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CALL TO ACTION 
Mass gaming revenues deteriorated rapidly from trend in October, even after adjusting for 

MPEL’s Mass table reclassification to direct VIP. The obvious explanation is the smoking ban but 

the operators have been adamant that the restriction impact is minimal. Their actions suggest 

otherwise but let’s take them at face value.  If it’s not the smoking ban then what is the 

incremental negative variable?  China macro?  Today’s lowering of both the discount rate and 

the one-year deposit rate would suggest possibly a weaker economy than previous government 

data would suggest. That no one can provide a credible alternative explanation is more 

disconcerting than if we could just chalk it up to the smoking ban.  

 

We’re about 8% below the Street on average for 2015 EBITDA for the Macau operators 

(excluding SJM, for which we have no forecast). Following our “under the hood” analysis of the 

October metrics, particularly on the Mass side, and a November that should be trending better 

than its month to date, we fear our 2015 forecast may also be too high. The buy-side deserves 

credit - they are certainly expecting a weaker 2015 than the sell side - but anything exceeding 

another 5% reduction in Macau EBITDA forecasts should pressure the stocks. We expect an 8%-

15% reduction (excluding Galaxy) so it’s clear where we stand on the stocks… 

 
WHAT HAPPENED TO MASS? 
In our June 13 note, “MACAU: HANDICAPPING MASS DECELERATION”, we outlined our thesis 

that Mass revenue growth would slow dramatically in 2H 2014.  That happened and admittedly 

occurred at a much faster rate than even we expected, culminating in the unmitigated disaster 

that was October. Certainly, MPEL’s smoking ban run around of reclassifying most of its 

Premium Mass tables to Direct VIP played a role.  But even after taking this into account, Mass 

revenues probably still declined low to mid-single digits following over 5 years of uninterrupted 

YoY growth.  
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To us, the Mass deceleration call was easy. While analysts continued to forecast 30%+ Mass 

growth in 2H 2014, simply carrying forward a moving average of Mass revenues (with seasonal 

adjustments) projected a slowdown in growth from the 30%+ generated in 1H. Making the 

comparisons even more difficult was a sharp rise in table minimum required bet levels 

beginning in July 2013. See the chart in the next section. 

 

However, we didn’t see the October Mass downturn coming. So what are the possible 

explanations? More restrictive visas, the Chinese economic slowdown, and the anti-corruption 

clampdown (impacting Premium Mass) are all likely explanatory variables for the Mass 

slowdown. However, all of those factors were evident well before October yet Mass growth 

remained well in positive territory. As far as we can see, the smoking ban was the only 

incremental variable from September.  

 

Ah, the smoking ban. Macau is not the US, they told us: a) players are still going to gamble the 

same amount, b) the partial ban had very little impact and the full ban will prove to be nothing 

more than an annoyance. Meanwhile, operators were none too happy when the DICJ moved 

the goalpost at the last minute and also banned Premium Mass players from smoking. 

Moreover, led by MPEL, the operators are scrambling to convert non-smoking Premium Mass 

tables to Direct VIP. Of course a smoking ban has no impact…Right. 

 

With overall GGR decelerating so rapidly it is difficult to quantify the impact of the smoking ban.  

But clearly, it has to be considered material. October was the first month to post negative Mass 

growth in 5 years! In the prior 60+ months, it hasn’t even been close. If it’s not the smoking ban, 

then it’s something more sinister. Maybe the Chinese economy is in much worse shape than 

what the government published data indicates. Did the economy fall off a cliff in October? 

Whether it is the smoking ban or economic or some unknown variable, the results are indicative 
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of a much more difficult environment for the next 12 months than that contemplated just a few 

weeks ago. 

 

TABLE MINIMUMS INDICATIVE OF DEMAND 
Our proprietary table minimum bet dataset is depicted below. Note the climb beginning in July 

2013 which made 2H 2014 comparisons very difficult and contributed to the deceleration 

experienced in the Mass segment. Beginning in September of 2014, some casinos lowered 

table minimums and the trend accelerated in October. Was this in response to softening Mass 

demand, anticipation of future lower demand, or a combination of both?  

 

 
 
ESTIMATES BELOW THE STREET 
We’re currently projecting a 2015 GGR decline of 7% - comprised of -1% and -11% declines in 

both Mass and VIP revenues, respectively. Note that our estimates include the impact of table 

reclassifications from Mass to Direct VIP to circumvent the smoking ban.  On an apples to 

apples basis, we estimate Mass will grow mid-single digits YoY.  
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Here are our forecasts: 
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While our Macau revenue projections are likely below the Street, there remains downside risk, 

especially considering the negative Mass turn in October and November’s disappointing 

numbers month to date.  We think Street Macau EBITDA estimates are way too high as seen 

below. 
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CONCLUSION  
Today, there is incrementally more uncertainty and estimates look more at risk than just a few 

weeks ago. VIP has been awful most of the year but now Mass could be the more important 

negative pivot relative to profit expectations.  Look for another round of potentially large 

estimate cuts from the Street and worsening investor sentiment particularly as we get into 

December.  We’re forecasting December to be as bad as October (GGR down 23%) which could 

be exacerbated by a visit from the Chinese President mid-month. 
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Risk Management is not a broker dealer and does not provide investment advice for individuals. This research 
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reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies or omissions of information.  The 
opinions and conclusions contained in this report are those of Hedgeye Risk Management, and are intended solely 
for the use of Hedgeye Risk Management’s clients and subscribers.  In reaching these opinions and conclusions, 
Hedgeye Risk Management and its employees have relied upon research conducted by Hedgeye Risk 
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industry.  Hedgeye Risk Management is not responsible for the validity or authenticity of the information upon 
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