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SUMMARY
■ Transaction volumes reached £5.4 
billion in 2017, 32% up on 2016 levels.

■ Overseas buyers were major drivers 
of transactional activity in 2017, with 
a shift in focus to regional markets 
supported by pricing and availability 
constraints in London.

■ Brexit bounce may be waning but 
outlook for operational performance 
remains positive for 2018. However, 
stock growth in London may generate 
some headwinds this year.

■ Maintaining and enhancing margins 
will be a key focus for operators in 
2018 with some looking to generate 
revenues from under-utilised space.  

■ Investor appetite to remain robust 
in 2018 with interest by overseas 
and institutional buyers continuing. 
The regions are to remain particularly 
attractive due to its higher returns. 

“The fundamentals supporting 
operational demand over 
the longer term, particularly 
in the face of Brexit, means 
the investor appetite for 
UK hotels is set to remain 
robust throughout 2018.”              
Martin Rogers, Hotel Agency
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Transaction volumes up 
32% in 2017... 
Total UK hotel transaction volumes 
reached £5.4 billion in 2017, exceeding 
the 2016 total by 32%, with regional 
activity accounting for 62% of total 
volumes (Graph 1).  

Much of this increased activity was 
driven by overseas investors as the 
currency play continued to heighten 
the UK's attractiveness as an 
investment destination.  As a result 
overseas buyers accounted for 51% 
of total volumes, spending nearly three 
times that deployed in 2016.  

US and European investors dominated 
activity in value terms, spending £682 
million and £763 million respectively, 
albeit this was driven by a small 
number of deals (Map 1).  For example, 
Sweden's Pandox AB (publ.) acquired 
the Jury's Inn portfolio for £680 million 
and US private equity firm Ashkenazy 
Acquisition Corporation purchased the 
JW Marriott Grosvenor House Hotel for 
£575 million.

On a deal count basis, however, 
investors from the wider Asia Pacific 
region were the most active.  Twenty 
acquisitions, with a total value of £446 
million, can be attributed to buyers 
from the region in 2017.  While Hong 
Kong investors led activity from the 
region in 2016, Singaporean investors 
picked up the mantel in 2017 spending 
£315.3 million across 15 deals.  

After a year of inactivity, Indian 
investors resurfaced in 2017, with six 
deals totalling £28.9 million.   

...driven by overseas 
activity in the regions 
It was not just who was buying that 
was different in 2017.  Where they 
were buying also saw a shift.  

Historically, London has been the 
primary focus for overseas buyers.  
While London remained a key target, 
availability and pricing pressures saw 
activity in the regions pick up.  

Close to two thirds of overseas 
investment, in value terms, was 
deployed in the regions.  Manchester 
topped the regional city ranking with 
overseas buyers accounting for 82% 
of the total £178.6 million spent in the 
city.

Institutional activity, and 
appetite, on the up
The hunt for income, particularly in the 
face of the current Brexit unknowns, 
saw increased activity by the UK 
institutions in 2017.  While largely 
focused on leased assets, acquisitions 
by this group totalled £602.6 million, 
39% higher than 2016, with deal count 
up 40%.  

Availability pressures in this part of 
the market, coupled with increased 
investor appetite, placed inwards 
pressure on prime yields.  Indicative 
prime yields for operational leases 
with strong covenants came in by 
50bps to 3.75% at the end of 2017, 
and have held at this level during the 
first few months of 2018, albeit we 
have seen transactions below this 
level on reversionary assets.  This 
downward pressure also translated 
through to fixed leases with 'unproven' 

covenants, with indicative prime yields 
coming in by 25bps to 5.5% by the 
end of the year.  

For example, the Clayton Hotel Cardiff 
was transacted by Savills at 4.85%, 
the first time Dalata's covenant had 
been traded in UK market.  This 
highlights the demand for well 
operated leased assets.  

Similarly we also saw institutional 
confidence in Travelodge return 
following robust Group operational 
performance and an upgrade in their 
Credit Rating following their 2012 CVA.  
Acquisition volumes of Travelodge 
Hotels by UK Institutions totalled 
£236.3 million across twenty deals, 
double that seen in 2016.   

Identifying 'new' 
opportunities
The appetite for fixed leases in the face 
of constrained supply is leading some 
institutional investors to look beyond 
the core hotel market for opportunities.  

Leased Serviced Apartment assets 
are piquing the interest of institutional 
investors.  Previously the domain of 
owner-operators and private equity, 
institutions are now looking at the 
sector more seriously and in greater 
numbers, subject to them getting 
comfortable with the operating partner.  

Looking beyond the institutional 
market, branded hostels and new 
hospitality 'concepts' may also offer 
new investment opportunities.  

In light of the demand fundamentals, 
supported by the growth in the global 
'youth' traveller market, the branded 
hostel segment is a relatively under 
supplied segment in the UK. From an 
investor angle, the ability to maximise 
the yield from a single room is 
particularly attractive.  So too are the 
higher margins typically associated 

Map source: Savills

MAP 1

2017 Overseas transactional activity in the UK by source region 
and country

62%  
The share of overseas buyer 

volumes that was spent in the 
regions in 2017.
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According to a report from KPMG, 
based on a survey of British Hospitality 
Association (BHA) members, an 
estimated 25% of UK hospitality 
workers are citizens from other EU 
countries.  

Anecdotal evidence suggests staff 
availability has already become an 
issue.  Recent ONS data noted that 
4.5% of total hospitality industry jobs 
are currently vacant, one of the highest 
vacancy rates across the primary 
industry segments.  

In order to tackle this operators are 
looking to technology as a potential 
way to improve efficiencies and 
margins, by effectively freeing up staff 
for more guest facing functions.   

Historically, this technology drive has 
focused on in-room gimmicks and self 
check-in desks.  This focus has now 
shifted to back-of-house functions.  
Recent examples include the use of 
laundry RFID tracking and issuing IoT 
smartwatches to employees to provide 
real-time access to existing property 
management systems.  

The post Brexit bounce 
may be starting to wane 
but outlook remains 
positive 
Operational performance for the 
UK's key tourist markets received a 
significant boost from the weak Pound 
in 2017 as it enhanced the UK's 
appeal as a tourist destination.   

During the 12-months to October 
2017, overseas tourist arrivals to the 
UK was up 7.5% compared to the 

with the segment due to its lower 
operating costs.  These features were 
not lost on Queensgate who acquired 
hostel operator and owner Generator 
Hostels in March last year for a 
reported €450 million.  

We are also starting to see the 
emergence of entirely new hospitality 
concepts.  The Student Hotel, a 
dutch brand that blurs the lines 
between a hotel, hostel and student 
accommodation, is reportedly looking 
to expand into the UK.  The flexibility 
this new concept can offer is what 
makes it particularly appealing.  In 
theory it has the potential to maximise 
revenues as it can tap into different 
user segments based on seasonal and/
or local demand.   

Maintaining margins 
will be key for 2018 and 
beyond 
This drive to maximise revenues is 
not unique to new concepts.  While 
operational performance was, on the 
whole, robust across the UK in 2017 
there have been significant headwinds 
to profitability.  Inflationary pressures, 
introduction of the Living Wage and 
the Business Rate revaluation have all 
culminated to put pressure on margins.  
This has led a number of operators to 
look at ways additional income could 
be generated from what might be 
under utilised space in their existing 
hotels.  We explore some of the options 
in the box opposite.  

Going forward, the UK's exit from the 
EU has the potential to generate a 
more structural margin issue in terms 
of staff availability and in turn costs.  

'Blurred Spaces'
Maximising revenues from 
under-utilised spaces.  

■ The pressures on margins is leading a number 
of operators to look to ways to maximise incomes 
from under-utilised spaces in their hotels.  
Emerging consumer preferences, driven primarily 
by millennial travellers, is also supporting a refocus 
on how communal spaces in hotels can be better 
used to add to the attractiveness and vibrancy of 
the hotel to guests.  

■ Much of the initial focus in this area has been 
around the food & beverage (F&B) offer.  Delivering 
an attractive F&B offer that has street frontage 
not only provides an amenity to guests it can 
also maximise revenues by pulling in trade from 
the wider catchment.  For more luxury hotels the 
premise of the destination restaurant is already 
well established, what is more interesting are those 
operators pursuing more casual dining options 
through joint ventures and/or leasing space directly 
to third-parties.  

■ Good examples of this are Grind & Co operating 
their Holborn Grind site from the ground floor of 
the Hoxton Hotel in London.  Likewise a number 
of the Village Hotels have a Starbucks, along with 
other amenities that are open to the public such as 
gym, spa and business facilities, that all generate 
additional footfall and revenue beyond the room 
element.  
 
■ The next stage in the evolution of 'blurred 
spaces' is the integration of coworking facilities.  
Coworking operators, such as WeWork, have 
acquired 3.06m sq ft of office space in London 
over the last two years, highlighting the scale of 
potential user demand.  Many hotel operators 
have been providing 'free' coworking space as 
part of their lobby areas but we may see this 
service become more official with operators 
providing dedicated desk space and concierge 
services for a fee.  Similarly, Accor announced a 
joint venture with Bouygues last year that would 
see them expand their hospitality expertise in the 
management and servicing of flexible workspaces.    

■ As the concept of coworking is relatively new it 
is difficult to ascertain the ability of hotel operators 
to tap into this potential revenue stream.  However, 
hotel operators are perhaps the best placed and 
most experienced at providing this 'service'.   

GRAPH 1

Transaction volumes and prime yield 
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same period in 2016 (full year data is not yet 
available).  Likewise, full year revenue per 
available room (RevPAR) was up 4.4% and 
12.4% in London and Edinburgh respectively, 
the major destination markets for overseas 
tourists. 

However, the latter part of 2017 did see some 
softening in occupancy on a year-on-year 
basis, albeit rates largely held, suggesting the 
'Brexit juice' may be starting to run out.  

We do not think this reflects declining 
demand as the drivers of global travel remain 
robust and the UK's appeal as a tourist 
destination continues.  Rather we are seeing 
a return to more 'normal' levels of growth as 
we move into 2018.  Yet, the development 
pipeline, particularly in London, will generate 
some operational performance headwinds 
this year.  Notwithstanding this, our outlook 
for RevPAR growth remains positive for both 
London and the regions.

to materialise in the last quarter of 2017 with 
October data (the latest available) reporting a 
16.6% increase year-on-year.  
  
Investor appetite to remain 
robust
The fundamentals supporting operational 
demand over the short to medium term, 
particularly in the face of Brexit, means 
the investor appetite for UK hotels is set to 
remain robust throughout 2018.  Overseas 
buyer activity is expected to continue with the 
regions remaining particularly attractive due 
to its higher returns.  

The real issue facing transaction volumes in 
2018 will be stock availability.  The regions 
are expected to dominate activity again this 
year due to greater availability relative to 
London, albeit even the regional markets 
could see fewer assets come to the 
market. ■

Could 2018 see a resurgence 
in corporate demand?
The corporate dominated regional markets 
may see more upside in 2018.  Domestic 
business visitor demand took a knock from 
the Brexit vote as corporates reacted to the 
uncertainty by reducing corporate travel 
to minimise costs.  For example, domestic 
business visit numbers were down 5.3% 
year-to-date as of October 2017 compared 
to the same period the previous year.  It goes 
some way to explain why more corporate 
reliant markets, such as Leeds, Bradford and 
Milton Keynes, reported RevPAR declines in 
2017.  

Corporate confidence, based on KPMG's 
CFO survey, did improve throughout the latter 
part of 2017.  Based on historical correlations 
this points to an improvement in domestic 
corporate travel during the early part of 2018 
as the correlation is typically on a nine month 
lag.  There are some early signs this started 

“2017 was a watershed year for leased investments accounting for over 
35% of total sector deal volumes.  This trend is set to continue driven by the 
weight of the capital, both domestic and overseas, coupled with a growing 
tenant pool and healthy development pipeline." Richard Dawes, Hotel Agency. 
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