Volume LXI

Feb 26th, 2014

Macau Gaming Gazette
I G A M I X

M A N A G E M E N T

&

C O N S U L T I N G

L T D

* * * PLEASE NOTE * * *
The information in this email and any attachments is proprietary and owned by IGamiX Management & Consulting Ltd. If you are not the intended
or authorized recipient, please notify us immediately of the fact as well as promptly destroying the material in its entirety. IGamiX retains worldwide intellectual property rights to the Gazette and the contents therein, and you are not permitted to duplicate or distribute any part of it without
our expressed and written consent.

T h e
LATEST MACAU FIGURES
@23/2/14
GGR: MOP 31.9b
ADR: MOP 1..39b
Market Share (vs. Jan):
SCL: 25.0% (21.4%)
SJM: 22.0% (23.6%)
GEG: 21.5% (20.5%)
MPL: 12.2% (14.2%)
WYN: 10.9% (9.0%)
MGM: 8.4% (11.3%)

It takes a lot of provocation for the average Macau native to stand up and be
counted.
But quite simply, this is the key to understanding what is going on in the media and
on the streets away from the casinos and
positive gaze of sell-side analysts.
Make no mistake. Unlike before, popular
opinion counts in Macau, and the gaming
industry will eventually feel the heat.
The year 2013 saw growing bitterness
among ordinary people over their econom-

M a c a u
The rising tide effect in Macau
is probably more akin to that
of a tsunami.
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Despite the near disappearance of zero cost package
tours, a flood of mainlanders
is coming to Macau, mostly by

I s

ic and social lot.
Prices rose and non-gaming industry wages retreated in real terms, while mainland
tourists clogged up already severely limited living space and snatched up precious
commodities in lieu of health controls over
the border, among a long list of locals’
complaints.
The result of years of such trends in recent
months is new and worrying: pent-up frustration of ordinary people spilling more
and more into the media, whether it be on
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walking across the Gongbei
border.
Ferry operators are bemoaning the drop in business, and
coupled with a YoY drop in
visitors from other territories
such as Korea, Japan and even
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Hong Kong, the increase in
overall tourism numbers mean
that Macau is becoming increasingly and singularly dependent on the mainland.
Despite visitor numbers that
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talk shows or in newspaper columns
that previously tugged the government's forelocks.
The once-reserved, self-absorbed and
unengaged masses of Macau have had
enough. They've woken up to what's
going on: The government is presiding
over a massive industry that takes
from most of them and doesn’t give
back a net return.
Economics and finance minister Francis Tam’s reiteration last week that
the government will eventually close
down all betting shops and slot parlours outside casinos is a direct result
of this new public pressure on opaque
government officials.
Locusts in Macau?
We're not at Hong Kong's level where
mainlanders are insulted to their faces
with words like "locust" and colonial
flags are dusted off for anti-Chinese
protests.
MGG doubts that there will be Portuguese-era flags hoisted anytime soon.
But we can imagine locals here saying
to hell with the key casino customer
demographic, then agreeing with,
adopting and adapting the abusive
language of their cousins across the
estuary.
Without adept handling by the government, protests could follow.
In a semi-democracy like Macau,
where ordinary, low-earning residents
are forbidden proper representation,
it is up to the government to soothe
discontent Singapore-style with a
combo of smart technocracy and
smarmy cultural propaganda.
But Macau's government, which is run
or manipulated by a few clans of
greedy, myopic and ideologically barren businessmen, is apparently incapable of either.

J i g

I s

U p

F r o m

P a g e

So public resentment, both activist
and community-based, continues to
grow in proportion to economic pressures on those without jobs in the
gaming industry, particularly the elderly and blue-collar families.
It is an unsustainable mix.
This election year, as government departments duck for cover lest they
embarrass their masters, it will be
difficult to generate public discussion
of, let alone solutions for, dwindling
labour, overburdened transport and
other infrastructure issues, spotty
utility services and the thinning pool
of competent civil servants.
Gaming revenue and mainland visitation will continue to flourish in 2014
and the government will reap still
more billions of dollars that it can't
figure out how to spend.
But the non-gaming SME sector will
only feel heightened pain from a
shrinking workforce and moribund
investment climate as Chinese officials
drone on about the potential of
Hengqin and other special zones that
offer SMEs little or nothing.
Handouts
Macau's Gini coefficient, which hasn't
been officially acknowledged for
years, will creep up further despite
government handouts of around
MOP9,000 per local.
How lazy for the government not to
skew handouts toward those who
need them. Instead, it will raise tax
thresholds, increase housing subsidies
and offer a stingy minimum wage …
but only to security and cleaning staff.
All of these are aspirin for treating
internal injuries: temporary individual
relief in lieu of structural reform.
Pressure
The slogan "Macau's land for Macau's
2
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people" is now commonly known, just
in time for the Cotai properties – both
casinos and a series of luxury high-rise
apartment complexes – to place upward pressure on land prices and rent.
But as we've seen in recent months,
even the best off among Macau's minimally trained workers – casino dealers and supervisors – are on high
alert, panicked at any attempt by industry or government to dilute their
professional monopoly.
Some legislators (predictably) and
some unionists (stupidly) have begun
seeing Macau's predicament as the
spawn of foreign casino companies
and foreign workers. As we saw with
the French-backed Reolian bus company, foreign-linked companies do get
stiffed in Macau, and SCL, with its
sledgehammer approach to labour
relations and obnoxious parent company, would be the primary gaming
industry target.
Attacks on SCL have already begun
among certain "labour" interest
groups of uncertain patronage, which
have suggested that the government
end foreign gaming concessions altogether.
In the highly unlikely event that SCL
gets run out of town when its concession ends in 2022, not one local would
shed a tear. Indeed, with populist legislator backing as public ire rises, there
is potential for mischief-making and
damage to the interests of foreign
casino companies, starting with SCL.
MGG thinks, however, that ordinary
Macau people will eventually recognise that blaming individual companies for Macau’s difficulties won’t deliver very much.
Conscious that structural problems
will worsen if scapegoating serves as
Cont

P

5

P a g e

3

M a c a u

T a b l e
The story in Macau in recent times
has been about the 22% YoY rise in
table yield.
SCC Stars, Four Seasons Tanks
On the VIP side, CoD is the best performer even more so when contrasted against its sister property, the Altira. The diverging performance between CoD and Altira is a good example of the current consolidation of the
junkets segment.
CoD has big junkets like Suncity and
Neptune while Altira is mostly occupied by the small agents who used to
work under the AMAX umbrella.
Over the past 1-2 years, the bigger
junkets are getting bigger due to their
accessibility to capital and the ability
to get a better deal from the casinos
and in turn pay higher rebates to
agents.
Suncity which used to have around
20% market share a year ago, has
grown to close to 30% in the recent
months according to our sources.
Four Seasons is the worst performer
on the VIP front as it continues to
suffer from a lack of clear vision and
positioning. After failing to secure
stable junket volumes in 2012, SCL
said they will refocus the property
back onto the premium mass segment, but looking at their mass per
table win, it is equally bad, reality is
indeed far from intentions. The Sands
Macao property similarly suffers from
underperformance and a lack of clear
market positioning.
The most impressive performer is
perhaps the StarWorld casino. It is
one of the older property in Macau
and yet able to grow its table productivity and maintain their margin.
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Starworld’s stable-mate,
Galaxy Macau is the most
productive VIP casino in
Macau and probably globally too.

Ave VIP win/table/day
Sands Cotai Central
City of Dreams
Wynn Macau
Galaxy - Starworld
Venetian Macao
MGM
Galaxy Macau
SJM
Sands Macao
Altira
Four Seasons Macao
Overall Macau

Suncity is the anchor junket in that property and
with its recent backdoor
listing, is probably poised
to continue driving that
property as the premier
VIP property in the market
as it seeks to improve its share market valuation.
Same again
StarWorld has also shown an impressive YoY progression on the mass side,
beaten only by Sands Cotai Central.

There is no doubt whatsoever that
the massive room inventory has driven the performance of the SCC property, albeit probably through cannibalizing its sibling properties; the Four
Seasons and Sands.
CoD was impressive both in terms of
growth and per unit productivity. The
opening of SCC with 6,000 more hotel
rooms have definitely helped it grow
its premium mass business, as it provided the rooms that were sorely
lacking at CoD.

HKD$
4Q12
187,897
253,663
242,713
307,032
314,499
284,251
435,501
259,830
180,754
214,146
213,907
254,685

4Q13
yoy chg
35%
254,168
30%
330,835
26%
306,059
25%
382,934
24%
388,815
19%
339,471
14%
498,008
12%
290,199
11%
201,000
-6%
201,717
-20%
171,464
22%
309,874

Table A: VIP Table Yields

MGM has again demonstrated solid
performance in its mass market segment. They have 10% fewer mass
table but doing 30% more business
compared to the previous year.
For the premium mass focused properties such as CoD, Wynn and MGM,
their revenue patterns continue to
follow the 80/20 rule in which 20% of
the tables are generating 70-80% of
the mass table revenue, according to
industry chatter.
Thus whilst many investors are concerned about the capacity constraints
in terms of table numbers, we believe
that the existing tables are still underutilized, and that further gains are
there to be had.

Wynn Macau also appears to be turning around after its underperformance in the past Ave Mass win/table/day
few years. We noticed that Sands Cotai Central
they have finally followed Galaxy - Starworld
their competitor by lifting City of Dreams
MGM
table limits; turning an
SJM
existing junket space into a Altira
new premium mass zone Galaxy Macau
and most importantly, re- Wynn Macau
Venetian Macao
vamping its rewards pro- Sands Macao
gram.
Four Seasons Macao
Overall Macau

HKD$
4Q12
4Q13
yoy chg
103%
52,684 106,704
69%
78,444 132,378
55%
111,020 171,680
44%
87,863 126,503
33%
59,939
79,654
29%
73,381
94,853
28%
77,630
99,443
26%
89,172 112,199
6%
90,734
95,791
-9%
83,416
75,763
-35%
153,293
99,714
32%
75,703 100,046

Table B: Mass Table Yields
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It's no secret that the UnionPay system has been one of the main drivers
for Macau's premium mass market,
which casino executives say contributes 20% or more of mass revenue.
For example, mass market superstar
CoD saw market share jump from
9.75% in 3Q12 to 11% in 4Q12 after a
few jewellery/pawn shops opened on
the main floor beside the mahjong
tables (now a PokerStars enclave).
Grand Lisboa, on the other hand, saw
mass revenue fall around 8% qoq in
3Q13 against market growth of 13%
after UnionPay shops were shut down
there during the quarter.
A lot of clients ask how peninsulabased casinos can maintain mass market share amid the onslaught of Cotai
product. For the answer, look to the
main driver: nearby pawn shops and
the UnionPay system. Surrounding
the L’Arc, StarWorld, Wynn Macau
and MGM Grand casinos are at least
50 jewellery shops, marked by painfully bright neon lights, that constantly pump out cash to support mass
market growth in the older gaming
district. A scattering of pawn shops
can be found near most other casinos
in the area.
China only allows RMB20,000 to be
moved out of the mainland at one
time. Once reliant on underground
banks, mass market customers can
now get around the restriction
through pawn shops at which they
purchase goods with a debit card,
then sell them back to the shops for
cash for a 3-5% fee.
Beijing is perfectly aware of what is
going on. Even before the boom in
premium mass revenue, a report
written by a People's Bank of China
official in Guangzhou in 2007 went
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into some detail on how the system
works. Using data from 2006-2007,
the paper pointed out several interesting statistics: 1) average spend per
transaction in Macau is seven times
that of Hong Kong; 2) the top 10 merchants in Hong Kong by volume accounted for 44% of transaction volume, while the corresponding figure
for Macau was 91%; and 3) total jewellery transactions in Macau from
3Q06 to 2Q07 amounted to MOP14bn
out of the MOP69bn of GGR generated in the same period.
The report also referred to a case in
May 2007 in which a Chinese official
took cash from his local government
and transferred it via the UnionPay
system to Macau to gamble.
That may have been the last report
that was ever generated, and the
poor banker no doubt, banished to a
small provincial branch somewhere in
the middle of China.
Why didn’t Beijing do anything about
this obvious problem? One answer is
that it was difficult to differentiate
between genuine cash-for-goods
transactions and de facto money
transfers. Our discussions with local
pawn shop owners indicate that UnionPay occasionally requests supporting documentation to prove that
transactions occur. But putting together this kind of document is relatively easy. We are also hearing that
shops are connecting their payment
systems to Chinese shops using a
mainland SIM card, in effect locating
transactions in China instead of Macau. This has created additional difficulties for those charged with monitoring the network.
UnionPay has therefore emerged as
the mass market equivalent of the

4

junket system for Macau: it skirts
higher rules, its users adapt to shifting
regulatory circumstances and its respectability has only increased with
volume despite the underhanded
basis of the majority of transactions.
If China wants or needs to promote
UnionPay as part of an effort to increase domestic consumption, it
makes sense not to have too many
limitations on the service. But investors should be wary of sudden shifts
in policy on consumer spending that
could presage a stricter environment
for UnionPay.
In the meantime, it has reached
MGG’s ears that the UnionPay issue is
again under scrutiny this time by the
international media.
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were greater than Golden Week in
October, gross revenue for the month
of February projected will probably
end up coming a very close second to
that month’s record of MOP36.5b.
We predict MOP 36.4b.
Before the short sellers start calling
for champagne, we remind readers
that such a February-October comparison is likely to mislead as there
are only 28 days this February vs October’s 31.
The monthly ADR is probably a better
comparison as October 2013 was
MOP 1.176b vs the projected
MOP1.3b for Feb.
In short, February would have been
another record if it wasn’t for the
deficit in days.
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the main antidote, they will focus on
the government and the sloth of this
gaming-friendly legislature.

employment that nourishes Macau's
business networks with its neighbours.

Bottom-up anger

Instead, it has become a stupid joke:
the government has all but outsourced diversification policy to the
casino companies themselves, who
only need to take it as seriously as
political circumstances require.

The question then is whether the government and the legislature are capable of improving their game when
feeling bottom-up anger from the
masses instead of top-down pressure
from Beijing.
This assumes the Macau government,
with all of its internal frictions, can
generate rational responses to complex problems.
It also assumes angry and resentful
people outside the industry will accept rational solutions.
Even if rational behaviour on both
sides wins out, it might be too slow in
coming to prevent significant worsening of problems on the ground.
Spot fires
As it is now, the Macau government is
struggling to put out spot fires such as
popular anger over foreign labour and
a repeatedly delayed LRT network.
So how will it cope with the raw bargaining power of casino dealers as
their work, already at a premium,
grows more precious as Cotai expands?
Dealers are some of the best paid
people in this economy in proportion
to skills, yet theirs is the classic attitude of a newly-spoiled and selfish
middle class, a potential flash point to
be sure, but barely comparable to the
anger of people who think they've
been left out altogether.
The Beijing-Macau policy of diversification ought to partly account for
working class people by injecting resources into education and seeding
SME business activity outside the
gaming sector, thus promoting skilled

As a result, advances in "diversified"
product are trumpeted to include
such things as people dressing up as
DreamWorks movie characters inside
casino properties.
Gap
All this has done is contribute to the
wealth gap between the gaming and
non-gaming economy and fuel more
resentment in people outside the
gaming sector.
And handouts, regardless of their size,
will cease to comfort them the moment they plainly serve as social security payments.
The irony is that the government is
reasonably sensitive to its deteriorating credibility, and responds regularly to populist sentiment with speed
… but little content.
The problem is that it is overwhelmingly reactive and seemingly can't act
to prevent the rot.
Control
There are numerous reasons for this,
but one of the most dispiriting is Beijing’s influence over economic and
other policy to the detriment of local
political culture.
Macau’s Basic Law leaves economic
and most other practical decision
making to the Macau government. But
the reality is that Macau is not Hong
Kong, which has a much more mature
intellectual and cultural establishment
free of Chinese manipulation. That
5
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alternative establishment not only
opposes policies not in the interests of
Hong Kong as a community, as its
members see them, but is also able to
rally financial and political support to
mount a push-back.
Macau’s governing elite and wider
establishment, on the other hand,
happily fall in lock step with Beijing
given their overwhelming business
backgrounds and plainly corporate
motivations.
Unfortunately, the eagerness of the
top decision makers to conform to
Beijing’s wishes in public while making
piles of money under the table corrodes the efforts of policymakers
down the ladder.
MGG therefore poses the question: Is
it possible that the only solutions to
Macau’s economic and other policy
problems would require a change in
style of governance that contradicts
Beijing’s expectations of the SAR?
Examples might include greater consultation with political or labour
groups Beijing want marginalized,
such as those unions taking on casino
bosses and junket owners with mainland political posts.
All in all, election year stands to offer
a false sense of security as underlying
problems expand.
With growing anger on the ground, a
widening and palpable wealth gap,
wide open spaces for provocation via
mass media and no administrative
strategy in sight, political risk for the
Macau government is at a higher level
now than at any time since handover
14 years ago.
Add to this mainland China's brittle
macro environment and the risk for
investors could turn out to be just as
significant.
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#1 UnionPay moves aside, the word
now is Jetco.
Jetco is a Hong Kong-based interbank
ATM switching service like Cirrus or
Plus.
Word reached us of an enterprising
(are there any who are not?) merchant who set up shop in a Venetian
hotel (and why is it always the Venetian?) a couple of months ago, to capitalise on the exploding UnionPay
cash service.
They were sending scouts out onto
the main gaming floor and dragging
them back to their hotel room where
they would process the cashing out
service through cellphones acting as a
virtual ATM.
Unfortunately for them, the Macau
police found out about this new development and arrested the people
involved. The question then begs to
be asked … what about the ones
sitting behind the UnionPay counters
on the main gaming floors of the casinos?
#2 Marketing in China is getting more
and more dangerous.
Four Korean nationals marketing for
two casinos in Jeju island, South Korea, were arrested two months ago in
smaller provincial Chinese cities and
thrown in jail for one and a half years.
Promoting anything related to gambling is prohibited in the mainland,
and all it takes is a disgruntled customer who doesn’t feel like paying
his/her debt for the heat to come
knocking.
Other international casino operators
have experienced similar incidents,
with some companies like Korea’s
Paradise offering to maintain the un-

lucky employee’s salary and give a
lump sum compensation to their family should they be incarcerated.
Small compensation for spending 1.5
years in a Chinese jail.
#3 Caesars and Lippo are likely to
have their resubmission approved this
time, according to our Seoul chatter.
They were previously rejected on
their Incheon city project, however
the Park government is now desperate for new investment and will likely
grant the foreigners-only casino licence this time around.
#4 Grand Korea Leisure is chattered
to have increased their bottom line
profit figure by about 20% YoY for
2013, riding on the back of the Chinese tourism bonanza. This is despite
their drop in share of the foreignersonly market in Korea from 46% in
2012 to just under 40% for 2013.
This could be attributed to the switch
from their previous junket targeting
strategy to a direct premium player
focus.
The strongest growth has been experienced by the Paradise group, who
not only are traditionally stronger in
the Chinese market but who also have
a presence in Jeju island, which is currently undergoing a mini-boom as a
visa-free destination for the mainland
Chinese.
#5 The Suncity junket acquisition/
merger with a New World subsidiary
in Hong Kong may have yet another
side to the story.
According to chatter, the move was in
fact a backdoor listing and acquisition
of an existing casino for Suncity, albeit
an expensive and novel one.
International
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(HKEX#1009) owns and operates the
Hyatt Manila hotel and casino, and
this move is really a transaction to sell
the casino to Suncity with a readybuilt listed company thrown in.
If so, this represents the most serious
and audacious move yet by a Macau
junket group to (a) buy a casino, (b)
gain credibility through being a listed
entity, and (c) to diversify its interests
outside of Macau.
#6 David Sisk, who was marched out
of Venetian last year, may be coming
back to Macau.
According to industry chatter, he has
a couple of Macau offers on the table.
Our best guess is Wynn, where he
worked prior to joining Sands China.
The basis for our guess is that Paul
Baker, who came in from Flamingo’s
last year to take over Wynn Macau
from Ian Coughlan (so that Coughlan
can move to Cotai), has moved back
to Vegas.
With Wynn Macau needing a serious
cost restructuring, who better than
Sisk?
#7 Gamal Aziz, who left MGM to join
Wynn as their president of international business, has been relocated to
Macau, apparently in a perverse
attempt to encourage him to leave
the company altogether.
It seems the honeymoon period in the
US did not last longer than it took the
ink to dry, but the contract they
signed was iron clad.
Thus Steve Wynn moved Aziz to Macau in the hope he might dislike the
place and resign.
Linda Chen, who used to be Queen
Bee, is not so happy being lumped
with another Vegas “president”.
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(units of MOP
1,000)
SJM
Sands China
Sands

Mass

Market

Revenue
share
2,587,819 25.4%
3,127,193

30.7%

G a m i n g

VIP

Market

Rev
share
3,906,487 22.4%
2,780,848

16.0%
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Slots

S e g m e n t s

Market

Rev
share
111,539
9.8%
346,204

30.5%

GGR
6,605,845

Market

VIP

Market

VIP

share
Rolling
share win rate
23.0% 158,886,838
28.2%
2.46%

6,254,244

21.8% 80,954,670

14.4%

3.44%

498,784

4.9%

110,254

0.6%

9,958,622

1.8%

1.11%

1,458,238

14.3%

1,147,127

6.6%

23,173,223

4.1%

4.95%

Four Seasons

234,946

2.3%

456,997

2.6%

16,606,796

2.9%

2.75%

Sands Cotai Cen-

935,226

9.2%

1,066,469

6.1%

31,216,029

5.5%

3.42%

Venetian

Galaxy

1,588,816

15.6%

4,069,954

23.4%

20.2% 126,623,230

22.5%

3.21%

City clubs

196,593

1.9%

66,880

0.4%

2,719,775

0.5%

2.46%

StarWorld

328,508

3.2%

1,619,444

9.3%

53,002,425

9.4%

3.06%

Galaxy Macau

1,063,715

10.4%

2,383,630

13.7%

Melco Crown

1,372,985

13.5%

2,583,966

14.8%

58,247

0.6%

612,778

1,279,591

12.6%

35,148

0.3%

Wynn

709,413

MGM

796,739

Altira
City of Dreams
Taipa Square

Market Totals

10,182,965

134,344

11.8%

5,793,114

70,901,031

12.6%

3.36%

14.5% 63,991,417

11.4%

4.04%

3.5%

21,175,229

3.8%

2.89%

1,971,188

11.3%

42,816,187

7.6%

4.60%

7.0%

0
1,761,069

0.0%
10.1%

164,015

14.4%

2,634,497

9.2% 69,840,355

12.4%

2.52%

7.8%

2,320,653

13.3%

176,544

15.5%

3,293,936

11.5% 62,668,847

11.1%

3.70%

35.4% 17,422,977

60.6%

1,136,846

4.0% 28,742,789

562,965,357
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204,201

18.0%

4,161,152

0.0%
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