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International real estate investors have a positive outlook
on the European hospitality market for 2019
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For the 22nd edition of

the International Hotel
Investment Forum (IHIF),
Tranio conducted a joint
survey in collaboration

with the event to better
understand the level of
iNnterest for European
hospitality real estate from
across the world. Over 200
industry professionals were
surveyed in an effort to reveal
the most attractive locations
for investment in Europe
while taking account of their
budgets and strategies.

Most of survey participants
were either from or
representing UK investors,
followed by representatives
fromn Germany, Spain and
the USA. Topping the list

as the most sought after
locations for hotel real

estate investment were
Spain and Germany, based
on the data compiled. The
mMajority of participants
indicated that they or their
clients will be looking for
value-added opportunities,
backed by budgets in excess
of €10 million. A number

of respondents have also
indicated their willingness to
continue investing in hotel
real estate in 2019, rather
than liquidate their positions.


https://www.berlinconference.com/
https://www.berlinconference.com/

Demographic analysis of survey participants

The geographical origin of investors was quite diverse, with respon-
dents coming from 57 countries. Majority of investors came from the
UK (29), Germany (19) and Spain (16), however, Russian, Saudi and
Emirati presence on the European hospitality market is also evident.
The top 15 countries by representation are shown in the graph.

The results of a 2018 joint research conducted by Tranio and
MR&H (Mediterranean Resort and Hotel Real Estate Forum)
revealed that the Mediterranean region specifically is most popular

with American (44%), Russian (41.5%), and Chinese (29%) inves-
tors. Russian ranked high in both surveys, suggesting their interest
in hotel real estate in Europe remains to be great. Around 65.6% of
survey respondents come from Europe. These figures are similar to
data obtained in the CBRE “European hotels investor intentions sur-

vey 2018”, where analysts have also discovered that most of the capital
invested in European hospitality market comes from Europe (65%),
with Asia Pacific (17%) coming in second, and America (15%) follow-
ing closely.
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FIGURE 1. Geographical origin of investors
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Which European countries are most
attractive for hotel real estate investment?

When it comes to market attractiveness, Spain (55%), Germany (54%)
and Italy (42%) make up the top 3 most appealing investment desti-
nations. With a relatively stable economy and developed hospitality
markets, this should come as no surprise. Countries such as Greece,
which are experiencing a tourism boom and a rapidly growing/recov-
ering market are also becoming very popular with investors due to the
potential to obtain high returns. Similar results were gathered as part
of the Mediterranean hotel real estate market report, where partici-

pants ranked countries based on their market perspective. On average,
respondents of the Tranio and MR&H joint survey indicated that they
were likely to invest in a hospitality sector in Spain (54.5%), Greece
(54%) and Italy (25.5%).

The quantitative data obtained in the poll was also confirmed by
Tranio’s sales department. According to Marina Filichkina, Head of
Sales at Tranio “judging by the number of enquiries from our clients,
Germany, Greece, the Czech Republic, as well as Spain, Italy and
France are the most popular destinations for hotel real estate investors.
The Austrian Alps have also started to attract a lot of interest lately”

When comparing these findings to the “European cities hotel fore-

cast for 2018 and 2019” research conducted by PWC, RevPAR (Revenue

per available room per day) turned out to be the main driver and focus
of real estate investors in the hospitality market. The RevPAR rankings
indicate that Paris, Geneva and Zurich should be top picks for inves-
tors, followed by London, along with Lisbon and Porto.
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FIGURE 2. Countries in Europe most attractive for hotel investments
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Research investigating the same topic to this report—"European
Hotel Investment Survey” by Deloitte has revealed that the most attrac-

tive city for hospitality real estate investment in 2019 will most likely be
Amsterdam, closely followed by London and Paris. The similar report
by CBRE on investor intentions puts investment in the UK (35%) first

in their list with Germany (18%) and Spain (16%) way behind, round-
ing up the top 3.

This survey also reveals how the investment interest is divided
among the top 7 countries. Over half of the respondents point out that
they are already involved or are looking into hospitality properties in
Spain and Germany.

FIGURE 3. Top 7 most attractive countries for investment

Share, %
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The sum total of the results exceeds 100% because respondents could select several options each
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Primary business function

The survey asked participants to indicate their primary business func-
tion and the breakdown can be seen above. To summarise, all data
collected indicates that the market outlook is favourable, but there are
certain trends that separate the participants, such as their intentions to
either purchase or sell hotel real estate in 2019.

FIGURE 4. Distribution of survey respondents across employment
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Will you be a net buyer or seller in 2019?

The majority of those who participated in the survey indicated that
they intend to buy hotel real estate in 2019 rather than to sell.

F1GURE 5. Will you be a net buyer or seller in 2019?
Share, %

Net sellers 34%

Net buyers 66%

Almost all investors and management organisations revealed a
positive sentiment towards the market and indicate that they will be
looking to invest in European hotel real estate in 2019.

“This is what we see among our clients as well. We get several
enquiries daily from investors all over the world who are searching
for hotels which they plan to purchase to then later rent out, mostly in
Europe,” said Marina Filichkina, Head of sales at Tranio, “But, there
are not so many good offers available on the market. Hotels can give
a 4-6% income and there are very few reliable alternative instruments
in which people can invest.”
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FIGURE 6. Net buyers and sellers by primary business function

Respondents

Net buyers Net sellers
Investor, Owner 16 2
Legal 5 0
Management organisation 5 1
Hotel, Motel, Resort over 100 rooms 4 1
Hotel developer 5 2
Asset management 4 2
Consultant, Analyst 6 6
Financial organisation 1 2
Broker 5

To mitigate the difference in the number of respondents for each
occupation category a concept of overall ‘sentiment towards buying/
selling’ can be introduced to clarify the analysis results. A 34% to 66%
split can be observed with regards to the intentions (to buy or to sell),
separating the groups by their professions. In the chart below, the cal-
culated ‘normalised sentiment’ line is used to highlight the true weight
behind the (buy/sell) sentiment, thus, minimising the group size effect.
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FIGURE 7. Sentiment towards market by sector
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The ‘Others’ category makes up an important section of the sur-
veyed sample, represented by experts from: architecture and design
firms, construction companies, small hotels, education establishments,
spa retreat and other industries.

When looking at this category, for example, representatives of
the hotel industry have revealed their positive sentiment towards the
market perspectives. However, construction, architecture, engineering
professionals were mostly negative when evaluating the perspectives of
the European hotel real estate market for the upcoming year.
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Average financial level per transaction

FIGURE 8. Average level of investment

Respondents
Less than €500,000 | B
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€1,000,000-€10,000,000 [N 23
More than €10,000,000 | 7

Survey participants have also revealed their average investment bud-
gets, indicating that they were mostly interested in higher priced hospi-
tality real estate, valued at €10 million or more.
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Anticipated hold period

FIGURE 9. Anticipated hold period
Share, %
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In general, respondents said that they approach each country dif-
terently when it comes to investment hold period. According to the
results, investors interested in the Spanish and German hospitality
markets, are most likely to hold their real estate for anywhere between
3 to 7 years or to invest long-term and hold for over 10 years. This is
especially true for Germany, as well as Italy. Spain, Germany, and Italy
therefore account for the majority of answers for the >10 years option.
Almost none of those interested in the French hotel market are
willing to hold for less than 5 years. Those looking into the Greek and
Swiss markets said they would have no intention to keep their capital
tied for more than 7 years. Those interested in the Eastern European
markets claim to have no interest in holding for longer than 10 years.
A Deloitte “2018 European hotel investment survey” has also

revealed that investors will mostly be interested to hold their hotel real
estate investments for roughly 5 years or take a long-term view and
keep their investments for over 10 years or indefinitely. Of that, 30%
of respondents indicated a hold period of 5-10 years and further 40%
have claimed they will be looking to hold for 10+ years.

Anticipated hold period
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What is the most popular investment strategy when
investing in the European hospitality industry?

Most of the questionnaire respondents indicated that they will be look-
ing towards investments with higher yields followed by value-added
projects. Those figures coincide with the fact that investors are mostly
interested in markets with growth potential such as Spain, Greece and
Portugal and to a lesser extent Germany and UK as demonstrated in
the “Emerging Trends in Real Estate 2019” PWC report.

FIGURE 10. Most favoured investment strategy

Share, %

Value-add | | A
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IRR range on investment

Expected IRR (internal rate of return) was also another question
that clearly divided survey participants into separate groups. Most
respondents suggested that they would be looking at the range of 6
to 12% return and in some cases going beyond that to 18% as their
top expectation.

FIGURE 11. Minimum and maximum deal IRR levels
IRR level, %

Those figures are especially telling when pitted against the tenancy
agreement strategies that the respondents would like to see occupy
their hospitality real estate. Mostly we interviewed those that prefer
either a fixed lease or management agreement strategies.
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The most attractive type of tenure

FIGURE 12. Most preferred tenancy agreement

Share, %
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When contrasting those figures, it becomes apparent that differ-
ent IRR expectations are closely associated with the types of ten-
ancy agreements.

The survey revealed that those undertaking active management
roles expect the rate of return to be in the region of 9-12% annually.
Much lower expectations are associated with franchise and manage-
ment agreement tenancy plans with the IRR ranging from 3 to 9%.
Finally, despite being very popular among respondents, the fixed lease
is only sought to generate an IRR in the range of 3-6%.

“Most of our clients buy hotels in order to rent them to a well-
known hotel operator or management company and receive a
‘passive’ rental income.” According to Head of Sales at Tranio,
Marina Filichkina
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What are the main challenges when investing
in the European hospitality industry?

Respondents in particular singled out two issues that they regard to

be the most pressing when undertaking investment activity in Europe
hospitality sector. Over half of the respondents have identified that the
difference in property laws between countries is the most challenging
issue. High level of competition was also mentioned by 46% of respon-
dents, followed by foreign transaction costs.

FIGURE 13. Main challenges of European hospitality industry investment
Share, %
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The sum total of the results exceeds 100% because respondents could select several options each

What are the main challenges when investing in the European hospitality industry?
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Conclusion

Overall, the report has revealed that despite the commonly associated
stances real estate market players may have towards the European
hospitality sector, the outlook on investments for 2019 is generally
positive. Most investors intend to hold on to their property for longer
periods and are willing to accept lower returns if that ensures stability.
Meanwhile, other investors are closely monitoring rapidly growing
markets and are looking for value-added or risky projects that generate
high yields.

As an industry it's vital we understand investor be-
haviour and intentions as this drives all market
activity from sales, acquisitions, M&A, asset man-
agement and development. Whilst this is heavily
influenced by macro-economic factors, there are
nuances in different geographical areas, tenure

Alexi Khajavi
‘ . ' Managing Director
and type of investor which are important to under- of EMEA Hospitality ¢

stand. That Value-Add comes out of the research as ~ Travel Group, Questex

the most popular investment strategy links directly
back to the crucial role asset management plays in
the stage of the cycle we're currently in and a top-
IC that | expect to dominate conversations at IHIF.
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About THIF

The global hospitality market remains buoyant despite
economic and geopolitical uncertainty, and customer
behaviours and needs are changing. Hotel investors
are looking more than ever at new strategies as they
need to be adaptable to remain successful. Real estate
investors specialising in other asset classes are now
looking more closely at hospitality as an incubator for
new investment opportunities: there is a potential for
convergence of strategies, new thinking, new deals.

In 2019, the International Hotel Investment Forum
(IHIF) is inviting the leaders and innovators of hospi-
tality investment to build even more opportunities by
Partnering for Peak Performance.

The IHIF 2019 conference programme will look
at new growth strategies for all stakeholders, whether
they are to be found in traditional markets, emerging
destinations, improved asset management or oper-
ational strategies, or alternative lodging concepts.
Over three days, the event will bring together over
2,300 leaders of hospitality investment from 8o coun-
tries to share their expertise, meet new partners and
make deals.

www.berlinconference.com
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About the company

We are an international real estate broker that provides a tailored service to select property for

clients based on their needs. The property and service providers we select ensure profitable and

safe investments abroad. Our partner network includes 700 foreign agencies in 53 countries. We

have finalised more than 9oo transactions over 8 years of operation. Our offices can be found in

Russia, Germany, Spain and Greece.

Moscow

Ul Timura Frunze, 20, str. 3

Moscow, Russia, 119034

17 495 545-47-55
info@tranio.com

Torrevieja

Calle del Palangre, 14
03183 Torrevieja,
Alicante, Spain

+34 932 202 847
info@tranio.com

© 2019 Tranio LLC

Berlin

Potsdamer Str. 92
10785 Berlin, Germany

+49 711 26899414
info@tranio.com

Athens

Vissarionos 4
106 72 Athens
Greece

+30 211198 60 27
info@tranio.com

Munich

Centa-Herker-Bogen 82
80797 Munich, Germany

+49 711 26899414
info@tranio.com
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