Executive summary

Review of 2008 – The cracks begin to show

Last year’s survey recorded the fact that the hotel industry in Northern Ireland had its best year on record.  Of course, that was before the sudden and significant impact of the “credit crunch” and resulting global recession which began to affect parts of the industry during the latter stages of 2008.

After a very strong start to the year, the industry witnessed downward pressure on bedroom demand from September 2008 onwards, although this was by no means uniform throughout Northern Ireland.  For instance, hotels located in towns and cities along the border typically experienced an uplift in demand on account of an influx of Irish consumers seeking better value for money.  Meanwhile, hotels in the wider Belfast area experienced a softening in demand and achieved room rates due to a shift in market dynamics and an increased level of bedroom supply. 

In a nutshell, there was less demand from the corporate and inbound conference markets as the year progressed and an increase in weekend leisure traffic especially.  For a number of hotels the loss of high value mid week trade as the year progressed was only partially mitigated by increased demand from lower value, leisure related, bookings.

The key headline performance figures from the survey are:

· average bedroom occupancy rates reduced by 3.6% points over the year to an average of 69.3%.  This remains the second highest level of occupancy on record since this survey began in 1995 and is on a par with Dublin based hotels;

· the average daily room rate achieved was the best on record at £70.58 (net of VAT), an increase of 8.6% year on year;

· rooms revenue per available room (REVPAR) increased by 3.2% year on year;

· total average sales per available room reduced by 4.6%; and

· average profit before interest, depreciation and tax per available room (EBITDA) decreased by 12.3%.

While overall income driven from the sale of bedrooms (REVPAR) was ahead of 2007, this results from the strong start to the year and masks the more general downward trend in this revenue stream in the last quarter of 2008.  Importantly, total average sales per available bedroom and EBITDA decreased year on year.  There are two key reasons why this is the case.  

Firstly, there was a reduction in food and beverage sales during the year.  We know from discussions with many hoteliers that bookings for traditional Christmas party nights were not as robust in 2008 as in previous years due to the economic slowdown.  Secondly, there is evidence that the domestic day conference and meetings market weakened as the year progressed. 

The staff intensive nature of the industry is such that it is difficult to shed cost at the same rate at which revenues diminish.  It is no surprise therefore that hotel profitability took a backward step during 2008 after a number of years of growth.  The high cost of utilities and food for much of 2008 further eroded profit levels.  Even the budget hotels sector, which has traditionally argued that an economic downturn is ‘good news’ for its business model, is feeling the chill.

Despite these challenges, the industry continues to perform favourably in comparative terms.  When measured against the all Ireland and Dublin region averages, Northern Ireland based hotels performed well, especially as far as profitability is concerned:

However, this will be of cold comfort to those businesses which are finding the current economic climate particularly difficult. 

The prospects for 2009

A review of the hotel survey returns reveals differing levels of confidence regarding 2009.  On the one hand, those properties located close to the border are generally positive about their prospects for 2009 and into 2010.  In other areas, hotel managers are less confident.  The general consensus is that bedroom demand will continue to diminish, as will achieved room rates.  Early signs validate these concerns with evidence of a further reduction in bedroom demand at all categories of hotel and the emergence of ‘position creep’ within the Belfast market especially as 5 star room rates gravitate towards traditional 4 star pricing levels and 4 star hotels discount rates close to 3 star levels.  History shows us that high levels of price discounting to stimulate short term demand is counter productive and further diminishes profitability levels. 

Without doubt, 2009 will be challenging.  However, now is the time for cool heads and creative marketing initiatives.  Currently, the sterling/euro exchange rate is a significant advantage for Northern Ireland based hotels and they have got to maximise this opportunity in the short term.  The close management of operating costs, the delivery of targeted marketing and maintaining service and product standards will be the keys to ensuring the best possible performance. 

Longer term, Belfast based hotels in particular need to accept that the days of unrealistically high room rates driven by the business tourism market are probably over.  This market needs to be encouraged to return in some volume.  Over priced rooms in an increasingly competitive marketplace will not achieve that objective.  
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