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By Bruce Serlen
CONTRIBUTING EDITOR

NATIONAL REPORT – With analysts con� dent that 
the industry upcycle is likely to last past 2016, own-
ers, developers, managers and lenders � nd them-
selves devoting a lot of energy (some critical analysis, 
some more like speculation) into determining just 
how many “extra innings” they can expect.

Mark Woodworth, senior managing director 
of PKF Hospitality Research, for example, feels 
“extremely positive” about the remainder of 2015 
and 2016. “As we get a better feel for the pre-booking 
activity, what the chains and management companies 
are seeing, we’re getting a clear a�  rmation that 2016 
is going to be another good year for our industry,” he 
said.

By Stacey Mieyal
CONTRIBUTING EDITOR

NATIONAL REPORT – � e hotel industry is expe-
riencing soaring transaction numbers, and much of 
the activity involves new types of investors.

 “U.S. hotels have recorded more than 60 consecu-
tive months of [revenue-per-available-room] growth, 
and this stellar performance is attracting a vast 
number of new investors,” said Greg LaBerge, VP and 
national director at Marcus & Millichap.

Eric Belfrage, SVP at CBRE Hotels, said there is 
tremendous interest in institutional-grade assets as the 
investor cycle moves away from value-add buying to 
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Vantage Hospitality Group CEO Roger Bloss 
anticipates more interest in full-service hotels. Vantage 
opened its � rst Lexington-branded hotel in Ef� ngham, Ill.
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Marcus & Millichap brokered the sale of the 133-room 
Hampton Inn & Suites Greenville/Spartanburg (S.C.) at 
the end of July for $11.3 million, or $85,150 per key. 

Additional sources hunting for hotels puts pressure on pricing
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yield investing. 
“Portfolios are the real story,” 

he said. “� ere are multiple trans-
actions, even o� -market kinds of 
deals.”

Daniel Lesser, president and 
CEO of LW Hospitality Advisors, 
said, “� e robust investor appetite 
is expected to continue, with 
greater participation from a wider 
array of equity sources.” With the 
greater competition chasing deals, 
upward pressure in pricing of 
assets occurs, he added.

LaBerge said many investors 
migrate to different property 
types in search of higher yields, 
but without an informed con-
sideration of the risks involved in 
property ownership. 

“While owning a hotel 
remains a source of wealth 
creation for thousands of owners, 
hospitality is a cyclical business 
that responds more acutely to 
economic downturns than other 
commercial property types,” he 
said. “� at’s a key consideration.”

According to the 2015 Mid-
Year Review from Real Capital 
Analytics, hotel investment 
volume for the � rst half of the year 
for individual assets was $16.6 bil-
lion, which represents a 72-percent 
improvement over the same period 
last year. RCA noted that the � rst 
quarter was a huge factor. Indeed, 
the sale of the Waldorf Astoria 
New York earlier this year for 
$1.95 billion represented 7 percent 
of all hotel sales volume in the � rst 
half of 2015, according to RCA.

� e top markets for invest-

ment sales activity during the � rst 
half, according to RCA, were:

Manhattan ($4.08 billion)
Orlando ($2.09 billion)
San Francisco ($1.35 billion)
Miami ($1.26 billion)
Phoenix ($873 million)
RCA analysis indicates that 

Orlando’s jump in activity—for 
a 585-percent increase in volume, 
year-over-year—is demonstrative 
of the number of resort assets that 
are “completing round trips back 
into the hands of core investors 
after entering troubled status in 
the aftermath of the global � nan-
cial crisis.”

PRICING PRESSURE
As Lesser noted, the higher de-
mand for assets will put pressure 
on pricing.

Belfrage believes that the peak 
for pricing is still a ways out. He 
noted that the PKF Hospital-
ity Research study of hotel cycles 
shows that previous recoveries 
lasted about six years. And many 
markets are demonstrating 
“peak persistence.” PKF-HR is 
forecasting double-digit annual 
growth in unit-level hotel pro� ts 
through 2016. � is six-year run 
of double-digit growth in pro� ts is 
the longest observed by PKF-HR 
since it began collecting data in 
1936.

“� is year is going into the sev-
enth year of recovery, a lot of that 
is due to the discipline of lenders 
being more strict with underwrit-
ing criteria, supply growth has 
been restricted somewhat, allow-
ing more people to participate in 

a slower cycle,” Belfrage said. “So 
little got done in 2008-2010. It was 
almost like the ‘lost years.’’’

He said the original expecta-
tion for a peak in fundamentals 
was 2016. “But I keep pushing 
that out,” Belfrage said. “I believe 
it will be mid-2017 when we start 
to see supply eclipse demand and 
start to see occupancy fall.”

LaBerge believes the upswing 
will end sooner: “RevPAR is still 
rising, so hotel values will go up in 
2015 nationwide. A diminishing 
rate of appreciation will ensue after 
this year as the rate of RevPAR 
growth wanes.”

ALTERNATIVE MARKETS
� e demand for hotels also is cre-
ating opportunities outside of the 
top 10 markets. 

Belfrage noted that beginning 
at this year’s major conferences 
people started to discuss top-tier 
institutional buyers � ghting over 
the top 10 markets and buying 
hotels at 6 caps. 

“� ey said, ‘We are spreading 
our wings and looking at the top 
25 or nontraditional or secondary 
markets,’ which is great news, 
because it really does broaden the 
pool of institutional properties,” 
he said. “Some folks have widened 
their sphere.”

Not everybody wants to com-
pete in the top 10 cities, he added. 
“Some want to be big � sh in a little 
pond.”

LaBerge said the demand 
for hotel product can require 
approaching the investment 
process from a di� erent angle. 

“With the U.S. economic 
recovery broadening, there are 
more good properties available 

everywhere,” he said. “� e discus-
sion should focus on whether 
the investor wants a hotel in a 
leisure destination or a business-
dominant market, or even a 
government or college market. 
Using this approach, the range 
of potential options and locations 
expands considerably.”

NEW INVESTORS, NEW 
RULES? 
LaBerge said rather than chang-
ing the game, new investors must 
learn the rules of the hotel indus-
try. “We have to qualify the new 
investor to determine what they 
know about hotels, their invest-
ment objectives, � nancial capac-
ity and risk tolerance in order to 
match them with appropriate op-
portunities,” he said. “� ey also 
need to understand the nature of 
franchise businesses and, specif-
ic to hotels, what a brand o� ers 
in terms of marketing and res-
ervations support, as well as the 
periodic [property improvement 
plans].”

New owners also have to 
understand their obligations and 
responsibilities under federal man-
dates such as the Americans with 

Disabilities Act, local regulations 
and safety codes, and occupancy 
taxes, LaBerge said. “Finally, since 
cross-over capital may be coming 
from other management-intensive 
properties where the buyer has 
considerable experience, a discus-
sion of third-party management 
may also be warranted.”

Another implication of the 
new batch of investors is that many 
of them underwrite deals based 
upon an automatic assumption of 
rapid sale price increases during a 
one- to three-year horizon, accord-
ing to Lesser. 

“Furthermore, they do not 
consider the ever-present possibil-
ity of unforeseen market disrup-
tions resulting in a need to hold 
on to a property during a down 
and/or turbulent market,” he 
said. “Savvy investors know and 
understand that fundamentally 
hotels are long-term investments, 
and while no di� erent than their 
newbie brethren hope to realize 
rapid short-term appreciation, 
they acquire assets that are 
market priced based upon tradi-
tional holding periods of � ve to 10 
years.” ■HM

hm@questex.com
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The 96-room Courtyard by Marriott Memphis was sold at the beginning 
of August. The seller was a private investor who acquired the hotel in 2012 
and shortly thereafter completed a $2.3-million renovation project.
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The 1,000-room Hilton Orlando Bonnet Creek was the second-biggest 
deal in the � rst half of 2015. Hilton Worldwide acquired it for $760 million, 
according to Real Capital Analytics.


