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Gambling:

Free Choice, Distributive Justice and Risk Allocation

Defeng Xu*

Abstract

From legal perspective, gambling is an agreement between two
parties whereby the transfer of value from one to the other depends on
an uncertain event in such a way that the gain of one party is balanced by
the loss of another. Unlike insurance, which is used to mitigate risk or
allocate risks to better risk bearers, gambling creates additional risk.
Judging from the socio-economic effects, gambling between natural
persons reduces the social welfare (measured by marginal utility), while
gambling between legal persons or other entities tends to increase
systemic risk and generate huge (economic) crisis cost. Different
strategies shall be applied to regulate gambling in accordance with their
respective nature. For gambling-related speculative market transactions,
such as securities, futures, financial derivatives, etc., the gambling
factors should be tolerated. However, the negative impact on possible
gambling should be strictly regulated. On the other hand, the law shall
strictly prohibit the gambling not related to market transactions, such as
lottery games, casino games between individuals, etc. A “gambling-
insurance” framework can shed new light on the unified
explanation/understanding of many existing legal institutions.

KEYWORDS: gambling, insurance interest, securities market, directives,
lottery, futures, long-term contract.
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