question then is what allows these industries to record high returns in spite
of the sin taxes meant to discourage their existence. One possible explanation is the
monopolistic nature of these companies, which allows them to pass on the incidence of the
taxes to the consumers. The fact that the commodities sold by these companies are of an
addictive nature also contributes to this phenomenon, as habit-forming goods entail
inelastic demand according to basic economic theory.

When it comes to the casino industry, all of these concerns applicable to the ineffectiveness
of sin taxes in the tobacco and alcohol industries apply. Additionally, there may be other
avenues available for gaming establishments to withstand the effect of high sin taxes.
Casino establishments always have the option to adjust the ‘house edge’ in casino games
to ensure that the returns to the house remain unaffected by high sin taxes. Given this
possibility, optimal sin taxes on the casino industry should also be accompanied by
stringent regulations on the odds of casino games, if the demand and supply effects of sin
taxes are to be realised.

8. Regulation of the betting industry

Similar to the casino industry, the betting industry may be regulated through both
command-and-control and incentive-based measures to minimise both the private and
social costs of betting on the local population. Restrictions on the number of betting centres,
entrance fees, and income-based betting restrictions are some steps that the government
may take in this regard. Additionally, regulating online betting platforms is of paramount
importance; following the model of Singapore’s online gaming regulations, the government
may implement a registration process for individuals before they partake in online betting,
and bring the universe of online betting under the fold of the in-house betting regulations.

162 For the tax rates applicable to tobacco and alcohol industries, see Government of Sri Lanka (2022b)
163 As of June 11, 2024. Source: Financial Times (2024) profile of the Ceylon Tobacco Company PLC.



A Comprehensive Policy Framework for the Gaming Industry of Sri Lanka - 2024

54 Advocata Institute



A Comprehensive Policy Framework for the Gaming Industry of Sri Lanka - 2024

55 Advocata Institute

Discussion Paper 2

The Economic Case for Gaming: The Economic Multiplier Effect
of Casinos

Despite the moral arguments against gaming and the consequent case for casino
regulation, casinos have proven to have substantial economic multiplier effects164. The
casino industry is able to stimulate economic activity beyond merely the gaming-related
economic activity it obviously facilitates. Allowing the gaming industry to operate in a well-
regulated environment would allow Sri Lanka to reap the benefits of this economic multiplier
effect of casinos, while keeping the associated negative externalities at bay.

The multiplier effect of casinos partly manifests in the form of an export multiplier, by
facilitating the inflow of foreign exchange into the local economy165. Given that casinos in Sri
Lanka are currently primarily patronised by foreigners of mostly Indian and Chinese origin, if
Sri Lanka is able to expand its casino ‘exports’, the economy will see higher inflow of much
needed foreign exchange. The inflow of foreign exchange would not just be limited to the
revenues from the casino industry in this case, as tourists visiting Sri Lanka for the purpose of
gambling will also facilitate the expansion of the tourism industry, retail sales, and the food
and beverage industries, leading to higher foreign exchange generation across the board.
Furthermore, the establishment of integrated resorts, which the proposed City of Dreams
casino is marketed as, will attract a different kind of tourism than to which Sri Lanka
presently caters.

164 Adam Rose and Associates (1998)
165 Metaxas and Folinas (2021)
166 Ahn and Back (2018)
167 Ahn and Back (2018)

Integrated Resort, Explained

An integrated resort is a multifunctional hotel resort that provides both gaming and non-
gaming services to its patrons. An integrated resort provides gaming facilities such as
casinos, slot machines, and table games alongside the non-gaming facilities generally
provided by a regular hotel, such as lodging, food and beverage, shopping, convention
halls, entertainment shows, and theme parks166. As such, integrated resorts serve as a one-
stop shop for all of a traveller’s needs, and is a hotel resort model that is widely pursued in
cities known for their flourishing gaming industries, such as Las Vegas, Singapore, Macau,
and metropolitan Manila167.

An integrated resort is a more financially viable endeavour compared to a regular hotel for
a variety of reasons. Firstly, an integrated resort, by bringing together patrons with various
purposes of travel under one roof, incentivises these patrons to participate in economic
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168 Alegria, Fronteras, and Seacor (2019)

activity that they did not originally plan for. For instance, a business traveller, on arriving at
the integrated resort, may be enticed by the gaming facilities or the entertainment options
on offer and participate in these activities, despite having no initial plans of doing so.
Similarly, a patron who arrives at the integrated resort for gaming may also patronise the
restaurants and retail stores at the resort. By thus incentivising patrons to spend on
economic activities beyond their primary purpose of visit, an integrated resort is able to
generate more revenues than a regular hotel or casino that exists in isolation.

Integrated resorts are also more financially sustainable because they provide an
opportunity to compensate for the low returns associated with the regular hotel resort
model with the high returns in the gaming industry. Given the universally low returns in the
hotel industry, and the high returns in the gaming industry, integrated resorts help cross-
subsidise losses related to food and board, making it a more financially sustainable model
for hoteliers. For instance, in the Philippines, between 2016 and 2018, 89.53 percent of the
total revenues of integrated resorts came from the gaming industry, whereas board, food,
and beverages only brought in an average of 7.7 percent of the total revenues168. As the
revenues from gaming are also a result of the non-gaming facilities of the resort that
function as additional pull-factors to attract patrons, integrated resorts offer the best
business model to operate casinos in the 21st Century.

For these reasons, integrated resorts are also able to attract more tourists to a country.
Data from Singapore, Macau, and Vietnam—three countries which opened up to
integrated resorts in the 21st Century, shows that since the opening up of key integrated
resorts, tourist arrivals saw marked increases. This is not to say that every new tourist
arrival is attributable to the integrated resorts, but it is clear that the integrated resorts
played a key role in encouraging more tourist arrivals to these countries.

Source: Department of Statistics Singapore, Government of Macao Special Administrative Region
Statistics and Census Service, and the World Bank

Despite these benefits of the integrated resort model, Sri Lanka has yet to see an
operational integrated resort within the island because, until recently, there was no
mechanism to obtain licences for the opening of new casinos in Sri Lanka. With the recent
advancements in the law in this respect, Sri Lanka may soon be seeing several new
investments in integrated resorts. The City of Dreams project is one such integrated resort



A Comprehensive Policy Framework for the Gaming Industry of Sri Lanka - 2024

57 Advocata Institute

However, the economic multiplier effect of casinos is not just limited to the deve
lopment of export industries. By bringing in more investments and consumers to the local
economies, the gaming industry generally helps expand the sales of local firms. The
increased business profits from the higher sales volume may then be reinvested in the local
economy, leading to higher levels of employment, capital gains, and tax revenues for local
and national governments, although empirical evidence is mixed on the extent to which
these multiplier effects materialise in a jurisdiction169. The economic development spurred
by casinos results in significant employment gains and the expansion of the retail sector
where the casino is located, and could even have spillover effects on the labour market and
economic activity in neighbouring regions, according to research conducted in the United
States170. The National Gambling Impact Study Commission of the United States, in its Final
Report published in 1999, finds that since the advent of casinos, American cities where
casinos are located have seen a marked growth in the hotel industry, enhanced revenue
collections for local governments, increased construction, improved property values, lower
unemployment numbers, and the employment of erstwhile minimum wage workers in jobs
with better remuneration packages171. In addition, the integrated resort model could lead to
further expansion of economic activity by bringing in additional demand into the industry.
The Hotel Investments Handbook segments the demand for gaming into four broad
categories—local demand, tour and travel demand, leisure demand, and convention
demand—last three of which are of particular relevance to the integrated resort model172.

169 Walker (2013)
170 Economopoulos (2015)
171 National Gambling Impact Study Commission (1999)
172 Rushmore (2002)

set to open its doors to the public in the near future. Given the dominance of Melco, the
operator of City of Dreams, in the South East Asian market, the likelihood that the opening
up of this integrated resort would substantially enhance tourist arrivals from the South East
Asian region is high.

The Limitations of the Economic Multiplier Effect

Given the trade-off between the negative externalities and the economic multiplier effects
of the gaming industry, it is important that the industry is set-up in a way that maximises the
economic multiplier effect while minimising negative externalities. Research on this topic
finds that both the makeup of patrons and the neighbourhoods in which the gaming
establishments are located play a crucial role in determining the extent to which the
economy can enjoy the economic multiplier effect.

Given that the negative externalities of gambling are mostly felt by the local population, the
makeup of the patrons is an important element of the economic multiplier effect. Research
finds that if most patrons come from the local area, the likelihood of casinos having a
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The task for Sri Lankan policymakers and stakeholders of the gaming industry of Sri Lanka is
to rethink the set up of the island’s gaming industry, so that the benefits from the economic
multiplier effect can be maximised. The following would allow Sri Lanka’s gaming industry to
maximise the benefits from the multiplier effect by expanding the scale of the gaming
industry and better integrating the industry with foreign investment opportunities and the
tourism industry of Sri Lanka.

1. Establish a Regulatory Frameworks that Attracts Large Investors

The scale and image of Sri Lanka’s gaming industry today is largely comparable to
Cambodia's mostly stagnant industry, as discussed in the case study in the earlier section.
When taking a look at the historical evolutions of the gaming industries of the two countries,
their similarities begin to make sense, as most issues are related to the lax regulatory

173 “[Casinos] have a negative impact on the community unless 50 percent of the gamblers come from out of
state.” ~ William Thompson of the University of Nevada–Las Vegas, quoted in Parker (1997)
174 Gazel, Thompson, and Rickman (1995)
175 Gazel, Thompson, and Rickman (1995)
176 Gazel, Thompson, and Rickman (1995)
177 Gazel, Thompson, and Rickman (1995)

negative effect on the local population is substantially higher173. This finding makes sense as
the economic multiplier effect only takes effect if the casinos attract patrons and investors
who bring in business from outside.

Furthermore, the benefits to the local population also depend on the ability of the
neighbourhood to supply the goods, services, and workforce needed to run a successful
gaming industry. If the casino is situated too far from human habitation, and the
neighbourhood lacks the other goods and services that patrons need to conveniently enjoy
their time at the gaming establishment, the likelihood of the region being able to reap the
multiplier effect of the casino industry is low.

Computing the net economic multiplier effect of the casino industry in a locality is not an
easy exercise. Research on Native American gaming establishments have found that
studies of the net economic multiplier effect generally underestimate several implicit costs,
leading to inflated numbers of the net multiplier effect174. Most studies overestimate the
share of non-local gamblers patronising casinos, which results in an overestimation of the
inflows to the economy, and an underestimation of the social costs to the local population175.
Studies also underestimate the cannibalisation effect of casinos, which is the reduction of
economic activities in other industries due to the reallocation of resources to the gaming
industry176. Particularly in the case where the share of the local population patronising
casinos is underestimated, the cannibalisation effect may also be underestimated, leading
to an inflated understanding of the net multiplier effect. Finally, due to the difficulty of
attributing a monetary value to the social costs, most studies also tend to overlook some
forms of negative externalities when calculating the total social cost of gambling, which
leads to an underestimation of the overall implicit costs177.
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environments of the two countries. The weak regulatory framework prevents Sri Lanka’s
gaming industry from projecting an image of integrity to the international market, which is
an important element of a flourishing casino industry given the industry’s penchant for
stigmatisation—not just in Sri Lanka, but globally—based on allegations of money laundering,
drug peddling, and prostitution, regardless of whether such allegations are true. While there
is no evidence that the gaming industry of Sri Lanka is plagued by such associations, the
inability of the industry to fully signal its integrity to the rest of the world in the absence of an
independent gaming regulator discourages large investors from entering the local industry.

In the absence of a strong regulatory framework, Sri Lanka has ended up with a few small-
and mid-sized casino establishments, the appeal of which is limited to a group of regional
patrons that is in no way comparable to the patron base of the gaming industries of Macau,
Las Vegas, and Singapore. If Sri Lanka is to reap the optimal benefits of the economic
multiplier effect of the gaming industry, it is imperative that the scale of the local industry be
expanded via the entrance of large investors (and possibly globally recognised casino
brands) and patronisation by international superplayers. As such, establishing a strong
regulatory framework that guarantees the integrity of the gaming industry of Sri Lanka as
free from allegations of fraudulent and criminal activities is as important for maximising the
economic multiplier effect as it is for minimising negative externalities.

2. Develop Casino Establishments as Integrated Resorts

There are several benefits to the prioritisation of the integrated resorts model when making
new investments in the gaming industry, which makes it the most effective model at
activating the economic multiplier effect of the gaming industry. To begin with, integrated
resorts activate the economic multiplier effect by attracting a large variety of patrons to the
establishment, most of whom would be reluctant patrons of an establishment that only
offers gaming activities. An integrated resort would attract tourists whose primary interest is
not gaming, as well as business visitors, who would not otherwise consider visiting the
establishment. Once they arrive at the establishment, it is likely that these unlikely patrons
would end up participating in the gaming activities too. On the other hand, an integrated
resort also incentivises gamblers to partake in other entertainment and lifestyle activities
offered by the establishment, leading to higher economic activity than at a regular casino.
Accordingly, the integrated resort model effectively guarantees that the gaming industry is
able to reap the benefits of the economic multiplier effect.

Moreover, the integrated resort model is a more economically sustainable model than the
type of resort that is largely prevalent in Sri Lanka. The margins in the food and beverages
industry as well as the hotel industry are quite low all around the world. In 2017- before the
Easter attacks, COVID-19 pandemic, and economic crisis impacted the tourism industry- a
report by Fitch Ratings claimed that the margins in Sri Lanka’s hotel industry had shrunk to
around 28 percent178. The margins in the restaurant industry are arguably even lower.
Although public data on this matter does not exist on Sri Lanka, data from other countries

178 EconomyNext (2017)
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show that the average profit margin in the restaurant industry is so low that even a 1 percent
increase in the operating expenses of a restaurant could well translate to a negative cash
flow for many restaurants179. As such, the hotel resort model that is currently prevalent in Sri
Lanka is not necessarily economically sustainable, if Sri Lanka is to rely on the tourism
industry as a major player of the island’s economy.

While data on the financial performance of Sri Lankan casinos does not publicly exist, given
the oligopolistic structure of the local industry and the inelastic nature of the demand for
gaming, it is theoretically likely that the industry earns supernormal profits. An integrated
resort, by bringing together the hospitality and gaming components, would lead to a more
sustainable resort model for Sri Lanka’s tourism sector in the long run. The losses, or
extremely low margins, in the hospitality industry may well be cross-subsidised by the high
returns in the gaming industry, while also ensuring that the sector caters to all varieties of
potential tourists that Sri Lanka could attract.

3. Expanding Market Opportunities for the Gaming Industry

To reap the optimal benefits of the economic multiplier effect of the gaming industry, it is
essential that the market conditions affecting the industry are conducive towards its growth.
However, presently, many uncertainties in the market, resulting from government inaction,
have led to the creation of an environment that foils what it ideally ought to be.

The snail’s pace of the government in enforcing the licensing provisions of the Casino
Business Regulation Act No. 17 of 2010 has strengthened the oligopolistic setup of existing
casinos. Given the limited growth potential of these casinos, and the lack of new entrants
into the market, the growth of the gaming industry has stagnated in recent years.
Liberalising the gaming market by allowing new entrants into the market and facilitating
their licensing is therefore an important precursor of expanding the gaming industry of Sri
Lanka.

The ease of doing business in Sri Lanka also needs to improve, if the country is to extract the
maximum benefits of the economic multiplier effects of the gaming industry. There is a
great need for labour market reform in Sri Lanka, for instance, to allow for the hiring of
unskilled labour as full-time, part-time, or contract workers. The government took a
significant step towards labour market reform last year, when the Cabinet approved an
amendment to the Shop and Office Employees (Regulation of Employment and
Remuneration) Act to lift certain restrictions on women’s ability to be employed in night
shifts180. However, there are questions as to whether the proposed amendment goes far
enough to correct the labour market conditions for the expansion of the gaming industry, as
only women employed in “information technology companies, knowledge outsourcing,

179 Mun and Jang (2018)
180 Government of Sri Lanka (2024)
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business process outsourcing (BPO), and offices performing accounts, administration and
technical activities for foreign businesses” will be allowed to work night shifts under it181.

Furthermore, the concerns related to the ease of doing business in Sri Lanka are not just
limited to the labour market, and it is important that the government reviews all relevant
laws to create a conducive environment to extract the optimal economic multiplier effects
of the gaming industry of Sri Lanka182. The existing foreign exchange laws, for instance,
discourage the transfer of revenues earned by casinos through invoicing in other countries
to the Sri Lankan banking system, which limits the multiplier effects of casinos in the Sri
Lankan context. Liberalising foreign exchange laws would therefore be one crucial incentive
towards ensuring that the Sri Lankan economy benefits from the casinos that operate within
the Sri Lankan jurisdiction.

181 Government of Sri Lanka (2024)
182 World Bank Group (2020)
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Discussion Paper 3

The Fiscal Case for Gaming: Expanding Government Revenues
from Casinos

That there are morality-based and externality-related arguments against the gaming
industry is an uncontested point. However, as discussed before, the ineffectiveness of
blanket bans on casinos and the economic multiplier effect of the industry make a
convincing case for their legalised operation under a strict regulatory framework. The fact
that casinos could be a substantial generator of fiscal revenues is another incentive for
governments to legalise and expand the gaming industry of a country183.

How Other Countries Tax Casinos

In Macau, given that the gaming industry is actively supported by the government as an
integral part of the city-state’s economy, the approach to taxation is based on maximising
state revenues. This is in contrast to Singapore, where gaming taxes are not a means of
fiscal policy but one of combating negative externalities, which is reflected in the tax code
through the many Pigouvian taxes. On the other hand, the taxes applicable to the gaming
industry of Cambodia reflect the country’s evasive approach to the gaming industry. For
one, the taxes applicable to casinos are very low in Cambodia compared to other countries
in the region with an extant gaming industry. Moreover, even these low taxes do not seem to
be necessarily purpose-driven; it is not clear that they necessarily optimise government
revenue or help combat negative externalities arising from the gaming industry.

Macau Singapore Cambodia

Special gaming tax of 35%

Additional gaming taxes:
To Macau Foundation: 1.6 -
2%
City development, tourism
promotion and social
security: 2.4 - 3%

Entrance levy on locals
(Revenue: $ 1 billion)

Gross gaming revenue:
Goods and services tax: 7%
Corporate income tax: 17%
GGR from premium players:
5%
GGR from others: 15%

Flat tax on the Gross
Gaming Revenue:
4% for VIP players and 7% for
mass customers on
integrated resorts
7% for all customers at
isolated casinos

Corporate tax rate: 20%

183 Inside Asian Gaming (2024)
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Annual licence fees:
Fixed: MOP 30 million
Variable: MOP 300,000 per
VIP table, MOP 150,000 per
non-VIP table, MOP 1,000 per
slot machine

Starting March 2022: A
progressive tax with a
maximum rate of 22%

Annual licence fee since
2022:
S$ 22.8 million to operate
one casino
S$ 38 million to operate
both casinos

Effective tax rate: ~39% of
GGR184

Effective tax rate: ~20% of
GGR

Effective tax rate: ~5.5% of
GGR before 2019, ~19% since
2019

The Philippines is not directly comparable to these three casino jurisdictions as the casino
industry of the Philippines is primarily dominated by casinos run by the state-owned
PAGCOR, as described in an earlier section. The government of the Philippines mandates
that PAGCOR allocates 50 percent of its net revenue–which stood at PHP 79.37 billion in
2023–to the government185. Privately-run casinos are levied a corporate income tax of 30
percent, as well as an annual licensing fee equivalent to 35 percent of gross gaming
revenues, although many tax incentives are also available to private investors running
integrated resorts186.

With the tax rates applicable to the gaming industries of other regional players in mind, this
section now turns to a discussion of the historical evolution of the tax policy on the gaming
industry of Sri Lanka.

Historical Evolution and the Present Context of Sri Lanka’s Gaming Taxes

The gaming industry has been a longstanding generator of revenues for the Sri Lankan
government, even during the British colonial period. The Government of Ceylon first began
earning fiscal revenues from the gaming industry with the introduction of the Betting
Ordinance of 1930, which imposed the island’s first ever tax on betting187. The following figure
demonstrates the fiscal revenues that the government of Ceylon received from the betting
tax in the period between 1930 and 1954, with additional details on the tax rates.

184 Source on effective tax rates: Turton (2020)
185 Leyco (2024)
186 Alegria, Fronteras, and Seacor (2019); Chan (2024)
187 Government of Ceylon (1930)



A Comprehensive Policy Framework for the Gaming Industry of Sri Lanka - 2024

65 Advocata Institute

Source: Ceylon Sessional Papers (1955)188

In addition to the betting industry, the government of Ceylon also received substantial
revenues from the lottery industry, before private lotteries were outlawed. The licensed
private lotteries operating under the Lotteries Ordinance No. 6 of 1944 were levied a 20
percent tax on their gross proceeds by the Lotteries Amendment Act No. 2 of 1954, under
which, the government of Ceylon received a revenue of LKR 1,661,275.65 during the year
ending September 30, 1954, and an estimated revenue of LKR 4,386,533.00 during the year
ending September 30, 1955189.

Moving onto the more recent times, since the first introduction of the Betting and Gaming
Levy Act in 1988, the government of Sri Lanka has accumulated non-negligible revenues for
state coffers through the taxation of casinos and other gaming establishments. The Betting
and Gaming Levy Act No. 40 of 1988 imposed an annual levy of LKR 1 million on the operation
of a business of gaming, which was raised to LKR 25 million in 2001. The Act was amended in
2002 to lower the levy on businesses that only facilitate the playing of rudjino to LKR 500,000.
In 2005, the levy for all gaming establishments, including rudjinos, was revised to LKR 50
million, and in 2013, the levy was increased to LKR 100 million. In 2015, the levy was again
increased to LKR 200 million. The most recent amendment to the Act in 2023 revised the levy
to LKR 500 million. In 2015, the government also imposed a one-time tax of LKR 1 billion each
on the casino establishments, termed the ‘Casino Industry Levy’. Imposed by the Finance Act
No. 10 of 2015, this one-time levy was part of a package of popular one-time tax, meant to
temporarily raise government revenue.

The 2013 amendment to the Betting and Gaming Levy Act introduced a 5 percent ‘gross
collection levy’ on the gross gaming revenues of casino establishments, which was
increased to 10 percent in the 2015 amendment to the Act. The 2023 amendment to the Act
again increased the gross collection levy to 15 percent of the monthly gross gaming

188 Government of Ceylon (1955)
189 Government of Ceylon (1955)
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revenue, unless the monthly gross gaming revenue is below LKR 1 million. The gross
collection levy exempts casinos from the value added tax, nation building tax, and the social
contribution levy that other business establishments generally come under. The
amendment, certified in August 2023, also reduces the ‘casino entrance levy’ by half to USD
50 for non-local patrons, from the USD 100 imposed in the 2015 amendment when the
entrance levy was first introduced, although it was never collected in reality, until February
2023190. The entrance levy, which was previously also applicable to foreign patrons in theory,
is no longer applicable to foreign patrons.

In addition to these levies, the profits from gaming are also taxed under corporate income
tax provisions. The 2014 budget imposed a 40 percent tax on the profits from gaming, which
was reduced to 30 percent in 2016, but raised to 40 percent again by the Inland Revenue Act
No. 24 of 2017. The Act further recognised participation in gambling as an act of investment,
and stipulates that winnings from gaming be treated as investment income. The Act
accordingly introduced a 14 percent withholding tax on winnings from gambling, which was
however abolished by the Inland Revenue Act No.19 of 2021. The government plans to
increase the corporate income tax on gaming establishments to 45 percent by 2025, in line
with the government’s commitment to the increasing fiscal revenues under the IMF
programme191.

In 1988, the original Betting and Gaming Levy Act imposed an annual levy of LKR 100,000 on
betting centres, which was increased to LKR 1 million in 2000. In 2002, the annual levy was
revised to LKR 30,000 for betting centres with live telecast facilities, and LKR 10,000 for betting
centres without live telecast facilities. In 2005, the annual levy was increased to LKR 1 million
for betting centres that operated through an agent, LKR 250,000 for agentless betting
centres with live telecast facilities, and LKR 25,000 for agentless betting centres without live
telecast facilities. In 2006, these levies were revised to LKR 1 million, LKR 300,000, and LKR
50,000, while in 2013, they were again revised to LKR 2 million, LKR 300,000, and LKR 25,000
respectively. From 2015 onwards, the respective levies were LKR 4 million, LKR 600,000 and
LKR 55,000. With the latest amendment to the Betting and Gaming Levy Act in 2023, betting
centres with agents are now annually levied LKR 5 million, while agentless betting centres
with live telecast facilities are levied LKR 1 million, and agentless betting centres without live
telecast facilities are levied LKR 75,000.

Betting centres are also levied a gross collection levy of 15 percent on the gross revenue,
similar to casinos, with no obligation to pay value added and nation building taxes (VAT and
NBT), or social contribution levies. Winnings from bets and lotteries are taxed as investment
income under the Inland Revenue Act, similar to winnings from playing casino games.
Accordingly, all winnings from bets and lotteries are presently taxed at 40 percent.

The following table shows the number of taxpaying casinos and betting centres in Sri Lanka
between 2009 and 2022, and the revenues collected from these taxpayers in each year

190 Inland Revenue Department (2023b)
191 International Monetary Fund (2024)
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under the Betting and Gaming Levy Act. Do note that these figures also include the income
taxes collected from gaming establishments and the income taxes collected from winnings
from gaming activities.

Year Tax Revenue (LKR) Number of taxpayers

2009 268,516,695 4 casinos, 869 bookmakers

2010 294,841,046 4 casinos, 933 bookmakers

2011 286,881,858 4 casinos, 988 bookmakers

2012 289,175,098 4 casinos, 1051 bookmakers

2013 591,870,451 5 casinos, 1067 bookmakers

2014 815,175,141 5 casinos, 1067 bookmakers

2015 831,922,843 5 casinos, 622 bookmakers

2016 1,884,498,652 5 casinos, 563 bookmakers

2017 1,929,034,608 5 casinos, 605 bookmakers

2018 2,469,578,624 4 casinos, 633 bookmakers

2019 2,435,982,807 4 casinos, 631 bookmakers

2020 1,428,071,291 4 casinos, 633 bookmakers

2021 1,939,352,796 4 casinos, 656 bookmakers

2022 5,244,762,337 4 casinos, 620 bookmakers

Source: Annual Performance Reports, Inland Revenue Department

Complications with Gaming Tax Collection in Sri Lanka

The Inland Revenue Department, tasked with collecting tax revenues from the gaming
industry, has a dedicated Betting and Gaming Levy Unit. The ability of this Unit to collect the
total amount of taxes actually due from gaming operators is limited, given both the nature
of Sri Lanka’s gaming industry, and resource limitations of the Unit.

Firstly, there are widespread concerns regarding the ability of the Inland Revenue
Department to collect the entirety of the taxes that are due from the gaming industry. The
Inland Revenue Department does not have a mechanism to track the gross gaming
revenues of the casino establishments, which means that the taxes paid on the gross
gaming revenues are based on the figures self-reported by casino establishments
themselves of incomes they have received in the form of cash. In addition to the cash-
based nature of the industry, which makes auditing the industry’s revenues a challenging
task, the resource constraints at the Inland Revenue Department also do not help. The
Department does not have the capacity, both in terms of personnel and financial resources,
to conduct audits of the casino establishments, despite their seemingly best efforts to



A Comprehensive Policy Framework for the Gaming Industry of Sri Lanka - 2024

68 Advocata Institute

ensure that the industry upholds its tax obligations. By September 2023, some industry
players, allegedly, had yet to fully pay the one-time casino industry tax imposed in 2015192.

Sri Lanka’s Gaming Taxes: Interpreting the Government’s Priorities in the Past

The historical tax rates on the gaming industry of Sri Lanka, and the actual tax revenues
collected from the operators until the end of 2022, suggest a lack of policy direction on the
part of successive previous governments. As the case study of the casino tax rates in other
countries demonstrate, a government may take one of two approaches to the taxation of
the industry: one which minimises negative externalities to the economy (with Pigouvian
taxes), or one which prioritises government revenue generation. In the case of Sri Lanka, until
the end of 2022, neither seemed to be the case.

For instance, the casino tax rates in Sri Lanka until 2022 were not of a Pigouvian nature unlike
in Singapore, demonstrating the lack of an authentic interest on the part of the government
in curbing the negative externalities of gaming. The only tax on the books applied to the
casino industry which is perceivable as Pigouvian in nature was the casino entrance levy;
however, given that the levy was never actually collected, it does not seem that the
government was really interested in curbing the negative externalities of gaming on the
local population. Moreover, even in the hypothetical case where the tax was collected, it
would not have served a Pigouvian function given that the levy was applicable to both local
and foreign patrons. As such, the levy would have provided both local and foreign patrons
the same disincentive from patronising casinos, and would have done little to reduce the
local share of patrons at Sri Lanka’s casinos.

Until 2022, successive governments also did not seem to make an earnest effort to
maximise government revenue via the optimal taxation of casinos. Firstly, by setting the
annual levy to a flat amount which was only revised sporadically with no apparent scientific
basis, the government failed to maximise its revenues from the annual levy. In contrast, an
annual levy that is a percentage of the revenues of casino establishments would have
ensured that the government was able to extract a more consistent share of the incomes of
the casinos in the form of taxes, and would have eliminated the need to keep revising the
tax over the years. Furthermore, the gross collection levy, first set at 5 percent and later
increased to 10 percent, is substantially below the tax rate on gross gaming revenues in
other countries, as the case studies above of Singapore and Macau suggest. The one-off
casino industry levy, on the other hand, fails to make sense given its non-recurring nature,
and can only be perceived as a populist policy measure intended to please the casino-
sceptic public.

Since 2022, however, several key changes have been made to the tax code on the casino
industry of Sri Lanka, which are seemingly an honest effort on the part of the government to
maximise state revenues from the industry, while curbing its negative externalities. For
instance, the 2023 amendment to the Betting and Gaming Levy Act reintroduced the casino

192 Sri Lanka Mirror (2023)
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entrance levy to the tax code. While the entrance levy has been reduced from USD 100 to
USD 50, it is now only applicable to local patrons which means that now, there are unique
disincentives on the patronisation of casinos by the local population, which will help shield
local communities from the negative externalities of the industry. A statement by Ranjith
Siyambalapitiya, State Minister of Finance, confirms this intention; the State Minister referred
to the entrance levy as an attempt by the government to lower the local share of casino
patrons from 40 percent to 10 percent or less193.

The increase in the gross collection levy, on the other hand, despite falling short of the
optimal rates pursued by other countries, is a move in the right direction of increasing state
revenues from the casino industry. While it is unclear if the new 15 percent gross collection
levy on gross gaming revenues, along with the 40 percent corporate income tax on the
profits of casino establishments, will help Sri Lanka achieve an effective tax rate of around
40 percent on gross gaming revenue as is the case in Macau, the revised tax rates are
undoubtedly a step in the direction of bringing Sri Lanka’s tax code closer to the optimal
rates.

Despite improvements to the casino tax code in the last year, the tax code remains rife with
a variety of issues that prevent the government from maximising its revenues from the
industry. To begin with, the haphazard revisions to the casino tax code over the years has
left Sri Lanka’s casino industry with a complicated tax code, which makes it administratively
prohibitive for the Inland Revenue Department to properly enforce the tax code on the
casino establishments in operation. This point also relates to a larger concern with respect
to the administration of gaming taxes in Sri Lanka, as to whether the Inland Revenue
Department possesses the necessary capacity and technical expertise to effectively
enforce the tax code. The following are a few proposals to address these concerns, which
would help maximise the revenues that the state generates from the casino industry of Sri
Lanka.

1. Simplification of the Tax Code on Casinos

As aforementioned, the tax code applicable to the casino industry of Sri Lanka is too
complicated to ensure its efficient administration. Presently, the casinos are levied an
annual fee, which is equivalent to the licensing fees levied on casinos in other countries,
although Sri Lankan casinos do not technically hold an annually renewed licence. In addition
to this licensing fee, casinos also pay a 15 percent levy on the gross gaming revenue, and a
40 percent business income tax on their profits. Casino establishments are also responsible
for the payment of the 14 percent withholding tax on all winnings from casinos, as well as the
entrance levy of USD 50 on local patrons. Two casinos have also yet to fully settle the one-
time casino industry levy of LKR 1 billion imposed on them in 2015. The proliferation of the
various types of taxes applicable to the industry makes the administration of the tax code
on casinos complicated, leading to the inefficient enforcement of the tax code that is
presently observed.

193 EconomyNext (2023)
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In line with the tax codes of other jurisdictions that have successfully optimised state
revenues from the casino industry, it is advisable that the government of Sri Lanka take
immediate steps to simplify the casino tax code. For instance, the two separate taxes on the
gross gaming revenue and the profits of casino establishments could be replaced with a
higher tax rate on the gross gaming revenues with no separate tax on profits. In fact, both
Macau and Singapore, which have a higher effective tax rate on their respective gaming
revenues, tax the gross gaming revenues; unlike Cambodia, where the tax code is based on
profits. A higher tax rate on the gross gaming revenue of around 40 percent–which is similar
to the aggregate tax rate on the gross gaming revenue in Macau–would allow the
government of Sri Lanka to generate higher state revenues from the casino industry than
the existing tax code.

Such simplification of the tax code would also make it easier for the Inland Revenue
Department to enforce it, by removing a layer of complexity from the existing tax code on
the industry. The higher efficiency resulting from it would go a long way in ensuring that the
tax obligations of the casino establishments are actually met, and that the government
expenses incurred in the collection of taxes from the casino industry are kept to a minimum.

2. Licensing Fees on Online Gaming Portals

The online casino portals currently operated under the brand names of the existing physical
casino establishments are not presently subjected to an annual levy. If one is to consider
online casino portals as an entity separate from the physical casino establishments, one
may reasonably interpret this phenomenon as a loophole in the tax code that allows casino
operators to open new casino businesses without being subjected to the annual levy. The
failure of the government to integrate online casino portals into the casino tax code
therefore incentivises tax avoidance by casino operators, ridding the government of
hundreds of millions of potential extra revenues from the casino industry.

Given the lack of public data on the revenues of online gaming portals of Sri Lanka, it is
difficult to assess whether the existing annual levies on physical casino establishments are
appropriate for online gaming portals as well. In fact, it is not clear as to whether the Inland
Revenue Department itself has access to this information, which would assist in the crafting
of a more appropriate tax code for the online gaming portals of Sri Lanka that would better
suit those businesses. However, it is undeniable that on the principles of equity in the tax
code concerning the casino industry alone, online gaming portals should be obliged to pay
an annual levy similar to the physical casino establishments, and be assessed a tax on the
gross gaming revenue that allows the government to maximise its tax revenues from the
online casino portals separately.
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3. Better Monitoring of Cash Flows at Casino Establishments

Regular audits of casino establishments are an important first step in ensuring that the
gaming industry meets its tax obligations; however, in a context where all transactions are
not digitally recorded, audits can only go so far. Having representatives from the Inland
Revenue Department present at casino establishments on a regular basis to observe the
business transactions taking place at the premises of each casino would be a more
effective solution, at least in the short-term. While the Inland Revenue Department faces
resource constraints, given that only four casino establishments are presently in operation,
recruiting personnel to observe the business transactions at these establishments would
not be prohibitively costly to the Department. However, in the long-run, it is important that
the government devises a mechanism to fully phase out cash transactions from the
industry, and digitally record all transactions taking place at casino establishments as a
means of ensuring the traceability of transactions.

4. Taxation Based on Casino Capacity

Given the potential for overseas transactions and the underreporting of revenues by casinos,
instead of taxing casinos based on their gross revenues or profits, the government may tax
casinos based on the total capacity of the casino operations. In 2006, Law No. 29-06 of the
Dominican Republic imposed an income tax on casinos that is calculated based on the
region in which the casino is located, and the number of tables and slot machines in
operation, so that the taxes paid by the casinos are a function of their total capacity to earn
revenues. According to this law, casinos in the Dominican Republic are required to pay the
following taxes, based on the locality and the number of tables and slot machines in
operation:

194 Government of the Dominican Republic (2006)

Location
Monthly Tax (in RD$) Per Table/Machine194

First 15 Tables Second 20
Tables

Additional
Tables

Slot Machines

Santo Domingo 20,000 23,000 26,000 4,000

Santiago de los
Caballeros,
Puerto Plata, La
Altagracia, and
La Romana

13,000 16,500 18,000 3,500
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A similar tax law on Sri Lanka’s casinos would not only simplify the tax collection process, but
will eliminate the room for tax evasion and avoidance, either based on accounting sophistry
or under-reporting of cash revenues. Sri Lankan authorities may also track withdrawals from
the ATMs located inside Sri Lanka’s casinos as an approximation of the gambling
transactions taking place. As such, until the government of Sri Lanka is able to design a
foolproof mechanism to trace earnings by casinos, a capacity- or withdrawal-based tax
policy would be an efficient alternative for collecting the tax revenues from the casino
industry.

5. Scaling-Up of the Industry

With the present set-up of the casino industry of Sri Lanka, even if the government prioritises
the optimisation of state revenues from the industry, there is a hard ceiling on the revenues
that the government can potentially earn from the industry. This hard ceiling is set by the
fact that the ambiguous nature of the legal standing and the integrity of the industry at
present has not allowed the existing casino establishments to grow beyond their current
scale by attracting investments from larger industry players. As long as the industry remains
in this mid-scale, there is limited gross gaming revenue and profits generated by the casino
establishments, leading to limited tax revenues for the government.

The casino industry, by nature, leans towards oligopolistic competition; research shows that
the economies of scale available to large-scale casinos means that the free market
outcome in a casino jurisdiction generally tends to consolidate market power among a few
casinos195. From the point of view of regulation as well, it may be preferable to limit the
number of casino establishments to a few larger players than many smaller players, as the
regulatory framework can be more efficiently enforced in the former setting. In Sri Lanka too,
if the free market is allowed to dominate, there is no reason to believe that the market will
deviate from the industry norm of an oligopolistic setup. In this context, it is in the interest of
the government’s revenue-raising objectives to facilitate the expansion of the scale of
casino establishments, so more tax revenues can be generated from the limited casinos in
operation.

Establishing a stringent regulatory framework so that the legal standing of casinos and the
moral, financial, and legal integrity of their operations can be communicated to prospective
investors in the industry is an important first step in scaling-up the local industry.

195 Gu (2001)

San Pedro de
Macorís, Andrés,
Boca Chica, and
within other less
developed
provinces

10,000 12,000 14,000 3,000
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Furthermore, facilitating free-market activity in the industry is also paramount to ensuring
that the local industry catches the interest of prospective investors who can assist in
scaling-up its size.

6. Shifting the Tax Incidence to Tourists for More Efficient Taxation

Research shows that the incidence of a tax, which can be defined as whether the casino
establishment or the patrons end up bearing the burden of a tax, is an important element of
the efficiency of casino taxation, particularly in a tourism economy such as Sri Lanka196.
When a tax is imposed on the casino industry, if the industry is able to raise the prices of its
gambling products to pass the burden of the tax onto the patrons, then the incidence of the
tax falls on the patrons. The total welfare of a tourism economy is maximised, according to
research, if the incidence of casino taxation falls fully on the tourist population197. Such
taxation would allow for the maximisation of state tax revenues as well the welfare of casino
establishments in the presence of the tax, while fully passing on the welfare losses of the tax
to the non-local patrons.

Accordingly, if the government of Sri Lanka is to pursue an optimal taxation policy on the
casino industry, it is important that the incidence of the tax falls squarely on tourists- which
the government may achieve using a multitude of tools. Taking steps to lower the local
share of patrons at casino establishments via command-and-control laws that discourage
locals from entering casinos, or the provision of market incentives against local
patronisation, such as licensing fees, could help in this regard.

Furthermore, market segmentation may be used as a tool to increase the share of tax
incidence on foreign patrons198. If the government incentivises casino establishments to
segment their operations into mass market and VIP categories, it is reasonable to assume
that the foreign-to-local patron ratio of the VIP segment will be substantially greater than
the foreign-to-local patron ratio of the mass market segment. If differential taxes are then
applied to the mass market and VIP segments, the government may be able to devise a tax
policy that places a bulk of the tax incidence on international patrons, thereby increasing
the overall welfare derived by the local economy.

7. Avoid Gaming Tax Leakages at Special Economic Zones

As aforementioned, the Port City master plan incorporates provisions for an integrated
resort on the special economic zone, which would include a casino. Conversations with
officials reveal that the expectation is to have the integrated resort, and its gaming
operations, designated as a ‘Business of Strategic Importance’, under which, the Colombo
Port City Economic Commission Act No. 11 of 2021 allows for the granting of exemptions to tax

196 Gu (2014)
197 Gu (2014)
198 Gu (2014)

https://www.parliament.lk/uploads/acts/gbills/english/6218.pdf
https://www.parliament.lk/uploads/acts/gbills/english/6218.pdf
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obligations under the Inland Revenue Act, No 24 of 2017, the Betting and Gaming Levy Act, No
40 of 1988, and the Casino Business (Regulation) Act, No 17 of 2010 for up to 25 years.

Such tax holidays could lead to the loss of crucial revenues for the government from the
industry, and make it no longer optimal to allow for the operation of the gaming industry,
considering the many negative externalities that the industry entails. According to the
Advocata Institute, under such provisions, “the Port City may prove to be a leakage point of
taxes for the State”, as “life as a businessperson could be very different depending on which
side of the Chaithya Road your business is situated.”199 Such differential tax laws could have
dynamic effects by eliminating the existing tax revenues from the gaming industry for the
government, in the case in which the casinos operating on mainland Sri Lanka decide to
shift their operations to the Port City as well, to avoid their substantial tax obligations to the
government. As such, to capture the maximum fiscal revenues from the gaming sector, it is
important that laws are recrafted to eliminate such opportunities for leakages.

199 Advocata Institute (2021)
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Discussion Paper 4
The Equity Case for Gaming: Replacing Regressive Lotteries
with Progressive Casino Taxes

While the government of Sri Lanka has largely been reluctant to optimise its revenues from
the casino industry of Sri Lanka, it has long been optimising revenues from lotteries, another
form of gambling. In fact, the government has not only permitted the operation of lotteries
as a legitimate gambling activity, but operates the industry itself by maintaining a state
duopoly in the lottery industry of Sri Lanka. The National Lotteries Board and the
Development Lotteries Board, the only authorised lottery operators of Sri Lanka with actually
operating lotteries, are both state-owned enterprises administrating gambling operations
on a regular basis, with virtually no moral resistance or stigma, and full legal status.

The following table detailing the sales incomes of the National Lotteries Board and the
Development Lotteries Board highlight the magnitude of the gambling operations run by the
government of Sri Lanka in the form of lotteries:

Year Gross Sales Income (LKR)

National Lotteries Board Development Lotteries Board

2022 21,208,808,240 19,071,456,751

2021 17,292,066,080 15,364,398,498

2020 18,041,145,000 15,033,029,360

2019 22,079,260,575 17,065,414,012

2018 20,438,643,440 15,854,856,246

2017 16,747,180,220 13,981,500,306

2016 20,170,417,750 11,874,659,603

2015 17,394,463,681 12,271,477,490

2014 15,153,133,820 9,728,586,929

2013 14,537,362,545 9,941,375,151

2012 12,004,268,616 8,624,166,662

2011 10,092,330,623 6,884,267,246

2010 8,862,869,826 5,667,809,000

2009 8,580,538,712 5,220,418,000
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2008 6,832,519,239 4,498,179,000

2007 6,079,850,149 3,947,214,000

2006 6,460,015,752 3,761,749,000

2005 6,166,897,652 4,102,829,000

2004 6,489,740,091 3,729,539,000

2003 7,181,894,656 2,995,514,000

2002 4,965,365,543 2,266,820,000

Source: Annual Reports of the Lotteries Boards

The following table details the state revenues that the government derived from its
monopoly in the lottery industry. The National Lotteries Board contributes its surplus
revenues to the Consolidated Fund, whereas the Development Lotteries Board contributes its
surplus revenues to the President’s Fund. Note that the two Lotteries Board additionally pay
taxes to the government, including income tax on profits, value-added tax on sales, and the
nation building tax.

Year National Lotteries Board
Contributions to the

Consolidated Fund (LKR)

Development Lotteries Board
Contributions to the

President’s Fund (LKR)

2022 2,609,494,086 2,894,896,000

2021 2,162,030,441 2,305,868,900

2020 2,205,079,779 2,296,720,000

2019 2,637,962,164 2,191,000,000

2018 2,426,947,888 1,968,000,000

2017 2,016,986,336 346,541,000

2016 2,445,594,544 1,836,020,000

2015 2,130,953,970 1,628,053,000

2014 1,888,455,133 1,834,814,000

2013 1,753,135,197 2,007,375,000

2012 1,574,149,137 1,648,471,000

2011 1,345,046,907 1,354,089,880

Source: Annual Reports of the Lotteries Boards
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These figures demonstrate the outsized role played by lotteries in generating revenues for
the government from the gaming industry. The government’s heavy reliance on the sale of
lotteries to generate revenues for the national healthcare and education sectors is however
not an equitable strategy. In fact, the state’s overreliance on the lottery industry has led to a
scenario where the government collects revenues from the economically most vulnerable
populations to redistribute it to those of the same or higher economic background.

It is well-documented in existing literature that, globally, lotteries are an ‘inferior good’,
meaning that the demand for lotteries generally goes down in response to an increase in
the income of the consumer base200. Accordingly, it is the poorest households which
generally spend the most on lottery ticket purchases; which is the case for Sri Lanka as well,
based on conversations with those involved in the lottery industry of Sri Lanka. Although
comprehensive data on the consumer demographics of the Sri Lankan lotteries market
does not exist, the main objectives of those who purchase lotteries include purchasing land,
building houses, purchasing motor vehicles, and settling loans, which indicate that the
consumer base is generally lower income201. It is important to note, however, that while the
Development Lotteries Board fully agrees with this characterisation of their consumer base
as low income earners, the National Lotteries Board does not necessarily agree. According
to the National Lotteries Board, the high share of lottery tickets sold in urban centres on
working days is evidence that the average lottery buyer is economically better off than
conventionally thought. During conversations, the National Lotteries Board also pointed to
the number of prizes that are not claimed by winning buyers as evidence that a significant
number of lottery buyers purchase lotteries out of sympathy for lottery sellers, and not
necessarily because they are interested in winning prizes. Despite these claims, it is highly
likely that most regular lottery buyers are still low income earners.

The consumer base of casinos, on the other hand, cannot be more different. A majority of
those who patronise Sri Lanka’s casinos are tourists, mainly from India, China, and the
Middle East202. The local patrons, unsurprisingly, represent the wealthiest stratas of Sri
Lankan society, according to those familiar with the industry. In fact, with the casino
entrance levy of USD 50 in effect as of 2023, it is reasonable to assume that the average
income of the local patrons of Sri Lankans now is even higher than before.
Given the obvious difference in the consumer base of the lottery and casino industries of Sri
Lanka, the government’s heavy reliance on the former to fund social welfare programs is not
only regressive in nature, but also does not make economic sense. Any government
programmes aimed at uplifting the quality of life of the poor, such as the President’s Fund,
the Mahapola scholarship programme, or any other welfare scheme funded through
revenues earned from the lottery industry of Sri Lanka, would only make economic sense if
serving a real redistributional purpose by transferring money from those with more to those
with less. The lottery industry serves no such redistributive purpose because it collects
revenues from the poorest strata of society, and redirects it back to the same. In fact, given
the inadequate means testing criteria and irregularities in the administration of government

200 Blalock, Just, and Simon (2007)
201 Auditor General’s Department (2019a)
202 Menon (2022)
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welfare programmes in Sri Lanka, the disbursement of welfare to segments of society less
deprived than those who need welfare the most is a common phenomenon203. Considering
this reality, it is not an overstatement to postulate that Sri Lanka’s state-run lotteries collect
revenues from the least well off segments of the Sri Lankan population, to redistribute it to
those somewhat better off.

The regressive nature of the tax policy that is adopted when governments operate lotteries
as a means of revenue generation as opposed to optimising state revenues from the casino
industry, the form of gambling favoured by the economically prosperous segments of
society, is well-documented in the literature204. Although lotteries are not technically a tax,
theoretically, lotteries function as an ‘implicit tax’ on the population, one that is regressive in
nature given that the incidence of the implicit tax—or in other words, the burden of bearing
the brunt of the tax—falls on the poorer strata of society205. Lotteries thus violate the fairness
and equity principles of a good tax system, in addition to being an ineffective tool of
redistribution.

State-operated lotteries are not only a regressive form of state revenue generation, but are
also an extremely inefficient fiscal policy tool. Lotteries are extremely expensive to operate,
which means that only a fraction of the money collected as sales revenue from the lotteries
end up being retained by the government as state revenues. The following figure
demonstrates the percentage of sales revenues of the National Lotteries Board and the
Development Lotteries Board that were contributed to the Consolidated and the President’s
Funds respectively.

Source: Annual Reports of the Lotteries Boards

203 Sebastian, Shivakumaran, Silwal, Newhouse, Walker, and Yoshida (2018)
204 Clotfelter (2005)
205 Clotfelter (2005)



A Comprehensive Policy Framework for the Gaming Industry of Sri Lanka - 2024

80 Advocata Institute

The high expenses of the Lotteries Board are mostly a function of operating costs and prize
payouts. In addition to a large number of oversights in the handling of financial resources,
the Auditor General’s reports on the Lotteries Boards sometimes point to substantial
occurrences of irregularities that rise to the level of financial mismanagement or fraud206,
which have also caught the attention of the Committee on Public Enterprises (CoPE) of the
Parliament of Sri Lanka207. As such, the high operating costs of the Lotteries Boards are
attributable to the natural inefficiencies associated with any state-owned enterprise with no
profit incentive. A primary barrier to lowering the operating costs of the Lotteries Boards is
the fact that managements do not have the ability to make quick, business-minded
decisions on their own; given that the Lotteries Boards fall under the authority of the Ministry
of Finance, every decision requires approval from the respective Boards of Directors and the
Ministry of Finance, leading to substantial delays in decision-making. Given that the Lotteries
Boards are also required to abide by various government procurement regulations and
other circulars, the Lotteries Boards claim that it is near-impossible to take the most cost
effective route when making decisions on the printing, sale, and distribution of tickets.
Bloated and unmotivated workforces, limited attention to marketing, and the lack of a profit
motive are other hindrances to higher profitability at the Lotteries Boards.

Conversations with industry experts also revealed that the high operating costs have
prevented the Lotteries Boards from making any profits at all in the past, which has not been
the case since the adoption of digital algorithms in the printing of lotteries. Before the
adoption of digitalised algorithms, the Lotteries Boards used to print all possible
permutations of draws, which gave consumers a high chance of winning. The adoption of
digitalised algorithms has allowed the Lotteries Boards to limit the number of lottery tickets
printed and thereby control the consumers’ chance of winning. While the technological
advancements adopted by the Lotteries Boards have enhanced the profitability of their
operations, it is likely that the rights of consumers are violated in the process, depending on
how one interprets consumer rights in the context of lotteries; this, however, is beyond the
scope of this paper. Conversations with those familiar with the industry also revealed that
the Lotteries Boards has made great strides on cutting down on the number of fraudulent
claims via counterfeit lottery tickets by introducing a QR code system to authenticate tickets.
The crackdown on counterfeit lotteries has also contributed to enhancing the profitability of
the Lotteries Boards in recent years.

Despite these important strides made by the Lotteries Boards in the recent past, the fact
remains that the operations of the Boards are both inefficient and regressive as a tool of
fiscal policy. The following are a series of proposals aimed at redesigning the approach of
the state towards the larger gaming industry, in order to minimise the inefficiency and
regressivity that arises from its present reliance on lotteries as a generator of fiscal revenues,
over other forms of gaming.

206 Auditor General’s Department (2019b)
207 Ada Derana (2022)
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1. Privatization of the Lotteries Board

There is no reason based on economic theory as to why the Lotteries Boards should remain
in state ownership. In fact, as the aforementioned inefficiencies in the management of the
Lotteries Boards suggest, the state ownership of the Lotteries Boards has brought about
those inefficiencies, inevitably associated with state ownership, to the lottery industry of Sri
Lanka. In this context, the government should give serious consideration to the privatization
of the Lotteries Board.

The full privatization of the Lotteries Boards, however, may prove to be difficult for several
reasons. Firstly, given that no country currently has a fully privatised national lottery system,
there is no tried-and-true foolproof model for the privatisation of the Lotteries Boards that
the government of Sri Lanka may pursue. Furthermore, given the extant reliance of the state
on the Lotteries Board as a tool of fiscal policy, the sudden privatisation of the Lotteries
Boards may rid the state of crucial fiscal revenues in the short run.

The partial privatisation of the Lotteries Board may be a more appealing choice in this
context. A model for partial privatisation already exists in the form of the National Lottery of
the United Kingdom, which was franchised to a private operator in 1994 but continues to
contribute one share of its revenues to the British government, and another share to
charitable causes as stipulated by the British Parliament. If the management of the Lotteries
Boards of Sri Lanka is privatised under a similar model, the added profit motive would likely
increase the contributions to the Consolidated and President’s Funds by increasing sales
revenues and decreasing administrative costs. The government may earn additional
revenues under this system by awarding the franchise rights through a bidding process,
with the licence renewed periodically.

Even if partial privatisation of the Lotteries Boards is not achieved, bringing the Lotteries
Boards under the Companies Act No. 7 of 2007 would eliminate some hindrances to higher
profitability at the Lotteries Boards. In fact, conversations with the National Lotteries Board
reveal that as part of the economic liberalisation effort of the government after the onset of
the economic crisis in 2022, a cabinet proposal was made to bring the Lotteries Boards,
alongside several other SOEs under the Ministry of Finance, under a single division of the
Ministry, where they would be administered as companies under the Companies Act. The
National Lotteries Board claims that such a move would minimise the inefficiencies
generated by procurement guidelines, other government circulars, and delays in decision-
making due to redtape. Yet, it is important to note that even as entities under the
Companies Act, the Lotteries Board would still retain most other inefficiencies stemming
from state ownership.
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2. Expanding the Consumer Base of Lotteries to Include the Economically
Better Off

Regardless of whether the Lotteries Boards are privatised, there are steps that can be taken
to reduce the regressive nature of the lottery industry from a redistributionary standpoint.
The Lotteries Boards may aggressively pursue a rebranding strategy to increase its appeal
to the segments of society that are economically better off than its present consumer base.
In fact, conversations with industry professionals reveal that some action has already been
taken with this aim in mind, although these steps have failed to help the Lotteries Boards
make inroads among economically better off segments. For instance, a few years ago, the
National Lotteries Board introduced an SMS lottery that was meant to appeal to a newer
generation of technologically savvy consumers. Despite the failure of this venture, the
Lotteries Boards may keep experimenting with other strategies to diversify its consumer
base, in order to attenuate the economically regressive nature of their operations.

To successfully diversify its consumer base, however, the Lotteries Boards need to devise a
clear-eyed marketing strategy that aggressively appeals to more privileged segments of
society than the existing consumer base of lotteries. In devising such marketing strategies,
the Lotteries Boards need to be aware of several economic realities that would help better
target their attempts at consumer diversification. Firstly, the traditional model of lotteries
seen so far in Sri Lanka has limited appeal to more prosperous segments of society-–a likely
cause for the failure of the SMS lottery by the National Lotteries Board. As such, the Lotteries
Boards need to conduct extensive research on what exactly would enhance the appeal of
lotteries to more privielged segments of society, and what forms of advertising would
enable the Lotteries Boards to tap into such potential, if any. Furthermore, the Lotteries
Boards also need to supplement its current sales strategy of reliance on lottery agents and
salespersons with more modern forms of sale, to meet prospective consumers of more
privileged means where they are.

3. Merger of the Lotteries Boards and Reduction in the Number of
Lotteries

The lottery industry of Sri Lanka, much like the casino industry, operates under inelastic
demand conditions. As such, regardless of the number of Lotteries Boards in existence, and
the number of different lotteries being operated at any given times, the number of
consumers who purchase lotteries remains generally fixed. As such, the existence of two
state-run Lotteries Boards at present does not make much economic sense, and one could
argue that it only contributes to the high operational costs of the industry. The many
lotteries currently operated by each Lotteries Board have also failed to substantially
broaden the consumer pool for lotteries, and as such, have only balkanised the fixed
aggregate demand for lotteries among the consumers, while further adding to the
operational costs.
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The restructuring of the Lotteries Boards, whereby the two Lotteries Boards are merged into
one, and the number of lotteries in operation are substantially reduced, could thus help
lower operating costs of the industry. Cost savings from the restructuring of the Lotteries
Boards would allow the industry to enhance its contributions to the government, which
would do real justice to the implicit tax on the public that is the lottery industry. However,
before a merger of such nature takes place, it is important that the competition effects of
having two Lotteries Boards are studied in detail; in the event that the ‘friendly’ competition
between the two Lotteries Boards is proven to bring in more revenues than a merger would
cut costs, a merger of the two Lotteries Boards would not be economically justified.

4. Bringing the Lottery Industry Under the Gaming Regulator

The urgent need for a casino regulator has been repeatedly emphasised in the sections
above. Given the technical similarities between casinos and lotteries, it is only reasonable
that the lottery industry is also brought under the purview of the same proposed regulatory
authority. The National Lotteries Board, the existing regulator of Sri Lanka’s lottery industry is
not fit for this purpose; as an operator of lotteries itself, the National Lotteries Board has a
duelling mandate to both operate lotteries and regulate how they are operated, which leads
to concerns about clear conflicts of interest. Furthermore, given that the Development
Lotteries Boards and the Mahapola Fund have been legally exempted from the regulatory
authority of the National Lotteries Board, the National Lotteries Board is limited in its ability to
provide tangible regulatory services to the industry.

There are multiple factors that warrant the proper oversight of the lottery industry of a
country by an independent regulatory authority, regardless of whether the lottery industry is
operated publicly or privately. Lotteries also entail the same negative externalities as
casinos, which means that the supply of lotteries may need to be adjusted to the socially
optimal level through regulatory control. The same concerns of consumer rights related to
the casino industry are also applicable to the lottery industry, given the industry’s ability to
manipulate the odds of winning through the number of lotteries printed, and other
mechanisms. Hence, a regulatory body is also necessary to ensure that the rights of lottery
consumers, who generally represent the most economically underprivileged strata of
society, are protected. Lastly, a regulatory body would also be able to ensure that the lottery
industry is not associated with money laundering and other criminal or unethical activities,
which the industry may be prone to given the nature of wager.

5. Redirect State Focus Towards Revenue Generation from the Casino
Industry

Even if the proposals above are implemented, the reality remains that the overreliance of
the state on the lottery industry as a tool of fiscal policy is substantially less progressive than
the counterfactual case, where the government looks to the casino industry for revenue
generation. Therefore, in order to make the gaming tax code truly progressive, the
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government needs to gradually move away from the lottery industry towards the casino
industry for the generation of fiscal revenues.

The proposals stipulated in the previous sections will allow the government to achieve this
goal, alongside efforts to make lotteries more appealing to economically better off
consumers. Given the potential high scale of operations of a fully formalised casino industry
when compared to the lottery industry, there is greater government revenue to be
generated through the former than the latter. Progressive economic reforms aimed at
promoting economic growth through the casino industry, while controlling its negative
externalities, would help this fiscal potential of the gaming industry to materialise in the Sri
Lankan context.

6. Conduct Research on the Economic Effects of Addiction to Lotteries

While the Lotteries Boards claim that there is no evidence of addiction among individuals to
the lottery industry, neither the Lotteries Boards, nor any other public or private entity, have
actually conducted any research on this matter. It is highly likely that, although most buyers
of lottery tickets are not addicted to lotteries, there remain some individuals whose lottery
buying patterns have a substantial negative effect on their quality of life. In fact,
conversations with the National Lotteries Board reveal some such instances in the past
where lotteries contributed to the generation of negative externalities, including when men
in rural areas were found to have been habitually engaged in betting on the last two digits
of the Mahajana Sampatha.

Only a comprehensive study of the economic effects of the lottery industry of Sri Lanka
would be able to discern whether the economic benefits of lotteries, including the many
welfare programmes they fund and the prize monies that are paid out to winners, truly
outweigh the negative externalities of lotteries. As such, the government (or any interested
private entities) should take immediate steps to study this matter in more detail, so that the
real contribution, or the lack thereof, of this exclusively state-operated industry on the Sri
Lankan public can fully be understood.
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