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While the U.S. continues to be in its longest uninterrupted economic expansion in modern
history, slowing growth metrics along with abundant geopolitical uncertainties are
heightening perceived risk of impending recession. Concerns include:

U.S. GDP growth is decelerating, and near-term increases are anticipated to remain
modest.
The Conference Board’s consumer confidence index fell to 125.5 in November, down
from an August 2019 reading of 134.2.
Trade with Canada and Mexico is at the same level of uncertainty now gripping U.S.
relations with China and Europe. A failure of Congress to ratify a new NAFTA deal,
which will govern trade relations with these two neighboring countries, is a warning
sign that illustrates how political volatility could drag down the U.S. economy even if its
fundamentals remain strong.
The Middle East is currently more combustible than ever, particularly after the recent
U.S. strike of Iran’s Maj. Gen. Qassim Suleimani in Baghdad. Conflict(s) resulting in
global ramifications could break out in various cities and countries for a multitude of
reasons.
The Federal Reserve Bank of New York’s recession probability indicator, which gauges
the likelihood of a recession within the coming 12 months, rose steeply from around
10% at the beginning of 2019 to 37.9% in August, and now stands at 24.6%.
An inverted interest rate yield curve endured for several months and fear of another
bout of yield-curve inversion during 2020 remains alive and well. Inverted interest rate
yield curves are a phenomenon that has signaled each U.S. economic recession since
1950.
Ultra-low interest rates continue to trend downwards. While this is a positive for
borrowers, it is also raising speculation that America is destined for negative yields like
where Japan and much of Europe have been stuck for some time.
Washington, D.C., is currently in an impeachment frenzy.
The effects of Brexit are unknown and depend on whether the U.K. leaves with a
withdrawal agreement or before an agreement is ratified (a "no-deal" Brexit).
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In response to a proposed extradition bill, which included an agreement with
mainland China, since June, Hong Kong has been subject to mass demonstrations with
continuous violent clashes and rioting.

Despite daily warnings of possible economic fragility, jobs creation statistics remain
relatively steady and personal incomes continue to grow, both of which could sustain the
financial system during whatever rough patches may be encountered.  Not everyone
believes a recession is imminent, and contrarians can point to other metrics that paint a
much sunnier picture.  Either way, the prevailing view seems to be that when the next
recession hits, it will be less severe than the most recent one.

Through this past October, the U.S. hotel industry's expansion cycle reached 116 months, as
RevPAR declined year over year only four months during the entire period – however,
notably including during each of the past two months. Generally, national hotel supply and
demand growth are in equilibrium resulting in relatively flat occupancy levels, and lackluster
RevPAR growth stemming from average daily rate increases barely equal to inflation (and
decelerating).

Near-term looks choppy

America’s hotel sector has been operating at peak levels for the past three years as an
expanding economy has readily absorbed accelerated supply growth in most markets.
Notwithstanding rising salary and wage rates and slowing revenue growth, operators have
controlled costs sufficiently to achieve GOP margins at their highest levels since the 1960s.
With everything said, the near-term lodging outlook appears choppy as prognosticators
have downgraded projected 2020 national RevPAR growth.

The hotel sector continues to be flush with CMBS and other debt products that support
lower all-in borrowing costs and often provide a compelling thesis to refinance owned
assets and return equity, versus placing them on the market for sale. With enormous
amounts of equity from all over the globe chasing yield at this stage in the cycle, the hotel
sale transaction market remains relatively robust.

Savvy investors continue to see compelling rationales to capitalize on opportunities to
obtain irreplaceable locations and buildings, evidenced in part by the reported frenzied
bidding amongst more than a dozen investor groups for Anbang Insurance Group’s 15
property US$5.8 billion luxury hotel portfolio.

M&A activity in the sector also remains robust as demonstrated by the recent merger of two
significant independent hotel operators, namely Aimbridge Hospitality and Interstate Hotels
& Resorts, which will result in a combined management portfolio of more than 1,400 hotel
properties in 49 states and 20 countries and Park Hotels & Resorts Inc. closing its US$2.5
billion acquisition of Chesapeake Lodging Trust.
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Secondary and tertiary cities such as Charlotte, Houston, Salt Lake City and Tampa continue
to evolve into attractive markets for investors challenged to identify quality hospitality
investment opportunities in high priced first-tier cities such as Boston, Los Angeles Miami,
New York and San Francisco. Furthermore, a continued strong U.S. dollar and political
factors are contributing to weakened inbound international travel trends, which places
negative pressure on hotel performance in several gateway markets.

Operating expense models have changed across the industry, particularly in union markets.
A higher proportion of costs are now fixed rather than variable with occupancy, particularly
labor, as government and/or union work rules have created challenges to flexing schedules.
Favorable to the sector is the fact that several markets have passed legislation imposing
stricter restrictions on alternative accommodations such as AirBnb and VRBO, which should
drive incremental compression hotel room nights.

Although perceived risks to a positive outlook are evolving, the U.S. economy remains
resilient, though risks to a positive outlook are mounting. Economic and geopolitical
uncertainty is negatively impacting cross-border transaction volumes and in the near-term
broader growth uncertainties will remain a headwind for global investor sentiment. History
has proven that a late-cycle mindset positions markets to be more intensified towards signs
of difficulties, and that such sentiments can “talk the market down,” turn into a self-fulfilling
prophecy and induce a recession. 

Everything in life is relative. Consider that during the Great Recession of a decade ago, on
average the U.S. lodging industry produced profits, albeit lower than prior years. During the
economic recession of the early 1990s, coupled with the negative effects of the Persian Gulf
War, the U.S. hotel industry was largely unprofitable. Although growth of current record high
lodging fundamentals may be slowing, nonetheless future growth is anticipated to endure.

Due in part to the lack of long-term credit worthy tenancies and that with continuous
resetting of room rates, hotels are fundamentally long-term investments. At any point in a
cycle, shrewd lodging investors that pay market prices predicated upon underwriting (not
necessarily holding) a minimum 10-year projection period tend to realize healthy returns.

Downturn or not does not really matter, as the hotel sector is an opportunistic industry and
at all points in a cycle there are opportunities and for sophisticated hotel investors It has
been, is currently, and will continue to be: business as usual.
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