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Each of these variables, standing on its own, has

historically been an enemy of the lodging industry.
Imagine the challenges hotel owners and operators face

By Lou Plasencia
Founder & CEO,
has picked up, the cost to operate hotels has followed. The Plasencia Group

when all three come into play simultaneously. As inflation

Hotel managers are dealing with increasing outlays

for goods and labor. The cost of debt, a key component of virtually every hotel
real estate transaction in the U.S., has also increased, quite dramatically, in a very
short period. And while construction of new hotel rooms had been curbed in many
markets across the U.S. due to supply challenges and surging costs, most major
hotel brands recently reported robust numbers of properties “in planning stages.”

DARKENING STORM CLOUDS

There has always been a high correlation

between inflation and interest rates. It isn’t Fed Funds Target Range - Upper Limit
any different this time around. For months, the %
Federal Reserve has amped up its war against 5%
inflation. Federal Reserve Chairman Jerome )
Powell assured the nation in March of this year - 1.75%
that the Fed had everything under control and 8%
that there was no recession in sight for the 1%
U.S. economy. In fact, Powell’s confidence was

affirmed shortly thereafter in the Fed’s picture-

perfect economic outlook. The jobless rate was o%
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stabilizing at a fifty-year low of 3.5% and the
rate of inflation descended to 2.0%. The 30-year

fixed mortgage rate was still under 4.0%. How

Recession

things have changed in just a few short weeks!
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This past Fourth of July weekend, Americans
found the price of ground beef rose 13.9% over
the past year, while hot dogs were about 7%
more expensive. Consumer sentiment is the
weakest it’s been in a decade, dragged lower
by the highest inflation in forty years. In early
May, the Federal Reserve took the bold step
of raising its benchmark interest rate by a
half-percentage point, before raising it again
by another 75 basis points in June, the largest
increase of its kind in more than two decades
as the Fed scrambles to contain this decades-
high inflation.

Consumer sentiment
is the weakest it’s
been in a decade,

dragged lower by the
highest inflation in

forty years.

Across STR’s Top 25 markets, the number

of new rooms under construction today
exceeds 68,000 keys, or about 3.8% of the
total existing inventory. Mind you, the ten-year
average of new rooms from 2010 through
pre-pandemic 2019 was only 1.3%. New York
City, one of the poorest performing markets

in the U.S. today, accounts for over 20% of
those rooms, with almost 15,000 keys now
under construction. Additions to the nation’s
room supply seems to be surging again as the
industry plays catch-up following two years of
anemic inventory growth.
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STR Top 25 Inventory & Construction Pipeline

Market il Under_ E):?s:i:\g

Inventory Construction T e
New York 128,446 14,780 11.5%
Nashville 55,571 4,380 7.9%
Phoenix 69,586 4,718 6.8%
Detroit 46,906 2,837 6.0%
Atlanta 109,836 5,749 5.2%
Miami 64,771 3,291 5.1%
Dallas 97,633 4,889 5.0%
Los Angeles 114,387 4,063 3.6%
Denver 58,427 2,022 3.5%
Washington 114,091 3,798 3.3%
Tampa 52,821 1,448 2.7%
Seattle 49,939 1,330 2.7%
Chicago 122,174 3,029 2.5%
San Francisco 55,297 1,304 2.4%
Minneapolis 48,103 1,121 2.3%
Orange County 60,436 1,322 2.2%
Boston 63,341 1,371 2.2%
Houston 98,967 1,954 2.0%
Orlando 137,247 2,270 1.7%
Philadelphia 52,351 828 1.6%
Norfolk 38,159 506 1.3%
Saint Louis 42,173 533 1.3%
Oahu Island 30,639 370 1.2%
New Orleans 42,852 295 0.7%
San Diego 64,870 145 0.2%
Total (Top 25) 1,819,023 68,353 3.8%
Total (N’tl) 5,617,857 156,325 2.8%
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RAYS OF LIGHT

Despite the downward drag on the national economy, there are great rewards for hoteliers and owners
who were prepared for the latest downturn and had the stamina to ride out the COVID cycle. Looking
back at past downturns, those who held on through the tough times after 9/11 and the Great Financial
Crisis were richly rewarded with ADR growth at over twice the rate of inflation in the years that
immediately followed. Thankfully, the industry seems to be putting COVID in its rear view mirror.

After researching the nearly 650 submarkets that STR tracks on a nightly basis, our firm finds that
ReVvPAR in over 80% of those localities is expected to exceed pre-pandemic levels by the end of
2022. During the past two years, Americans have not had the freedom to travel internationally. Most
vacationed in the U.S., which has greatly contributed to the strength in ADR growth. Only a small
portion of that domestic demand will likely shift toward international destinations as foreign markets
begin to welcome tourists. Meanwhile, the U.S. is already experiencing its own strong growth in
foreign visitors this year, a trend that is expected to continue well into 2023. Business travel also
seems to be returning, albeit unevenly, after disappearing during the pandemic. Airlines are reporting
that business traveler bookings have recently jumped.

RevPar Recovery Forecast of 645 U.S. Submarkets
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NORMALCY WITH CONVICTION

For now, hotel operators must grow revenues simply to keep up Owners and
with the cost of operating their properties, especially when hotel operators should
expenses continue to rise. Many of the efforts that were made to remain f".m With

trim expenses during the pandemic must remain in place. Owners

pushing average
rates for the

and operators should remain firm with pushing average rates for
the balance of 2022 and into the coming year, even as occupancies

remain flat or may even decline due to a weakening economy. balance of 2022
and into the
Notwithstanding challenges posed by rising inflation, interest coming year

rates, and inventory, and after a tough pandemic slog, the industry

is finally entering a more stable period. As we continue to return

to normalcy, a bold approach must remain in place: raise rates with the confidence that families and
corporations still want and need to travel. With the faith that the pandemic is behind us and that the
Fed will curb inflation with its aggressive measures, the next 18 months will hopefully prove to be a

profitable period for the industry.

For more valuable Hospitality Industry news and market analysis from The Plasencia Group, visit us
online and be sure to opt-in to our communications list at tpghotels.com/company-news

About The Plasencia Group s e B A

In 1993, The Plasencia Group was formed to experienced advisory team

provide hotel and resort owners investment can assist you in evaluating

advisory services at a personal level. Twenty- your current portfolio and

nine years and hundreds of engagements strategizing for the weeks

later, we still have the privilege of making our and months ahead. We look

clients successful with the passion, access, forward to the opportunity to
and certainty they’ve come to expect. Our firm serve you.

offers investment sales, asset management,

development and renovation management, (813) 932-1234

debt and equity sourcing, and advisory services info@tpghotels.com
to hotel and resort owners throughout North tpghotels.com
America. m
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https://tpghotels.com/company-news/
mailto:info%40tpghotels.com?subject=
http://tpghotels.com
www.linkedin.com/company/the-plasencia-group/

THE PLASENCIA GROUP

Passion. Access. Certainty.

BOSTON CLEVELAND D.C. DALLAS HOUSTON MIAMI TAMPA

© Copyright 2022, The Plasencia Group, Inc.

This report is intended for informational purposes only. Under no circumstances should its content be construed or used as legal,
financial, business, or investment advice. The reader should be aware that estimates or opinions contained herein are not offered as

assurances of future achievements or events. It is the responsibility of the reader to formulate their own opinions and estimates.



