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(The views and opinions expressed in this blog are strictly those of the author.)

During the first half of 2016 growth in U.S. lodging industry has slowed compared with the first six months of 2015.
That’s the bad news.

The good news is that the three key performance metrics remain in positive territory. While overall demand
conditions in the U.S. are expected to remain favorable, supply growth is dramatically increasing in many of the
major urban markets. Average daily rates are expected to continue to increase, but at a slower pace than previously
expected. ADR growth has been impacted, in part, by sluggish growth in the overall economy. Overall, the U.S.
lodging industry appears to have transitioned to a new phase of the current cycle where occupancy levels have
stabilized and average daily rate is the primary driver of meaningful, albeit decelerating, RevPAR growth. 

New hotel construction equal to 5% or more of existing supply is currently occurring in 10 of the top 25 U.S.
metropolitan areas including: New York, Miami, Seattle, Denver, Dallas, Houston, Minneapolis, Nashville, Los
Angeles and Philadelphia. During the past six years, New York has already absorbed a 25% increase in supply.

A review of thirty one years (1984 through 2015) of key U.S. lodging industry metrics indicates that:

Demand for U.S. transient accommodations has increased on average 2% percent per year

Supply of U.S. transient accommodations has increased on average 2% per year

The average annual percentage change of U.S. hotel occupancy has been flat

ADR of U.S. hotels have increased at an average annual rate of just over 3%

RevPAR of U.S. hotels have increased at an average annual rate of just over 3%

A more granular review of thirty one years (1984 through 2015) of key U.S. lodging industry metrics reveals several
interesting observations:

Demand for U.S. transient accommodations declined on a year-over-year percentage basis during four of the
31 years

Supply of U.S. transient accommodations has never declined on a year over year percentage basis

The average annual percentage change of U.S. hotel occupancy has declined during 13 of the 31 years

ADR of U.S. hotels declined on a year over year percentage basis during four of the 31 years

RevPAR of U.S. hotels declined on a year over year percentage basis during five of the 31 years

For decades, periods of overbuilding have been the bane of the U.S. lodging industry. Rarely has demand for
transient hotel accommodations been an issue, however often, challenges have been created with too much new
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supply introduced within a short time. Hotel demand and supply disconnects are due in part to the fact that while
changes in demand, either positive or negative, occurs much swifter than additions to supply.

The process of building a new hotel including planning, constructing, and opening can take upwards of two to three
years, thus creating a lag in the development cycle. Furthermore, while changes in demand can be volatile, once
construction of a new hotel commences, it is difficult if not impossible to reverse. Finally, dramatic increases in
demand and/or pricing for transient accommodations invariably become erroneously interpreted as market
paradigm shifts by developers and lenders who finance new construction hotel projects. 

It appears that during the current cycle, we are not on the path to extraordinary negative impact caused by
overdevelopment of new hotels that had a substantial impact on the lodging industry during the 1980s and 1990s.
However, I believe there are several submarkets in the nation that will suffer the near-term ravages of too much new
supply entering within a compressed time frame.
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