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September 2016: While the full impact of the UK vote to leave 
the EU will not be known for some time, economic growth 
is expected to slow. A weak pound should provide a boost to 
inbound leisure travel, but security concerns, tight corporate 
travel budgets, above average supply growth (especially in 
London) and consumer and corporate uncertainty could 
create an unfavorable backdrop. We retain a cautious outlook.
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A cautious mood as uncertainties 
and risks abound 

The UK economy performed reasonably 
well in the first half of 2016, with GDP  
up by 2.2% (year to the second quarter) 
compared with 1.6% in the Eurozone  
and just 1.2% over the same period  
in the United States. But for the future 
outlook the key issue is the impact of 
Brexit. The Bank of England is clearly 
concerned over the potential short-term 
slowdown and has cut interest rates to  
an historic low of 0.25%. 

UK Prime Minister Theresa May has 
emphasised that “Brexit means Brexit”, 
though the timescale is uncertain and 
our future economic relationship with 
other European countries is unclear. 
Planning is underway for negotiations 
with other EU countries – probably 
starting early next year - which could 
take two years or more to complete. 
Most forecasters expect the uncertainty 
about our economic relationship with 
Europe to affect business investment 
and consumer confidence, and the early 
indications are consistent with this.

But there could also be offsetting 
benefits which help to support the  
UK hotel industry. Sterling has fallen 
sharply against other major currencies, 
which may bring some short term benefits 
to tourism in London and international 
destinations like Edinburgh. A weaker 
pound may also encourage staycations. 
But uncertainty pre and post the 
Referendum, as well as an economic 
slowdown, is likely to impact corporate 
budgets and travel, a vital segment for 
hotels. In addition, security concerns 
following terrorist attacks in Europe 
have already affected London hotel 
performance, and together with a glut  
of new hotel rooms, contributed to a 
disappointing H1 2016.

Looking to the year end, RevPAR in 
London hotels is expected to fall by 
around 2.8% this year and a further 0.5% 
in 2017. In the regions the story has been 
brighter for most cities and growth 
continues, albeit at a slower pace than 
recently. Our forecast is for 3.4% RevPAR 
growth outside London in 2016 followed 
by a rise of 2.3% in 2017. On the basis  
of these forecasts, occupancy levels are 
projected to reach record highs. 

Uncertainty post Brexit runs deeper  
for the hospitality sector than its impact 
on inbound tourism volumes and spend. 
The effect on inward migration, 
particularly from other EU countries, 
could affect the sector’s ability to recruit 
and retain skilled staff. There could also 
be effects from Brexit on deal activity in 
the hotel industry. Following the decline 
in the pound, UK assets now look much 
cheaper internationally which could act 
as a spur to investment. On the other hand, 
the uncertainty about both the short-term 
and longer-term outlook for the UK 
economy could act to hold back new deals.

Brexit is not the only source of uncertainty 
affecting the hotels industry. Disruption 
from new technologies is another potential 
challenge to the existing traditional 
business model. This forecast report 
includes up to date PwC research on 
sharing economy platform Airbnb and how 
it is likely to affect the outlook for hoteliers.

Hospitality and tourism is a key sector 
for growth, employment and overseas 
earnings in the UK. It is our 6th largest 
contributor to export earnings and 4th 
largest employer – accounting for 4.49 
million people or 10%1 of the workforce 
and over 180,000 businesses. How the 
industry responds to current challenges 
and additional economic uncertainty will 
be a key barometer of economic prospects 
in the post-Brexit British economy.

Dr Andrew Sentance
Senior Economic Adviser, PwC

Foreword
Facing an uncertain future

1 British Hospitality Association
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In 2017, PwC’s UK hotels forecast  
expects continued growth in the  
regions but London still struggles. 

At a glance

Occupancy

A glut of new rooms in London
Above average supply growth, especially in London, is expected 
to act as a drag on trading as weaker demand chases more rooms.

Revenue per available room (RevPAR)

+0.5%
Despite 
slower growth, 
occupancy 
levels are at 
the highest on 
record

-0.8%
the lowest 
occupancy 
level since 
2008 but still 
high by global 
standards77% 80%

Provinces London

+1.8%
Slower growth 
but still scope 
for further 
recovery in 
real terms

+0.4%
ADR sees a 
slight recovery 
after a difficult 
2016

London
Provinces
£70

£142

Average daily rate (ADR)

+2.3%
20% ahead of 
pre-recession 
peaks in nominal 
terms

-0.5%

480,770 
rooms

Regional 
rooms  
supply 2016*

+11,400 
rooms

Additional 
regional 
rooms supply 
2017

145,930 
rooms

London 
rooms 
supply 2016

+7,200 
rooms

Additional 
London 
rooms supply 
2017

+2.4% +5%
* Regions excluding London

Charts show absolute trading and percentage 
change on previous year

Net rooms supply (after closures) Source: AM:PM

ADR and RevPAR growth in nominal terms 

Forecasts: PwC 

RevPAR slips a 
little further

Figure 1: PwC’s 2017 UK hotels forecast

£114

London

£54

Provinces
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London

Backdrop: a challenging first half  
for London
A drop-off in demand for London hotels 
contributed to a challenging first half of 
the year, with RevPAR declines of 3.5% 
recorded for the six months to June.  
The slowdown reflected the impact of  
a spate of terrorism attacks in Europe 
which led many leisure visitors to steer 
clear of large cities, while corporate 
uncertainty and tight travel policies,  
pre and post the EU Referendum also 
took their toll on demand. This demand 
slump has been exacerbated by a glut  
of new hotel openings meaning more 
competition for hoteliers at a difficult 
time. H1 2016 saw 24 hotels and over 
1,600 new rooms open. See Table 1  
and Figure 8.

What does the future hold for UK hotels?

What next for 2017?
UK economic growth had slowed somewhat 
to around 2% before the EU Referendum, 
but the vote to leave the EU could lead  
to a further deceleration. We expect UK 
GDP growth to slow to around 1.6% in 
2016 and 0.6% in 2017, as the drag from 
lower business investment impacts.

Together with corporate and consumer 
uncertainty, tough comparisons with 
October’s Rugby World Cup last year  
and continued high levels of new hotel 
openings in 2016 and 2017, is likely to 
mean a challenging H2 2016 and 2017. 

A question of balance
On a more positive note, data from the 
Tourism Alliance suggests the weak 
pound is already stimulating 
international visitors to travel to the UK. 
Hotels rallied a little in July with RevPAR 
growth of 1.1%, according to STR Global, 
helped by the bi-annual Farnborough 
International Air Show and the Ramadan 
timing shift. The falling pound will make 
London more affordable for leisure 

travellers, however economic growth in 
our key inbound markets is also expected 
to moderate and security fears in Europe 
may in turn prompt a higher incidence  
of domestic holiday taking in key source 
markets. Business travel will not benefit 
from the weaker pound, so more leisure 
guests will have an impact on business 
mix and ADR.

Our revised forecast
Our revised forecast remains cautious. 
We forecast a year-on-year London 
occupancy decline of 1.8% in 2016  
and a further marginal decrease of  
0.8% in 2017, taking occupancy down  
a percentage point to 80%. ADR growth 
is forecast to decline by 1.1% in 2016  
but sees a minimal 0.4% gain in 2017. 
This takes ADR to £141 and £142 
respectively. This drives RevPAR declines 
of 2.8% this year and a further 0.5% in 
2017, taking RevPAR to £114.4 this year 
and £113.8 in 2017. See Table 1 and Figure 8. 

Table 1: 2017 UK hotels forecast: growth in the regions but London still struggles 
Occupancy at record levels as ADR growth pushes up RevPAR in 2016

  London Provinces

A: Actual F: Forecast 2015A 2016F 2017F 2015A 2016F 2017F

Occupancy % 82% 81% 80% 76% 77% 77%

ADR (£) 143 141 142 67 68 70

RevPAR (£) 118 114 114 51 53 54

% growth on previous year

Occupancy -0.9% -1.8% -0.8% 1.0% 1.0% 0.5% 

ADR 2.4% -1.1% 0.4 % 5.0% 2.4% 1.8% 

RevPAR 1.8% -2.8% -0.5% 6.4% 3.4% 2.3%

Econometric Forecasts: PwC

Benchmarking Data: STR Global, August 2016

While the full impact of the UK 
vote to leave the EU will not be 
known for some time, economic 
growth is expected to slow, and 
this will have consequences for 
travel and hotels. It’s a question of 
balance ‑ a weak pound should 
provide a boost to inbound leisure 
travel, but security concerns, tight 
corporate travel budgets, above 
average supply growth (especially 
in London) and consumer and 
corporate uncertainty will create 
an unfavorable backdrop.
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Provinces

Backdrop: continued good news  
but growth pace slowing
In contrast to London, many cities in  
the Provinces have experienced a good 
year-to-date with overall regional 
RevPAR up 2.6% to June, albeit the  
pace of growth continued to slow and 
occupancy levels fell in many cities. 
Overall, to June, the Provinces saw a 
0.7% decline in occupancy but a 3.3% 
ADR gain. The Provinces have seen 
growth continue in July, according  
to STR Global, with RevPAR up 4.3%. 

Cities faring very well included 
Birmingham where RevPAR was up 9.5% 
to June; Brighton saw a gain of 10.7%; 
Manchester was up 6.6%, in Wales 
Cardiff was up 4.3% , and in Scotland, 
Edinburgh enjoyed 6% growth.  
In contrast, Aberdeen continued  
to struggle with RevPAR down over  
36% and Newcastle saw falls of 6.7%. 

Forecast UK GDP growth declines  
and a marked slowdown in regional 
economic growth levels in 2017 will 
impact businesses and in particular 
corporate travel expenditure, meetings 
and conferences. On a positive note the 
increased cost of overseas holidays may 
encourage more people to holiday at 
home which could in turn help hotels 
mitigate some of the impact, although 
this is likely to have an impact on 
business mix and ADR. We don’t expect 
a weaker pound to have a large impact 
on many cities, but some will benefit.

More growth in 2017 will be enough 
to lift metrics to record highs 
Our latest forecasts for 2016 are lower 
but broadly in line with those from 
February 2016. The year-on-year forecast 
for occupancy is now predicted to be 1% 
in 2016 and 0.5% in 2017. This takes 
occupancy to a record 77% this year and 
keeps it there in 2017. ADR continues to 
recover and is anticipated to see growth 
of 2.4% in 2016 taking it to a record £68, 
in nominal terms. In 2017 additional 
ADR growth of 1.8% is forecast. This 
means RevPAR growth will be 3.4% this 
year and a further 2.3% in 2017, nudging 
RevPAR to £53 in 2015 and £54 by 2016. 
See Table 1 and Figure 8.

Key issues 

What’s driving the bus?
A slowdown in domestic and global 
economic growth has led to tighter travel 
budgets and a lack of confidence 
impacting the business travel market. 
Hotels are trying to make up for this  
by attracting more leisure travellers. 
Sterling’s fall should help but tour groups 
and individual travellers may be put off 
by security concerns. In addition a slow 
absorption of new rooms in London and 
some regional cities may put pressure on 
trading. Add to this mix, brisk growth in 
serviced apartments and Airbnb listings 
and it’s a case of weaker demand chasing 
more rooms, in London in 2016. 

As part of the forecast, we carried out  
an online opinion poll of over 35 hotel 
chains representing some 169,000 UK 
hotel rooms. Respondents expected 
2017 demand to derive from short 
leisure breaks and an increase in tour 
groups. Many anticipated a fall in 
demand from conferences and meetings 
and transient corporate travellers. 
Respondents were more divided on  
the outlook for contracted corporate 
business with just under half expecting 
this segment to decrease and over a 
third anticipating it will stay the same.

Decelerating economic growth 
PwC anticipate a significant deceleration 
in UK GDP growth in 2016 and in 2017, 
taking GDP growth to 1.6% and 0.6% 
respectively – driven by a fall in business 
investment and slower consumer spending 
growth. There are downside risks of a 
mild recession. London is likely to remain 
the fastest growing UK region but 
economic growth could drop to 1.3% in 
2017 and to below 1% in other UK regions. 
See Table 2.

Deteriorating consumer  
and corporate sentiment? 
Consumer and corporate sentiment has 
also deteriorated although reports can 
contradict each other. The important 
composite purchasing managers’ index 
(PMI) is an indicator of the economic 
health of the manufacturing and services 
sector, and showed its biggest monthly fall 
on record recently recently, only to make 
a record-breaking recovery in August.

PwC’s consumer sentiment survey 
recently showed that while sentiment 
has declined in every region of the UK, 
consumers are still more optimistic 
about their household financial situation 
than at any point between 2008 and 
early 2014. The balance of opinion today 
is -8%, but at the depth of the global 
financial crisis in 2008 it hit -50%.  
It’s clear from this that consumers  
don’t expect anything like a repeat  
of the 2009 recession.

Hospitality and tourism is a key 
sector for growth , employment 
and overseas earnings in the UK. 
How the industry responds to 
current challenges and additional 
economic uncertainty will be a key 
barometer of economic prospects in 
the post‑Brexit British economy.
British Hospitality Association
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Uncertainty is damaging
Our PwC poll revealed a more general 
negative or cautionary sentiment with 
hoteliers feeling more pessimistic in 
general than they had been earlier in the 
year. Specifically, over 60% of hoteliers 
felt pessimistic about trading in 2017 – 
compared to around 27% of respondents 
who remained optimistic. There was 
more concern about London than the 
Provinces. In addition to issues such  
as post EU Referendum uncertainty, 
hoteliers mentioned additional costs as  
a concern, including the Apprenticeship 
Levy, the National Living Wage, a business 
rates review and food and pensions costs. 

A mixed travel outlook but weak 
pound should help leisure markets
Inbound travel has held up well to June 
2016 driven by strong growth earlier in 
the year. Inbound business travel results 
are 4% higher than in 2015, according to 
data from ONS. Nevertheless, uncertainty 
in business markets is expected to depress 
business travel and MICE sectors, and a 
weak pound won’t stimulate this sector – 
there will also be an impact on the economy 
and investment from sterling’s fall. 

The weak pound could boost leisure 
markets and encourage increased 
domestic and inbound leisure tourism. 
Data from the Tourism Alliance suggests 
the weak pound is already stimulating 
international visitors to travel to the UK. 
In terms of affordability, according to 
our forecast, in euro terms room rates in 
London could be down around 13.2% from 
EUR 194 in 2015 to EUR 168 by 2017.

On the other hand there will also be an 
impact on business mix in London hotels 
too if high spending corporate business 
is replaced by leisure travellers. In addition, 
a falling pound is likely to most benefit 
London and only a handful of UK cities 
attracting international visitors.

Above average supply growth, 
especially in London, expected to 
drag on trading
We expect net supply growth of around 
4.6 % this year and 5% next year in London 
– double the long term average over the 
period 1995-2015. See Figures 8 and 9. 
Regional net supply growth is expected 
to be more modest at about 1.7% and 
2.4% in 2016 and 2017 respectively,  
still above the long term average of 1.5% 
over 1995-2015. PwC’s view is that a 5% 
increase in supply in London next year 
could limit the potential beneficial boost 
from more leisure business as a result  
of the lower valued pound. Trend-wise 
supply growth is still a budget story and 
the budget boom continues unremittingly, 
dominating the UK active pipeline. 

Disruption from sharing economy 
platforms will not go away

New concepts continue to disrupt how 
we do business and interact with one 
another. Transport and accommodation 
are leaders in the shared economy space. 
PwC research shows a 54% increase in 
Airbnb listings in London in July 2016 
compared to the same day in 2015. 
Further growth will be driven by a 
regional push and by attempts to win 
more business travellers. Hoteliers remain 
ambivalent about the threat although our 
poll showed more hoteliers admitted to an 
adverse impact on demand from Airbnb 
compared to two years ago. 

Reduced investment and deals outlook
There could be effects from Brexit on deal 
activity in the hotel industry. Following 
the decline in the pound, UK assets now 
look much cheaper internationally which 
could act as a spur to investment. On the 
other hand, the uncertainty about both 
the short-term and longer-term outlook for 
the UK economy could act to hold back 
new deals.
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London forecast 

A disappointing H1 2016
A drop-off in demand for London hotels 
contributed to a disappointing H1 2016, 
with RevPAR declines of 3.5% to June. 
These declines have been driven by 
occupancy falls each month between 
November 2015 and June 2016. ADR  
has also fallen in 4 of the first 6 months 
of 2016. 

We asked hoteliers what they thought 
was driving the downturn and they 
confirmed that terrorism fears causing 
leisure visitors to steer clear of large 
cities, uncertainty created by the EU 
Referendum and too many new hotel 
rooms were key reasons. Tighter travel 
policies and disruptors such as sharing 
economy accommodation platforms were 
also mentioned as contributory issues. 

Could it be a cyclical downturn?
With occupancy levels declining, hoteliers 
were split on whether the slowdown is 
indicative of a market peak and a cyclical 
downturn. Poll results showed that 41% 
thought we were seeing the beginning  
of a downturn but 37% disagreed,  
while 22% didn’t know. Safety concerns, 
a calendar of compelling events and  
the value of currency were now seen  
as more crucial than cyclical impacts.

Getting cheaper all the time?
On a more positive note, the falling pound 
will make London more affordable for 
leisure travellers and this could help 
mitigate some more negative forces.  
Many hoteliers in our poll felt high VAT 
rates made the UK uncompetitive with 
other European cities. The weaker pound 
is unlikely to boost business travel and 
more leisure business will mean an impact 
on business mix in London, and ADR. 
Figure 2 shows London RevPAR in sterling 
and euros and gives a sense of the potential 
impact of sterling’s fall. Despite rising 
ADR in sterling terms, in euro terms 
ADR could be 13.2% lower by 2017.

Glass half empty for 
hoteliers
Nevertheless, over half the 
hoteliers we polled still felt 
pessimistic about London’s trading 
outlook in 2017 as opposed to 28% 
who felt optimistic.
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Over 50% of hoteliers felt pessimistic about London’s 
trading outlook in 2017 while 28% felt optimistic.
PwC hotel opinion poll July 2016

Cautious PwC forecast 
for London in 2017 
On balance, our revised forecast for 
London, given the disappointing first half 
and lower forecast economic growth,  
are now worse than those predicted in 
February. While July this year has already 
seen stronger demand, probably as a 
result of uplift from Farnborough 
International Air Show and the timing 
of Ramadan, we feel that corporate and 
consumer uncertainty, tough comparisons 
with October’s Rugby World Cup last year 
and continued high levels of new hotel 
openings will mean a challenging second 
half and 2017. Business travel will not 
benefit from the weaker pound. However, 
the IAAF World Athletics Championships 
during 5-13 August could help boost 
demand in eastern London.

Accordingly, we forecast declines in all 
metrics for 2016; followed by an improved 
but largely flat 2017 where a small 
occupancy fall is expected to drive  
a marginal RevPAR decline.

Occupancy levels remain high 
despite declines
London occupancies have averaged 80% 
or above since 2006 and our annual 
forecast for 81% this year and 80% next 
would be the lowest since 2009 and 2008 
respectively. But, to put this in context, 
London enjoys some of the consistently 
highest global occupancy levels.

ADR adjustment
London ADR is now 23% above past 
peaks in nominal terms and is also above 
previous peaks in real terms. But ADR  
is forecast to decline by 1.1% in 2016,  
the first dip since 2013, growing by only 
0.4% in 2017 and this growth takes  
ADR to £141 and £142 respectively. 

RevPAR slips
In real terms, London RevPAR will be 
2% below the 2007 rate by 2017, after 
peaking at 3.8% above that rate in 2015. 
See Figure 3. We forecast a RevPAR 
decline of 2.8% this year and an additional 
marginal decline of 0.5% in 2017, taking 
RevPAR to £114 this year and in 2017.

Figure 2: London RevPAR in sterling and euros since 2007 (annual) 
Despite rising RevPAR in sterling terms, in euro terms it could be down from EUR160 (2015) 
to EUR 135 (2017)

Forecast
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Figure 3: In real terms London RevPAR will be 2% below the 2007 rate by 2017, after peaking 
at 3.8% above that rate in 2015

Source: PwC
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Provinces forecast 

Still standing
In contrast to London, many cities  
in the Provinces experienced a good 
year-to-date with overall regional 
RevPAR up 2.6% to June, albeit the  
pace of growth continued to slow and 
occupancy fell in many cities. Overall 
the Provinces saw a 0.7% decline in 
occupancy but a further 3.3% ADR gain. 
Remarkably, the regions have not seen  
a monthly ADR decline since July 2013.

Cities faring well included Birmingham 
where RevPAR was up 9.5% to June; 
Brighton saw a gain of 10.7%; Manchester 
was up 6.6%, in Wales, Cardiff was up 
4.3% , and in Scotland, Edinburgh 
enjoyed 6% growth. In contrast, Aberdeen 
continued to struggle with RevPAR down 
over 36% and Newcastle saw falls of 6.7%.

Hoteliers identify opportunities 
and challenges ahead
Hoteliers in our survey indicated an 
expectation of continued growth in the 
Provinces in 2017. Some 56% thought 
the Provinces would perform well 
compared to 34% who disagreed.  
And while many cities were still 
expected to see robust commercial 
demand, respondents thought leisure 
demand would be stronger and lead  
the charge in 2017, and that staycations 
will help drive this. While some felt  
the regions would be less impacted by  
Brexit others thought quite the opposite. 
While growth was expected to slow in 
2017 one hotelier pointed out that many 
areas have yet to recover to inflation 
adjusted previous high watermarks  
and that there was still an opportunity 
for more growth.

Which cities will do best?
Despite some high active pipelines hoteliers 
thought Manchester, Edinburgh and 
Birmingham would be star performers in 
2017. Glasgow, Cardiff and Liverpool are 
also expected to do well, see Figure 4.

Figure 4: Which cities do you think will perform the best in 2017?

Source: PwC hotel opinion poll July 2016

Figure 5: In our forecast Provincial RevPAR continues to close the gap and make up 
lost ground since 2007

Source: PwC
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PwC forecast for  
2016 and 2017 
Our latest forecasts for 2016 are lower 
but broadly in line with those from 
February 2016. The year-on-year forecast 
for occupancy growth is predicted to be 
1% in 2016 and 0.5% in 2017. This takes 
occupancy growth to a record 77% this 
year and keeps it there in 2017. ADR 
continues to recover and is anticipated  
to see growth of 2.4% in 2016 taking it  
to a record £68 in nominal terms. In 2017 
additional ADR growth of 1.8% is forecast. 
This means RevPAR growth will be 3.4% 
this year and a further 2.3% in 2017, 
nudging RevPAR from £51 in 2015 to 
£53 in 2015 and £54 by 2017.

Occupancies continue to edge up 
Occupancy rates remain a crucial driver 
for profitability for the hotel sector. 
Regional occupancies have climbed back 
into the 70s since 2011 and have been 
creeping up since then, hitting 76%  
in 2015 and 77% in 2017. Our forecast 
for 77% this year and in 2017 would be 
the highest on record, driven partly  
by structural supply shifts towards a 
greater proportion of budget rooms. 

Slower ADR growth forecast 
With average occupancy at 76% last 
year, we can see why Provincial hotels 
continue to be able to continue drive 
price. There still remains scope for 
further recovery in ADR in real terms as 
real ADR still lags pre-recession peaks, 
however we forecast slower growth 
overall, anticipating ADR growth in 
2016 of 2.4% and in 2017 of 1.8% 
(taking it to £67 in 2015, £68 in 2016 
and £70 in 2017).

By 2017, RevPAR could be 20% 
ahead of past peaks in nominal 
terms but lag by 4.5% in real 
terms 
The structural shift towards more 
branded budget hotels also partly explains 
the growth in RevPAR. Provincial RevPAR 
is forecast to end 2017 20% ahead of 
pre-recession peaks in nominal terms but 
lag by 4.5% in real terms, a gap that has 
continued to close. Forecast growth of 
3.4% in 2016 and 2.3% in 2017 nudges 
RevPAR from £51 in 2015 to £53 in 2016 
and £54 in 2017. See Figure 5.
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UK economic prospects  
after Brexit
UK economic growth had slowed 
somewhat to around 2% before the EU 
Referendum, but the vote to leave the 
EU could lead to a significant further 
slowdown. We expect UK GDP growth  
to slow to around 1.6% in 2016 and 
0.6% in 2017 due to the increased 
political and economic uncertainty 
following the ‘Brexit’ vote. See Table 2. 

Overall, we still expect growth to remain 
positive on average in 2017, with the 
economy narrowly avoiding recession 
and starting to recover later next year  
as negotiations with the EU proceed.  
We assume here that monetary policy 
will continue to be supportive; public 
borrowing is allowed to rise in the short 
term to absorb some of the impact of 
slower growth, and that some progress 
is made during 2017 on negotiating a 
free trade deal with the EU, even though 
all the details of this are unlikely to be 
agreed until later. 

For the future outlook the key 
issue is the impact of Brexit. 
The Bank of England is clearly 
concerned over the potential 
short‑term slowdown and has 
cut interest rates to an historic 
low of 0.25%. 

Economic outlook 

Government consumption growth will 
be less affected, but is likely to remain 
moderate in line with previously 
announced plans (although these could be 
revised in November’s Autumn Statement). 
UK net exports may move in a more 
favourable direction, making a positive 
contribution to GDP growth in 2017 as 
import demand weakens and the fall  
in the pound helps exports and import 
substitutes to become more competitive. 
This should also help to moderate the 
large current account deficit, which helps 
to explain the weakness of sterling. 

Overall, our growth projections are 
broadly similar to the latest average of 
independent forecasters, which see UK 
growth falling to around 0.4% in 2017. 
But all economic projections are subject 
to particularly large uncertainties at 
present after the shock of the Brexit vote.

Consumer spending growth remained 
strong in the first half of 2016, but we 
expect a moderation in this later in 2016 
and into 2017, so that annual growth falls 
to around 1.3% next year. This reflects  
a squeeze on real earnings growth from 
a stronger pound raising import prices, 
as well as weaker employment and 
slower house price growth.

The main drag on growth will come from 
business investment, which had already 
weakened before the referendum and  
is likely to be particularly hard hit by  
the vote to leave the EU. This will be 
particularly true of foreign investment  
in commercial property and in sectors 
aimed at accessing the EU single market. 
While we assume some kind of free trade 
agreement is eventually reached with the 
EU, this will take time and (given the need 
to increase control over immigration) will 
almost certainly involve some reduction 
in access to the EU single market relative 
to the current position. Even if tariffs on 
goods are largely avoided, non-tariff 
barriers are likely to increase.

Table 2: Key projections for the UK economy

  2016 2017

Real GDP growth 1.6% 0.6%

Consumer spending growth 2.5% 1.3%

Inflation (CPI) 0.7% 1.8%

House price growth 3.1% 0.9%

Source: PwC main scenario projections. Forecasts as of August 2016.
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Europe
European growth edged ahead of that in 
the UK after strong preliminary figures 
showed year-on-year GDP growth of 
1.7% in the first quarter of 2016.

However, increased uncertainty resulting 
from the UK’s vote to leave the EU will 
also be a drag on growth around Europe. 
Our current projection is for Eurozone 
growth of 1.6% in 2016 and 1.5% in 2017.

Labour market conditions in the Eurozone 
have improved over the last year with 
the overall unemployment rate falling to 
10.1% in May, its lowest level since July 
2011. Despite this improvement, some 
countries continue to struggle with youth 
unemployment, with overall employment 
rates as high as 23.3% in Greece and 
21% in Spain.

Other markets
The US market continues its moderate 
growth trajectory sustained by steady 
improvements in employment, income and 
household spending. On the other hand, 
China’s growth is expected to slow, albeit 
remaining at a brisk 6.5% in 2016 and 2017, 
as public infrastructure spending partially 
offsets slowing business investment.

Elsewhere in emerging markets, Russia 
and Brazil continue to be bound by deep 
recessions, while India bucks the trend 
with projected growth of 7.7% this year. 
In the face of significant economic 
headwinds, global growth is expected  
to slow to 2.6% in 2016, before picking 
up again in 2017.

Inflationary challenges
Consumer price inflation (as measured 
by CPI) remained low at 0.3% in the 
year to May. The major cause of this 
persistently subdued inflation has been 
the low level of global prices for oil and 
other commodities, but unit labour cost 
growth also remained low despite the 
tightening of the labour market in recent 
years. Looking ahead, however, the 
12-month inflation rate will tend to rise 
back to target as earlier commodity 
price declines fall out of the index and 
the effects on import prices of the recent 
fall in the pound feed through. However, 
weaker demand due to the vote to leave 
the EU will offset this to some degree in 
2017 and beyond.

We are projecting an average consumer 
price inflation rate of 0.7% in 2016, 
which we have revised upwards in the 
face of the recent weakness of the pound 
and a modest recovery in oil prices since 
February. We project a gradual rise back 
to close to the 2% target rate by the end 
of 2017 as these commodity price effects 

are assumed to fall out of the 12-month 
inflation rate calculation and the effect 
of the recent fall in the pound comes 
through. But this is subject to particularly 
significant uncertainties at present due to 
the offsetting effects of the vote to leave 
on the pound and on aggregate demand.

Regional prospects
London is expected to continue to lead 
the regional growth rankings in 2016, 
expanding by around 2.2%. Most other 
regions are expected to expand at rates 
closer to the UK average of around 1.6%, 
but Northern Ireland is expected to lag 
behind somewhat with growth of 
around 1% as shown in Figure 6.

More marked slowdowns are expected 
in all regions in 2017 as the effects of  
the vote to leave the EU come through, 
though we are not projecting negative 
growth in any region in our main 
scenario. Growth in London might fall  
to just over 1% in 2017, while it could  
be close to zero in Northern Ireland.

UK outlook

1.6% 0.6%

Scotland

North West

Northern Ireland

Wales

West Midlands

South West
Southeast

East Midlands

North East

Yorkshire and 
Humberside

London

East

1.3% 0.4%

1.3% 0.3%

1.3% 0.4%

1.0% 0.2%

1.3% 0.4%

1.3% 0.4%
1.5% 0.5%

1.4% 0.4%

2.2% 1.3%

1.3% 0.3%

1.6% 0.6%
1.7% 0.6%

Eurozone

1.6% 1.5%

Sources: ONS, Eurostat, PwC analysis

Estimated 
average GDP 

growth in 2016

Estimated 
average GDP 
growth in 2017

Figure 6: UK business climate: GDP growth 2016 and 2017
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A mixed travel outlook

Inbound travel has held up to June 2016 but the economic  
slowdown will challenge the business and MICE sectors, 
although a weak pound should boost leisure markets and hotels.

2015 was a record breaking year with 36 
million visits to the UK. The number of 
visits for the year to June is 2% higher 
compared to the same period last year, 
due to a strong Q1 this year which was 
up 8% on Q1 2015, setting a new record 
for the first half of the year, according to 
official data from the ONS. Figures from 
the Tourism Alliance, show that the 
number of foreign visitors to the UK 
jumped 18 per cent in July compared 
with a year earlier. 

Where from? In terms of where visitors 
are coming from, ONS data for the first 
half of the year showed growth in most 
market groups. EU15 countries, saw 
visits up 1% on the same period last 
year, at 9.88 million and setting a new 
record for the first half of the year; 
Other EU markets saw 2.24 million 
visits, 11% ahead of the same period last 
year; Rest of Europe saw an 8% 
increase; Combined visits from Canada 
and the USA were 2%  
up for the first six months of this year 
compared to the same period last year; 
Rest of the World were 4% lower,  
but saw a strong June.

Holiday travel: The latest official 
statistics, for the last three months to 
June, show that inbound holiday visits 
are 11% down at 3.89 million, and the 
year to date is currently tracking 5% 
lower than last year but data from the 
Tourism Alliance suggested the weak 
pound is already stimulating more 
tourists to London. 

Business travel: Due to strong 
performance earlier this year, the three 
month period to June and year to date 
inbound results are higher than in 2015,  
at 3% and 4% higher respectively, according 
to data from ONS. PwC research among 
hoteliers suggests uncertainty in business 
markets is expected to impact business 
travel adversely and in illustration, pre EU 
Referendum, June saw no growth in 
business travel, compared to June 2015.

Figure 7: Sterling has fallen sharply against other major currencies

Source: PwC

GBP Exchange rate:
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Regional cities also compete for tourists: 
While business travel is likely to be 
adversely impacted by the economic 
slowdown, holidays are expected to 
increase and may see a staycation uplift. 
The government’s regional growth fund 
should help to spread the tourism 
benefits provided by London’s growth 
more widely around the Provinces. 
Among new projects to boost tourism,  
a move to allow B&Bs to sell alcohol 
without a drinks license has been 
announced. Resorts are a focus of the 
new policy and those hoping for another 
day in the sun include Blackpool which 
has completed a £100m regeneration. 

New bucket list attractions and 
experiences: Tourist attractions range 
from the reinvented Crystal Maze in 
London to Brighton’s 530ft-high British 
Airways i360 – the world’s tallest 
moving observation tower. It has been 
suggested that the tower could attract 
an extra 700,000 tourists to Brighton.

New bucket list attractions and experiences include the reinvented 
Crystal Maze in London and Brighton’s 530ft-high British Airways i360 – the world’s 
tallest moving observation tower.

Forecasts: Visit Britain’s overall forecast 
for 2016 is for around 4% more visits.  
The value of Sterling fell sharply in the 
immediate aftermath of the EU referendum 
in late June. The UK will be a cheaper 
destination for almost all inbound visitors 
for the remainder of the year and this could 
improve prospects for visitor spending 
in the coming months. 

But, security concerns could also  
sway choice negatively and political  
and economic uncertainty and falling 
corporate and consumer confidence will 
impact upcoming budgets and travel 
decisions. The US may benefit from  
the strong dollar and weak pound,  
but terrorism incidents in Europe with  
a national state of emergency in place 
until January in France; and an election 
at home may mean a wait and see policy 
prevails for the rest of 2016 and perhaps 
2017. Lower oil revenues are reported to 
have impacted high spenders from Gulf 
States and 18% fewer Russian overnight 
stays were reported in 2015 and this 
trend is expected to continue.

Tight travel budgets: Moreover, we have 
seen tightening travel budgets across some 
sectors. In July, Goldman Sachs Asset 
Management imposed a ban on all travel 
not necessarily associated with meeting 
clients and winning business. Respondents 
to our hotel survey expected that these 
forces will reduce travel demand in the 
meetings, incentives, conferences and 
exhibition market (MICE).

Staycations boost: Domestic tourism 
data to April shows business visits down 
4% to 4.7 million but holiday visits up 
8% to 11.1 million. ‘Brexit’ pinched 
holidaymakers could drive demand for 
holidays at home. But could the very 
same trend and security fears at home in 
Europe translate into a domestic vacation 
spurt across Europe as well next year?

London’s pull as a destination: 
London’s magnetism draws tourists to 
the UK thanks to its leading financial 
and business role, its attractions, 
transport links, retail offer and broad 
range of entertainment and leisure 
options. In 2015 alone, London hosted  
a record 30.5 million overseas and 
domestic overnight visits, generating 
£15 billion in expenditure. The capital 
also welcomed 280 million domestic  
day visits in 2015, generating a further  
£11.6 billion of expenditure in London2.  
For this forecast period while the weak 
pound may encourage more tourists,  
we anticipate a hotel supply imbalance 
could moderate this impact. 

2 London & Partners
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Figure 8:  Real GDP growth, revenue per available room (RevPAR) 1979-2017F and supply growth 1995-2017(f)
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Above average supply growth, especially in London, 
is expected to drag on trading.

Overview
There will be around 625,000 rooms 
open across the UK by the end of 2016 
with a further 18,000 rooms forecast to 
be added in 2017. Of this total, over 7,000 
rooms are expected to open in London in 
2017 – about the same as the combined 
2017 pipelines for Edinburgh, Manchester, 
Aberdeen, Belfast, Birmingham, 
Cambridge, Liverpool, Leeds, Glasgow 
and Bath. In total a further 11,400 
rooms are forecast to open in the 
regions. Trend wise it’s still a budget 
story with branded budget rooms 
dominating the active pipeline3.

Supply outlook

We expect net supply growth of around 
4.6 % this year and 5% next year in London 
– double the long term average over the 
period 1995-2015. 66% of hoteliers 
questioned in a recent PwC survey thought 
that above average levels of new hotel 
development in London could become a 
drag on trading in 2017 compared to 22% 
who thought it would not be an issue.

Regional net supply growth is expected 
to be more modest at about 1.7% and 
2.4% in 2016 and 2017 respectively, still 
above the long term average of 1.5% over 
1995-2015. Reflecting the slower pace,  
in the regions, 41% of those questioned 
thought over-supply could be a local issue 
in some cities whereas 38% did not.

Figure 9: Filling up with hotel rooms

Source: PwC
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PwC’s view is that an almost 5% increase  
in supply in London next year could limit 
the potential beneficial boost from more 
leisure business as a result of the lower 
valued pound. Against a weaker economic 
backdrop and softening demand a more 
cautious future investment and 
development attitude is also likely. In the 
regions there could also be an imbalance 
in supply and demand in some cities.
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18,000 new rooms set to open in UK in 2017. 
London accounts for over 7,000 of these.

London: leading the  
pipeline charge
Around half of London’s current 140,000+ 
rooms provide 4 and 5 star quality 
accommodation, with 22% categorised as 
middle market or 2 and 3 star category 
and 20% offering travellers limited 
service/budget lodging.

Over 3,000 new rooms opened in 2015 
alone, and a further 6,000 rooms could be 
added by the end of this year, although 
projects could slip into 2017. In 2017 an 
additional 7,000 rooms are scheduled to 
open their doors.

Projects likely to open in 2016 and 2017 
include 252 room, 5 star independent 
The Ned (on Poultry); Nobu Shoreditch; 
494 room Park Plaza at Waterloo;  
the second 4 star Dorsett at Aldgate,  
the second 4 star Ampersand City of 
London at Mansion House; the Park Regis 
Shoreditch and several developments at 
Leicester Square.

New concepts include a continued trend  
to private member’s clubs with the 
opening of the 5* 68 room Devonshire 
Club at Liverpool Street. The Hospital 
Club Covent Garden and The Arts Club 
Green Park opened in 2015. Soho House’s 
Ned (see above) will not be a members-
only business, however, there will be a 
member’s element with Ned’s Club 
featuring a rooftop space with swimming 
pool overlooking the City of London.

New supply openings in London show an 
average long term growth rate of around 
2.3% since 1995– see figure 9. While 2012’s 
record peak in openings remains 
unchallenged, growth continues above 
average and indeed 2017’s growth rate is 
approaching 5%. Add into this mix weak 
demand in H1 2016, brisk paced growth 
in apartments and the expansion of 
shared space such as Airbnb (where PwC 
research shows), August listings are up 
54% on the same time in 2015, and it 
adds up to a challenging volume of rooms 
for the capital to absorb each night.

Regional supply trends
Overall, in 2015 the Regions saw around 
7,000 rooms added, representing net 
supply grow of 1.5%. Net supply growth 
is forecast to reach 1.7% in 2016 and 
pick up to 2.4% in 2017 - still above the 
past 20 year average of 1.5% between 
1995 and 2015.

The regions are diverse and averages 
have limited use in painting an accurate 
picture of what’s going and how 
decelerating economic growth and 
weaker corporate demand, could impact. 
Data reveals a very wide variance in 
supply growth between regional cities.

Many cities have seen consistently high 
new supply growth over the past few years; 
others a more stop and start approach. 
Over the past five years for example, 
Newcastle has experienced almost 38% 
rooms’ growth and Sunderland 56%. 
While excellent for improved consumer 

choice and accommodation quality, trading 
problems could occur should demand and 
supply absorption get out of balance. 
Looking ahead, Edinburgh has a further 
1,222 rooms due in 2017. Another city 
with a high pipeline, but thriving economy, 
includes Manchester with 1,614 rooms 
due to open in 2017.

Budget boom continues but for 
how long?
Trend-wise it’s still a budget story and 
the boom continues, dominating the UK 
active pipeline (48%). A more sombre 
economic backdrop may possibly slow this 
trend. The next largest segment is 4 star 
hotel rooms (29% of the active pipeline).

Travelodge and Premier Inn account  
for almost half of budget bedrooms  
due to open in the next few years and 
while the Premier Inn brand leads by 
volume of new openings but, among 
others, Ibis Styles, Z Hotels, Hampton  
by Hilton, Motel One, Citizen and Moxy, 
all have plans.

Corporate and consumer uncertainty 
and a backdrop of lower regional 
economic growth is likely to impact 
demand for the hotel sector adversely 
although terrorism concerns and a weak 
pound could offset this by driving  
a resurgence in domestic travel.  
Well invested and located economy brands 
could then benefit from a flight to value.
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Hotels and the sharing economy: 
more disruption ahead
More hoteliers are now picking up  
the impact of Peer-to-peer (P2P) 
accommodation platforms on their 
bottom line and more are taking the 
threat from this segment seriously. 
Penetration of the P2P business travel 
segment and a push into the regions  
will drive further growth. More disruption 
is expected and in London, key P2P name, 
Airbnb, recorded 54% growth in listings 
this year.

Peer-to-peer accommodation is now one 
of the most established sharing economy 
sectors - we estimate that nearly £3bn of 
commerce was generated across these 
platforms in the UK alone in 2015 and this 
could rise to nearly £30bn by 2025. London 
hoteliers are at the fulcrum of this sharing 
economy, but may well wish they were not.

The attached figure highlights some key 
findings from our annual research of 
Airbnb in London.

PwC’s latest research undertaken in July 
this year shows 48,500 Airbnb listings,  
a huge 54% increase compared to the 
same day in July 2015.

· Almost all the boroughs saw supply 
growth, some significant

· Growth in inner London locations 
averaged 55% whereas the outer 
boroughs saw 50% growth

· The 3 fastest growing boroughs  
in Inner London were Lewisham, 
Lambeth and Wandsworth

· In Outer London, the 3 fastest  
growing boroughs were Bromley, 
Barking & Dagenham and Enfield

Properties key
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Figure 10: Airbnb heat map: listings by London borough

4 Inner (13) and outer boroughs (20) defined according to London Councils which represents London’s 32 borough councils plus the City of London.
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Hotels and the sharing economy: more disruption ahead

London  
snapshot

Leading P2P 
player, Airbnb, 
sees listings 
grow 54% since 
last year

31,500

2015

48,500

2016

K&C = Kensington and Chelsea 
H&F = Hammersmith and Fulham 
W&C = Westminster and CIty 

Sources: Airbnb website; PwC research

In this latest edition of our UK hotels 
forecast we present some key findings 
from our recent snapshot of leading P2P 
player, Airbnb, and highlights from a 
recent survey of hotelier’s views on the 
sharing economy. We will publish the 
full results later in 2016.

The impact of the sharing economy may 
soon be felt more keenly by hoteliers as 
players diversify and innovate. For example, 

Airbnb’s recent announcement of a move 
into the business and meetings markets 
has been strengthened by partnerships 
with American Express Global Business 
Travel, BCD Travel, and Carlson Wagonlit 
Travel which will integrate Airbnb for 
Business into their platforms and allow 
employees and travel managers to book 
stays. While sharing a property may still 
be a deal breaker for many corporate 
travel buyers, this will persuade others.
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PwC sharing economy survey: what’s changing? 
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More admit seeing demand 
impacted negatively
We can assume that platforms such  
as Airbnb will move further from pure 
shared accommodation to apartment 
rental one and will increasing impact  
a wider range of hotels. While Airbnb 
does open the market to new customer 
segments it will increasingly encroach 
on hotel accommodation particular at 
the mid tier as it also become a major 
general booking platform (taking share 
from the traditional OTAS.

Respondents of our survey seemed  
to think Airbnb posed only a low to 
moderate threat to their businesses. 
Currently, well located hotels in central 
London locations, with high service 
levels are probably the least worried 
about the threat, but a slower hotel 
trading environment and an increasing 
supply of residential apartments – many 
of which may end up on Airbnb and 
similar platforms, could change this. 
Those hotels with a non-differentiated 
product are considered most at risk.

What did our research show? Back in 2014, 
10% of hoteliers admitted they had  
seen a decrease in demand as a result  
of Airbnb activity but most thought 
sharing economy business models  
were not (yet) a significant threat to 
traditional business models. Two years 
on research revealed that more had seen 
demand impacted negatively although 
many hoteliers continue to regard 
sharing economy platforms as a low  
to moderate threat to their traditional 
business model, a view that contrasts 
with what we are seeing on the ground. 
In our research, almost 60% had not 
seen, or did not admit to seeing, new 
sharing models impacting their business 
– this compares to 79% in 2014. Hoteliers’ 
attitude could be partly because P2P is  
a stealth competitor and hoteliers find it 
hard to accurately measure the impact 
on hotel performance.

PwC sharing economy survey: 
what’s changing? 

Is regulation still an issue?

Is it only about leisure business?

Highlights from survey
• Airbnb is seen as a low to moderate threat

• Still, a quarter of respondents 
admitted they had already seen some 
impact from sharing economy models 

• Within this group four times as many 
admitted seeing demand impacted 
negatively than 2 years ago

•  A small proportion (6%) even 
admitted they had also seen revenue 
declines - compared to none in 2014

Highlights from survey
• “People still worry about standards in 

the lack of non-commercial property” 
“I question lack of branding and 
quality control”

• More regulation is needed 

• The sharing economy is raising  
standards in hospitality especially 
around consumer experience and 
personalisation

Highlights from survey
• “News that (TMCs) Amex, BCD Travel 

and Carlson Wagon Lit all signed up 
with AirBnb will lend more credibility 
to business travellers” 

PwC observations
In recent projects with London hotels we 
have noted an above average market 
impact on demand, particularly in less 
well located non-central properties, where 
an abundance of Airbnb availability exists

PwC observations
Sharing economy entrants are considering 
new forms of self-regulation, such as 
SEUK’s proposed TrustSeal scheme, to 
fight off calls for additional regulation

This will overcome some concerns over 
standards and widen usage of these 
platforms further

European Commission’s Agenda for the 
Sharing economy is broadly supportive of 
growth in the sector calling for countries to 
stop banning services outright and engage 
in constructive and proportional regulation

PwC observations
The TMC move will reassure corporates 
who remain reluctant to send staff to 
these platforms because of health and 
safety considerations and properties 
being fit for purpose

This will mean more competition for hotels 
in the business segment and possibly new 
products and less “sharing”

What does the industry currently think?
What does this mean for hotels and what could they be doing about it?  
Below we highlight the results of our research by our consulting and hotel 
teams, including the views of a cross section of 35 UK hotel chains (accounting  
for around 169,000 UK hotel rooms) polled in July. To aid comparison, we have 
focused the research results around three key questions.
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Hotels and the sharing economy: more disruption ahead
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What should hotels  
do about shared 
economy models?
The impact of and response to Airbnb 
and its equivalents will depend upon the 
type of hotel and location as well as the 
demand and supply dynamics at play. 
Responses are multiple and will differ 
by situation. However, all hotels need to 
understand not just their competitive set 
of hotels but also the shared apartment 
stock around them. Hotels could: 

1. Highlight the ‘personal and local’ 
experience more effectively, although 
it may be hard to replicate the one to 
one host:guest experience. A further 
challenge for many hotels is to get 
noticed in the first place by guests 
who are searching on the shared 
accommodation websites which will 
continue to draw growing traffic.

2. Stress the hotel’s service provision 
contrasting with the DIY element of an 
apartment stay, as well as the absence 
of minimum stay requirements.

3. Leverage their many natural assets 
in the shared economy; for example, 
providing booking, greeting, cleaning 
and access to distribution distribution 
in international markets etc. 
Managing these is often a challenge 
for the private apartment owners 
and there are a number of businesses 
now that are aggregating apartment 
stock and providing these services 
and marketing /managing 
apartments on behalf of owners.

4. Hotels can seek to defend / grow in 
this market by either offering more 
serviced apartments themselves  
(if possible) or increasing their 
‘stock’ by developing a business that 
manages and markets the private 
apartment accommodation close to 
the hotel. This can range from being 
an Agency to taking guaranteed stock.

Should a 54% increase in 
Airbnb supply in London 
make hoteliers uneasy?

5. Consider whether the maxim, ‘if you 
can’t beat them join them’, applies. 
Some independent hotels and hostels 
may find a more beneficial business 
model is to adapt to being an Airbnb 
type accommodation model (i.e. strip 
back on some of the costly hotel type 
service elements) and market through 
a shared accommodation platform.

6. Develop or acquire a shared 
accommodation platform such as Accor 
and onefinestay. This recognises the 
cultural difficulty of developing such 
a platform organically. Acquisition 
provides access to the entrepreneurial 
spirit and service innovation.



23UK hotels forecast 2017

There has been a strong correlation 
between deal activity and market 
performance growth over the last decade. 
2015 was the first time since the credit 
crunch that deal volume growth 
outweighed RevPAR growth, which 
returned to more normalised levels 
following particularly strong growth  
in 2013 and 2014.

Deal volume increased strongly in 2015  
to c. £9.3 billion, well ahead of previous 
peaks, as a result of a number of large 
portfolio transactions including the  
LRC Group C portfolio (c. £1.0bn), 
Maybourne Hotel Group (c. £1.5bn), 
Jurys Inn (c. £680m), Kew Green Hotels 
(c. £400m) and Malmaison/Hotel du Vin 
(c. £360m). Single asset transactions 
remained active, but with limited large 
prime London deals due to a lack of 
available stock coming to market. 

Significant single asset transactions in 
2015 included Holiday Inn Kensington 
Forum (c. £400m), St Ermin’s (c. £185m) 
and Ace Hotel (c. £150m) in London; and 
Gleneagles (c. £150m) in the provinces.

2016 impacted by uncertainty
2016 was forecast to be a softer year in 
terms of deal volume and RevPAR growth 
compared to 2015. However, the actual 
data for the seven months to end July 
2016 shows a more significant decline  
in deal volume than expected, primarily 
as a result of the potential Brexit impact 
on the UK investment market.

Investment levels in the period ending 
July 2016 (at c. £2.1bn) were almost 70% 
down on the levels in the equivalent 
period ending July 2015, as many 
investors held back investing until the 
outcome of the referendum was known.

Deal talk 
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Figure 11: UK Hotel Deal Volume

Source: Dealogic, HVS, PwC analysis

Significant deals that concluded in the 
first 7 months of 2016 included portfolios 
Atlas Hotels (c. £530m) and Club Quarters 
London (c. £180m); and the highest value 
single asset deals included the War Office  
hotel development, London (c. £350m),  
Hilton Wembley, London (c. £100m)  
and a 50% stake in the InterContinental 
O2, London (c. £100m). 

Some 2015 deals that were anticipated 
to conclude in early 2016, where the 
transaction appears to have been 
deferred, include portfolios Travelodge 
and Q hotels;  and London single assets 
Thistle Royal Horse Guards and 
Kensington Close Hotel.
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It is clear that the uncertainty regarding 
the EU referendum had a negative 
impact on the UK hotel investment 
market; however, the decline in 
transaction volumes was not solely 
impacted by this. A continued lack of 
available stock also resulted in lower 
investment levels as there continues  
to be a shortage of both prime London 
single assets and portfolios coming to 
the market, after a large number of 
portfolio transactions in 2015.

Where will 2016 end?
Following the EU referendum vote,  
it appears that a number of deals that 
were in progress may have potentially 
fallen through or been delayed due to 
negotiations on potential price adjustments.

Some of the significant deals which 
kicked off at the end of last year but have 
still not yet completed include Grosvenor 
House Hotel, London and Birmingham 
Hilton Metropole hotels, Rosewood 
Hotel, London, M by Montcalm  
(tech city), London and the remaining 
London collection of Shiva Hotels.

We are experiencing some heightened 
demand from investors focussing on 
fixed income assets which have proven 
to be the most resilient investments over 
the past 6 months. Prime examples of 
these types of deal include the first 
transaction following the vote to leave the 
EU, being an Asian investor acquiring  
a Travelodge in Kings Cross, London;  
and the subsequent acquisition of 55 
freeholds from the Grove Travelodge 
portfolio by an AIM-listed REIT.

As well as the ongoing deals from 2015 
highlighted previously, there are a 
number of other transactions currently 
rumoured in the market including the 
remaining Grove portfolio of 99 
Travelodge freeholds, the Hotel 
Collection portfolio, Doubletree Hilton 
Tower of London, Stoke Park, some 
regional Marriott and Principal Hayley 
hotels and other various regional 
(smaller) UK single hotel deals.

Impact from EU Referendum Vote

The uncertainty around the future 
growth prospects of the UK economy 
as a run up to the European Union 
referendum, and the subsequent 
outcome, had an adverse effect on 
deal volumes not only across the UK 
Hospitality market, but across the 
wider CRE market and M&A activity 
across industries as a whole.

We anticipate that uncertainty will 
remain in the UK hotel investment 
market as the UK looks to negotiate 
its exit from the European Union, 
and in particular negotiate its  
trade agreements and freedom of 
movement, which could both have a 
direct impact on the hospitality sector.

Following the Vote to Leave, the pound 
declined against the Euro and USD; 
in the short term this is expected to 
have a positive impact on the UK 
hospitality sector from both an 
operation perspective; both as the 
UK becomes a more affordable 
destination for oversees tourists,  
and less expensive relative to overseas 
destinations for UK tourists.

Whilst the private markets still 
remain cautious, there are a number 
of opportunities that have risen out 
the new post Brexit reality:

• The fall in the value of the 
sterling has boosted levels of 
interest in inbound investment 
from regions such as Asia

• The low interest rate environment 
makes fixed income investments 
(hotel leases) a very attractive 
proposition as underlying hotel 
growth performance is expected 
to flatten

We expect transaction levels to be 
relatively subdued in 2016 and 2017 in 
comparison to 2015 but expect a flight 
to good quality core hotels as risk 
premiums widen across the market.
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What to expect for 2017?
We forecast some overseas inbound 
investment to remain in 2017, albeit  
we anticipate that this may be below 
historic levels as a result of continued 
uncertainty in the real estate market, 
with some overseas investors changing 
focus to other European countries 
including Germany which is considered 
to continue to be more of a safe haven.

With a continuing stronger domestic 
investor market, there also follows a 
lesser demand for the larger portfolio 
deals that were experienced in 2015.  
We anticipate that 2017 will be made  
up on the whole of single assets  
or smaller clusters of hotel assets,  
rather than significant portfolios.

This, combined with forecast slower 
RevPAR growth across the UK, overall 
we expect 2017 deal volumes to reach 
levels slightly lower than the current 
year, at around c. £5.1bn.

Despite the current deals ongoing, in 
line with the generic commercial real 
estate market, we forecast total deal 
volume to be significantly below 2015’s 
record levels as a result of the continued 
uncertainty following the UK’s vote to 
leave the EU.

This is exacerbated by the recent, post 
EU referendum tightening of financing 
terms available from the UK clearing 
banks into real estate-backed businesses, 
with alternative financing proving to be 
a more expensive substitute.

We forecast a further c. £3.4bn of deals 
to complete by the end of the year, 
resulting in a forecast total deal volume 
of c. £5.5bn for 2016 – just exceeding 
half the prior year’s record levels.

We expect transaction 
levels to be relatively 
subdued in 2016 and 
2017 in comparison to 
2015 but expect a flight  
to good quality core hotels 
as risk premiums widen 
across the market.

Preview of Emerging 
Trends in Real Estate 
2016-17

Experts in the real estate sector 
remain positive in their outlook 
for alternative asset classes  
and hotels in particular. PwC’s 
Emerging Trends in Real Estate 
(“ETRE”) 2016 report (produced 
jointly with ULI) found that 41% 
of respondents were considering 
investing in, developing, or 
lending to, alternative real estate 
class assets. Initial findings 
from the survey for the ETRE 
2017 report (to be launched in 
Frankfurt on 3rd November 2016) 
suggest increasing levels of 
interest in alternatives and that 
much of this interest appears to 
be in student accommodation 
and hotel asset classes.

However, with the recent EU 
referendum vote, the top UK cities 
are anticipated to fall out of favour 
with the European investor 
community, compared to the 
ETRE 2016 reported rankings for 
Birmingham and London (at 6th 
and 10th position respectively).
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Where is investor appetite coming from?

2016 investment volumes have been 
more subdued as a direct result of 
EU referendum. Of the deals that 
did occur in the 7 month period to 
end July 2016, the majority of 
investors were domestic investors, 
with a decline in inbound overseas 
investors that have looked at 
alternative sectors and locations  
due to the political and economic 
uncertainty surrounding the UK.

With the weaker sterling, renewed 
appetite from overseas (particularly 
Asian) investors may be anticipated. 
However it remains to be seen if the 
currently marketed deal values will 
meet their post-EU referendum price 
discount expectations. After some 
limited market testing, we are 
currently seeing that owners that are 
not forced sellers, holding their assets 
until the current period of uncertainty 
regarding pricing stabilises.

We expect the correlation between 
RevPAR growth and deal value to 
continue over the forthcoming 
months, and as UK RevPAR growth 
is forecast to decline from 4.4% in 
2015 to 1.4% and 1.3% in 2016 and 
2017 respectively, we anticipate that 
deal pricing will also be impacted 
over the next 18 months, reflective  
of the sensitivity of hotel pricing to 
operational performance and the 
potential operating cost implication 
of the UK’s exit from the EU.

The exception to this being the 
leased investment market, which 
could see an improvement in pricing 
as investor appetite strengthens  
for fixed income assets in times  
of operational uncertainty.

The most significant type of investor  
so far in 2016 has been family offices / 
private wealth, with both the largest 
portfolio deal (Atlas Hotels) and largest 
single asset deal (War Office hotel 
development, London) having been 
acquired by family owned private 
companies. The next largest type  
of investor this year has been hotel 
operators and investors, including  
the other significant single asset deals 
(Hilton Wembley and 50% stake in  
the InterContinental O2, London).

What is noticeable is the fall in investment 
appetite by US based private equity and 
hedge funds into the UK hotel sector from 
the equivalent period in the prior year,  
due to the aforementioned market 
uncertainties. Instead we are also 
experiencing a higher demand for more 
stable fixed income assets which could 
lead to a marginal surge in insurance / 
pension fund investors directly, or by 
real estate funds with these type investor 
LPs, as a proportion of total UK hotel 
deal volumes.

Figure 12: Type of investor  
(% share, by type)

Source: Dealogic, HVS, PwC analysis, AM:PM Hotels and RCA

Figure 13: Origin of leading investors  
(% share, by region)
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Appendix 1 
Annual hotel statistics for London, 
Provinces and the UK

Actuals Forecast

2014 2015 2016 2017

London

Occupancy % 83% 82% 81% 80%

ADR (£) 139.52 142.93 141.38 141.94

RevPAR (£) 115.70 117.79 114.43 113.85

% change on previous year

Occupancy 0.5% -0.9% -1.8% -0.8%

ADR 2.7% 2.4% -1.1% 0.4%

RevPAR 3.2% 1.8% -2.8% -0.5%

Provinces

Occupancy % 75% 76% 77% 77%

ADR (£) 63.70 66.91 68.48 69.71

RevPAR (£) 47.79 50.86 52.57 53.80

% change on previous year

Occupancy 3.5% 1.0% 1.0% 0.5%

ADR 6.5% 5.0% 2.4% 1.8%

RevPAR 10.2% 6.4% 3.4% 2.3%

UK

Occupancy % 77% 77% 78% 78%

ADR (£) 84.12 87.38 88.11 89.16

RevPAR (£) 64.72 67.57 68.55 69.46

% change on previous year

Occupancy 2.7% 0.5% 0.2% 0.2%

ADR 4.7% 3.9% 0.8% 1.2%

RevPAR 7.6% 4.4% 1.4% 1.3%

Econometric Forecasts: PwC August 2016

Benchmarking Data: STR Global July 2016

Table 4: Annual hotel statistics for London, Provinces and the UK 2014–2017 (f)
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Appendix 2 
Methodology for hotel forecasts 

This section outlines in more 
detail the PwC model used  
to forecast hotel occupancy, 
Average Daily Rate (ADR) 
and Revenue Per Available 
Room (RevPAR).

Data
Our hotels dataset provided by STR 
contained ADR, hotel room supply, 
demand and occupancy on a monthly 
basis. Macroeconomic variables such  
as GDP growth, unemployment and  
CPI were obtained from the Office of 
National Statistics (ONS) and GDP data 
for key tourist markets were obtained 
from the OECD; and these were available 
on a quarterly basis. 

Econometric model
We developed a 2-stage least squares 
(2SLS) instrumental variables approach 
that projects hotel demand and price 
(ADR) using a two-stage process with 
the specifications set out in Table 5.

Advantages of our econometric 
modelling approach
For the current forecasts, we conducted  
a literature review of academic research 
and tested several model specifications  
as part of an ongoing process to improve 
model performance. Based on our 
findings we used the 2-stage least squares 
(2SLS) instrumental variables approach.

The 2SLS approach has several 
advantages, namely it does not require 
any distributional assumptions for 
explanatory variables, e.g. variables may 
take a binary or non-normal form. It is 
also computationally simple and allows 
the use of diagnostic testing procedures 
for problems such as heteroscedasticity, 
unit roots and specification error.

Forecasts
Forecasts for ADR growth and hotel 
demand were generated using PwC 
forecasts of macroeconomic variables, 
supplemented by additional forecast 
data for hotel supply for London and the 
Provinces provided by AM:PM to produce 
forecasts for occupancy rates. Adjustments 
were made to ensure the comparability  
of STR and AM:PM data and an attrition 
factor was applied to simulate periodic 
drop-offs in rooms supply. RevPAR 
forecasts were constructed using ADR, 
demand and supply forecasts.

This model was used to generate forecasts 
through to Q4 2017, and these were 
generated separately for London and  
the provinces, with forecasts for the UK 
as a whole constructed from a weighted 
average of the London and Provinces 
forecasts. These weights were generated 
using the share of London and Provinces 
hotel room demand as a percentage of 
total (London + Provinces) demand.

London Provinces

1st 
stage

Dependent variable
Growth in London hotel demand

Dependent variable
Growth in Provinces hotel demand

Explanatory variables
• Country-weighted GDP growth  

in the previous year5

• Growth in London ADR in the  
previous year

• London hotel demand in the  
previous quarter

• USD exchange rate in the  
previous quarter

• Quarterly dummies

Explanatory variables
• UK GDP growth 
• Growth in Provinces ADR in the 

previous year
• Growth in demand in the previous year
• Quarterly dummies

2nd 
stage

Dependent variable
Growth in London ADR

Dependent variable
Growth in Provinces ADR

Explanatory variables
• Growth in London hotel demand
• Quarterly dummies

Explanatory variables
• Growth in Provinces hotel demand
• Growth in Provinces ADR in the 

previous year
• Quarterly dummies

Table 5: Final specifications of the London and Provinces models

In addition, the two-stage approach 
also allows us to estimate demand and 
price separately rather than projecting 
occupancy rates directly, recognising 
that these are driven by different factors. 

However, the challenge of producing robust 
estimates using the 2SLS approach is the 
selection of “instruments” or variables 
that are sufficiently exogenous to price, 
but has an influence on hotel demand. 

Our model specifications includes 
quarterly dummies, the lag of GDP 
growth, the lag of demand, the lag of 
price growth, and the lag of exchange 
rates as instruments. Results from the 
Hansen J statistic suggest that the 
instruments are exogenous and the 
model is valid at the 5% level. 
Equally, the t-tests in the first regression 
suggest that the variables are significant 
at the 5% level. This suggests that the 
instruments are both relevant and 
independent of the dependent variable.

5 Growth weighted by GDP growth in main origin countries of London hotel guests, which include North America (US and Canada), Europe (Belgium, France, 
Germany, Ireland, Italy, Netherlands, Spain and Poland) and the UK
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occupancy levels in 2016 are expected to  decline for 
the first time since the end of the recession. Average 
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In 2017, the pace of demand growth is not expected 
to keep up with further increases in supply. As a 
result, our outlook anticipates occupancy levels to 
further decline, while average daily rates are 
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decelerating pace, driving an increase in RevPAR of 
2.9 percent, the lowest increase since the economic 
recovery began. 
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Average daily rate 
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above-inflationary 
RevPAR increase of 2.9%
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About the PwC Hospitality  
& Leisure Practice
The PwC Hospitality and Leisure practice 
provides industry-focused assurance, 
tax, consultant and deals services across 
the hospitality and leisure sector 
including hotels, travel and tourism, 
sports and leisure, betting and gaming 
and pubs and restaurants, with access  
to over 2,000 professionals worldwide 
across the network of PwC firms.

To find out more about the PwC 
Hospitality & Leisure practice visit  
www.pwc.co.uk/hospitality‑leisure

PwC can help you  
understand the implications  
of the megatrends for your 
organisation
Over the last year, we have been working 
with our clients to help them understand 
the big changes that are disrupting their 
organisations and the economy as a 
whole. We have distilled our research 
into five global shifts that we have seen 
have a major influence today and we 
believe will permeate all sectors of  
the economy and society over the next 
decade. We call these the megatrends 
– the implications of which will vary 
significantly across sectors and 
organisation types. We help our clients 
understand how the megatrends – 
 and their collisions such as the sharing 
economy – impact their organisation; 
and identify how they can best adapt 
and respond.

How can PwC help you?

PwC forecasting capabilities  
in the hotels sector 
We use econometric models for 
forecasting for our clients as well as  
for thought leadership. A few recent 
examples are: 

Hotel forecasts
We provide forecasts for hotel room 
occupancy rates and prices for the 
hospitality and leisure thought 
leadership reports. We have produced 
forecasts for the UK, for 17 other 
European cities and for six cities  
in the Middle East.

PwC’s macroeconomic consulting 
services include:
• Revenue and cost forecasting for 

business planning and budgeting
• Market attractiveness assessment
• Review of existing processes and 

advice on leading practice

Impact assessment and policy 
analysis
• Measuring economic, social,  

fiscal and environmental impacts
• Policy impact analysis
• Regulatory impact assessment

Stress testing
• Support in meeting regulatory 

stress-testing requirements 
• Scenario analysis under different 

macroeconomic assumptions

PwC’s hotel advisory deals 
services
At PwC we have advisors for every 
aspect of your business in the good times 
and through challenging economic 
environments. Our experts in all areas 
of strategic, tactical and transactional 
advice can bring to bear the full effect  
of the firm on your business.

Our in-depth sector knowledge, and 
experience global networks and 
understanding of specific issues that 
may be affecting your business, means 
we can provide the specialist knowledge 
you need. 

Our hotel advisory deals team can help 
you to meet your objectives at every step 
of the hotel value chain including:
• Acquisition 
• Asset management 
• Disposal 
• Making the right investment choice

PwC’s hotel deal advisory services 
include: 
• Lead Financial Advisory  

(for acquisitions and disposals) 
• Raising finance (debt and equity) 
• IPO advisory 
• Review of capital projects 
• Legal Advisory 
• Valuation services 
• Commercial & Financial Due Diligence 
• Operational Due Diligence  

(Pre & Post M&A) 
• Business Restructuring Services 
• Operator Search
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