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Shifting Sands
After suffering for two years at the hands of President Xi Jinping’s crackdown on corruption and weak mainland
economic growth, it seems that the tide is about to turn for activity in the Macau gambling market. As the
nimblest regional operator, Las Vegas Sands stands to benefit disproportionately from this change in fortune.
In the wake of Xi’s crackdown, the appetite for conspicuous consumption has waned amongst China’s elite,
leaving a miasma over casino operators’ revenues. Over the past year, VIP gross gambling revenues have
declined by nearly -22%. Though this weakness is expected to persist for the remainder of the year in the
VIP segment, long-term growth in the mass market segment is anticipated to more than compensate: in
June of this year mass gaming volumes and revenues increased year on year at Las Vegas Sands’ Macau
properties for the first time since September 2014. In a recent conference Sheldon Adelson, Chairman and
CEO of Las Vegas Sands, declared he can “smell and feel” a recovery in the Macau market.
He may well be proven right. In the twelve months to June, the company derived 6.5x more profit from
mass tables and slots than VIP tables. Among competitors, Las Vegas Sands is uniquely positioned to
benefit the most from the growth in mass market revenues: with the opening of the Parisian luxury hotel in
September, the company will control nearly 40% of the Macau casino hotel supply, or approximately
13,000 rooms. The hotel will be replete with all the gaudy trappings of its kind, including a half-sized Eiffel
Tower and a rainbow-coloured light show; it is expected to become another “must-see” property in Macau.
Of course, Las Vegas Sands is not the only operator in the region. However, of their five major competitors
the company comfortably eclipses four in efficiency: the company enjoys a share of market revenue 30%
above its capacity share. Moreover, Las Vegas Sands excels in attracting custom: it estimates its 2015
visitations to be in the range of 62 million, or twice the approximate 30 million annual visitors to Macau.
Though equity valuations for the Macau casino operators have already begun to benefit from improving
trends and the anticipation of new casino openings, we believe there is more upside in the share price
given the stable earnings growth due to its high mass market exposure, relatively cheap valuation, and high
dividend yield. The latter of which is the highest within the sector at over 6% and is sustainable in the longrun, given the company’s strong free cash flow and balance sheet.
For now, the Macau gaming industry remains volatile. Over time, however, this will subside as the region’s
revenues shift in focus from VIP to mass market. In the shifting sands of the Macau gaming market, little is
certain. However, with revenue up 3% in spite of continued softness in the VIP segment, and a dominant
mass and non-gaming position on the central Cotai strip, we believe Las Vegas Sands is poised for
successful long-term growth.

credogroup.com

Equity Spotlight
September 2016

Important Notice
This document has been created for information purposes only and has been compiled from sources believed
to be reliable. None of Credo, its directors, officers or employees accepts liability for any loss arising from the
use hereof or reliance hereon or for any act or omission by any such person, or makes any representations
as to its accuracy and completeness. This document does not constitute an offer or solicitation to invest or
divest, it is not advice or a personal recommendation nor does it take into account the particular investment
objectives, financial situation or needs of individual clients and if you are interested in any of the information
contained herein, it is recommended that you seek advice concerning suitability from your investment advisor.
Investors are warned that past performance is not necessarily a guide to future performance, income is not
guaranteed, share prices may go up or down and you may not get back the original capital invested. The
value of your investment may also rise or fall due to changes in tax rates and rates of exchange if different to
the currency in which you measure your wealth. Credo Capital plc is authorised and regulated by the
Financial Conduct Authority, is a member of the London Stock Exchange, and is an Authorised Financial
Services Provider in South Africa.
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