Industry drives on, looks in ‘rearview mirror’
Strong performance metrics tempered by a volatile global economy
means hoteliers are warily enjoying the industry’s continued growth.
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PHOENIX—The hospitality industry’s conflicting feelings were on clear display during
the first opening sessions of The Lodging Conference. While the industry has a clear
sense of optimism from an extended period of growth, many are starting to feel anxious
about how much longer the good times can continue.
Bernard Baumohl, chief global economist for the Economic Outlook Group,
provided a diagnosis of the global economy on Day One, and hotel executives shared
their thoughts on the industry from the macro level down to the micro on the two-day “A
view from the top” general session panels. The overall sentiment is things will still look
good for the next couple of years in the American hotel industry, but after that, it’s
anyone’s guess.
A position of growing strength
Baumohl told conference attendees in 2014 that the economy would continue to grow for
a few more years. At the time, there was a chance the country could experience a long
stretch of economic growth, but some issues have popped up since, such as what’s going
on with China, an equity bubble bust and some less than stellar jobs reports. Even with all
that, he said, the United States is going to improve.
“The U.S. economy is growing at about 2.5% average for the next three years,” he said. There are no typical stress points apparent that would foreshadow a recession, he said.
The country is in the middle of the cycle, and there are a couple more years of growth
ahead driven by consumers.
Despite the disappointing September jobs report, Baumohl believes there are other
indicators that show the job market is quite strong, including a record-high number of
jobs postings and claims for unemployment benefits hitting a 15-year low. If the job

market was as poor as the latest federal report indicated, he said, there wouldn’t be as
many people buying cars and homes.
Baumohl expects the Federal Reserve System to make a move on interest rates this
December. The dust will settle as the economy is in better shape than the September jobs
report indicated, he said, and the Fed won’t want to start its first monetary tightening
cycle in the middle of a presidential campaign.
From a global perspective, China’s growth has dropped to its slowest pace in a quarter of
a century. The reformers in the country will probably prevail over the pro-growth
hardliners, he said, but it will be a difficult period. The transition could lead to social
unrest and create tension with the United States, he said. This period also will stunt
growth in emerging countries
“While the world is facing its greatest challenge since 2008, I think the U.S. is fully
insulated from that to continue growing (gross domestic product) at 2.5%,” he said. “That
means moving forward, the U.S. will be one of the few that is a bright spot in the global
economy.
Slower doesn’t mean worse
When asked why his company is placing big bets on hotels during Day Two’s session,
Jon Mehlman, president and CEO of ARC Hospitality Trust, said there are macro
phenomena in which jobs are improving, oil is low, housing is stable and banks are good.
In the hospitality micro, demand is high and supply is low while occupancy and rents are
higher than before.
“We are in a perfect storm of hospitality business these last few years,” he said. “It’s not
sustainable. It’s OK to be at 3%, 4% or 5% (revenue-per-available-room growth). We’ve
been a little moved by this impressive rate.”
The stock markets “can’t deal with Mr. Emotion,” said David Pepper, chief development
officer for Choice Hotels International. There was an incredible run-up last year, he said,
and when RevPAR began dropping from 9% growth to 7%, there was an overreaction.
In response to a question about models of opportunity for select- or full-service hotels,
Pepper said New York City proves that upscale select service is taking over full service.
It costs about $100,000 less in development with the same average daily rates as full
service, he said. The secondary and tertiary markets are seeing valuations increasing as
occupancy is doing well. There’s growth in those markets, and Pepper believes they still
have a good three-year run left
Moving carefully
An outsider of the industry might say hoteliers are their own worst enemies, said Liam
Brown, president of U.S. & Canada select-service & extended-stay lodging and owner &
franchise services for Marriott International, during the first day’s session. Part of the
problem is whether the industry has the level of optimism in the United States to continue
to grow and develop, he said, especially with anxiety over when the next recession will
hit.

“We never see the obstacle coming because we’re driving looking through the rearview
mirror,” he said.
On the macro level, Brown agrees with the general sentiment that the industry should do
well over the next 24 months.
“After that, who knows?” he asked.
Everyone wants to grow as fast as they can in the smartest fashion possible, said Simon
Turner, president of global development for Starwood Hotels & Resorts Worldwide,
during Day One’s session. No one benefits from building a branded hotel and then the
hotel gets into trouble, he said.
When moving forward on a project, he said, the brand looks at the market, the hotel and
the owner as well as the sophistication and structure of it. A bad deal doesn’t just go
away if it’s ignored, so the brand must follow through because its name is on the door, he
said.

