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Hotel Horizons®
Forecasting ModelForecasting Model

S ith T l R h•Smith Travel Research
Historical rooms occupied, room available, 

rooms revenue
Pipeline of future hotel construction

•Moody’s Analytics
Economic forecasts
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Happy Thoughts October Happy Thoughts October 20122012

History:y
- # of Consecutive Quarters of Increases

∆ Demand – 11 Quarters
∆ Occupancy 11 Quarters∆ Occupancy– 11 Quarters
∆ ADR – 10 Quarters
∆ RevPAR – 10 Quarters

Forecast (Base Case Scenario):
- # of Consecutive Quarters above (below) Long Run AverageQ ( ) g g

∆ Demand (1.9%) – 10* Quarters *(starting Q4 2013)

∆ (Supply) (2.1%) – 14  Quarters
∆ ADR (2 9%) 18 Quarters
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∆ ADR (2.9%) – 18  Quarters
∆ RevPAR (2.7%) – 16 Quarters

Source: PKF-HR; STR



How AccurateHow AccurateHow Accurate How Accurate 
Have We Been?Have We Been?Have We Been?Have We Been?
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Lodging Conference Lodging Conference 20112011??

United StatesUnited States

20112011 20122012
SeptemberSeptember SeptemberSeptember Most RecentMost RecentSeptemberSeptember

20112011 ActualActual
SeptemberSeptember

20112011
Most RecentMost Recent

UpdateUpdate

Occupancy 59.8% 60.0% 61.2% 61.4%p y 9 8% % % %

ADR 3.2% 3.7% 4.8% 4.2%

RevPAR 7.2%7.2% 8.2%8.2% 7.3%7.3% 6.7%6.7%

Demand and ADR : Great!Demand and ADR : Great!
Not Much Change Not Much Change 

Considering a Better 2011Considering a Better 2011
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Source: PKF Hospitality Research, LLC – September-November, 2012 Hotel Horizons®

Considering a Better 2011Considering a Better 2011



The EconomyThe Economy
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Lots of Negative NewsLots of Negative News
Orders for durable goods fell 13.2% in August and inflation-adjusted 
personal income fell 0.3%.

The administration will have spent more than $14 trillion in just four 
years and added $6 trillion to the national debt.

Since January 2009, the U.S. government has implemented more 
fiscal stimulus and monetary intervention than ever before, yet real 
GDP has slowed from 2 4% in 2010 to 2% in 2011 and to only 1 6% inGDP has slowed from 2.4% in 2010 to 2% in 2011, and to only 1.6% in 
the first half of 2012.

Unemployment has been stuck above 8% for 43 monthsUnemployment has been stuck above 8% for 43 months.
Median household income adjusted for inflation fell 1.5% in 2011.

The confidence of small businesses is below or near the recession 
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lows of 1981, 1991 and 2001.
David Malpass, Wall Street Journal ; September 29, 2012



Lots of Negative NewsLots of Negative News
(continued)(continued)

Nearly 25% of Americans ages 25 to 55 are not employed, the highest 

(continued)(continued)

percentage in 30 years, pointing toward an atrophy in job skills.

Inflation-protected Treasury bonds have a negative yield for the first time 
in historyin history. 

Standard & Poor's downgraded the U.S. government's AAA credit rating 
in August 2011 Egan-Jones did it two weeks ago and Moody's said itin August 2011. Egan-Jones did it two weeks ago, and Moody s said it 
expects to lower its rating unless Washington adopts new policies.

The national debt is expected to rise to $16.4 trillion by year's end, from p $ 6 y y ,
$10 trillion in 2008, and our public debt-to-GDP ratio to 73% from 41%. . 
The capital-gains tax rate is scheduled to rise to 23.8% from 15%, 
hammering the after-tax value of assets.

9
David Malpass, Wall Street Journal ; September 29, 2012.



U.S. Employment:U.S. Employment: A Slow Return to A Slow Return to 
Previous PeakPrevious Peak
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There is a Disconnect:

W kW kEmployment is WeakWeak
Lodging Demand is StrongStrongLodging Demand is StrongStrong

Why?Why?
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Hotel Rooms Are Cheap

10%

4 Quarter Moving Average ADR4 Quarter Moving Average ADR
Percentage Point Difference From Previous PeakPercentage Point Difference From Previous Peak
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U.S. is 4.7% below the
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previous peak.
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-20%

12Source: PKF Hospitality Research, LLC, September – November 2012 Hotel Horizons®

Rates Still Have a Rates Still Have a LongLong Way to Go!Way to Go!Phoenix



Nominal Recovery for Many
in 2013

20%

4 Quarter Moving Average ADR4 Quarter Moving Average ADR
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13Source: PKF Hospitality Research, LLC, September – November 2012 Hotel Horizons®

Some markets still struggling!Some markets still struggling!Phoenix



Rate of Corporate Profit Growth
Not as Robust in 2012

50 0% 4 Q t M i A Ch

Not as Robust in 2012
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Personal Income Levels Are Up

Consumers, Businesses have the $’s to Travel

Number of Markets with Total Number of Markets with Total 
Real Personal Income LevelsReal Personal Income LevelsReal Personal Income Levels Real Personal Income Levels 

> Previous Peak> Previous Peak

2011 13

2012 37

2013 432013 43

Source: Moody’s Analytics
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Rate of Corporate Profit Growth
Not as Robust in 2012
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Not as Robust in 2012

40.0%

50.0% 4-Quarter Moving Average Change
Change in U.S. Corporate Profits ForecastForecast

20.0%

30.0%

0.0%

10.0%

89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13

‐20.0%

‐10.0% 19
8

19
9

19
9

19
9

19
9

19
9

19
9

19
9

19
9

19
9

19
9

20
0

20
0

20
0

20
0

20
0

20
0

20
0

20
0

20
0

20
0

20
1

20
1

20
1

20
1

‐30.0%
Source: Moody’s Analytics

16



GDP Component ForecastGDP Component Forecast

6
Contributions to percentage change in gross domestic product
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Leading Economic Indicator Index Leading Economic Indicator Index 
The Conference BoardThe Conference Board

Components of the Conference Board’s Leading Economic 
I di t I dIndicator Index:

•Average weekly hours, manufacturing
•Average weekly initial claims for unemployment insuranceAverage weekly initial claims for unemployment insurance 
•Manufacturers' new orders, consumer goods and materials
•ISM new orders index 
Man fact rers' ne orders nondefense capital goods e cl•Manufacturers' new orders, nondefense capital goods excl. 

aircraft
•Building permits, new private housing units
•Stock prices, 500 common stocks
•Leading Credit Index™
•Interest rate spread 10-year Treasury bonds less federalInterest rate spread, 10 year Treasury bonds less federal 
funds
•Avg. consumer expectations for business conditions 18



Leading Economic IndicatorsLeading Economic Indicators
% change in last 6 months % change in last 6 months ––September September 20122012gg pp
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5%

10%

15%

5%

0%

5%

15%

-10%

-5%

-25%

-20%

-15%

6 to 8 month lag6 to 8 month lag
Pace of Demand Pace of Demand 
Growth Begins to Growth Begins to 

SlowSlow

-30%

25%

Source: The Conference Board, PKF-HR, STR 19



Current Economic AssumptionsCurrent Economic Assumptions
U SU SU.S.U.S.

Payroll Real Personal 
Employment Income Real GDP CPI (Inflation)

2009 ‐4.4% ‐4.4% ‐3.5% ‐0.3%

2010 ‐0.7% 1.9% 3.0% 1.6%

2011 1.2% 2.5% 1.7% 3.1%

2012F 1.4% 2.0% 2.3% 2.1%

2013F 1 5% 2 7% 2 4% 2 3%2013F 1.5% 2.7% 2.4% 2.3%

L.R.A. 1.2% 2.7% 2.6% 2.9%

Source: Moody’s Analytics, September 2012 
20



National LodgingNational LodgingNational Lodging
F t

National Lodging
F tForecastForecast
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National Forecast – 2012/2013

Very Limited New Very Limited New 

Long 
Term 

Average 2007 2008 2009 2010 2011 2012F 2013F

SupplySupply

Supply 2.1% 1.2% 2.4% 2.9% 1.7% 0.6% 0.4% 0.8%

Demand 1.9% 0.7% ‐2.5% ‐6.2% 7.3%7.3% 5.0%5.0% 2.8%2.8% 1.7%1.7%

Occupancy 61.9% 62.8% 59.8% 54.5% 57.5% 60.1% 61.4% 62.0%

ADR 2.9% 6.6% 3.0% ‐8.7% 0.0% 3.6% 4.1% 5.2%ADR 6.6% 3.0% 8.7% 0.0% 3.6% 4.1% 5.2%

RevPAR 2.7% 6.1% ‐‐2.0%2.0% ‐‐16.7%16.7% 5.4%5.4% 8.2%8.2% 6.6%6.6% 6.1%6.1%

Passing Through LongPassing Through Long

Source: PKF Hospitality Research, LLC – Hotel Horizons® Preliminary Update October 2012,  Smith Travel Research 

22

Passing Through Long Passing Through Long 
Run Average LevelRun Average Level



Alternative ScenariosAlternative Scenarios

“Kick the Cliff”:

•Policy makers essentially do nothing.
C t li i t d d h th t th•Current policy is extended such that there are no 

changes to taxes and spending in 2013.
Th ld b b tt lt•The economy would be better as a result.

•U.S. government debt, however, gets downgraded.
•Fiscal and economic outlook for the longer term is 
significantly weaker.
•Unemployment rate remains above 6.0%
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Alternative ScenariosAlternative Scenarios

“Fiscal Cliff”:

•Policy makers decide to stick to current law.
U S i t th i i l 2013•U.S. goes into another recession in early 2013.

•GDP would be 2.8 percentage points below what it 
ld b if t li i t d dwould be if current policies are extended.

•A move to fiscal sustainability has some positive 
effect, but this would likely be over come by the weak 
U.S. economy.

•Unemployment rate moves to 9.2% by year end.
24



What What CouldCould HappenHappen
Alternative ScenariosAlternative Scenarios

“Kick the Cliff”“Kick the Cliff” “Fiscal Cliff”“Fiscal Cliff”

20132013 20132013
Percent ChangePercent Change Percent ChangePercent Change

SupplySupply 0.8%0.8% 0.8%0.8%pp ypp y

DemandDemand 3.0%3.0% <1.0%><1.0%>
OccupancyOccupancy 2 1%2 1% <1 8%><1 8%>OccupancyOccupancy 2.1%2.1% <1.8%><1.8%>
Average Daily RateAverage Daily Rate 4.9%4.9% 1.9%1.9%
RevPARRevPAR 7 17 1%% 0 1%0 1%

25

RevPARRevPAR 7.17.1%% 0.1%0.1%

Source: PKF Hospitality Research, LLC October 2012; Hotel Horizons® Preliminary Update



2014 Looking Good2014 Looking Good
Under All ScenariosUnder All ScenariosUnder All ScenariosUnder All Scenarios

Expected Expected 
CC

“Kick the “Kick the 
Cliff”Cliff” “Fiscal Cliff”“Fiscal Cliff”CaseCase Cliff”Cliff” Fiscal CliffFiscal Cliff

20142014 20142014 20142014
P tP t P tP t P tP tPercent Percent 
ChangeChange

Percent Percent 
ChangeChange

Percent Percent 
ChangeChange

SupplySupply 1.2%1.2% 1.2%1.2% 1.0%1.0%pp ypp y

DemandDemand 4.0%4.0% 3.3%3.3% 6.1%6.1%
OccupancyOccupancy 2 7%2 7% 2 0%2 0% 5 1%5 1%OccupancyOccupancy 2.7%2.7% 2.0%2.0% 5.1%5.1%
Average Daily Average Daily 
RateRate 6.8%6.8% 6.5%6.5% 6.5%6.5%

26

RevPARRevPAR 9.5%9.5% 8.7%8.7% 11.8%11.8%

Source: PKF Hospitality Research, LLC October 2012; Hotel Horizons® Preliminary Update



Ti i f RTi i f RTi i f RTi i f RTiming of RecoveryTiming of RecoveryTiming of RecoveryTiming of Recovery
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Recovery DefinedRecovery Defined

Point in time when
Real Average Daily Rate g y

returns to previous peak.
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Deeper Occupancy Trough = Deeper Occupancy Trough = 
Protracted Recovery This Time AroundProtracted Recovery This Time Around

Recession Recession 
CycleCycle 19911991 20012001 CurrentCurrentyy

Occupancy Low 61.9% 58.5% 54.5%
Occupancy High 65.2% 63.1% 62.3%Occupa cy g 65.2% 63.1% 62.3%

Spread 3.3 pts 4.6 pts 7.8 pts
Real ADR Decline $7 40 $9 90 $13 90Real ADR Decline
(2011’s)

-$7.40 -$9.90 -$13.90

Duration (Quarters) 27 24 31

29Source: PKF Hospitality Research, LLC; Smith Travel Research



Chain Scale DefinitionsChain Scale Definitions

LuxuryLuxury
UpperUpper

UpscaleUpscale UpscaleUpscaleLuxuryLuxury UpscaleUpscale UpscaleUpscale

UUUpperUpper
MidscaleMidscale MidscaleMidscale EconomyEconomy

Source: STR
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Chain Scale CyclesChain Scale Cycles
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Chain Scale CyclesChain Scale Cycles
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Chain Scale CyclesChain Scale Cycles
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Chain Scale Behavior Across the CyclesChain Scale Behavior Across the Cycles

Recession 
Cycle Economy Midscale

Upper 
Midscale Upscale

Upper 
Upscale Luxury

Occupancy Low Point

1991 60.0% 59.0% 63.0% 65.0% 66.0% 64.0%
2001 54.0% 53.0% 60.0% 64.0% 64.0% 64.0%
2009 49.0% 49.0% 55.0% 62.0% 63.0% 63.0%

91 vs 09 11 10 8 3 3 1 91 vs 09 -11 -10 -8 -3 -3 -1

Recession 
C l E Mid l

Upper 
Mid l U l

Upper 
U l L

Points of Occupancy Lost

Cycle Economy Midscale Midscale Upscale Upscale Luxury
1991 6.0 2.0 1.0 1.0 2.0 4.0
2001 5.0 4.0 5.0 7.0 8.0 9.0
2009 8.0 9.0 10.0 8.0 8.0 9.0

Source: PKF Hospitality Research, LLC; STR

009 8 0 9 0 0 0 8 0 8 0 9 0
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Chain Scale Behavior Across the CyclesChain Scale Behavior Across the Cycles

Length of Occupancy Recovery from Low Point (Quarters)
Recession 

Cycle Economy Midscale
Upper 

Midscale Upscale
Upper 

Upscale Luxury
1991 NR 13 6 3 8 7

Length of Occupancy Recovery from Low Point (Quarters)

1991 NR 13 6 3 8 7
2001 12 8 9 17 24 20

2009F 19 NR 17 8 12 10

Recession 
Cycle Economy Midscale

Upper 
Midscale Upscale

Upper 
Upscale Luxury

1991 NR NR 33 26 26 19

Quarters to Recovery - Real Average Daily Rate

1991 NR NR 33 26 26 19
2001 NR NR 22 28 NR 24

2009F NR NR 29 36+ NR 35
NR = Not Recovered

Source: PKF Hospitality Research, LLC; STR

NR  Not Recovered
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RevPAR Forecast By ChainRevPAR Forecast By Chain--ScaleScale

Chain-Scale 2011 2012F 2013F

Luxury (Ritz-Carlton, Four Seasons) 11.2% 8.5% 8.2%Luxury (Ritz Carlton, Four Seasons) 11.2% 8.5% 8.2%

Upper-Upscale (Marriott, Hyatt) 6.6% 6.9% 5.4%

Upscale (Courtyard Crowne) 8 0% 6 7% 5 9%Upscale (Courtyard, Crowne) 8.0% 6.7% 5.9%

Upper-Midscale (Hampton, Holiday) 8.6% 7.0% 5.7%

Mid l 3 0% 5 8% 3 1%Midscale (Best Western, LaQuinta) 3.0% 5.8% 3.1%

Economy (Days Inn, Red Roof) 6.0% 6.3% 7.5%

36

All HotelsAll Hotels 8.2%8.2% 6.7%6.7% 6.2%6.2%

Source: PKF Hospitality Research, LLC Sept-November, 2012 Hotel Horizons®



S Thi tS Thi tS Thi tS Thi tSome Things to Some Things to 
Think AboutThink About

Some Things to Some Things to 
Think AboutThink AboutThink AboutThink AboutThink AboutThink About

37



SummarySummary

1. Uncertainty is the wild card for the next six months –
fiscal cliff is a big issue – how it is resolved remains a 
large unknownlarge unknown .

2. Overall, the 3rd quarter of 2012 will be the weakest 
i th i l d tl dgiven the economic slow down currently underway.

3. Under any scenario, Q1 and Q2 2013 may be softer than 
originally anticipated.  2014 should be next  really good year.

4. Impact of the Presidential election results = ? 

38
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U.S. OCCUPANCY PERFORMANCE
Democratic and Republican Administrations
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Source: PKF Hospitality Research, LLC

Democratic = Blue Republican = Red
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Predicting  Presidential Election Predicting  Presidential Election 
OutcomesOutcomes

From 1932 through 2008 there have been 20 elections.  During the  year 
of the election, Real RevPAR change has averaged 1.9 %.

-In 8 of the 20 elections, the Real RevPAR change was <1.9%. 

•25% of the time, the incumbent party won.
•75% of the time, the incumbent party lost.

-In the remaining12 elections, Real RevPAR change was 

•75% of the time, the incumbent party won.% , p y
•25% of the time, the incumbent party lost.*

* Each time, the incumbent party was Democratic, the winning party was 

Source: PKF Hospitality Research, LLC

, p y , g p y
Republican
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Thanks for Your TimeThanks for Your Time
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