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O utside the hotel industry, hotel investment is 
considered a subset of the commercial real estate 
world. Undeniably, hotels have become an ever-

more-prominent part of commercial real estate.
Last year, for the first time, real estate investment index 

provider IPD/MSCI positioned hotels alongside the usual 
trio of commercial real estate asset classes: retail, office, 
industrial.

The segment, however, remains small. MSCI estimates 
that hotels comprise 2 percent of professionally managed 
real estate in mature economies globally. 

But there is room for growth in terms of institutional 
ownership: hotels make up between 4 percent and 12 per-
cent of real estate transactions by deal volume, according 
to data from Real Capital Analytics.

OWNERSHIP IS ONLY THE BEGINNING
Investing in hotels doesn’t end with the real estate. There is 
also the business of running the hotel, branding it, market-
ing it, supplying it with the latest technology and more.

The separation of property and operational aspects 
of hotels became entrenched following Marriott Corp.’s 
decision in 1993 to spin-off its real estate holdings into a 
separate company, creating Marriott International as the 
operations and branding part and Host Marriott as the 
real estate spin-off.

The move to separate operations and branding from real 
estate became known as the “bricks-and-brains split.” Most 
of the world’s biggest hotel companies today operate what 
is commonly referred to as the “asset-light model,” where 
little to no real estate is directly owned. The main driver 
of earnings is fee income from franchise and management 
agreement contracts.

FURTHER FRACTURE
The bricks-and-brains split has given way to further 
separation, particularly in North America. In this case, the 
operations aspect is being broken out from the branding 
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THE WORLD TRAVEL AND TOURISM COUNCIL STATES THAT 
TRAVEL AND TOURISM IS THE FIFTH BIGGEST INDUSTRY 
GLOBALLY, MAKING A DIRECT CONTRIBUTION TO GLOBAL 
ECONOMIES OF USD2.4 TRILLION. THE ANNUAL GROWTH 
RATE HAS BEEN HIGHER THAN 4 PERCENT SINCE 2010.

A Fragmented Model: 
The Shifting Landscape of Hotel Investment

4 |

element. Such moves, sometimes dubbed the “bricks-
brawn-and-brains separation,” have seen new companies 
emerge that are solely focused on running hotels on behalf 
of real estate owners, usually under a franchise from one of 
the global hotel companies.

Thus there are three pillars of value in the hotels busi-
ness: the real estate, the operations and the brand/distribu-
tion network. For most investors, the focus has historically 
been on the bricks and where operations and brand are 
discussed, it is usually in the context of the impact on the 
real estate.

SIZE AND STRUCTURE 
It is hard to quantify the full scale of the hotel industry as 
the numbers are fluid—new hotels open every day. 

For some context, United Nations World Tourism 
Organization data put the figure at more than 20 million 
rooms, but industry data provider STR Global puts the 
figure nearer 16 million. 

Similarly, star ratings are familiar but far from uniform. 
Stars are taken as an indicator of hotel facilities, with one-
star being the most basic and five-star the most luxurious. 

Star ratings align broadly with what the industry terms 
chain-scale ratings. STR Global has economy, midscale, 
upper midscale, upscale, upper upscale and luxury—
roughly two-star through five-star.

Most Europeans, particularly in the UK, use the term 
budget rather than economy. The likes of Premier Inn and 
Travelodge, for example, falling into this category.

The data for the wider tourism industry is more stan-
dardized. The UNWTO estimates international tourist 
arrivals globally at 1.18 billion in 2015, a rise of 4.4 percent 
on 2014. The consistent trend of strong growth has given 

considerable encouragement to hotel investment. Since 
2005, international tourist arrivals have grown by an aver-
age of 3.8 percent. And in only one year, the recession of 
2009, was there a decrease (3.9 percent).

The World Travel and Tourism Council states that 
travel and tourism is the fifth biggest industry glob-
ally, making a direct contribution to global economies of 
USD2.4 trillion. The annual growth rate has been higher 
than 4 percent since 2010.

Driving this is the growing disposable income of con-
sumers worldwide; an aging population with time to take 
leisure trips; lower cost air travel; and the growth in emerg-
ing economies creating new consumer demand.

The hotel industry has exhibited similar growth statis-
tics as tourism. Global room supply has grown at annual 
rate of 1.8 percent between 2004 and 2015 and room rev-
enue has grown by annual average of 4.1 percent between 
the same dates, according to date culled from STR and 
InterContinental Hotels Group.

The largest growth has been in branded hotels, which 
now have a 32-percent share of the accommodation mar-
ket, according to STR, following an annual growth of 5.1 
percent between 2002 and 2014. In contrast, unbranded 
hotels, so-called independents, still have a slightly larger 
market share at 34 percent, and grew between these years 
by an annual average of 2.9 percent.

All the other accommodation providers, such as short-
term home rental, cruises and timeshare grew slower than 
branded hotels.

REAL ESTATE OPERATING MODELS
Hotel property is different from other mainstream com-
mercial real estate asset classes. Whereas most commercial 
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THE ASSET-LIGHT TREND REMAINS CLEAR. THIS CHANGE 
WAS DRIVEN IN PART BY THE INCREASING RECOGNITION 
OF HOTEL PROPERTIES AS AN ASSET CLASS, CREATING 
A DEMAND FOR HOTEL PROPERTY, AND ALSO BY THE 
PRESSURE PUT ON HOTEL COMPANIES TO EXPAND IN A LESS 
CAPITAL INTENSIVE MANNER, WHICH CREATED THE SUPPLY.
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real estate runs on a fixed-lease basis, hotels are fluid: rates 
can be changed on a daily basis and revenue rises and falls 
on the whims of traveler demand and the economy. It is 
the type of operating asset that an investor needs to have a 
firm grasp and understanding of the underlying business 
supporting the rental income.

Hotels have pioneered the use of contracts that link the 
real estate performance to the performance of the occupy-
ing business. The original “own-and-occupy model” that 
predominated in the hotel business a quarter of a century 
ago has now been replaced with the fee-income model for 
the big hotel companies, focused on franchise or manage-
ment contracts.

This does vary according to the hotel brand company. 
So while IHG and Marriott International own less than 
1 percent of their hotels, Hyatt Hotels Corp. and Meliá 
Hotels International own as much as a quarter of the prop-
erties they are operating. 

The asset-light trend remains clear. This change was 
driven in part by the increasing recognition of hotel proper-
ties as an asset class, creating a demand for hotel property, 
and also by the pressure put on hotel companies to expand 
in a less capital intensive manner, which created the supply.

Where hotel companies have adopted an asset-light 
structure, the return on capital employed has leapt. From 
low single digit percentages in some cases, such as IHG, to 
as much as 50 percent or more post disposal of real estate.

Leases are common practice in other property asset 
classes, but few major hotel brand companies are interested. 
Shareholders of these companies are wary of lease obliga-
tions on balance sheets and the changes in accounting law 
that require all such obligations to be explicitly exposed. 

In Europe, leases are more common in the economy 



THERE IS MORE READINESS TO NEGOTIATE MANAGEMENT 
CONTRACTS, ALTHOUGH THESE TYPICALLY COME WITH A SET 
TEMPLATE. THERE IS A BASE FEE OF AROUND 3 PERCENT OF 

GROSS REVENUES AND AN INCENTIVE FEE OF AROUND 10 
PERCENT OF NET OPERATING INCOME AFTER DEBT SERVICE 

(HENCE THE INDUSTRY JARGON OF A 3 AND 10).
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hotel segment. The UK’s Travelodge is an entirely leased 
estate and Germany’s Motel One has expanded largely 
through signing leases. This is partly in response to market 
realities. Mixed-use property developers usually require 
the certainty of a lease contract and as a largely new-build 
product, branded economy hotels have had to comply to 
be able to enter the best urban locations.

CONTRACTUALLY SPEAKING
Franchise contracts charge a set fee based on turnover of 
the hotel business in the property, usually in the region of 
5 percent, and charge a further set of fees based on book-
ings made on the brand company systems and additional 
marketing fees. In total, these fees often amount to more 
than 10 percent of the turnover of a hotel. The contracts are 
usually rigid with little willingness to negotiate on the part 
of the franchisor (the hotel brand company).

There is more readiness to negotiate management con-
tracts, although these typically come with a set template. 
There is a base fee of around 3 percent of gross revenues 
and an incentive fee of around 10 percent of net operating 
income after debt service (hence the industry jargon of a 3 
and 10). On top of this there is commonly a raft of charges 
hotel management companies will additionally impose on 
a property owner, such as reservation fees, accounting fees, 
marketing fees, training services and similar.

For many owners, a management contract is not an ac-
ceptable solution, however. Alongside the higher risk when 
compared to a fixed lease contract, there can be particular 
problems with an owning company not wanting responsi-
bility for employing hotel staff, for example. In some cases, 
such as with certain funds, this can be explicitly ruled out. 

A key criticism of leases has been that they do not allow 
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EUROPE IS EXPECTED TO PROVE FERTILE GROUND FOR 
SUCH COLLECTION BRANDS AS ITS LARGE EXISTING STOCK 

OF PROPERTIES ARE EXPENSIVE TO CONVERT TO MORE 
RIGID BRAND STANDARDS. OWNERS CAN MUCH MORE 

COST EFFECTIVELY PLUG INTO A MAJOR HOTEL COMPANY’S 
DISTRIBUTION SYSTEM AND LOYALTY SCHEME.

3-4%
THE 
PERCENTAGE 
OF HOTELS 
UNDER 
FRANCHISE IN 
EUROPE
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the property owner to participate in the upside of trading 
(although this is of course the trade-off for more security). 
In common parlance, a lease allows the property owner 
to be a benign landlord, while a management contract 
involves the owner directly in running the hotel. 

Some leases are now negotiated with a variable rent 
based on a profit or turnover that allows more participation 
in the success or failure of the hotel business. It is often 
argued that such arrangements blur the line between a 
management contract and a lease.

Research by law firm Field Fisher Waterhouse puts the 
proportion of hotels in Europe under franchise at between 
3 percent and 4 percent. The structure is much more com-
mon in the US. According to the 2012 Economic Census 
of the United States, of 49,543 hotels there were 23,305 
that were franchised (47 percent).

OTHER MODELS
At the two extremes of linkage between the real estate and 
the hotel company are the directly owned and operated 
model, which contrasts with hotels that are part of a con-
sortia or representation company.

Direct ownership is comparatively rare among the big 
hotel chains but for a small group it is still the main struc-
ture. Consider the UK’s biggest hotel brand, Premier Inn: it 
is largely owned and operated by parent group Whitbread.

A high direct ownership is more common in Europe 
and Asia than North America, particularly with unlisted 
or closely held hotel groups. 

The consortia or representation company model is 
where a hotel property signs up under a badge primarily 
for marketing benefits, particularly to make the property 
more accessible on a global distribution system (GDS). In 

addition, there are usually other benefits such as loyalty 
schemes.

The difference between a consortium and franchise 
is not always clear. Indeed, one of the biggest franchise 
brands, Best Western, grew out of a consortium propo-
sition and still today bears many similarities to such an 
approach.

The global major hotel companies have also launched 
what they describe as soft brands or affiliations, such as 
Marriott’s Autograph, Hilton’s Curio and Starwood’s 
Tribute. At the lower end of the chain scale segments is 
Accor’s Ibis Styles. 

Sometimes dubbed “franchise-light” brands, the new 
soft brands have minimal brand standards—something 
that appeals to owners as the costs of switching into the 
brands is small. These share characteristics with the con-
sortia approach in that they are more collections of hotel 
properties. 

Europe is expected to prove fertile ground for such 
collection brands as its large existing stock of properties 
are expensive to convert to more rigid brand standards. 
Owners can much more cost effectively plug into a major 
hotel company’s distribution system and loyalty scheme.

INVESTOR TYPES
The relatively recent acceptance of hotel property as a 
mainstream asset class has meant that the sector has typi-
cally attracted more adventurous investors seeking higher 
yields than are obtainable in more traditional asset classes.

In the 20 years to the end of 2014, IPD/MSCI indexes 
show that hotel property returned a yield (both income and 
capital growth) of 10.9 percent on average each year. This 
compares to 8.5 percent for retail, 8.7 percent for office and 



TWO OF THE BIGGEST DEALS IN EUROPE IN 2015 WERE 
MADE BY CHINESE INVESTORS: THE ACQUISITION OF THE 
OUTSTANDING INTEREST IN CLUB MED BY FOSUN, WHICH 
VALUED THE WHOLE GROUP AT EUR940 MILLION; AND THE 
EUR1.2 BILLION PURCHASE OF LOUVRE HOTELS GROUP BY 
JIN JIANG.
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9.2 percent for industrial. Equities in this period returned 
7.2 percent and government bonds 7.4 percent.

The IPD/MSCI numbers focus on institutional quality 
assets. The hotel sector has historically attracted a signifi-
cant presence from private equity seeking high teen returns 
for riskier repositioning deals. Among the biggest players 
are Blackstone Group, Starwood Capital and Colony 
Capital.

Alongside focused private equity houses, there are a 
number of specialist hotel funds who differ in that they 
are longer term holders and will often accept slightly lower 
returns. Among the firms with dedicated hotel teams are 
Invesco, Internos and Union Investment.

Union Investment is an example of a manager of Ger-
man open-ended funds. These funds have in excess of 
EUR80 billion of different types of real estate, including 
substantial hotel assets.

More common elsewhere in Europe are real estate in-
vestment trusts, which follow the U.S. structure of being 
exempt from corporate taxes on the proviso of meeting 
certain restrictions, such as a minimum threshold for 
income distribution.

France’s Fonciere des Regions has the largest hotel 
exposure in Europe of any REIT with a EUR3.5 billion 
portfolio including its subsidiary Fonciere des Murs. Land 
Securities has the largest hotel exposure of UK REITs 
with its Accor portfolio. Some U.S. REITs are also active 
in Europe, in particular Host Hotels.

Institutional investors, such as pension funds and insur-
ance companies, are becoming increasingly comfortable 
with the hotel sector, investing on both the equity and 
debt side.

Hotels have historically proven attractive to investors 

seeking wealth preservation and status. To this end, luxury 
hotels in gateway cities, such as London, Paris and Berlin, 
have been bought by high-net-worth individuals (HNWIs) 
and family offices. Such investors are more long-term, fo-
cused on deploying cash outside of their domestic market 
with an emphasis on assets that retain value rather than 
offer a particularly compelling yield.

Sovereign wealth funds, particularly from the Middle 
East and the Far East, have historically been prominent 
hotel investors, buying both real estate and investing in 
management companies. China is a prominent source 
market of capital currently with outbound capital to the 
hotel industry exceeding USD11 billion, according to EY.

Two of the biggest deals in Europe in 2015 were made 
by Chinese investors: the acquisition of the outstanding 
interest in Club Med by Fosun, which valued the whole 
group at EUR940 million; and the EUR1.2 billion pur-
chase of Louvre Hotels Group by Jin Jiang.

INDUSTRY CONTRACTION 
The hotel industry is at an inflection point. The market 
has historically been highly fragmented, but consolidation 
is producing hotel brand companies of meaningful scale. 

The biggest deal to date, and arguably one of the most 
important in the history of the business, is Marriott In-
ternational’s acquisition of Starwood Hotels & Resorts 
Worldwide creating the largest hotel company with 30 
brands and more than one million rooms.

But Marriott has company. At least two other groups are 
heading toward the million-room mark given their pipeline 
of room signings: Hilton Worldwide and IHG. The biggest 
hotelier in Europe, Accor, is also upping its scale and with 
the acquisition of FRHI will have a significant presence in 
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THE GROWTH OF FRANCHISING, WHICH HAS REQUIRED THE 
BIG CHAINS TO INCREASINGLY FOCUS ON THEIR BRAND AND 
DISTRIBUTION OFFER, HAS ENCOURAGED THE EMERGENCE 
OF SPECIALIST HOTEL MANAGEMENT COMPANIES, 
NORMALLY CALLED THIRD-PARTY OPERATORS.
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North America and a needed injection of luxury hotels.
While M&A is delivering some scale in North America, 

Europe for the foreseeable future will remain a very fragment-
ed market. Accor’s Ibis brand is the most widely distributed 
hotel chain by room numbers, but its market share is still 
only 6 percent of the branded hotel room stock and around 2 
percent of the overall room stock. Branded hotels in Europe 
account for 27 percent of room supply, according to MKG 
Hospitality. This contrasts with North America at 67 percent.

The need by the global major hotel chains to reach scale 
has been a key factor in their push to focus on asset-light 
expansion. In more developed markets, such as the U.S., 
this has seen them increasingly switch to a franchise model. 
Where the market is less developed, management has been 
the main expansion platform.

Sometimes a hybrid agreement, which starts out as a man-
agement contract but evolves into a franchise after a set period 
of some five years, is used. Such an approach, often called a 
“manchise,” is more common in less developed economies.

The growth of franchising, which has required the big 
chains to increasingly focus on their brand and distribution 
offer, has encouraged the emergence of specialist hotel man-
agement companies, normally called third-party operators.

These companies, of whom Interstate Hotels & Resorts 
and Redefine BDL Hotels are among the biggest, offer a 
bridge between property owners and brand companies. In 
broad terms, an owner pays half the fees to a third-party 
operator and half to the brand company.

In proportionate terms, it is usually the case that hav-
ing a separate management company and a separate brand 
company leads to higher fees. But owners can find that split-
ting the functions leads to an overall increase in revenue and 
profitability.



MORE MEGA MERGERS ARE ANTICIPATED AMONG THE HOTEL 
BRAND COMPANIES. THIS IS DRIVEN BY THE INCREASED 

PRESSURE FOR SCALE TO ENABLE THE INVESTMENT LEVELS 
NEEDED TO BE COMPETITIVE DIGITALLY.

27%
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EUROPE
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OVERCOMING DISTRIBUTION CHALLENGES
Hotel brand companies are increasingly being challenged in 
the online distribution space thanks to the emergence of online 
travel agencies, such as Expedia and Priceline Group, whose 
brands, such as Booking.com and Expedia.com, dominate the 
market and charge commissions that can excede 20 percent. 

The recent surge in M&A is in part a response to the growth 
of OTAs and other online intermediaries, with technology gi-
ants, such as Facebook, increasingly eyeing opportunities in the 
travel space. Marriott, for example, referred to itself as a travel 
company throughout the conference call announcing its merger 
with Starwood.

The dominance of OTAs in attracting transient travelers 
has led to a response by the branded hotel companies to launch 
various campaigns to encourage direct bookings.

WHAT THE FUTURE HOLDS
More mega mergers are anticipated among the hotel brand 
companies. This is driven by the increased pressure for scale to 
enable the investment levels needed to be competitive digitally.

In 2015, European hotel transaction levels exceeded all re-
cords, according to HVS, breaking the EUR23 billion barrier. 
Globally, the year was the second biggest on record (after 2007), 
according to JLL with just over USD84 billion of deals. 

While 2016 is expected to see activity slow down slightly 
compared to 2015, the hotel sector is set for a high level of deal 
making across all three pillars of value in the business—the real 
estate, the management and the brand.

Andrew Sangster is the editor and founder of the UK-based hotel investment 
news analysis service Hotel Analyst (www.hotelanalyst.co.uk)


