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The author of this article analyzes the current state of the Las Vegas casino and hotel

market and provides an outlook for investors.

After a time of rapid economic expansion
mid-decade, Las Vegas entered into a period
of decline as the local economy experienced
challenges felt across the nation. Although
the Las Vegas market has historically weath-
ered periods of economic decline and down-
turns in visitation well, and the market is
beginning to show signs of improvement, the
rate and extent of a future recovery are un-
certain at this time.

The development cycle that began with the
Mirage in November 1989 e�ectively ended
with the opening of the Cosmopolitan of Las
Vegas in December 2010. Development of
“must-see” properties, attractions, and
amenities, including the Luxor, the Treasure
Island, and the MGM Grand Hotel in 1993,
and the Bellagio, the Mandalay Bay, the Paris
Las Vegas, the Venetian, and the Planet Hol-
lywood (previously known as the Aladdin) in
the late 1990s, contributed to signi�cant
increases in visitation and gaming demand.
The market's overall revenue mixture evolved
from primarily gaming to a more balanced
distribution between gaming, hotel, dining,
retail, and entertainment with the develop-
ment of these properties, making it more
susceptible to periods of economic decline.

Since 2004, several quality properties have
opened in Clark County, including the Wynn
Las Vegas and South Point (previously
known as South Coast) in 2005, the Red
Rock Station in April 2006, the Palazzo in
December 2007, and the Encore in December
2008. CityCenter, which opened in late 2009,
and the Cosmopolitan are the last casino-
resorts expected to be completed for the
next several years.

Major Developments

In 2010, the dynamics of the Las Vegas
market area were impacted by the openings
of CityCenter and the Cosmopolitan, which
increased the supply of gaming inventory,
transient lodging, and function space avail-
able, and contributed to the evolution of Las
Vegas. Several projects that have been
postponed/cancelled as a result of tightening
credit requirements, softening interest in res-
idential properties, and declining gaming and
hotel demand—most notably Echelon and
Fontainebleau Las Vegas—remain dormant.

CityCenter

The $8.5 billion CityCenter complex con-
sists of hotels, casinos, retail malls, meeting
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rooms, auditoriums, and spas spread across
76 acres with 16 million square feet of �oor
space including:

E the 4,000-room Aria;

E the 400-room Mandarin Oriental Las
Vegas;

E Vdara, a 1,495-room luxury
condominium-hotel;

E roughly 150,000 square feet of gaming
space; and

E Crystals, a roughly 425,000-square-
foot retail district.

In addition, CityCenter features residential
units in the Residences at Mandarin Oriental
(approximately 225 units) and Veer (ap-
proximately 670 units). The Aria, Vdara,
Mandarin Oriental, and Crystals all opened in
December 2009 and the residential units
within CityCenter began the closing process
in early 2010. The opening of Harmon Hotel
& Spa, a 400-room non-gaming boutique
hotel at CityCenter, has been delayed until
such time as MGM-Mirage and In�nity World
mutually agree to proceed with its completion.

Additionally, top-end hotel supply from
CityCenter and Cosmopolitan resulted in
more competition between higher-end prop-
erties, resulting in reduced average daily
room rates and/or very attract ive
promotions—e.g., free play, discounted show
tickets, etc.—in order to maintain occupancy.
This causes second-tier properties to lower
rates, all the way down the food chain. It is
di�cult for non-gaming transient lodging
properties, especially at the lower end, to
compete because they are unable to gener-
ate pro�t from sources other than rooms and
cannot o�er the same promotions at cost that
casino-hotels are able to.

Cosmopolitan of Las Vegas

The $3.9 billion Cosmopolitan opened in
December 2010. It is expected to be the last
major development on the Las Vegas Strip
until market conditions generate the next
wave of development, which may be several
years or more, depending upon one's outlook.
The Cosmopolitan's original developer, 3700
Associates, led by Ian Bruce Eichner, broke
ground in October 2005 with an initial ex-
pected cost of $1.8 billion. The company
defaulted on a $760 million construction loan
in January 2008, and Deutsche Bank eventu-
ally foreclosed in August 2008. The Cosmo-
pol itan was init ial ly designed as a
condominium-hotel. Reportedly, when Deut-
sche Bank took over, 1,821 units were under
contract with buyers paying deposits of 20%
to secure one of the planned high-six-�gure
to low-seven-�gure condominiums. In early
2010, plans for condominium-hotel units
were cancelled. Approximately 200 potential
residents could still end up owning a Cosmo-
politan condo unit with sales possibly closing
in early 2011.

The 2,995-room Cosmopolitan features
more than 150,000 square feet of gaming
area, roughly 275,000 square feet of retail,
food and beverage, a 150,000-square-foot
convention center, a theater, a 43,000-
square-foot spa, including three pools, and a
nightclub/dayclub. Two thousand rooms
opened in December 2010 and 995 rooms
will open in the summer of 2011. About 2,220
of the Cosmopolitan's 2,995 rooms have six-
foot-deep terraces that span the length of
the room, a unique feature for a modern Las
Vegas Strip hotel. The original condo plan of
the Cosmopolitan has translated into a resi-
dential feel in its hotel rooms with kitchen-
ettes and large bathrooms with soaking tubs
overlooking the Strip.
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The Cosmopolitan participates in Marriott's
Rewards guest loyalty program and is listed
on Marriott's Ritz-Carlton Web site as a
partner hotel. The Cosmopolitan is the larg-
est property in Marriott International's “Auto-
graph Collection,” a new brand that includes
independently owned and operated hotels
seeking to gain from Marriott's database of
approximately 32 million customers. An
integrated operation is important to any indi-
vidual property's success and a synergistic
relationship will contribute to the property's
success. Overall, the integration of hotel
brands with gaming operations is favorable
for the market. It allows opportunities to use
existing databases to expand patronage. The
best-case scenario for the Las Vegas market
is that the Marriott branding will help to
induce additional visitors, rather than can-
nibalize visitors that would already be coming
to the market anyway.

Deutsche Bank likely does not have an
interest in remaining a casino operator and is
expected to begin to consider o�ers from
gaming operators such as Pinnacle Entertain-
ment, Isle of Capri Casinos, or Penn National
Gaming, as national gaming companies with-
out a major presence in Las Vegas currently
may bene�t from exposure on the Strip.

Echelon

Echelon, Boyd Gaming's proposed multi-
faceted world-class resort complex located
on a 63-acre site on the Las Vegas Strip,
was expected to be among the most signi�-
cant projects in Las Vegas' ongoing evolution.
Construction on Echelon commenced in the
second quarter of 2007; on August 1, 2008,
Boyd Gaming announced that, due to the dif-
�cult environment in the capital markets and
weak economic conditions, the Echelon proj-
ect was delayed. Boyd Gaming reportedly

had expended over $600 million, not includ-
ing land, on the Echelon project. In its Form
10-Q �led with the Securities and Exchange
Commission for the third quarter of 2010,
Boyd con�rms that at the time the project
was �rst delayed, it did not anticipate “the
long-term e�ects of the current economic
downturn, evidenced by lower occupancy
rates, declining room rates and reduced
consumer spending across the country, but
particularly in the Las Vegas geographical
area;” nor did the company predict that “the
incremental supply becoming available on the
Las Vegas Strip would face such depressed
demand levels, thereby elongating the time
for absorption of this additional supply into
the market.” As of the third quarter of 2010,
the company did not believe that a signi�cant
level of economic recovery had occurred
along the Las Vegas Strip and did not expect
to resume construction for three to �ve years.
Boyd Gaming also indicated its belief that
�nancing for a development project like Ech-
elon continues to be unavailable. The com-
pany cannot provide any assurances as to
when, or if, construction will resume on the
project, or if it will be able to obtain alterna-
tive sources of �nancing for the project.

Fontainebleau Las Vegas

The Fontainebleau Las Vegas is a partially
constructed, approximately 3,800-room
hotel/condo casino development located on
South Las Vegas Boulevard. The project's
tower was topped out on November 2008.
As the global recession worsened and the
demand for condominium units declined, the
developer's banks reportedly declined to
provide further �nancing for the project and
forced an eventual �ling for Chapter 11 bank-
ruptcy in mid-2009. After nearly $2.0 billion
was expended on construction the property
was foreclosed upon and then purchased out
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of bankruptcy by Carl Icahn for $150 million
in February 2010. Estimates to complete the
project on the 24.5-acre site are $1–2 billion.
Reportedly, certain furniture, �xtures, and
equipment that had been purchased for the
Fontainebleau have been liquidated by the
current ownership, indicating that there are
no immediate plans to complete construction
of the project. The new ownership group
could wait until the market growth returns to
a level that it deems appropriate and the proj-
ect completion is determined feasible, or try
to market the property to other entities that
might have a di�erent view on what to do
with the project.

M Resort

Opened in March 2009, the M Resort, lo-
cated on South Las Vegas Boulevard in
Henderson, Nevada, is situated on over 90
acres on the southeast corner of Las Vegas
Boulevard and St. Rose Parkway. The resort
features 390 guestrooms and guest suites,
over 92,000 square feet of gaming space,
nine restaurants and �ve destination bars,
more than 60,000 square feet of meeting and
conference space, a 4,700-square-foot park-
ing facility, a spa and �tness center, and a
100,000-square-foot events piazza. Con-
struction of the M Resort was funded through
an equity investment by the Marnell family,
loans from the Bank of Scotland, and $160
mil l ion investment by MGM Resorts
International. Reportedly, the cost to con-
struct the M Resort was S700 million and the
land valued at $300 million prior to opening
in the midst of the economic downturn.

On October 8, 2010, Penn National Gam-
ing, Inc. announced that it had purchased the
outstanding bank debt from Bank of Scotland
of The M Resort LLC, together with $160
million of subordinated debt formerly held by

MGM Resorts International, which collectively
represents all of the outstanding debt of the
M Resort, for $230.5 million. Penn National
intends to convert this debt into ownership of
the M Resort and is currently evaluating its
options to ensure that such conversion is ac-
complished pursuant to an optimal structure.
Any conversion transaction will be subject to,
among other things, the review and approval
of the Nevada Gaming Commission and the
Nevada Gaming Control Board. This is an
indication that gaming companies that are
potential entrants to the Las Vegas market
see purchasing of existing assets, rather than
construction/development, as the better
strategy for corporate growth in the current
environment.

Economic and Demographic Overview

The severity of the recession in Las Vegas
has been well recognized through the hous-
ing market crash, foreclosure crisis, massive
job losses, and slowdown in tourism and
gaming. Southern Nevada's economy has
more or less stabilized, though evidence of a
robust turnaround remains elusive. Las Vegas
ranked second to last among the nation's
100 largest metropolitan areas in making
progress toward economic recovery through
third quarter 2010, as Brookings Mountain
West reported in its December Mountain
Monitor. The unemployment rate in Clark
County and Nevada in October 2010 were
among the highest in the nation; unemploy-
ment in November 2010 was 14.3% and
14.0% in the county and state, respectively,
signi�cantly higher than in November 2009. It
should be noted that Clark County unemploy-
ment in November 2010 was down from
15.0% in September 2010. However, busi-
nesses are conserving capital and doing
more with less sta�. Overall, the Las Vegas
o�ce market continues to be impacted by
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high unemployment levels and the uncertain
economy. The continuing softness of the Las
Vegas area o�ce market is re�ected in the
increase in overall vacancy rates from 23.0%
to 24.0% between the fourth quarter of 2009
and the fourth quarter of 2010, while asking
lease rates declined from $1.95 to $1.75 per

square foot during this period. The 24.0%
vacancy rate in the fourth quarter of 2010
was a very slight improvement from the
24.1% vacancy rate in third quarter 2010 and
lower than the 25.4% in second quarter 2010,
indicating that the downturn in the local o�ce
market may have reached its nadir.

Visitation

Las Vegas' streak of year-over-year in-
creases in visitation that began in 2002
ended in 2007. Annual visitation declined
year-over-year in both 2008 and 2009 but
year-to-date data through November 2010

indicate that visitation increased in 2010
compared to 2009. Prior to 2008, the only
annual decline in visitation in the period from
1990 to 2007 (2.3%) was a result of the ter-
rorist attacks and short recession in 2001.
Table 1 depicts the number of visitors to Las

Las Vegas Casino and Hotel Market Outlook

The Real Estate Finance Journal E Vol. 27 Summer 2011
© 2011 Thomson Reuters

145



Vegas from 1990 through the year-to-date
period through November 2010 (data subse-
quent to November 2010 were not available)
based on data from the Las Vegas Conven-
tion and Visitors Authority (“LVCVA”).

As evidenced in Table 1, Las Vegas has a
long history of consistent growth. The mar-
ket experienced year-over-year increases in
the total number of visitors from 2002 to
2007, growing to roundly 39,200,000 visitors
in 2007. The 4.4% decline in visitation in
2008 was the largest year-over-year per-
centage decrease during the period
examined. The declining trend in visitation
slowed to 3.0% in 2009 and would have been
signi�cantly worse but for operators reducing
hotel room rates Sand o�ering value-added
strategies and other enticements such as
discount show tickets, and food and bever-
age comps. However, year-to-date data
through November 2010 indicate that the
year-over-year decline in total annual visita-
tion to Las Vegas exhibited in 2008 and

2009 will likely reverse in 2010, which bodes
well for recovery over the mid- to long term.

A review of monthly visitation data indi-
cates that the number of visitors year-over-
year began to grow again during the last four
months of 2009, as exhibited in Table 2 and
Chart 1. However, comparisons of the mar-
ket's 2009 year-over-year visitation to the
market's performance in 2008, which indicate
improvement, are based on comparisons to a
poor year that included the beginning of the
�nancial crisis and market collapse in the
second half of 2008. Visitation during the last
four months of 2009 was even below the
levels attained during those same months in
2006. Visitation in the year-to-date period
through November 2010 has grown over the
same period in 2009, by 2.6%. It should be
noted that the data indicate that month-over-
month growth in the number of Las Vegas
visitors has been exhibited since March
2010.
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The opening of the CityCenter complex in
late 2009 certainly induced additional visita-
tion to Las Vegas, as new gaming and hotel
supply, entertainment, attractions, and other
amenities have historically provided an
impetus for increased visitation. However, the
fanfare and increased visitation upon the
opening of this property were noticeably in-
signi�cant relative to that experienced when
properties opened in 1994 and 2000.

McCarran International Airport

The decline in visitation to Las Vegas has
contributed to the reduction in the number of
passengers using McCarran International
Airport. Statistics for the airport from 1996
through November 2010 are set forth in
Table 3.
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The cutbacks by airlines serving McCarran
International Airport because of declining
consumer demand resulted in a reduced
number of incoming and outgoing seats per
day, thus contributing to the declining pas-
senger totals. The reduction in airline capa-
city is a critical issue for Las Vegas, as the
majority of its visitors arrive by air. The
airlines will not add additional �ights into Las
Vegas until there is an increased demand
from consumers and current �ights sell out
on a regular basis. Passenger tra�c contin-
ued to contract in 2010 thru September.
However, the number of passengers at Mc-
Carran International Airport in October 2010
was 2.0% higher than in October 2009, the

�rst month-over-month increase exhibited
since November 2009. The number of pas-
sengers at McCarran International Airport by
month for 2006 through November 2010 is
set forth in Table 4.

As indicated, the increase in month-over-
month passenger tra�c in October 2010
compared to October 2009 (2.0%) was the
�rst since November 2009. The market's
recovery will depend to a signi�cant degree
upon the resurgence of �ights to serve pro-
spective visitors. Early indications are that
the number of �ights through McCarran
International Airport will be increasing in
2011.
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Convention Activity

The number of convention attendees has
been declining since 2006, with the most sig-
ni�cant declines beginning in the second half
of 2008. Table 5 sets forth the number of

convention delegates for the greater Las
Vegas area estimated by the Las Vegas
Convention and Visitors Authority by month
for 2006 through November 2010.

In 2009, convention attendance was down
23.9% compared to 2008, amounting to a
total decline of 29% from its peak in 2006. In
2009, cancellations of meetings and gather-
ings were experienced and attracting meet-

ings and groups to Las Vegas area proper-
ties was hindered because of the economic
downturn, the negative connotation of meet-
ing in resort destinations, and companies
sending fewer delegates as a result of cost-
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saving measures. A signi�cant demand gen-
erator of midweek occupancy is visitors who
attend conventions, conferences, and other
meeting and group activities. Any decline in
the number of convention attendees does not
bode well for the market. The signi�cant
increase in the number of convention at-
tendees year-over-year during the months of
July, August, and October 2010, although
mitigated by the decline in attendees in
September and November 2010, is a positive
indication that the downturn in the meeting
and group business may be reversing. In the
year-to-date period through November 2010,
convention attendance is down 0.8% com-
pared to the same period in 2009. Operators
are expecting an upswing in 2011.

Land Transactions

The market for vacant developable land
has contracted notably since the end of
2007, as evidenced by the slowdown in
transactions and the lagging of listings on the
market. A lack of �nancing and project feasi-
bility for new deals and the slowdown in
travel have e�ectively halted Las Vegas Strip
development at this time. As a result, the
market for sites on and around the Las Vegas
Strip for immediate development has slowed
considerably and sellers are still reducing
asking prices. In light of economic indicators,
including, but not limited to, declines in airline
tra�c and gaming revenue due to the soften-
ing of the national economy, the slowed
visitation to Las Vegas, and the lack of
readily available �nancing for high-impact
casino resort projects, construction of sev-
eral casino-hotel projects in Las Vegas,
including Echelon, Fontainebleau, the St.
Regis Residences, and the Harmon Hotel &
Spa, is not expected to resume for several
years. No new gaming projects are expected
to be proposed in Las Vegas over at least

the next few years. The dearth of transac-
tions of Las Vegas Strip properties since
2008 is evidence of the continuation of this
trend. The reduced discretionary income of
the U.S. population will extend the time
required for a full recovery of the Las Vegas
market. The market has a considerable
amount of excess residential and lodging
inventory that must be absorbed before any
new development can take place. Despite
these challenges, Las Vegas is still a young
and vibrant metropolitan area with a low cost
of living and conducting business, factors that
will stimulate a recovery and continued eco-
nomic growth over the long term.

MGM-Mirage's experience with CityCenter
supports the conclusion that future develop-
ment along the Las Vegas Strip in the near
term is unlikely. The cost to develop
CityCenter, not including the cost to complete
construction of the Harmon Hotel & Spa, was
approximately $8.5 billion. The book value of
MGM-Mirage's investment in 50% of
CityCenter decreased from roundly $2.5 bil-
lion at the end of 2009 to $1.5 billion at the
end of the second quarter of 2010 due to a
$1.1 billion impairment charge, the company's
share of impairment related to residential
inventory at CityCenter and the company's
share of CityCenter's operating losses.
Based on current and forecasted market
conditions, CityCenter's results of operations
through June 30, 2010 (which were below
previous forecasts), and the revised operat-
ing forecasts available at the time (which
were also lower than previous forecasts),
MGM-Mirage management concluded it
should review the carrying value of its
investment. Ultimately, the company deter-
mined that the carrying value of its invest-
ment exceeded its fair value and therefore
impairment was indicated.
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Lodging Demand

The Las Vegas lodging market historically
achieved occupancy levels well above the
national average due to the need for casino
operators to �ll their rooms at a market-
driven price point in order to generate patrons
for their casinos. Casino-resort operators are
motivated to sustain occupancy because of

the need to generate demand for the casino
and other ancillary facilities; accordingly,
average daily rate has been a�ected more
than occupancy levels. Table 6 presents Las
Vegas lodging market statistics from 1990
through 2009 and the year-to-date periods
through November 2009 and 2010.

As presented in Table 6, growth in lodging
demand in Las Vegas prior to 2008 had been
a function of new supply and resulting visita-
tion, as evidenced by the increases in oc-
cupied rooms of 17.4% in 1993, 13.0% in
1996, and 12.8% in 1999. However, the 5.7%
increase in available rooms in 2008 was ac-

companied by a 2.1% decline in occupied
rooms. As operators implemented strategies
to compete for overnight guests to support
gaming and other amenities, average daily
room rates declined in 2008 and in 2009.
High-end operators, including Wynn Resorts
and Las Vegas Sands Corp., dramatically
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reduced e�ective room rates, thereby forcing
lower-quality properties to lower rates in or-
der to compete. The market does not appear
to have fully absorbed the new CityCenter
hotel room supply, as total occupancy is
lower in the year-to-date period through
November 2010 compared to the same pe-
riod in 2009, despite a 3.2% increase in oc-
cupied rooms. However, the 2.2% increase in

average rate in the November 2010 year-to-
date period compared to the same period in
2009 bodes well for the market.

Review of the historical occupancy by seg-
ment set forth in Table 7 clearly indicates
that hotels have historically had higher oc-
cupancies than motels, as they have been in
the mid-80%/low-90% range since 2002.

The economic downturn is re�ected in the
data beginning in 2008. With the addition of
new hotel supply during 2008 and 2009
(most notably Palazzo, Encore at Wynn Las
Vegas, and CityCenter), combined with the
decline in occupied room nights, market-wide
occupancy dropped from 90.4% in 2007 to
81.5% in 2009. Average daily rate (“ADR”)
decreased over $39 between 2007 and
2009, from $132.09 to $92.93. The year-to-
date performance of the Las Vegas lodging
market through November 2010 does exhibit

positive trends over the same period in the
prior year, including the 3.2% increase in the
number of occupied room nights and the
2.2% increase in the overall average daily
rate. As indicated in Table 8, the number of
occupied room nights declined month-over-
month when compared to the prior year be-
tween September 2008 and August 2009.
However, this trend reversed in September
2009 indicating the beginning of a turnaround
in market conditions.
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Despite these positive trends, the market
has not yet absorbed the new CityCenter
hotel room supply, as total occupancy is
lower in the year-to-date period through
November 2010 compared to the same pe-

riod in 2009. However, it should be noted
that occupancy in August 2010 and that in
October 2010 were both higher than in
August 2009 and October 2009, respectively,
as set forth in Table 9.
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With the number of occupied room nights
increasing, operators have begun to recover
the signi�cant loss in average daily rate that
was exhibited in 2008 and 2009. Average
daily rate has been higher month-over-month
since March 2010 as indicated in Table 10,
though well below prior peak levels.

While these results are potentially re�ec-
tive of an improving economy, the recent ad-
ditions to gaming and lodging inventory will
need to be absorbed.

Gaming Demand

In addition to reducing the number of
people who come to Las Vegas, the reces-
sion has prompted the ones who do gamble
to spend less. Data from the Nevada Gaming
Control Board and the Las Vegas Convention
and Visitors Authority indicates that the total
gaming win for Clark County per visitor has
declined since 2007. Gaming win per visitor
declined 5.7% in 2008 compared to 2007,
from $277 per visitor in 2007 to $261 per
visitor in 2008, and 7.0% in 2009 compared

to 2008; from $261 per visitor in 2008 to
$243 per visitor in 2009. This downward
trend has continued through year-to-date
November 2010, but at a slower rate of
decline. The 1.4% decline in Clark County
gaming win per visitors in the year-to-date
period through November 2010 is indicative
that the bottom of the downturn has poten-
tially been reached. The historical gaming
win, number of visitors, and gaming win per
visitor for Clark County for 1980 to November
2010 are shown in Table 11 and Chart 2.
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The Las Vegas gaming market reached
record highs annually from 2004 through
2007. Prior to 2008, there had been only two
years since 1980 that the Las Vegas gaming
market has contracted: 2001 and 2002. In
2001 and 2002, the gaming market con-
tracted by 0.5% and 0.02%, respectively,
which was attributable to the economic
recession and the events of September 11.
Gaming revenues for the Clark County mar-
ket in 2007 were more than twice that of
1993, increasing from roundly $4.5 billion in
1993 to over $10.8 billion in 2007. The
impact of the economic downturn is re�ected
in the decline in Clark County gaming rev-
enues in 2008 and 2009. The declines in
gaming revenue for Clark County in 2008
compared to 2007 (9.9%) and in 2009 com-

pared to 2008 (9.8%) are high due not only
to the economic climate but also the multiple
years of strong growth immediately preced-
ing the downturn. The average annual com-
pounded rates of change in gaming revenue,
visitors, and revenue per visitors all increased
at higher levels between 1980 and 2009
versus the 1990 to 2009 period, likely due to
the maturity of the market, as well as com-
petitive forces.

Local gaming demand plays an important,
albeit secondary, role in the Las Vegas gam-
ing market. Gaming frequency among local
patrons depends on a number of factors,
including the convenience of the casinos, the
average age of the populace, and disposable
income levels. Typically, local residents can
be expected to allot a higher percentage of
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discretionary income to gaming activities than
other demand segments, such as leisure,
convention, and tour and travel segments;
and, with less discretionary income and
higher unemployment levels, lower gaming
revenue from the local segment is expected.

In 2010, February, August, September, and
October all exhibited growth over the respec-

tive month in 2009; with a net 1.2% growth
for the year-to-date period ending November
2010 compared to the same period in 2009,
which does bode well for potential future
growth in gaming revenue. Gaming revenue
by month for Clark County for 2006 to
November 2010 is set forth in Table 12 and
Chart 3.
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For the major properties located on the
Las Vegas Strip—those with gaming rev-
enues of $72 million and over (hereinafter
referred to as the “Las Vegas Strip $72 Mil-
lion and Over” submarket)—gaming revenue
continues to be generated almost equally be-

tween slot machines and table games, with
additional gaming revenue being generated
from other sources, speci�cally keno, sports
book, race book, and card games (poker
rooms), as set forth in Table 13.
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Year-to-date data through November 2010
for the Las Vegas Strip $72 Million and Over
submarket indicate that the percentage of
gaming revenue from table games may ex-
ceed gaming revenue from slots in 2010 for
the �rst time over the period examined. Fur-
ther analysis of the revenues for the Las
Vegas Strip $72 Million and Over submarket
table games segment reveals that Baccarat
is a major factor in this shift in revenue from
slots to tables and is increasing in importance
for the properties in this submarket. It should

be noted that Baccarat is mainly found in the
high-limit rooms of the Las Vegas Strip
casinos that cater to high rollers, as opposed
to gaming properties o� the Las Vegas Strip
that seldom feature the game. As indicated in
Table 14, Baccarat revenue increased from
22.6% of table games revenue in 2004 to
38.3% of table games revenue in 2009 for
the Las Vegas Strip $72 Million and Over
submarket, indicating that the Las Vegas
recovery to date is being driven by the high
roller as opposed to the mass market.

In the year-to-date period through Novem-
ber 2010, Baccarat represented 43.8% of
total table games revenue and increased by

31.4% year-over-year as indicated in Table
15.
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As further illustrated in Chart 4, the decline
in total table game revenues for the proper-
ties in the Las Vegas Strip $72 Million and

Over submarket exhibited in 2009 would
have been much more severe
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if not for the growth in gaming revenues from
Baccarat. Notably, Baccarat revenue in the
year-to-date period ending November 2010
has already exceeded the total for 2009.

Baccarat can be an expensive business
for casinos, given the money they have to
spend to attract high rollers, which can
include �ights to and from the casino for the
gambler and his or her family, complimentary
suites, meals, gifts, and other perks. A lucky
high-rolling Baccarat player can measurably
impact a casino's pro�tability. A likely cause
of the strong growth in Baccarat revenues is
cross-marketing being done by gaming
companies that are operating in Asia (both
the Macau SAR market in the People's Re-
public of China and Singapore) and in Las
Vegas (Las Vegas Sands, Wynn Resorts, and

MGM Mirage). VIP Baccarat is much more
popular in Asian markets than in the U.S. and
represents roughly two-thirds of the gaming
revenue for the Macau SAR, the largest gam-
ing market in the world. The combination of
the Macau connection and the economic
health of China, Hong Kong, and Singapore
is boosting business at the Las Vegas Strip's
Baccarat tables. Additionally, casino opera-
tors prefer that high rollers gamble in Las
Vegas versus Macau because of the high
costs of operating VIP Baccarat in Macau
compared to Las Vegas, including commis-
sions paid to junket operators (third party
coordinators). This segment is anticipated to
continue growing as Las Vegas Sands
opened the Marina Bay Sands in Singapore
in 2010, which is expected to provide the

Las Vegas Casino and Hotel Market Outlook

The Real Estate Finance Journal E Vol. 27 Summer 2011
© 2011 Thomson Reuters

161



company with additional cross-marketing
opportunities.

The future success of the Las Vegas gam-
ing industry is dependent on factors that
include, but are not limited to, the long-term
growth in overall visitation to the Las Vegas
area, Las Vegas' continued status as an
eminent entertainment destination, and the
strength of the local economy's rebound. Las
Vegas is expected to continue to be a
dominant domestic and international gaming
destination into the foreseeable future given
its critical mass and billions of dollars in
invested capital. Accordingly, gaming rev-
enues are expected to continue to grow
conservatively over the near to mid-term.

Conclusion

The Las Vegas market has evolved into a
multifaceted gaming and entertainment
destination. After a long period of expansion
beginning with the opening of the Mirage in
1989, the economic downturn that began in
late 2007 resulted in the worst decline in Las
Vegas' history in 2008 and 2009. Histori-
cally, new supply and “must-see” attractions
provided an impetus for new demand. How-
ever, this is no longer the case. The open-
ings of CityCenter and the Cosmopolitan did
not induce signi�cant demand and will in-
crease the time that it will take for the mar-
ket to recover as the additional lodging and
gaming supply is absorbed. Additionally, the
Las Vegas market is more severely impacted
by higher levels of supply locally and increas-
ing competition from gaming expansion in
neighboring states than in previous years.
The economic downturn resulted in gamblers
participating more in gaming activities region-
ally and reducing the number of trips to Las
Vegas; there is an underlying concern that
this change in patron habits and behavior

may be long term. Signi�cant increases in
competition from other gaming markets
internationally may also have a negative
impact upon the future performance of the
Las Vegas market.

The discounting of room rates by casino-
hotels in order to �ll guestrooms has slowed
and average daily rates market-wide began
to show improvement month-over-month
beginning in March 2010. However, given the
major room rate concessions made by opera-
tors in 2009, which resulted in the lowest
market-wide average daily rate since 2004, it
is expected to take years before the RevPAR
levels seen in 2006 and 2007 are achieved
once again. With the recession reducing
visitation to Las Vegas, the Las Vegas
casino-resorts generated lower revenues and
operators reduced workforce in order to
operate more e�ciently and maintain operat-
ing pro�t levels. This contributed to the
increase in local unemployment, hurting
operators of casinos relying on the locals
market by reducing the amount of residents'
disposable income available for gaming and
entertainment.

While the Las Vegas market historically
weathered periods of economic decline and
downturns in visitation well, and indications
are that the bottom of the current down cycle
has been reached, the rate and extent of a
future recovery is dependent on growth in
visitation from local, national, and international
sources, which is expected to increase as a
result of cyclical market forces. Overall, the
Las Vegas market's rebound is expected in
conjunction with improvement in the national
and world economies. Las Vegas is a unique,
iconic gaming and entertainment destination
and is now home to 15 AAA Five Diamond
resorts and restaurants, more than any other
city in the country. Las Vegas has a great
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history of reinventing itself and the amount of
existing and potential gaming activity is quite
signi�cant. Given its critical mass and billions
of dollars in invested capital, Las Vegas is
expected to continue to be an eminent do-
mestic and international gaming destination.

The outlook for the market includes a
return to stable growth in the near term, with
the potential for a period of stronger growth
as the economic recovery accelerates. Ques-
tions that remain to be considered are how
much of an aberration, or bubble, the pre-
crash period was, and what level of success
will Las Vegas return to with respect to
growth and development. Casinos of conve-
nience, many of which are high-quality facili-
ties, are becoming more prevalent and mak-
ing gaming much more available to patrons
not just nationally but worldwide. Habits
change and gambling budgets may be redis-
tributed between trips to Las Vegas and trips
to the neighborhood/local gaming facility.
However, it is bene�cial for the market for
quality gaming companies that historically
participated in jurisdictions other than Neva-
da—Penn National Gaming, for example—to
enter the market. Player participation pro-
grams that consolidate regional properties
with a Las Vegas property may likely induce
visitation. A patron who gambles at a local

casino can earn points that could now be
used on a trip to Las Vegas. Similarly, the
market will potentially bene�t from alliances
between casinos and hotel companies, which
potentially will induce additional visitors to
the market. In addition to the deal between
the Cosmopolitan and Marriott International,
Las Vegas Sands Corp. entered into an ar-
rangement with IHG in October 2010, which
will allow IHG loyalty program participants to
earn and redeem points at the Venetian and
the Palazzo.

With no major developments in the near
term opening the market will have time to
absorb all the new, high-quality supply and
stabilize. However, it is important the funda-
mentals for the feasibility of the speci�c
operation be examined. While the severity of
the current downturn was unforeseen mid-
decade, all opportunities must be evaluated
in light of cyclical forces. As evidenced by
the preceding data, Las Vegas has a long
history of consistent growth and a rebound
is expected once the national and world
economies recover. The rate and extent of
the recovery will likely be slower than in prior
downturns due to consumers' diminished
discretionary income and the contraction in
group meeting demand.

Las Vegas Casino and Hotel Market Outlook

The Real Estate Finance Journal E Vol. 27 Summer 2011
© 2011 Thomson Reuters

163


