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Is There an Investment Premium on “Vice”?

At publication time, we find ourselves just a few days before the end of Carnival season. For
many Christians, Carnival precedes the more austere period of self-denial, prayer, and
contemplation known as Lent. In some cultures, Carnival means public festivals filled with
revelry and indulgence – New Orleans’ Mardi Gras revelry and Rio de Janeiro’s Carnival are
two of the more famous examples of this. 

This led us to consider many of the companies engaged in such celebrations – those whose
products and services are integral to what might be considered sins or vices. As
investments, how do they perform, relative to their more wholesome counterparts? 

We have chosen two simple measures of performance: operating margins and stock
performance (exclusive of dividends, if any). We will also focus only on companies large
enough to be publicly traded – a requirement that takes some types of vice-oriented
businesses largely o� the table, as they tend to be small and privately held.

It’s worth noting that what constitutes a “vice” or a “sin” varies widely based on factors such
as geography, religion, and political leanings. Thus, some of the various “vice” companies
discussed below might not seem to be so sinful to you, and some of the “virtuous” companies
might not seem to be beyond reproach. We make no moral judgments about these companies
or their customers. 

Intoxicants

Alcoholic- and non-alcoholic beverages are considered Consumer Staples, a sector that
Head of Research Tom Lee and Head of Technical Strategy Mark Newton both currently
suggest underweighting. As such, both are considered non-cyclical. Although it’s easy to see
non-alcoholic beverages as a consumer staple, we point out that consumption of alcohol is
prevalent enough that the U.S. regarded liquor stores as essential businesses during the
global COVID-19 pandemic, allowing them to stay open. (This decision was motivated by a
fear that those with an unhealthy dependence on alcohol might be driven to seek dangerous
alternatives if deprived of access to alcoholic beverages.)  
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Two of the largest alcoholic-beverage companies in the world are Anheuser-Busch InBev (by
revenue) and China’s Kweichow Moutai Co Ltd (by market cap). However, given that
Anheuser-Busch is primarily focused on beer and Kweichow Moutai only makes variations of
a single product – a sorghum-based liquor called Moutai, we have chosen a company with a
more diverse product o�ering.

Diageo ($DEO)

Based in London, Diageo owns (either entirely or in part) many well-known beer, wine,
liqueur, and liquor brands. Among them areGuinness, Dom Perignon, Baileys, Aviation Gin,
Smirno�, and Johnnie Walker. In the past five years, the company has posted operating
margins between 27.07% and 31.41%. The stock has seen some volatility over the last five
years, beginning around $152, falling to around $125 during the pandemic, and climbing to
$220 before declining choppily back to its current levels. It is currently down around 1.8%
from where it was five years ago.

Coca-Cola ($KO)

Although Coca-Cola’s namesake beverage is not particularly health-promoting, the company
does also sell healthier products. Coca-Cola owns several brands of bottled teas, juices, and
water. Over the past five years, its operating margins have been relatively stable, ranging
from 27.56% to 29.46% and averaging 28.82%. Its stock price is roughly 25% higher than it
was at the beginning of this period. 

Source: Morningstar
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Junk Food

Gluttony is one of the original Seven Deadly Sins. We have opted to compare restaurant
options, keeping in mind that restaurants, regardless of the fare they serve, are part of the
Consumer Discretionary sector. Lee currently suggests underweighting this sector, while
Newton has a neutral rating on it.

McDonald’s ($MCD)

The Golden Arches need no introduction, what with 40,000+ locations on every continent
except Antarctica. In recent years, the company has expanded its menu to include some
healthier options (many incorporating local flavors), but at the core of its o�erings are
items that nutritionists discourage patients from eating. Operating margins over the last
five years have ranged from 51.30% to 57.24, averaging 53.70% over that period. The stock
is up around 59% over this time period.
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Sweetgreen ($SG)

Salads are frequently mentioned in discussions of healthy menu options, and they are the
specialty of this fast-casual chain, founded in 2006. (Sweetgreen also serves healthy bowl
options.) The company went public in 2021 and, as of this writing, has more than 1,000
locations in 20 states. Incurring significant costs due to its expansion e�orts, Sweetgreen
has seen negative operating margins since its IPO in 2021, at an average of -24.06% and
dipping as low as -63.12% during the pandemic in 2020. Its shares are down 71.42% since
their debut.

Tobacco

In wealthier countries, public health campaigns have been reasonably successful in
convincing people to give up smoking, with cigarette taxes, regulations on where people
can smoke, and advertising restrictions driving down the prevalence of smoking. Not
surprisingly, with smoking far less ubiquitous and less socially acceptable than it was in
the last millennium, the use of tobacco has come to be seen as more of a serious vice
rather than just a common, if ill-advised, habit. 

Philip Morris ($PM)

The parent company of Marlboro, Philip Morris, is one of the largest producers of
cigarettes, heated and smokeless tobacco products, and nicotine products. Although its

Source: Morningstar
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cigarette sales remain strong in Asia and Europe, the company is trying to phase
cigarettes out of its product lineup. Still, the cigarette alternatives it sells or is developing
are generally not regarded as particularly healthy by the medical community either. Over
the past five years, the company has seen average operating margins of 38.2%. Over that
period, $PM stock is up 59.22%. 

Bellring Brands ($BRBR)

The e�ect of smoking on cardiovascular and physical fitness is considerable, so here we
are comparing a tobacco company to one whose products are geared toward athletic
pursuits. Bellring Brands is a manufacturer of protein-focused products intended to help
athletes and fitness enthusiasts build muscle, lose fat, and recover from workouts more
e�ciently. To this end, Bellring sells a range of supplement powders, bottled beverages
and shakes, as well as snack bars. In the past five years, the company has notched
average operating margins of 16.27%, and its stock is up 157% since its IPO in 2019.
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Live entertainment

Las Vegas Sands ($LVS)

Most major faiths either discourage or entirely prohibit gambling. This includes not just the
Abrahamic religions, but also Hinduism and Buddhism. Despite this, and despite many
jurisdictions making it illegal, games of chance have near-global appeal, with enthusiasts
often traveling great distances to try to beat the odds at major casinos. Though it recently
divested itself of casino holdings on the Las Vegas Strip, Las Vegas Sands remains one of
the largest casino companies in the world, with marquee gambling destinations in Macau
and Singapore. The global pandemic significantly impacted the company’s operating
margins and profitability, resulting in a -2.58% average margin over the past five years.
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Looking back 10 years shows operating margins fluctuating between 22.54% and 28.41%,
outside of pandemic years. The stock is down roughly 9.6% from its levels five years ago. 

RCI Hospitality Holdings (RICK)

RCI Holdings is one of the few publicly traded companies involved in sexually explicit
entertainment, operating various chains of higher-end clubs featuring what in the old
days was euphemistically called “exotic dancing.” The Houston-based company runs 44
such clubs across the United States, as well as a family-oriented, military-themed sports
bar/dining chain with 13 locations, all in Texas. As with many businesses focused on in-
person experiences, RCI saw its margins take a hit during the pandemic, although its five-
year average operating margin is still 21.25%. The stock is up about 174% over its 2019
levels.

Dave & Buster’s ($PLAY)

Dave & Buster’s o�ers entertainment of a more family-friendly variety. Although its
establishments generally serve alcohol, they also feature arcade and video games,
simulation (VR) experiences, televised sports, and more. Dave & Busters has generally
maintained operating margins of between 12% and 15%, except 2021, when this figure was
-55.29%. (Its most recent five-year average is 4.34%.) Over the past five years, its stock is
up 5.64%.

Source: Morningstar
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After five comparisons, we found “vice” stocks outperforming a roughly analogous
wholesome counterpart twice. It seems that being bad can sometimes pay o� – but not
always. With such a small sample size, no other conclusion can be drawn from this surface
examination, except to note that in investment, as in life, the dichotomy between “good”
and “bad” is not always clear-cut.
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As usual, Signal From Noise should serve as a starting point for further research before
making an investment, rather than as a source of stock recommendations. This piece is
meant to explore whether companies that might be somewhat controversial might still be
worth considering, but as with all our research, it is the investor or reader who must make
that decision for themselves.
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We also encourage you to explore our full Signal From Noise library, which includes deep
dives on topics such as cybersecurity, the path to automation, and infrastructure. Other
past topics include opportunities associated with our aging power grid and the rise of
Generation Z.
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