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information and does not constitute specific investment advice.  This presentation is based on information 
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or omissions of information.  The opinions and conclusions contained in this report are those of Hedgeye
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have relied upon research conducted by Hedgeye Risk Management’s employees, which is based upon 
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1 DURABLE GOODS

Headline Durable Goods decelerated to +6.8% 
Y/Y. The multi-period trend still remains positive 
but the comps associated with high growth 
rates off industrial recession troughs won’t be 
getting any easier. Durables ex-defense and 
aircraft decelerated to +6.1% Y/Y and Capital 
goods orders decelerated to 6.3% Y/Y. We need 
more follow-through on a trending perspective.
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U.S. Durable Goods
February 28, 2018
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2 EMERGING MARKETS

A stable dollar, rates-rising environment over the last 
month has not been a friend to commodities or emerging 
markets. The emerging market ETF was down -2.9% 
yesterday with China Large Cap stocks getting smoked 
for -4.25%. We should see some follow-through today as 
all Asian markets were down overnight. And domestically, 
all of the largest negative divergences m/m are 
commodity and cyclical related: IEZ (O&G Services): -
14.9%, XOP (E&P): -13.0%, ITB (Home Construction): -
12.0%, GDX (Gold Miners): -11.8%.



3 EARNINGS CONLUSION

The backward looking conclusion to Q4 
earnings season would be “fantastic”. We saw 
top and bottom line accelerations in every 
sector of the S&P 500. In aggregate, 467/500 
companies have reported sales & earnings 
growth that is +7.6% YY and +14.6% YY, 
respectively. The forward looking conclusion is 
that, like industrial data, comps get much more 
difficult in Q1.
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U.S. Earnings Scorecard
February 28, 2018
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U.S. Earnings Scorecard
February 28, 2018
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TODD JORDAN
Gaming, Lodging & Leisure 
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RRR | LOOK TO THE PAST TO SEE THE FUTURE

THE PAST:  LONG CYCLES
• Up until 2008, the 2000s were boom times for the LV locals market, marked by high flow through on strong SSS. Population/retiree

growth combined with a terrific macro (esp. housing) environment drove the top line and RRR (formerly STN) climbed 500%
• Post Great Recession, GGR growth lagged macro – wealth effect and lack of construction/infrastructure spend
• Home prices historically the critical macro driver – multi year strength mitigated by a still high % of mortgages under water (the 

wealth effect) – until now
• Historically, without a negative wealth effect impediment, GGR well exceeds GDP growth in locals LV when housing prices are 

climbing, which brings us to…

THE PRESENT:  SSS INFLECTION – BEGINNING OF A BULL CYCLE?
• Same store growth was already flashing positive and then Q3 hit the jackpot, up 6% for RRR, and the trend continued in 4Q, up 5%
• Why have we been focused on the SSS inflection? Incremental flow through on GGR can be as high as 80%, and easily in 50-70% 

range
• Are we back to circa 2000, the beginning of an 8 year bull cycle when STN (the previous incarnation of RRR) climbed 500%?

THE FUTURE:  A LONG TAIL
• No market supply growth and a slew of demand catalysts should translate into a long cycle of GDP beating GGR growth – 5% same 

store GGR growth = 10-12% EBITDA growth
• Construction disruption ends in 2019 and ROI on big projects will begin to ramp – big step up in EBITDA.  This management team 

has historically generated industry leading returns
• Demand drivers – acceleration of population growth (thanks CA), retiree growth, housing prices, significant ramp in LV metro area 

infrastructure and construction spend
• Our SOTP analysis suggests RRR has upside to $44 

1

2

3
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COMPARISON | LV LOCALS VS OTHER REGIONAL MARKETS

LAS VEGAS LOCALS MARKET

 NO NEW SUPPLY

 FLOW THROUGH AS HIGH AS 70-80%

 GREAT DEMOGRAPHIC TRENDS (retirees, 
and young professionals flocking to the 
region to job growth and higher wage 
growth)  

 TOP 3 MACRO MARKET IN THE COUNTRY

 ACCELERATING HOME PRICES

 HIGH SAME-STORE POTENTIAL. 5-6% IS A 
REASONABLE BOGEY   

 TAX REFORM TO UNIQUELY BENEFIT 
NEVADA – THANKS CALIFORNIA

OTHER REGIONAL GAMING MARKETS

 Prone to high supply growth in most markets, 
particularly in the Midwest and Atlantic region (PA, 
MD, IN) 

 High gaming taxes impacts flow through to the 
bottom line.  Flow through runs in the 30-40% range. 

 Poor demographic trends.  Millennials don’t play slot 
machines, and retirees are flocking to warmer lower 
tax regions. Admissions have been falling for years  

 Macro environment can be good in certain markets, 
but others are impacted but exogenous factors offset 
much of the improved macro e.g. Oil Patch weakness 
impacting LA and VGT expansion impacting IL. 

 Limited SS GGR potential. Flattish annual growth 
opportunity   
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COMPARISON | TOUGH SLEDDING FOR REGIONALS

THINGS LOOK A LITTLE DIFFERENT OUTSIDE OF LV

Our projection model calls for another flattish year out of the regional markets.  YTD trends have even underperformed our already 
low expectations.  
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THE PAST | REMEMBERING THE LAST BULL CYCLE

It was a glorious time. Population and 
retiree growth combined with a strong 
macro environment, particularly housing, 
to drive a sustained period of same store 
revenue growth. With the highest flow 
through of any gaming market in the 
country, EBITDA exploded and so did 
Station Casinos (STN), the former RRR. 
That stock climbed 500% before it was 
ultimately taken private.

We’ve shown that housing prices are the 
number one macro driver of gaming 
revenues across the country and the LV 
locals market was the poster child. 
Following 4 years of strong housing 
gains, the % of mortgages now under 
water is in the single digits, effectively 
removing the wealth effect as an 
impediment to GGR growth.

It’s starting to feel a lot like the year 
2000…
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STATION CASINOS (STN) STOCK PRICE - (INDEXED TO 4Q 1999) LV LOCALS GGR (TTM, Y/Y CHANGE)

STN GOES PRIVATE 
@ $90 PER SHARE

LOCALS GGR DECELERATION 
DRIVEN BY DEMAND SHOCK + 

9/11 EVENTS

LOCALS GGR AND STATION 
CASINOS STOCK BULL CYCLE 

KICKS INTO GEAR

HOUSING MARKET TAKES OFF
+

WAGES + JOB GROWTH ACCELERATING 
= 

LV LOCALS BOOM

NOTES
(1) STOCK PRICE DATA WAS SOURCED via STN ANNUAL REPORTS

DATA SOURCE: COMPANY FILINGS, NVGCB, HEDGEYE ESTIMATES
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THE PAST | WEALTH EFFECT DRAG WAS REAL

Findings from our rigorous 
statistical analysis concluded that 
out of dozens of indicators, two of 
the most critical to GGR growth are 
home price growth (strongest on a 
1Q lead), and the rate of change in 
the % of mortgages with negative 
equity, which holds the strongest 
relationship to GGR on a 6Q lead, 
with a 0.78 R^2.    

Moving forward, as home prices 
continue their march higher, the 
rate of change in the % of 
mortgages should accelerate (to 
the downside), lifting the wealth 
effect drag on many of LV’s citizens.   0%
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#1 DRAG ON GGR GROWTH HAD BEEN THE LACK OF REAL WEALTH 
CREATION FOR LAS VEGAS RESIDENTS

LAS VEGAS HOME PRICES INDEXED LAS VEGAS LOCALS GGR INDEXED % OF MORTAGAGES W/ NEGATIVE EQUITY (RHS)

NOTES
(1) NEGATIVE EQUITY DATA IS PRESENTED AT THE STATE LEVEL WHERE A LONGER TIME SERIES IS AVAILABLE 
(2) LOCALS GGR AND HOME PRICES WERE INDEXED TO 100 FROM 1Q 2002

DATA SOURCE: ZILLOW, NVGCB, HEDGEYE ESTIMATES
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THE PRESENT | COMPENDIUM OF LAS VEGAS INDICATORS

THE LATEST ON THE MACRO FRONT…

 Housing (Accelerating, but well below peak)
 Home prices in LV are accelerating vs. recent trend and growing 

300bps faster than the national average 

 Foreclosed home transactions are down significantly, indicating that 
new sales are driven by organic demand or trade up activity 

 Fewer homes on the market are cutting prices, and inventory levels 
have stabilized 

 Employment (Steady, but key segments accelerating)
 Headline NFP growth has slowed a touch, but the important 

employment categories (Construction + Manufacturing) are growing at 
a rapid pace 

 Construction employment growth now accounts for ½ of all jobs 
created in LV, and with new projects set to come on line, this 
contribution is likely to increase 

 Income / Wages (Accelerating, but well below peak) 
 Average weekly wages are finally past their prior peak, but estimates 

for household income are considerably below their peak and this metric 
is a better measure of economic standing 

 Construction wages are solid and accelerating vs. trend, but are still 
below from pre recession levels  

 Miscellaneous (Many key factors are moving in the right 
direction)
 Population growth and proxies for migration (drivers license surrenders) 

are up significantly YoY, but still below prior peak levels 

 Household balance sheets are improving and credit quality is materially 
better than prior years 

LAS VEGAS METRIC / DRIVER Latest
Reading

Y/Y 
Change Date

vs.Trend *
▲ / ▼

% From
Peak

Housing
Case Shiller Index 170.9 11.1% Dec-17 ▲ -27.2%

High Tier Index 163.2 7.5% Dec-17 ▲ -31.4%
Mid Tier Index 173.5 12.1% Dec-17 ▲ -29.1%
Low Tier Index 191.3 17.5% Dec-17 ▲ -24.4%

Total Inventory 10,835 -24.1% Dec-17 ▲ -56.7%
Employment (in 000's)

Total Non Farm 994.4 3.1% Dec-17 ▲ 2.7%
Leisure and Hospitality 288.9 -0.2% Dec-17 ▼ -0.8%
Construction 68.7 18.0% Dec-17 ▲ -38.2%
Private Sector Service Employment 794.8 1.6% Dec-17 ▼ 1.2%

Income / Wages
Total Average Weekly Wages $785.6 3.6% 4Q 2017 ▲ 4.6%
Total Non Farm (Avg. Hourly) $23.0 2.3% Dec-17 ▲ -0.4%
Construction (Avg. Hourly) $27.1 5.4% Dec-17 ▲ -1.8%
Manufacturing (Avg. Hourly) $17.3 -2.5% Dec-17 ▼ -3.2%

Misc.
Subprime Credit / Population (2) 29.4 -2.3% 2Q 2017 ▲ -29.9%
Population (in Millions) 2,156 2.2% 2016 ▲ N/A

Notes
1 Trend ▲  or ▼ is determined if the most recent growth rate is faster or slower than the TTM Y/Y growth rate 
2 Equifax measures a sample of the county's population with a credit score below 660

DATA SOURCE: ZILLOW, S&P CASE SHILLER, BEA, BLS, HEDGEYE ESTIMATES
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THE PRESENT | HOME PRICE INFLECTION 

MASSIVE RE-ACCLERATION IN HOME PRICES ALREADY UNDERWAY 

Tight inventory and sound demand characteristics have driven LV home prices to significantly higher in the TTM.  Though they remain well below prior 
peaks, the acceleration has been a positive surprise in the TTM.  Now if the wealth effect impediment would only go away.  Maybe it already has…
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THE PRESENT | NEGATIVE EQUITY FALLING TO SWEET SPOT

Under very reasonable assumptions for home price growth, we estimate the % of mortgages w/ negative equity will get cut in half by the end of 2018 
and move into the 0-5% range, historically a sweet spot for GGR growth. Note our negative equity forecast is only calling for 4% home price appreciation 
next year, which is nearly ½ the current rate of growth.  

LOCALS
GGR (2)

LOW END HIGH END Y/Y CHANGE

0% 5% 9.1%
5% 10% 1.3%

10% 15% 2.0%
15% 20% 3.1%
20% 25% 2.9%
25% 30% -0.9%
35% 40% -2.6%
45% 50% -6.3%
55% 60% -3.3%
65% 70% -6.8%

% OF MORTGAGES
W/ NEGATIVE EQUITY (1)

NOTES
(1) HEDGEYE FORECAST FOR NEGATIVE EQUITY IMPLIES 6% Y/Y HOME PRICE APPRECATION IN 2017 AND 4% FOR 2018/2019

NOTES
(1) HYPOTHETICAL RANGES OF NEGATIVE EQUITY SINCE 2001
(2) AVERAGE QUARTERLY GGR GROWTH FOR THE
CORRESPONDING NEGATIVE EQUITY RANGE

POSITIVE EQUITY BUILD  REMOVING THE NEGATIVE WEALTH EFFECT THAT HAS IMPEDED GGR GROWTH

DATA SOURCE: ZILLOW, NVGCB, HEDGEYE ESTIMATES
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THE FUTURE | TAX REFORM TO BOOST POPULATION GROWTH 

HIGH TAX CALIFORNIA TO BECOME MORE OF A POPULATION DONOR TO ZERO TAX NEVADA 

Over the last few years, population growth has accelerated, but given the pending tax reform changes we could see an inflow of more SoCal residents 
as their counties become even less tax friendly. The largest population donors to Clark County are LA County, San Diego County, and San Bernardino 
County.  Also note that even without the tax bill, the state of NV is already a leader when it comes to population generated by migration flows.  
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This change wouldn't affect me

MORE PEOPLE MOVING TO NV?

CALIFORNIA RESIDENTS DO NOT APPEAR TO BE FANS OF THE UPCOMING 
REPEAL OF S.A.L.T DEDUCTIONS

NOTES
(1) SURVEY QUESTION: “IF YOU COULD NO LONGER DEDUCT S.A.L.T. WOULD YOU CONSIDER MOVING? 
(2) SURVEY CONDUCTED BY REDFIN REAL ESTATE SERVICES IN NOVEMBER 2017 OF CALIFORNIA RESIDENTS

NEVADA = ALREADY A TOP STATE TO MOVE TO…

DATA SHOWN AS A % OF 2016 POPULATION THAT LIVED IN 

A DIFFERENT STATE IN THE YEAR PRIOR

NV’s SHARE OF POPULATION 
THAT CAME FROM
ANOTHER STATE 

= 7TH BIGGEST IN THE NATION

DATA SOURCE: REDFIN, US CENSUS, HEDGEYE
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THE FUTURE | CONSTRUCTION EMPLOYMENT INFLECTING

THE RAMP IS HERE…

Pledged investments for Hotel, Convention meeting space, and other amenities will be +200% over the next 5+ years.  Meaningful job creation and 
wage inflation could be on the way, supporting an already strong labor market in LV.  Construction workers have historically been known to be reliable, 
repeat gamblers
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LAS VEGAS | CONSTRUCTION SPENDING RAMP

• Wynn Paradise Park

• Resorts World LV

• LV Convention Center

• Aria Renovation

• Project Neon

• Interstate 11

• Union Village

• New Wynn Strip Site *

PROJECTS ON THE WAY

DATA SOURCE: LVCVA, HEDGEYE ESTIMATES
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THE FUTURE | CONSTRUCTION EMPLOYMENT INFLECTING

CONSTRUCTION JOBS ALREADY ACCELERATING AHEAD OF THE BIG WAVE OF CAPEX SPEND 

Clark County construction employment has been accelerating on a trending basis for the last 12 months, after decelerating for much of 2016.   
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CONSTRUCTION JOBS ARE COMING BACK !
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DATA SOURCE: BLS, HEDGEYE ESTIMATES



MACRO GRIND



The Macro Show

© Hedgeye Risk Management LLC

Deconstructing Yield Angst 
February 28, 2018

DATA SOURCE: Bloomberg 24
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Capital Goods Orders
February 28, 2018

DATA SOURCE: Bloomberg, Census Bureau, HRM 25
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February 28, 2018

DATA SOURCE: Bloomberg, Consensus.gov, BEA, HRM 26
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February 28, 2018

DATA SOURCE: Bloomberg, NFIB, Conference Board, HRM 27
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Global Volatility Indices
February 28, 2018

DATA SOURCE: CBOE, CME, BBG 28
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Existing Home Sales vs Pending Home Sales
February 28, 2018

DATA SOURCE: NAR, BLOOMBERG, HEDGEYE 29
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Weekly Asset Allocation
February 28, 2018

30DATA SOURCE: BLOOMBERG 
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Dynamic Asset Allocation Trends
February 28, 2018

31DATA SOURCE: BLOOMBERG 
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Sector Performance 
February 28, 2018

DATA SOURCE: BLOOMBERG, HRM 32
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Sector Relative Performance 
February 28, 2018

DATA SOURCE: BLOOMBERG, HRM 33
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Market Share Volume & Total Value Traded
February 28, 2018

DATA SOURCE: BLOOMBERG, HEDGEYE 34
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Style Factor Performance 
February 28, 2018

DATA SOURCE: BLOOMBERG, HEDGEYE 35
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Rates & Spreads
February 28, 2018

DATA SOURCE: BLOOMBERG, HEDGEYE 36
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Key $USD Correlations
February 28, 2018

DATA SOURCE: BLOOMBERG, HEDGEYE 37
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CFTC 
Non-Commercial
Net Long 
Positioning 

February 28, 2018

DATA SOURCE: BLOOMBERG 38
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CFTC Non-Commercial Net Long Positioning 
February 28, 2018

DATA SOURCE: BLOOMBERG 39
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Volatility
February 28, 2018

DATA SOURCE: BLOOMBERG 40
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Volatility
February 28, 2018

DATA SOURCE: BLOOMBERG 41
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U.S. Equities: Returns 
February 28, 2018

DATA SOURCE: BLOOMBERG 42
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U.S. Equities: Returns 
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