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For well over 50 years, the casino business had been on a
roll, on its way to becoming a $160 billion—a-year global
industry. For much of that period, the United States had
been leading the charge, accounting for nearly half of the
global gambling revenues as recently as 2010. Most of
these revenues came from Las Vegas and Atlantic City,
which had become magnets for gamblers from around the
world. Over the last couple of decades, these two locations
accounted for almost one-third of the total revenues gener-
ated by all forms of casinos throughout the U.S.

Over the past decade, Las Vegas and Atlantic City had
to deal with increased competition from other locations, as
casinos opened in a number of states that legalized gam-
bling in order to generate more tax revenues and promote
tourism. Over a dozen states now generate substantial rev-
enue from their casinos, many of which have opened on
waterfronts such as rivers and lakes. When combined with
Native American casinos, gambling revenues in other parts
of the U.S. now exceed the amount that 1s generated by
casinos 1n Las Vegas and Atlantic City.

Nevertheless, casinos 1in Las Vegas and Atlantic City

oenerating over $40 billion, more than six times the rey-
enue of the Las Vegas strip (see Exhibit 1).

More recently, the growth of casinos spread to other
locations across the Asia-Pacific region. Singapore man-
aged to generate substantial revenues from its two new
casinos; casinos were being developed 1n the Philippines
on a large plot overlooking Manila Bay; and efforts were
under way to legalize casinos in Japan and build them in
bustling Tokyo. All of these new locations were hoping to
grab a share of the gambling revenues that had been gener-
ated by casinos in places such as Las Vegas and Macau.

Riding an American Wave

Although some form of gambling existed in the U.S. since
colonial times, the recent advent of casinos stemmed
from the legalization of gaming in Nevada in 1931. For
many years, this was the only state in which casinos were
allowed. After New Jersey passed laws in 1976 to allow
gambling in Atlantic City, the large population on the east
coast had easier access to casinos. However, the further
growth of casinos was possible only since 1988, as more

had been able to rely upon gamblers who came from
all over the world, as far away as China. Although casi-
nos had operated for a long time in various locations 1n
Europe and the Caribbean, no single location was able
to compete with LLas Vegas or Atlantic City. Las Vegas,
in particular, offered more than two-dozen large casinos
on its strip that had spent lavishly to differentiate them-
selves from all others. Luxor’s pyramids and columns
evoke ancient Egypt, Mandalay Bay borrowed looks
from the Pacific Rim, and the Venetian’s plaza and canals
re-created the Italian city.

However, the dominance of Las Vegas and Atlantic
City in the global market was challenged by the develop-
ment of several casinos along a strip in the former Portu-

and more states legalized the operation of casinos because
of the tax revenues that they could generate.

As casinos spread across the U.S., there was a grow-
ing tendency to regard casino gambling as an acceptable
form of entertainment for a night out. A large part of the
growth 1n casino revenues came from the growing popular-
ity of slot machines. Coin-operated slot machines typically
accounted for almost two-thirds of all casino gaming rev-
enues. A major reason for their popularity was that 1t was

EXHIBIT 1 Top Casino Revenue Locations, 2014 ($ billions)

5 Location

guese colony of Macau. Casinos had existed in Macau for Macau s

decades, but they had bazsically served a local population. United States 35.0°

After a monopoly on casinos by a single local tycoon was '

terminated in 2002, there was a proliferation of mega-sized  >Ngapore .

high-end casinos, Qevebped and -m_anaged by some of the. .. A ctralia 4.2

world’s largest casino operators, including those from Las

Vegas. This allowed Macau to grow from a tiny backwater ~ >0uth Korea 2.0

territory to a booming center of gambling, with casinos Malaysia 18
< Philippines 1.8

* Case prepared by Jamal Shamsie, Michigan State University, with the
assistance of Professor Alan B. Eisner, Pace University. Material has been

drawn from published sources to be used for purposes of class discussion.
Copyright © 2015 Jamal Shamsie and Alan B. Eisner.

*$6.5 billion comes from Las Vegas.

Source: Morgan Stanley.
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rants. and shops. EVEL SOMC of the older properties under

went extensive renovation; tor example, Caesars Palace
Jdded @ new Colosseum and a new Roman Plaza. Atlantic
City welcomed the mucl)hhnll)-*"hnnc(l opening of the
$2.4 billion RC\’C\.HOICI built on 20 acres of beachfront. I
followed the opening several years earlier of another lavish
esort, the Borgatd Hotel, which offered amenities such as
penthOUSe spas and tropical mndoor pools.

Aside from ramping up the appeal of their particular
properties. most C&Siﬂps offered incentives to keep their
~ustomers from moving 10 competing casinos. These
centives could be particularly helptul in retaining the
“high collers” who came often and spent large amounts
of money. Casinos also tried to maintain their business
by providing complimentary rooms, food, beverages,
dows. and other perks that were worth billions of dollars
each year. Gamblers also earned various types of rewards

through the loyalty programs that were offered by the casi-
a0s. with the specific rewards tied to the amount that the
camblers bet on the slot machines and at the tables.

Some of the larger casinos in the U.S. tried to fend off

competition by growing through mergers and acquisitions.
In 2004. Harrah’s announced that it was buying casino
fval Caesars. thus becoming the nation’s leading opera-
tor of casinos, with several properties in both Las Vegas
and Atlantic City. This deal came just a month after MGM
Mirage had stated that 1t was buying the Mandalay Resort

Group, enabling MGM Mirage tO double the number of
casinos it held on the Las Vegas strip. Firms that owned

several casinos could pitch each of their properties to a
different market and allow all of their customers to cart

ewards on the firm’s loyalty program by gambling at any
of its properties.

Exploiting the Chinese Market

Though gambling had been legal for over a century 1il
Macau, which was a former Portuguese territory, 1ts Cas_l'
108 were typically small and seedy. In part, this was due 10

2002, as the liberalization of casino I Py
develOpment of new casinos by some of the W()r‘l‘d S lal%-
ot casino operators, including many of the U.S. firms th{al‘
Wanted to find markets outside Las Vegas: The 148 \{cgart
of the Far Eact” is how Sheldon Adelson, hcaq 0l [‘...Elb
Vegas Sands, described the recent development of Maciu.

AS more and more casinos began O open, Macau grew

e dozen Of

so that existed before 2002. Many WerI€ situated on the
Cotai Strip, land that was once a stretch of water between
the islands of Coloane and Taipa. Las chasﬂ—based firms
such as Sands and Wynn were plowing hillions of dollars
into new casinos there. Sands, which already had a super-
sized version of the L.as ch}.lﬁﬂ---hElSC(_l Venetian with a
(;!‘;lll(l (1;|n:51| ;|||(| i Rj;_;ll(} [-Sl*if_]gc,, wWdSs :;.ldding | cnmplcx
called the Parisian with a version of the Fiffel Tower. Even
locally based Sociedade de Jogos de Macau was opening
a $3.9 billion complex that would feature three hotels,
including one modeled on the Palace of Versailles
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to a collision of geography and history. Despite the Chines

love of gambling, the leaders in Beijing had long forbidden
casinos on the mainland. The government did. how
the casinos continue to operate in Macau atier t

guese handed over sovereignty Ir 1999, Like Hon;

Macau retained a degree of legal autonomy and was UEL
a few hours’ flying time or less from 2 billion potentl
gamblers in China. “We sit next to the biggest marke
the world.” said Edward M. Tracy, chief executive of the
Hong Kong-based subsidiary of Las Vegas Sands. "It s one
billion more people than the US>

[n fact, Macau was attracting a growing numboer ¢ f vi
tors from mainland China. Nearly 20 million people, or
one in five Chinese, who ventured outside mainland China
in a recent year went to Macau (O camble. Many came
from neighboring Guangdong province, usually on day
trips. But bigger spenders who came from as far away as
Beijing clearly played an important role in fueling Macau's
growth. These high rollers would spend as much as
$10 million on gambling in a single trip. They accounted
for up to 65 percent of the revenues for Macau’'s larger
casinos (see Exhibit 2).

Even as Macau had shown remarkable growth over
the last decade, its prospects for the future remained quite
bright. Analysts at securities firms forecast that gambling
revenue from Macau casinos could easily reach $80 billion
by 2018. In part, this rise would be driven by an increase
.1 visitors from mainland China because of rising aftlu-
ence and improved transportation. China had increased
the capacity of roads and high-speed trains to the territory,
providing access for more visitors. Visitors from all over
the world would also have better access because of a series
of bridges that would connect Macau with Hong Kong's
huge international airport.

ey HIBIT 2 Financials of Macau Casinos, 2014

Share Share
of Revenues of Profits
High rollers 63% 35%
Low rollers 31 52

......

Source: Deutsche Bank.,

CASE 19 :: THE GLOBAL CASINO INDUSTRY C153



Spreading across Asia

The growth of gambling revenues in Macau led coun-
tries across the Asia-Pacific region to abandon their hos-
tilities to gambling and encourage the development of
casinos. Casinos were developing in several countries,
including Singapore, Philippines, Malaysia, South Korea,
and Australia, and were likely to take off soon in other
places such as Japan, Vietnam, Taiwan, and Sr1 Lanka. A
group of investors even made a deal to open a casino near
Vladivostok in Russia’s Far East. They claimed that 1t took
less time for a high roller in Beijing to fly there than to
steamy Macau.

Singapore, in particular, was extremely successful with
its two new up-market casinos. In 2010, the 1sland state
had issued permits to two large casino operators: The
Marina Bay Sands was part of the Las Vegas—based Sands
casino operations, and Resorts World Sentosa was run by
Malaysia’s Genting group. Even though Singapore limited
the size of its casinos and discouraged locals from visiting
them, they earned more than $6 billion, almost as much as
all of the casinos on the Las Vegas strip.

Among the other contenders, Philippines looked as if
it was poised to claim a substantial share of global casino
revenues. Malaysia-based casino giant Genting Kick-
started Manila’s casino craze when it opened Resorts
World Manila opposite the capital’s main airport in 2009.
The opening of the new casino represented a departure
from the older smoke-filled gambling dens and lured other
casinos. Four new casinos were developed on a large plot
overlooking Manila Bay. The first of these, Solaire Resort
and Casino, is a sleek, plate-glass building with a suitably
flashy interior created by Paul Steelman, a casino designer
from Las Vegas.

Efforts were also under way to boost gambling 1n Japan
by getting the government to lift its ban on casinos. At
the time, gambling was confined to seedy places such as
Kabukicho, a 1-kilometer block in Tokyo. However, the
prime minister, Sinzo Abe, was likely to approve legaliza-
tion of casinos as a way to boost Japan’s sluggish growth.
Proponents of casinos argued that they would boost the
country’'s earnings from foreign tourists and deliver a tax
windfall to the heavily indebted government. A Japanese
business magazine argued that the country was being left
behind as neighboring countries rushed to build upscale
casinos with luxury hotels, designer shops, and cultural
attractions.

The casino operators that were developing casinos all
over the region were hoping that they could lure Chinese
high rollers away from Macau. A Chinese businessman
who visited Macau’s casinos stated that the new Chinese
leadership’s crackdown on official corruption and flaunt-
ing of wealth would drive clients to other locations.

“Beijing has too many cameras watching us in Macau,” he
= e;uzpl‘ained..2 Solaire, which recently opened in Manila, was
willing to send a private jet to pick up big spenders from

all across China. “If we can get 7% of Macau business to
come here,” said the casino’s chief operating officer, “then
we all achieve our goals for the market.”

Moving beyond Gambling

Over the last couple of decades, Las Vegas managed to
move beyond gambling and offer visitors many choices
for fine dining, great shopping, and top-notch entertain-
ment. This allowed most of its higher-end casinos to gener-
ate revenues from offering a wide selection of activities
apart from gambling. At MGM Mirage, for example, rev-
enue from nongaming activities typically accounted for
almost 60 percent of net revenue 1n recent years. During
the 1990s, Las Vegas had tried to become more receptive
to families, with attractions such as circus performances,
animal reserves, and pirate battles. But the city was very
successful with its recent return to 1ts sinful roots, with a
stronger focus on topless shows, hot nightclubs, and other
adult offerings that were highlighted by the new advertis-
ing slogan “What happens in Vegas, stays in Vegas.”

By comparison, visitors were drawn to Atlantic City
mostly because of gambling. Although it offered a beach
and a boardwalk, along which its dozen large casino hotels
were lined, the city was never able to develop 1tself as a
beach resort. The opening of the much-ballyhooed Revel
a few years ago was part of a drive to make Atlantic City
much more competitive with Las Vegas. But 1t failed to
replicate the success of the Borgota Hotel, the major resort
that had opened there in 2003. The failure to develop
other forms of entertainment led to the closing of several
big casinos, including the Revel, as casinos that opened
in several neighboring states drew gamblers away from
Atlantic City.

Macau had also been trying to reduce its dependence
on gaming. By 2014, gambling revenues at its casinos
accounted for almost four-fifths of the territory’s economy.
But these revenues began to decline, in part because of
China’s economic slowdown. Another factor was the coun-
try’s sweeping crackdown on corruption. Many of the high
rollers from the mainland were gambling with the proceeds
of shady deals, which were now subject to greater Scru-
tiny. This was forcing the casinos to shift their focus away
from the older, hard-core gamblers, who came primarily
to gamble, and toward younger, passionate gamblers, who
saw gambling as only one part of their Macau experience.

The newer casinos offered more nongambling activities
by including restaurants, shops, cinemas, spas, and even
concert arenas. The shops inside Sands casinos in Macau,
for example, generated as much as $2 billion of revenues.
Edward Tracy, the head of Sands China, also brought in
shows ranging from boxing matches to Bollywood award
ceremonies. One of the newly opened casinos even had an
enormous “fortune diamond” that emerged from a fountain
every half hour to the delight of photo-snapping onlookers.
“There’s an opportunity for Macau to attract a new breed
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gands China head lracy. targeting visitors to come for their rnanyﬁf“ﬁ;rings, includ-
cambling on the Future ijﬂgﬁ gambling. Their emphasis was shifting away from older
customers, who came mainly for high-stakes gambling,
and to younger customers, who enjoyed gambling but were

[n spite of growing competition from many other loca-
ions, Las Vegas and Atlantic City were fighting for visi- also interested in eating, drinking, shopping, and taking
tors to come for various forms of entertainment in addition  in shows. “Gambling won’t go out of fashion. It will just
to gambling. Casinos were offering attractive restaurants, become part of a wider offering,” said Ian M. Coughlan,
clubs, stores, and concerts and shows. “T think we’re see-  president of Wynn Macau. “We’ve not really tapped all the

ing a shift away from Las Vegas as the only gaming des- demand that exists—we’re far from Hel
tination.” said Stephen P. A. Brown from UNLV. “But

it is holding up as a tourist destination.”® Genting, the' ' ENDNOTES
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