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Industry Top Trends 2020 
Hotels, Gaming, and Leisure 
Slowing Global Growth Could Hurt Discretionary Leisure Spending  

What’s changed? 
U.S. recession risk. The risk of a U.S. recession starting in the next 12 months was 
raised to 30%-35%, which is significantly higher than one year ago. Discretionary 
leisure spending could moderate or begin to decline, depending upon its severity. 

U.S. RevPAR forecast. Trade wars, geopolitical strife, fears of a sustained global 
growth slowdown, and political volatility in the U.S. are increasing the risk of a 2020 
RevPAR downturn. We plan to begin 2020 with flat U.S. RevPAR in our base case. 

European tour operators. The traditional packaged holiday tour operator industry 
has been going through difficult times lately, and the demise of 178-year-old 
Thomas Cook is the most powerful example. 

What to look for in the sector in 2020? 
U.S. gaming M&A. If reasonable financing terms remain available, and with no 
desirable U.S. development opportunities over the near term, gaming operators and 
REITs will look to acquisitions to gain scale, diversity, and operating efficiencies. 

Choppy cruise waters. Given 7% global capacity growth, the increasing risk of U.S. 
recession, and our expectation for weak German and Italian economies, we believe 
constant currency yields will be flat to up to the low single digits. 

European RevPAR slows. European RevPar will continue to slow to the low-single-
digit area in 2020 mostly due to sagging economic growth, uncertainties around 
Brexit and other political risks, and weakening consumer confidence. 

What are the key medium-term credit drivers? 
Healthy lodging managers and franchisers. If a future recession is modest, 
managers and franchisors may not experience EBITDA erosion due to room growth. 

Big ticket leisure goods slow. We expect the sales of big-ticket leisure goods could 
moderate or potentially decline over the next year partly because we have raised 
the risk of a recession starting over the next 12 months to be 30%-35%. 

Japan bidders revealed. Operators are drawing battle lines for a competitive Japan 
integrated resort bid process. Japan is unlikely to award licenses before late 2020.  

November 19, 2019

Authors 
Emile Courtney  
New York 
+1 212 438 7824 
emile.courtney 
@spglobal.com 
 
Santiago Cajal 
Mexico City 
52 55 5081 4521 
santiago.cajal 
@spglobal.com 
 
Patrick Flynn 
London 
+44 (0)20 7176 0053 
patrick.flynn 
@spglobal.com 
 
Natalia Goncharova 
London 
+44 (0) 20 7176 3018 
natalia.goncharova 
@spglobal.com 
 
Jing Li  
New York 
+1 212 438 1529 
Jing.Li@spglobal.com 
 
Sandy Lim 
Hong Kong 
+852 2533 3578 
sandy.lim@spglobal.com 
 
Melissa Long  
New York 
+1 212 438 3886 
melissa.long 
@spglobal.com 
 
Silverius Miralles  
Toronto 
+1 416 507 2505 
silverius.miralles 
@spglobal.com 
 
Adam Odland 
Centennial, CO 
+1 303 721 4664 
adam.odland 
@spglobal.com 
 
Ariel Silverberg  
New York 
+1 212 438 1807 
ariel.silverberg 
@spglobal.com 
 
Hina Shoeb 
London 
+44 (0) 20 7176 3747 
hina.shoeb@spglobal.com 



Industry Top Trends 2020: Hotels, Gaming, and Leisure 

S&P Global Ratings November 19, 2019     2 

Ratings trends and outlook 
Global Hotels, Gaming, and Leisure 
Chart 1 Chart 2 

Ratings distribution by region Ratings distribution by subsector 

Chart 3 Chart 4 

Ratings outlooks Ratings outlooks by subsector 

Chart 5 Chart 6 

Ratings outlook net bias Ratings net outlook bias by subsector 

Source: S&P Global Ratings. Ratings data measured at quarter end. Data for Q4 2019 is end October, 2019 
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Gaming 
Key assumptions 

1. Las Vegas poised for another year of modest growth 

We expect gaming revenue (GGR) and RevPAR to be flat to up 3% in 2020, in line with our 
economists' forecast for consumer spending growth 

2. Mass market continues to be Macau’s strength 

We forecast Macau’s 2020 gross gaming revenue (GGR) will rebound slightly to about 0%-
5% from negative 2%-2% in 2019 (below our previous 2019 forecast of 0%-4%) as mass 
market growth could offset continued weakness and volatility in the VIP segment. 

3. Merger and acquisition activity remains elevated in 2020 

As long as financing remains available on reasonable terms, acquisitions will be one of 
the main drivers of growth for both gaming operators and REITs.  

Las Vegas poised for another year of modest growth 

We expect gaming revenue (GGR) and RevPAR to be flat to up 3% in 2020, in line with our 
economists' forecast for consumer spending growth. We expect domestic gaming 
customers to drive GGR growth and high-end international baccarat spending to remain 
volatile. Baccarat is unlikely to be a meaningful growth catalyst given the expansion of 
high-quality gaming options across Asia Pacific.  

Las Vegas 2020 RevPAR growth will largely result from higher average daily rates (ADRs), 
as opposed to occupancy because occupancy is already over 90% on the Strip. Las Vegas 
offers good value and a broad array of room types and amenities for conventions and 
trade shows. The market will also benefit from the return of a large citywide trade show 
(CONEXPO-CON/AGG) in March, supporting growth in convention visitation. Additionally, 
Las Vegas's expanding entertainment options make it a compelling destination for both 
leisure and gaming travelers. The relocation of the Raiders to Las Vegas for the 2020 NFL 
season should drive additional visitation.  

Given expected continued strong visitation and convention business next year and no 
material supply changes, we believe the market can absorb moderately higher room 
rates. While there are two large resorts under construction toward the northern end of 
the Strip, the first won’t open until late 2020, increasing the supply of hotel rooms by 
about 2%. 

 Although we would expect Las Vegas as a destination market to experience more severe 
declines in a recession, we suspect that if the next downturn occurs over the next few 
years, the cash flow declines may be less severe than in the financial crisis when the 
room inventory grew by 12%. The supply growth picture is more manageable over the next 
few years based on current development plans. 

Mass market continues to be Macau’s strength 

We forecast Macau’s 2020 gross gaming revenue (GGR) will rebound slightly to about 0%-
5% from negative 2%-2% in 2019 (below our previous 2019 forecast of 0%-4%) as mass 
market growth could offset continued weakness and volatility in the VIP segment. We also 
believe the Chinese government’s desire to limit the exit of funds for gambling in Macau 
could stifle growth as well.  
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We don’t expect the protests in Hong Kong to have a significant impact on GGR, as Macau 
draws only a limited number of customers from Hong Kong and relies primarily on 
visitation from mainland China.  

Despite a significant decline in 2019, we expect VIP GGR could fall again in 2020 and our 
forecast range is down 5% to up 5%. Unlike mass-market customers, VIP customers are 
more affected by macrosentiments in China and to some extent regional APAC 
competition. We expect tight liquidity conditions in China, lingering overhangs from the 
U.S.-China trade war, and increased regional competition for VIP players to pressure VIP 
GGR.  

In contrast, mass market growth relies on a growing Chinese middle class, capacity 
increases, and transportation and infrastructure improvements that enhance Macau’s 
accessibility from mainland China. After strong growth of 15%-20% in 2019, we expect 
mass-market GGR growth to slow to 4%-6%, more in line with our economists’ forecast 
for China’s GDP to grow 5.8%. While 2019’s growth benefitted from additional hotel room 
capacity and the shift of VIP customers to mass-market tables, we do not anticipate 
similar factors to boost growth in 2020, as there will be limited new hotel rooms open in 
the market. 

Merger and acquisition activity remains elevated in 2020 

As long as financing remains available on reasonable terms, acquisitions will be one of 
the main drivers of growth for both gaming operators and REITs. With no desirable U.S. 
development opportunities available over the near term, operators will look to 
acquisitions to gain scale, diversity, and operating efficiencies.  

Operators may also partner with REITs to pursue acquisition activity, as REITs can 
represent a source of financing for operators. Gaming REITs need to demonstrate a 
consistent track record of growth through acquisitions as part of their business model, 
and partnership with operators for acquisitions can help REITs diversify their tenant 
bases.  

We expect over $20 billion of acquisitions to close in 2020, largely due to the merger of 
Eldorado and Caesars. This merger is likely to spur additional acquisition activity as 
Eldorado seeks to rationalize the portfolio and perhaps divest some smaller regional 
properties and at least one large Las Vegas Strip asset. Additionally, MGM’s desire to 
move toward a more asset-light model could also spur further activity, although it has 
less real estate to sell after the recent Bellagio real estate and Circus Circus transaction 
announcements.  

The extent to which M&A affects ratings will likely depend on companies’ decisions 
regarding financing choices, the REITs’ ability to issue sufficient equity to remain within 
their financial policy goals, and operators’ abilities to achieve cost savings. 
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Key risks and opportunities 

1. Macau concession risk 

We view upcoming 2022 concession expirations as a credit risk. While we expect 
operators will extend their concessions, it will likely come at a cost and the government's 
renewal terms are as yet unclear. 

2. Interested bidders are beginning to show their hands in Japan 

The battle lines are beginning to be drawn as operators focus their attention on more 
targeted possible locations for their Japan integrated resort (IR) bids. We expect securing 
a license will be a competitive process given strong prospects and the level of interest in 
pursuing licenses.  

3. Euro online gaming and entry into the U.S. market 

Online gaming in Europe continues to grow strongly thanks to increased mobile 
penetration and technological innovation. Mergers are likely to increase market share 
and margins, but also often bolster the portfolio of brands. Brands, pricing, marketing, 
and operating efficiency will be important factors for European online gaming operators 
entering the U.S. market to chase the growth opportunity.  

Macau Concession Risk 

We view upcoming 2022 concession expirations as a credit risk. While we expect 
operators will extend their concessions, it will likely come at a cost and the government's 
renewal terms are unclear. We believe they will probably include some combination of 
economic and social consideration. Economic consideration for concession rebids could 
include upfront payments for license renewals or additional capital investment 
requirements, particularly in nongaming amenities, given that the Macau government has 
articulated an ambitious target of 40% nongaming revenue, compared to 12.9% in 2018.  

As operators expand nongaming investments, we expect lower margins and return on 
capital. The government may also ask for additional social considerations or safeguards 
for local employees such as enhanced benefits, which could reduce operators' 
profitability. We expect to gain additional clarity on the renewal process over the next 
year as Macau’s new chief executive who will oversee the process takes office this 
December. We believe the government values stability and the amount of investment that 
concessionaires make in the market. As a result, we do not expect any concessionaires or 
subconcessionaires to lose their concessions. We also do not anticipate the granting of 
meaningful additional licenses because the already competitive market conditions and 
limited land for additional development act as barriers to new entrants. 

Interested Bidders Are Beginning To Show Their Hands In Japan 

The battle lines are beginning to be drawn as operators focus their attention on more 
targeted possible locations for their Japan integrated resort (IR) bids. We expect securing 
a license will be a competitive process given strong prospects for the size of this new 
gaming market and the many gaming operators and jurisdictions that have expressed 
interest in pursuing licenses.  

That said, we believe Japan is unlikely to award any licenses until late 2020, at the 
earliest. Each of the interested jurisdictions is at varying stages in selecting an operator 
to partner with in bidding for one of the three licenses. Most jurisdictions are following a 
multistage process that will involve initial requests for information and concept before 
moving to a more formal request for proposal to select its partner.  
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Additionally, the central government plans to establish its casino commission and full IR 
policy next year. We expect that policy will lay out the criteria and process for applying for 
licenses. Once licenses are awarded, we believe construction of these resorts is likely to 
be at least four years. As a result, we believe it’s highly unlikely that operators would 
incur any significant development spending in Japan before 2021, and that resorts won’t 
open before 2025. Operators will likely spend at least $10 billion to develop IRs in large 
cities. Such large development costs, coupled with high tax rates, entry restrictions, and 
a short license tenor, could challenge returns for operators and encourage partnerships. 

Euro Online Gaming And Entry Into The U.S. Market 

Online gaming in Europe continues to grow strongly, as in other parts of the world, 
against a backdrop of increased mobile penetration, increasing internet speeds, and 
technological innovation. Other contributing factors include the increasing social 
acceptance of online sports betting, in particular with younger consumers, as well as 
rapid product innovation such as the integration of online games with gaming. Online 
revenues in Europe are driven predominately through sports betting, online casinos, and 
online lottery.  We expect the continued proliferation of online gaming growth to continue 
to far outpace offline gaming revenue.  

In our opinion, European regulation regarding online gaming has been slower to catch up 
with the rate of expansion and technological development in the market. We believe there 
is a risk of continued tightening of online gaming regulation, depending on individual 
markets, but on balance view the European market as more exposed to regulation than 
the U.S. Various contemplated measures include tightening restrictions on the use of 
credit cards, tighter controls over problem gambling, and  restrictions on advertising, 
sponsorship, and in-play betting. We note the industry is increasingly leaning toward 
self-regulation; however, we don’t believe this will fully shelter companies from all 
regulatory developments.  

The growth of online has also placed a spotlight on the importance of anti-money 
laundering and know your customer controls and procedures as online gaming 
companies become increasingly exposed to potential fraud or money laundering. In our 
opinion, parts of the online gaming market place are less exposed to social risks for now. 
We believe sports betting, for example, is increasingly viewed as more socially acceptable 
than are casino or slot betting.  

The European online gaming industry continues to consolidate as players seek scale, 
diversification, efficiencies, increased resources for product innovation, and a platform 
for growth. We believe the tightening regulatory environment in Europe is also prompting 
the consolidation. It enables players to better deal with regulation, particularly increased 
regulatory costs, but also enhances diversification by lessening exposure to any one local 
or regional regulatory regime, which creates event risk.  

Taking the U.K. market as an example, growth is slowing given the maturity and increased 
regulatory pressures. Countering this, we believe this increases barriers to entry, 
entrenches existing market positions, and promotes increased consolidation and M&A.  

Mergers are likely to increase market share and margins, but also often bolster the 
portfolio of brands. Brands, pricing, marketing, and operating efficiency will be important 
factors for European online gaming operators entering the U.S. market to chase the 
growth opportunity. From a consolidated platform of greater scale, players are able to 
position themselves to take an early-market leading position and invest strongly to gain 
market share as the market develops.  

We expect the legalization of sports betting in U.S. states to continue gradually following 
the prior announced Supreme Court decision. The U.S. opportunity provides the European 
participants the ability to leverage their existing knowledge, brands, and IP and diversify 
away from Europe, with the aim of establishing leadership positions and market share.  
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Hotels 
Key assumptions 

1. U.S. 2020 RevPAR growth range is (1%)-1% and vulnerable to a recession 

Slower anticipated economic growth in the U.S. in 2020 is causing investment, 
employment and travel to slow down, hurting business and leisure hotel demand. U.S. 
2020 RevPAR is flat in our base-case forecast, which is the midpoint of a plausible range 
of negative 1% to 1%. 

2. European RevPAR growth is slowing down to low-single digits 

We forecast European RevPar to continue slowing down to the low-single-digit area in 
2020 mostly due to sagging economic growth, uncertainties around Brexit and other 
political risks, and weakening consumer confidence.  

3. Timeshare contract sales will grow in 2020, a modest recession would hurt 

We believe a deceleration in the economy would pose a challenge for rated timeshare 
companies to sustain recent contract sales growth rates. 

U.S. 2020 RevPAR growth range is negligible and vulnerable to a recession 

Slower anticipated economic growth in the U.S. in 2020 is causing investment, 
employment and travel to slow down, hurting business and leisure hotel demand. Overall 
average occupancy in the U.S. turned negative in June and has been down nearly every 
month since as of November 2019, and RevPAR is barely growing because of a tepid level 
of higher average daily rate.  

Even though hotel room supply growth is benign at 2% anticipated in 2020, the demand 
for hotel rooms is growing at an even slower rate. Trade wars, geopolitical strife, fears of a 
sustained global growth slowdown, and political volatility in the U.S. are all contributing 
to the increasingly likely prospect of a 2020 downturn in U.S. lodging. We plan to begin 
2020 with the assumption that U.S. RevPAR is flat in our base-case forecast, which is the 
midpoint of a plausible range of negative 1% to 1%. 

European RevPAR growth is slowing down to low-single digits 

We forecast European RevPar to continue slowing down to the low-single-digit area in 
2020 mostly due to sagging economic growth, uncertainties around Brexit and other 
political risks, and weakening consumer confidence. Our economists’ forecast GDP 
growth of 1.1% in the Eurozone in 2020, including 1.1% in the U.K., 1.3% in France, and 
0.5% in Germany. We expect mixed performance among countries and cities with some 
being more resilient like Spain, Paris, and London. However, we think the overall RevPar 
trend will slow, which started in the second half of 2019 and will continue across all 
European lodging markets.  

U.K. RevPar growth in 2020 is forecast to be around 0%-1%, mostly due to continuing 
uncertainties around Brexit, a high number of rooms additions, and softer economic 
conditions. We expect stronger performance in London, due to strong international 
tourism boosted by the weak pound, as well as UEFA EURO 2020 final and semi-finals 
that will be held in London, while U.K. regions outside of London may slip into negative 
territory. We don’t expect significant movement in the occupancy rates for the U.K., with 
some potent modest decline of negative 1% to flat in London due to an increase in supply 
over the past several years. We believe ADR will grow (flat to 2% in pounds) and should 
offset the occupancy decline.  
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European RevPAR (excluding the U.K.) could grow 1%-3% in 2020, absent terrorism 
events and incorporating the potential for continued political volatility in Spain and 
Turkey. Growth will come mostly from ADR, while occupancy rates will remain flat or 
decline by a modest amount. The best performers are expected to be France, with sound 
trends in Paris, Belgium, and Southern European countries. We expect Spain to be more 
volatile due to continuing instability and the political situation in Catalonia; however, the 
rest of Spain still enjoys high demand from leisure travelers and should show sound mid-
single-digit RevPar growth. 

Timeshare contract sales will grow in 2020, a modest recession would hurt 

S&P Global’s economists have raised the risk of a recession starting over the next 12 
months to 30%-35%, double the possibility compared to about one year ago. We believe a 
deceleration in the economy would pose a challenge for rated timeshare companies to 
sustain recent contract sales growth rates.  

In recent years, several timeshare companies deployed a strategy of entering new 
markets, inventory acquisitions, and investments in new sales centers and distribution 
partnerships that generated first-time buyers and owner base growth. We believe these 
strategies will continue to be effective, but we could begin to see a moderation in sales 
growth and tour flow conversion if consumer sentiment deteriorates. We believe 
timeshare issuers could potentially maintain investment spending in an environment of 
decelerating growth, resulting in temporarily lower sales efficiency and profitability.  

However, we expect Marriott Vacations (BB/Stable/--) and Wyndham Destinations (BB-
/Positive/--) to generate mid- to high-single-digit percent contract sales growth in 2020, 
supported by sales distribution investments and Blue Thread strategy of cross-selling to 
Wyndham Hotels loyalty members, respectively. We preliminarily expect Hilton Grand 
Vacations (BB+/Stable/--) to generate low-single-digit percent contract sales growth in 
2020 after underperforming in 2019 due to an inventory shortage. We expect Diamond 
Resorts (CCC+/Negative/--) to have some sales growth because of its recent focus on 
new owners, although the company’s high provisions for loan losses will likely weigh on 
profitability and the health of its owner base growth. 
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Key risks and opportunities 

1. Managers and franchisors weather a U.S. downturn better than owners 

The severity and duration of a possible recession will determine the extent of the negative 
impact on lodging companies’ profitability. However, if a future hypothetical recession is 
modest, managers and franchisors may not experience much EBITDA erosion at all. 

2. Latin America’s lodging sector should be resilient in 2020 

The Latin American lodging sector has benefitted from local currency depreciation and 
has many high-quality resort assets and locations that are perennially attractive to North 
American and European tourists. We expect the region can maintain stable occupancy 
rates around 60% and generate RevPar growth in the low- to mid-single-digit area in 
2020, despite slower anticipated global economic growth prospects in 2020.  

3. Increased scale could benefit independent third-party management 

We believe third-party managers can fulfill a need in the lodging industry and provide a 
solution for hotel owners that seek to sustain margin while maintaining brand standards 
under their franchise agreements. We would view longer contract duration, more 
favorable hotel ownership mix, and lower contract turnover as signals of success among 
third-party managers. 

Managers And Franchisors Weather A Downturn Better Than Owners 

The severity and duration of a possible recession will determine the extent of the negative 
impact on lodging companies’ profitability. However, if a future hypothetical recession is 
modest, managers and franchisors may not experience much EBITDA erosion at all.  

For example, if RevPAR hypothetically falls 1% in 2020 (the low end of our negative 1%-
1% range), then theoretically net rooms growth should offset the hit to RevPAR. For 
several lodging operators, current anticipated growth in rooms is well above 1% and 
should offset a decline in RevPAR of 1%, as long as expenses are held in check. Obviously, 
the more significant the RevPAR decline, the less growth offsets the hit to revenue.  

We believe this is a large motivation for nearly all diversified lodging operators separating 
real estate from fee-based businesses. The model is less volatile than hotel ownership, 
which bears the burden of the hotel’s fixed costs and capital expenditures, and therefore, 
experiences high profit and cash flow volatility. The market also awards a higher multiple 
to mangers and franchisors, for the same reason. 

Latin America’s Lodging Sector Should Be Resilient In 2020 

The region’s lodging sector will likely enter 2020 poised to benefit from local currencies 
that have depreciated compared to the U.S. dollar and euro, and from many high-quality 
resort assets and locations that are perennially attractive to North American and 
European tourists. We expect the region can maintain stable occupancy rates around 
60% and generate RevPar growth in the low- to mid-single-digit area in 2020, despite 
slower anticipated global economic growth prospects in 2020. In addition, the largest 
Latin American hotel chains have dollar-referenced rates and local currency cost 
structures, which provide some cushion in operating profit against possible future foreign 
exchange volatility.  

Our current forecast is for an increase in Latin America GDP (excluding Venezuela) growth 
of 1.6% in 2020, compared to an estimated 0.7% in 2019, which should support our 
modest anticipated increase in RevPar, ADR in line with inflation and stable occupancy 
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rates. We expect lodging companies to fund new hotel openings with a mix of cash and 
debt, maintaining moderate leverage and adequate liquidity positions.  

Nonetheless, if global political tensions and policy uncertainty increases in the region’s 
largest countries, economic growth prospects may deteriorate and expansion projects 
may be postponed. We believe the region’s top risks relate to macroeconomic downside 
risks mainly from political turmoil in Mexico, a slow economic recovery in Brazil, and still 
difficult political and macroeconomic environment in Argentina. If coupled with slower 
global economic growth, these factors could take a toll on the region’s occupancy rate, 
both in business and resort lodging.  

Moreover, some areas are also exposed to security issues and extreme weather. In 
addition, we believe the surge of nontraditional lodging options, such as Airbnb, will 
continue to increase competition over the next few years, although the penetration of 
digital tourism platforms in Latin America remains limited by low levels of internet access 
compared to developed markets. 

Increased Scale Could Be An Advantage In Independent Third-Party 
Management 

The merger between Aimbridge (B/Negative/--) and Interstate would create the largest 
third-party lodging manager that is several times the size of the closest competitor. If the 
merger is successful, we would likely see continued consolidation in this fragmented 
space. We believe a successful merger for Aimbridge would need to enable cost savings 
for hotel owners. The company would likely need to invest in technology that brings higher 
visibility into hotel-level spending, which could boost potential procurement savings 
opportunities for owners. Over time, procurement savings could be a key value 
proposition for contract acquisitions particularly in an environment of hotel operating 
cost inflation.  

We view that the cost benefit of increased scale provided by third-party managers mirrors 
the revenue benefit from increased scale among brand owners. In recent years, brand 
owners such as Marriott, through its 2016 acquisition of Starwood, demonstrated how 
beneficial scale can be by growing the number of brands under one loyalty program and 
incentivizing hotel developers and owners to allocate capital to Marriott-branded hotel 
developments and conversions.  

Likewise, third-party managers that can demonstrate the benefit of scale on profitability 
could attract desirable, long-term, and more sophisticated owners, including REITs, 
institutional investors, and high net-worth individuals. In our view, the success of third-
party managers could support a trend among brand owners toward greater emphasis on 
franchising rather than hotel management. The trend is observable in the shift in revenue 
toward franchising fees at Marriott, Hilton, and Hyatt over the past few years.  

We believe third-party managers can fulfill a need in the lodging industry and provide a 
solution for hotel owners that seek to sustain margin while maintaining brand standards 
under their franchise agreements. We would view longer contract duration, more 
favorable hotel ownership mix, and lower contract turnover as signals of success among 
third-party managers. 
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Cruise 
Key assumptions 

1. Cruise operators may face choppy seas 

We are expecting cruise industry capacity growth of around 7% in 2020. We believe this 
capacity can be absorbed without material price discounting or incentives to stimulate. 
We also believe demand for cruising will grow given it is still a small piece of the overall 
leisure market. Nevertheless, we believe 2020 constant currency industry net revenue 
yields will be flat to up to the low-single-digit area. 

2. Boutique and low cost fitness clubs drive industry growth 

We expect fitness revenue to grow 3%-5%, which slightly exceeds our U.S. consumer 
spending growth forecast in 2020. Our revenue expectations are fueled primarily by 
organic growth and the rise of low-cost fitness clubs and boutique studios.  

3. Declining RV retail sales will drive a prolonged 2020 inventory correction 

We expect that declining RV retail sales will cause wholesale shipments to decline 
through 2020.  

Cruise operators may face choppy seas 

We are expecting cruise industry capacity growth of around 7% in 2020, based on data 
provided by Cruise Line Industry International Assn., and public company filings. We 
believe this capacity can be absorbed without material price discounting or incentives to 
stimulate demand because we expect modest consumer spending growth in 2020, 
particularly in the U.S. (which represents approximately 45% of global cruise 
passengers), albeit at a decelerating rate. We also believe demand for cruising will grow 
given it is still a small piece of the overall leisure market, and consumers typically 
vacation each year and increasingly desire experiences. Nevertheless, given the capacity 
growth, the increasing risk of a recession beginning in the U.S. next year, and our 
expectation for the economic environment to remain somewhat weak in major European 
economies like Germany and Italy, we believe 2020 constant currency industry net 
revenue yields will be flat to up to the low-single-digit area. 

Boutique and low cost fitness clubs drive industry growth 

We expect fitness revenue to grow 3%-5%, which slightly exceeds our U.S. consumer 
spending growth forecast in 2020. Our revenue expectations are fueled primarily by 
organic growth and the rise of low-cost fitness clubs and boutique studios. Although we 
expect flat- to low-single-digit same-store revenue growth, we expect fitness club 
operators to increase total revenue by innovating existing clubs and expanding club count 
to promote member convenience, enhance club clustering strategies, expend geographic 
footprint, and grow membership count. We expect improvements in operating income to 
be limited by rising rent, utilities, and minimum wage as many fitness club operators 
experienced in 2019. We could expect fitness club operators to close underperforming 
clubs to improve operating income. 
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Declining RV retail sales will drive a prolonged 2020 inventory correction 

We expect that declining RV retail sales will cause wholesale shipments to decline 
through 2020. In the October 2018 to June 2019 period, for which data is available, retail 
units declined at an accelerating pace. Two factors possibly responsible for the decline in 
retail units are incremental tariff-related costs, which increased retail prices to a level 
that demand could not easily absorb, as well as consumer sentiment that has trended 
lower year-over-year.  

In addition, excess OEM manufacturing capacity could incentivize dealers to pace their 
orders and only ramp up inventory purchases when demand improves. We expect retail 
units to decline in the high-single-digit percent area in 2019 and in the mid-single-digit 
percent area in 2020. We also expect shipments to decline in the mid-single-digit percent 
area in 2020. We preliminarily assume that in the second half of 2020, shipments and 
retail units could begin to match more closely because the ongoing shipments decline 
could overcompensate for the decline in retail units. However, this assumption is subject 
to the risk that the economic environment becomes more uncertain, which could cause a 
worsening in retail sales in 2020 and an inventory correction that would persist. 

Some companies we rate are coping with the shipment and retail sales decline. Thor 
(BB/Negative/--) reduced costs and working capital needs, which enabled it to repay debt 
within three quarters of acquiring Erwin Hymer. Winnebago (BB-/Stable/--) and Patrick 
(BB-/Stable/--) have moderate leverage, therefore they can probably absorb the impact 
of near-term headwinds. In addition, despite Airxcel’s (B/Negative/--) high leverage, the 
company has a flexible cost structure and continued to diversify into the 
commercial/industrial segment. We believe Camping World (B/Negative/--) could have 
the most operating variability, partly because it is closest to the consumer in the supply 
chain and is struggling with the integration of its Gander location. 
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Key risks and opportunities 

1. Fuel could be a cruise headwind 

We expect fuel expense for all cruise operators to increase in 2020, due to an expected 
shift in consumption toward more expensive marine gas oil (MGO), from lower-priced 
fuels like heavy fuel oil (HFO).  

2. A U.S. recession’s impact on fitness 

We have recently revised our estimated probability of a U.S. recession in the following 12 
months to 30%-35% from 10%-15%. Given the discretionary nature of fitness club 
memberships, a decline in consumer spending could reduce demand for memberships 
and prompt margin-eroding price competition.  

3. Transformation of the tour operator industry in Europe 

The traditional packaged holiday tour operator industry has been going through difficult 
times. It is an extremely fragmented market with intensifying competition, disruption 
coming from online players, changing consumer habits, and geopolitical concerns. These 
factors have all been pressuring the traditional tour operators and travel agents  

Fuel Could Be A Cruise Headwind 

We expect fuel expense for all cruise operators to increase in 2020, all else being equal, 
due to an expected shift in consumption toward more expensive marine gas oil (MGO), 
from lower-priced fuels like heavy fuel oil (HFO). Cruise operators need to shift 
consumption because of a global cap on sulfur emissions in marine fuel beginning in 
2020, implemented by the International Maritime Organization (IMO).  

In 2020, Carnival Corp. and NCL Corp. both expect MGO usage as a percentage of total 
fuel consumption to double, while Royal expects its MGO usage as a percentage of total 
fuel usage to be similar to 2019. Operators have taken steps to mitigate the impact of 
higher-priced fuel consumption and volatility in fuel prices resulting from geopolitical 
events. NCL has hedged 56% of its total 2020 fuel consumption, with 55% of expected 
MGO consumption hedged. Royal has 55% of its 2020 fuel consumption hedged, with a 
greater percentage of the hedges being for MGO.  

Further, over the past few years, operators have improved fuel efficiency through 
itinerary optimization, technology initiatives (for example, improved HVAC systems and 
exhaust gas cleaning systems), and construction of more fuel-efficient ships. Operators 
have also sought alternative fuels and in 2018, Carnival introduced the AIDAonva, the first 
cruise ship to be powered by low-emission liquefied natural gas.  

We believe that over time, the negative impact of the shift toward higher-priced MGO will 
abate as operators take delivery of more efficient ships, add technology to ships to 
reduce sulfur emissions, and find ways to improve overall energy consumption. 

A Recession’s Impact On Fitness 

Recently, we have revised our forecast for a recession in the following 12 months to 30%-
35% from 10%-15%. Given the discretionary nature of fitness club memberships, a 
decline in consumer spending could result in reduced demand for memberships and 
higher-priced club operators may engage in price competition to retain members. As a 
result, revenue could decline and due to the high-fixed cost base associated with fitness 
club operators, declines in EBITDA margin would most likely outpace revenue declines. 
While higher-priced fitness club operators would see the largest reduction in revenue, we 
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would expect to see a shift in revenue to the lower-priced club operators with 
membership plans starting as budget-friendly rates.  

Aggressive capital-intensive growth plans are common among fitness club operators, and 
we expect these plans to continue. Typically, a variety of options are used to fund growth 
expenditures including raising debt, sale lease-back transactions, or free cash flow but 
each option comes with risks given the possibility of an economic downturn in 2020. In 
the event of an economic downturn, raising funds via debt markets and sale lease-back 
transactions can become scarcer as lenders pull back. In addition, internally funded 
growth plans will become harder to sustain as cash flow is reduced and retained for non-
capital spending needs. As a result, a possible recession would hinder fitness club 
operator’s ability to expand club growth. 

Transformation Of The Tour Operator Industry In Europe 

The traditional packaged holiday tour operator industry has been going through difficult 
times. It is an extremely fragmented market with intensifying competition, disruption 
coming from online players, changing consumer habits, and geopolitical concerns. These 
factors have all been pressuring the traditional tour operators and travel agents.  

The main incident of the year was the default and ultimate liquidation of the second-
largest European travel group--Thomas Cook--that has been in the business for 178 
years. The collapse of the group was a result of multiple external and company-specific 
events, including tough market conditions with adverse weather in summer 2018, 
changing consumers’ booking patterns, seasonality of the business, and working capital 
intensity with very high cash needs to pay for committed capacity much in advance of a 
travel actually taking place. In addition, there was high inventory risk and an asset-heavy 
business model with airline operations and a very high fixed-cost base. Ultimately, the 
company was unable to sustain operations because it did not have sufficient liquidity to 
go through the 2020 summer season and pay its hotel, airline, and other suppliers. After 
Thomas Cook’s demise, there is one giant left in the market. Tui AG will likely grow its 
market share further, picking up some of Thomas Cook’s customers; however, the mass 
travel market continues to evolve and is moving online.  

We believe that there is still space for packaged tour operators in the broader travel 
market; however, risks to the business model may be mitigated by being more diversified 
and vertically integrated to allow for some flexibility when demand is weak. Since the 
packaged tour provided by a tour operator is a bundle of hotels and flights, operators that 
are present in all parts of the chain have higher flexibility and better control over capacity. 
Owning assets may increase flexibility if they are well managed; however, increased 
capital intensity creates its own risks and must be financed either internally or with 
incremental leverage. We believe both traditional tour operators and OTAs will continue 
coexisting but their business models, customer, and earnings profiles will change. What 
is likely to be common for both business models is an increasing shift toward travel 
booked online, including on mobile platforms, providing the customer with higher 
transparency in pricing and flexibility to create an individual package. 
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Additional Industry Trends 
Canadian leisure companies have delayed deleveraging 

In 2019, Bombardier Recreational Products Inc. (BRP) and Gateway Casinos & 
Entertainment Ltd. (Gateway) upstreamed cash to their shareholders that was funded 
with incremental debt, thus delaying the pace of deleveraging. As a result, we revised the 
outlook to negative from stable for Gateway (B/Negative/--) reflecting its high leverage 
and negative free operating cash flow from its huge capital build program that creates 
limited balance sheet flexibility to accommodate operational underperformance. At the 
same time, BRP (BB/Stable/--) has sufficient capacity in the current rating to absorb 
shareholder remuneration reflecting its high-single-digit organic EBITDA growth and 
steady free cash flow generation.  

We believe Canadian leisure companies have enjoyed good EBITDA growth over the past 
few years, which has created an appetite for debt-funded shareholder remuneration. 
However, an economic slowdown could lead to lower demand for leisure companies. This 
could pressure credit measures and debt repaying capacity, which we view to be credit 
negative.  

Revenue softness for companies that sell big-ticket leisure goods 

We expect the sales of big-ticket leisure goods could moderate or potentially decline over 
the next year partly because our economists raised the risk of a recession starting over 
the next 12 months to 30%-35%. Through the third quarter of calendar year 2019, we 
observed moderating revenue growth or revenue decline among some recreational 
vehicle, boating, motorcycle, and timeshare companies.  

In our view, the reasons for each company’s revenue softness are idiosyncratic and 
without an underlying theme. Some reasons cited by management include atypically 
unfavorable weather in the U.S. during 2019, which affected the boating season and 
delayed recreational marine purchases potentially by one year to summer 2020. 
Timeshare companies were hurt by hurricanes that lowered tour flow and timeshare 
sales in key travel markets. In the case of one company, revenue will decline temporarily 
in 2019 due to inventory sourcing variability. 

Additional factors driving revenue softness include tariffs, which increased retail prices 
on manufactured goods such as boats, RVs, and motorcycles. Higher retail prices, 
combined with wavering consumer sentiment and the perception of higher 
macroeconomic risk partly resulting from trade tensions, likely dampened demand in 
recent quarters and could continue to do so. In addition, we believe this perception could 
persist even if tensions resolve, because businesses and consumers may discount the 
plausibility and sustainability of trade resolution declarations.  

While we believe recent instances of revenue softness among different big-ticket leisure 
goods industries are mostly unrelated, we could be underestimating their correlation and 
macroeconomic variables may be bigger drivers than we currently assume. We believe 
there is more downside than upside on currently assumed levels of sales growth over the 
next year. 

Brexit will affect the European leisure sector  

With general elections now announced for Dec. 12, 2019, a no-deal Brexit scenario gets 
another push back to 2020. While our base case is an orderly Brexit, it seems a mammoth 
task to get both the EU and U.K. to agree on amicable divorce terms and conditions. 
Consumer-facing sectors such as leisure, retail, and consumer goods are among the first 
sectors that reflect Brexit uncertainty in the form of volatility in earnings and reduced 
headroom in ratings. Operating underperformance alongside opportunistic M&A and 
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dividend recaps has landed the leisure sector in third place among all corporates with net 
negative bias.  

Although the Brexit resolution is unclear, we believe a no-deal Brexit scenario would 
translate into reduced consumer spending, shrinking wallets, and a macroeconomic 
slowdown especially in the Eurozone. The Eurozone is already slowing while its biggest 
economy, Germany, is already under pressure due to a light recession as manufacturing 
weakness spreads to the services sectors. This could possibly have a meaningful impact 
on the European gaming sector, which is also under pressure from increased regulation 
and could possibly face a decline in both revenue and EBITDA margin in the case of a 
sharp downturn. 

We believe hotels and theme parks that are based in the U.K. and depend on domestic 
demand would be less likely to be hurt by a no deal Brexit. While a luxury holiday across 
the continent is always appealing, U.K. tourists have embraced staycations. They are 
taking shorter breaks and we have seen a pickup in volumes as more European tourists 
would flock to the U.K. due to a weak sterling and a shift in weather patterns. 

Related Research 
– U.K. Gaming Firms Face Further Potential Regulatory Risk After Call For Tighter 

Regulations, Nov. 6, 2019 
– Carnival Corp. Outlook Revised To Negative On Increased Possibility Of Higher 

Leverage; 'A-/A-2' Ratings Affirmed, Oct. 10, 2019 
– Drawing New Cards, Macau's Gaming Pot Builds Slower, July 29, 2019 
– Industry Top Trends Update, Hotels, Gaming and Leisure, July 25, 2019 
– Could A 2019 Slowdown In U.S. Lodging Turn Into A 2020 Downturn?, Feb. 19, 2019 

 

This report does not constitute a rating action. 
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Industry forecasts 
Global Hotels, Gaming, and Leisure 
Chart 7 Chart 8 

Revenue growth (local currency) EBITDA margin (adjusted)

Chart 9 Chart 10 

Debt / EBITDA (median, adjusted) FFO / Debt (median, adjusted)

Source: S&P Global Ratings. Revenue growth shows local currency growth weighted by prior-year common-currency revenue-share. All other figures 
are converted into U.S. Dollars using historic exchange rates. Forecasts are converted at the last financial year-end spot rate. FFO--Funds from 
operations. 
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Cash, debt, and returns 
Global Hotels, Gaming, and Leisure 
Chart 11 Chart 12 

Cash flow and primary uses Return on capital employed 

Chart 13 Chart 14 

Fixed versus variable rate exposure Long term debt term structure 

Chart 15 Chart 16 

Cash and equivalents / Total assets Total debt / Total assets 

Source: S&P Global Market Intelligence, S&P Global Ratings calculations 



 

 

 
 
 
 
 
 
 
 
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or 
output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any 
form by any means, or stored in a database or retrieval system, without the prior written permission of Standard & 
Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or 
unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees 
or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the 
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, 
for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. 
The Content is provided on an “as is” basis.  
 
S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY 
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, 
SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE 
CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be 
liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential 
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and 
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the 
possibility of such damages. 
 
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the 
date they are expressed and not statements of fact. S&P’s opinions, analyses, and rating acknowledgment decisions 
(described below) are not recommendations to purchase, hold, or sell any securities or to make any investment 
decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content 
following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, 
judgment and experience of the user, its management, employees, advisors and/or clients when making investment 
and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as 
such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and 
undertakes no duty of due diligence or independent verification of any information it receives. 
 
To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in 
another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such 
acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the 
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have 
been suffered on account thereof. 
 
S&P keeps certain activities of its business units separate from each other in order to preserve the independence and 
objectivity of their respective activities. As a result, certain business units of S&P may have information that is not 
available to other S&P business units. S&P has established policies and procedures to maintain the confidentiality of 
certain nonpublic information received in connection with each analytical process. 
 
S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities 
or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P’s public ratings and analyses are 
made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com and 
www.globalcreditportal.com (subscription) and www.spcapitaliq.com (subscription) and may be distributed through 
other means, including via S&P publications and third-party redistributors. Additional information about our ratings 
fees is available at  
 
Copyright © 2019 by Standard & Poor’s Financial Services LLC. All rights reserved. 
 
STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services 
LLC. 

spglobal.com/ratings 

 

 


