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Lecture 2 (9th September 2022)

DEFINITIONS OF GAMBLING

Set Reading: Li, W., Mills, D., & Nower, L. (2019). The relationship of loot 
box purchases to problem video gaming and problem gambling. Addictive 
Behaviors, 97, 27–34. 
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Key Questions

It is difficult to give an uncontroversial definition of gambling 
that sets it apart from other activities

(Implications: gambling as a lens; can other forms of risk-
taking e.g. entrepreneurship be addictive too?)

Working definitions tend to be legal definitions, but may not 
align with psychological research

Examples: loot boxes, poker
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A psychology definition of gambling

Raises various challenges, e.g. 
- Individual vs groups?
- Does money need to be involved? 
- Uncertain prospects can contain a varying balance of 

chance and skill 

 In short, this definition is overly inclusive

‘Behaviour (of an individual) where something of value 
(typically money) is placed on the uncertain prospect of a 
larger prize (typically money).’ 
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“It is incoherent to maintain that if you bet on Dallas beating the Giants by 
more than 3 points you are a gambler, but if you bet on the Japanese Yen 
dropping .11 against the American dollar you are an investor” (Reber 2012)
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Reber’s Expected Value x Flexibility (EVF) model
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Test yourself

In Reber’s EVF model, where would you place card 
games like poker and blackjack?

A: positive EV, low Flexibility
B: positive EV, high Flexibility
C: negative EV, low Flexibility
D: negative EV, high Flexibility
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Best answer: D. Although…  is 
there enough flexibility for highly 
experienced player to move 
quadrant, to positive EV?



Poker: Chance or Skill?

“Why do you think the same five guys make it to the final table of 

the World Series of Poker every year? What are they, the luckiest 

guys in Las Vegas?”

— Mike McDermott (Matt Damon in the 1998 film “Rounders”)

Croson et al (2008): # of top 18 finishes in major tournaments as a 

predictor of final position in current tournament. 

There is significant stability for poker ( skill), of similar size to 

golf.

Levitt & Miles (2011): analyzed “return on investment” in world 

series (profit minus fee): -15% for amateurs, +30% for pros.
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Legal definitions of gambling

Focus on 3 elements
- The consideration (i.e. bet, stake, wager): what you 

must pay to play
- The prize: what you can win
- Outcome is determined by chance

Many legal disputes revolve around the nature of 
chance (see poker, also ‘daily fantasy sports’) 

…although for loot boxes, it is the bet & prizes that 
have been controversial

8



What are Loot Boxes?

o A virtual item in modern video games, which produces a 
randomly-generated prize of varying desirability and/or 
rareness (e.g. ‘legendary’)

o Most loot box prizes are common and of low value (e.g. 
Drummond et al 2020 Nat Hum Bhv) 

o How do you get them? Earned thru play, OR can be 
purchases with in-game payment 
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Class Exercise (choose either scenario)

Scenario 1. An experienced gamer pays for a loot box and wins a 

very rare item. What different kinds of ‘value’ might this item provide?

- Could the item have actual monetary value to the gamer? 

- What other forms of non-monetary value might be gained?

Scenario 2. The video game industry respond to the concern that 

loot boxes are a form of gambling by making the point that every loot 

box wins a prize; there are no losses (in contrast to gambling). 

Evaluate this defense.

- Are loot boxes any different from kinder eggs or Pokemon cards?

- Where might the ‘house edge’ come from?
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Media and Regulatory Concern 
about Loot Boxes
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Set Reading #1: Li et al 2019
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N = 618

The point?  Loot 
boxes exist within 
most popular video 
games, including 
many games that 
are rated only 12+

Wen (Vivien) 
Li, Assistant 
Prof, Rutgers 
Uni



Set Reading #1: Li et al 2019
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(PGSI = Problem Gambling Severity Index)



Loot Boxes: an evolving area for research 
and regulation

• Loot boxes and thinking about event probabilities 
(judgment) – see Decision 2

• Loot boxes and video game age restrictions (see 
Drummond & Sauer 2018 – many games 12+)

• Loot boxes and the economic value of virtual items (are 
loot boxes only gambling if there is a marketplace? 
Complex legal landscape!)

• Are loot boxes ‘predatory monetization’ by game 
designers, and can tools be added to protect gamers (e.g. 
setting spending limits)?  
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Graded Discussion Thread 
(log in and say hi!)

Some possible topics to think about & research:

1. Another area of legal dispute around gambling has been 
‘Daily Fantasy Sports’ (DFS) in the US. Why was this 
controversial. Do you think DFS is gambling? 

2. How does trading and private investment relate to gambling? 
Do you think some traders (either professional or private) 
have gambling problems?

3. In parallel with the discussion around loot boxes, video 
gaming disorder or internet gaming disorder was recognized 
as a diagnosis in 2019. Why has this been so controversial?
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Next class…  PRE-RECORD!!

Decision Making part 1: introduction. What is a decision? 

What is risk? Are humans fundamentally rational or 

irrational?

Set Reading: Schonberg et al 2011 paper is scheduled for 

Wednesday 14th, so quiz will close Wed 21st 

Alternative background: 

“Rationalizing the Irrational”, on the Behavioral Scientist 

blog: http://behavioralscientist.org/rationalizing-the-

irrational/
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Marketplaces
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Distinguish between

Investment e.g. market-linked savings, stocks & shares: low risk, 

positive expected returns. Limited relationship with gambling.

Speculation e.g. day trading. Short-term buying and selling, higher 

risker. Strong resemblance to gambling & correlated with problem 

gambling.

“day to day directional changes are largely independent of previous 

valuation” … “Most day traders lose money in the long run”
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The Retail Investment Boom

• Commission free

• Fractional shares

• Gamified apps
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