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Abstract

Purpose – The purpose of this paper is to better understand the future of hotel chains by exploring the
evolving expectations of guests, potential innovations, emerging opportunities, and likely future scenarios.
Design/methodology/approach – A literature review consisting of current events, industry reports, and
recent trends is utilized to summarize and categorize the challenges and opportunities facing hotel chains.
Findings – The future of hotel chains will be driven by the convergence of an increasingly competitive
landscape, along with a diverse evolving customer base seeking out unique and individualized experiences. In
order to survive in the future hotel chains will have to: listen to and learn from guests incorporating big data
insights, go beyond segments to provide personalized services, continuously develop the brand through
signature experiences, utilize collaboration and open innovation to maintain an edge in technology and
service, and through total revenue management generate ancillary revenues and maximize guest spend.
Originality/value – This paper provides a comprehensive set of recommendations to hotel chains
highlighting opportunities related to: financing, revenue generation, personalization, and co-creation.
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The capability is there for hotel companies to continue to develop and grow in their product. And the
guest continues to be demanding, which they should, and wants to have things like technology and
advanced opportunities […] We in the hotel business are able to deliver that (Arne Sorenson, CEO,
Marriott International).

The world is witnessing tremendous growth, not only in population size, but in its burgeoning
middle classes and their discretionary income. Among the various sectors that drive the global
economy, the tourism industry is one of the fastest growing, accounting for nearly one-third of
the global services trade, one-tenth of global GDP, and one-tenth of all jobs. In 1950,
international tourist arrivals numbered only 25 million, by 2013 that number had grown to over
one billion, and with an expected annual growth rate of 3.3 percent, arrivals are expected to
reach 1.8 billion by 2030 (United Nations World Trade Organization, 2014). A highly fragmented
industry, the largest hotel chains employ over 100,000 employees in their over 6,000 hotels and
they are growing (International Labour Organization (ILO), 2010). The five leading branded hotel
companies account for over 41 percent of the global branded hotel market and have over
72 percent of the global development pipeline (Intercontinental Hotel Group, 2013). As they
continue this period of growth hotel chains will also drive revenue growth through international
expansion, innovative financial structuring, and total revenue management (RM).

Increasingly though, growth opportunities will be more complex and challenging for hotel chains.
The one-size-fits-all approach will give way to a more unique personalized experience. Guests are
becoming more diverse, both demographically and in their expectations (Yeoman et al., 2016).
Globally, an exploding middle class in emerging nations will necessitate brand restructuring to
accommodate a more diverse customer base. Millennials, already a significant percent of the
global workforce are, more so than previous generations, social beings that crave instant
satisfaction, exploration, and smart spending (Ernst & Young (EY), 2014). To meet the challenges
raised by changing expectations in customers, hotel chains will have to master the collection and
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analysis of big data to understand the impact of those changes. Moreover, to find new and
innovative ways to respond to those changes, hotel chains will need to master the wisdom of the
crowd, and open themselves up to innovation using knowledge available from external partners in
order to create new differentiated personalized experiences.

In order to sustain and grow their competitive position in the future hotel chains will have to: listen
to and learn from guests incorporating big data insights, go beyond segments to provide
personalized services, continuously develop the brand through signature experiences, utilize
collaboration technologies and open innovation to maintain an edge in their service experiences,
and, through total RM, generate ancillary revenues and maximize guest spend. In this paper we
explore the evolving expectations of guests, the drivers of change in the lodging industry,
potential innovations, emerging opportunities, and likely future scenarios.

Staying competitive

Even during periods of rising revenues, hotel chains must be vigilant in protecting against profit
erosion. Globally the pace of hotel openings is expected to pick up, potentially leading to decreased
performance. With investors increasingly focused on purchasing better assets, and a more limited
supply of assets projected to become available in core markets, competition is anticipated to heat
up, with investments shifting to secondary markets (Jones Lang LaSalle (LaSalle), 2014).

Online travel agencies and internet consolidators will continue to play a strong role in the market
(Oskam and Zandberg, 2016), charging substantial commissions. Further challenging hotel
chains negotiating position is the recent consolidation within the industry. While industry analysts
predict that the acquisitions would not have an impact on consumer prices, they do believe it will
give hotel chains less leverage in negotiating hotel rates and commissions, potentially challenging
growth in hotel revenues (Tuttle, 2015). Threats also exist from industry disruptors (Oskam and
Boswijk, 2016; Richard and Cleveland, 2016). Since its founding in 2008, Airbnb has grown to
over 800,000 listings in 600 cities across 190 countries, serving 17 million guests (Perez, 2014).
One study found that in one market for every 10 percent increase in Airbnb listings, hotel revenue
was reduced by 0.37 percent (Zervas et al., 2014). As the web enables growth in an increasingly
collaborative economy, the challenge for hotel chains is how to innovate and adapt to
accommodate this collaborative technology.

To successfully confront these challenges, hotels chains will have to be aggressive in their
methods of financing their growth and maximizing their profitability: seeking out new funding
structures, generating revenue through expansion into growth markets, maximizing revenue and
profitability via total RM, and striving to maintain differentiated personalized products and services
(Perez, 2014).

Financing the future

The existence of real estate investment trusts (REITs) and private equity (PE) funds has led to
changes in the ownership structure within hotels. Hotel REITs carry with them advantages such
as high liquidity, lower risk, and higher returns (Fresnel, 2009). Among Marriott’s over 3,800
hotels, for example, a portfolio estimated at $150 billion, almost all are owned by either REITs, PE
or large investors. Nikhil Bhalla of FBR Capital Markets justifies the shift toward REITs by noting
that “Real estate comes with a lot of debt, and that causes variables in the bottom line […] When
you do what Marriott does you do away with that risk, and your revenue comes straight from the
top line” (Touryalai, 2013). Hotel chains utilizing REITs have accelerated property sales, in most
cases leasing the sold property through long-term management contracts. Shareholders benefit
from this arrangement through share buybacks and dividends resulting from the property sales
(ILO, 2010). PE capital raises, invests and manages funds directly in companies, typically
expecting higher rates of return from their investments than the stock market. PE funds are
typically focused on short-term investments (three to five years), buying out a company,
developing it, then bringing the company public or selling it (ILO, 2010).

In the past five years, post-recession in the USA, hotel investments have grown substantially with
global hotel transactions projected to reach nearly $50 billion. In 2012 alone, the largest net
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buyers were PE funds, utilizing almost $7 billion in capital for hotel investments. REITs and PE
buyers together comprised almost 70 percent of the total acquisition volume in the Americas
(LaSalle, 2014). Driven by higher revenues and earnings over the past few years there are more
lenders in the market today, with financing available for a more diverse set of projects. The
perception exists that the bank market has become much more comfortable with hotels,
especially branded hotels, offering higher loan-to-value ratios than could be obtained after the last
recession (Hoisington, 2015; Mayock, 2015). Risks still exist though. Globally hotel openings are
gaining pace, and an increasing supply pipeline is expected which could limit the performance of
investments. In emerging markets, PE firms exiting investments may face challenges in identifying
investors, pushing the firms to exit via an IPO or REIT (LaSalle, 2014).

Targeting growth markets

We have courtside seats at the global economy (Frits van Paasschen, CEO, Starwood Hotels and
Resorts Worldwide).

With an expected annual growth rate of 3.6 percent the world GDP is expected to swell to $90
trillion by 2020, a 40 percent increase from 2010. While mature economies currently represent
two-thirds of the global GDP, by 2020 that proportion is expected to drop to 58 percent, as
developing and emerging economies continue to contribute to a higher percent of world GDP
growth (Harris et al., 2011). The growth in hotel investment will also shift to developing and
emerging economies. Relative to mature economies, key countries in Latin America, the Middle
East, and Asia will register disproportionate growth over the next decade, driven by the
attractiveness of economic growth, technology transfer, and an investment in infrastructure
(LaSalle, 2014).

In Latin America, “approximately 430,000 new rooms dispersed across more than 200 emerging
markets in the region could be required throughout the next decade, representing a 65 percent
increase over a 10-year period” (LaSalle, 2014, p. 12). Brazil represents the largest opportunity in
this region, driven by home-grown demand and real GDP per capita increases ($11,000 in 2010
to $15,000 in 2020), although potential risks include: a restrictive financing environment, a
bureaucratic business environment, and insufficient infrastructure. Columbia, Chile, and Peru also
represent opportunities as dynamic growth opportunities, driven by interest from intra-regional
investors based on economic growth projections, macroeconomic stability, and improving
business environments (Harris et al., 2011; LaSalle, 2014).

In the Middle East, Dubai, Saudi Arabia, and Qatar stand out as opportunities for expansion
where there exists a disparity between supply and demand. Dubai has over 82,000 hotel rooms,
but that number will need to double by 2020 to accommodate the anticipated yearly demand of
nearly 20 million visitors. Dubai has plans in place to invest over $8 billion in new infrastructure,
including hotels, to address this imbalance in preparation for the 2020 World Expo. Saudi Arabia,
bolstered by business travel in conjunction with its oil industry, and religious tourism to its holy
cities, has a current pipeline of approximately 30,000 hotel rooms (LaSalle, 2014). Qatar is also
expected to see a boost in business travel which in addition to several projects related to hosting
the World Cup in 2022 is expected to bring the total number of rooms from 19,000 to 34,000.
Qatar has announced plans to invest a total of $20 billion in tourism infrastructure to adequately
prepare for the World Cup (Oxford Business Group, 2014).

In the Asia-Pacific region China is one of the fastest growing outbound travel markets, driven by
increasing levels of discretionary income among the middle class. Between 2000 and 2010
outbound travel increased at a compound annual growth rate of 18.5 percent (10.5-57.4 million).
Chinese tourists also have significant spending power, overtaking US tourists in 2012 as the
world’s largest spenders (EY, 2014). It is forecasted that over 40 percent of population growth in
the middle class between 2010 and 2020 will come from China alone (Harris et al., 2011).
Catering toward Chinese preferences will become even more important in the future as it is
estimated that by 2020 there will be over 200 million Chinese outbound travelers (Deloitte Touche
Tohmatsu Limited, 2011; EY, 2014).

Hotel chains that seek out expansion opportunities will ultimately have to decide how to expand,
determining the optimal mix of equity (e.g. joint venture or full ownership) and non-equity
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(e.g. management contract or franchise) modes of entry. Unlike other service sectors,
the hotel industry is capital-intensive, a potential obstacle to equity-based expansion models
(Alon et al., 2012). As a result recent international expansion by hotel chains has been driven
primarily by non-equity models of entry (Cunill and Forteza, 2010; Ivanova and Ivanov, 2014).
Frequently hotel chains need to undergo a partner selection process in which they develop
criteria for the evaluation and selection of a member hotel (Altinay, 2006). Hotel chains, in
selecting a potential partner, focus on: location, characteristics, accessibility, and overall
condition (Ivanova and Ivanov, 2015). Once a member hotel has entered into a partnership with a
hotel chain it must begin the process of realigning its marketing policies with those of the hotel
chain. Member hotels need to: adjust products to match market segmentation, align the product,
standards, service and quality with the hotel chain’s brand, revise the pricing structure, adapt to
new suppliers, distribution channels, advertising, promotional materials, human resources
policies and training (Ivanova, 2011).

Total RM

RM has evolved from a tactical, “value-adding” discipline to a strategic one, with an increasing
impact on business. According to a recent survey of RM professionals (Kimes, 2011), 28 percent
of respondents believe that RM “[will] become more strategic in nature.”Moreover, professionals
believe that RM “[will] encompass all revenue streams within the hotel,” and will likely include
budgeting and marketing into its scope (Milla and Shoemaker, 2008). The evolving roles and
scope of RM will inevitably change the relationship between RM and other components of the
hotel chain business. According to Milla and Shoemaker (2008), “some industry leaders are
talking about a fully integrated RM function that oversees the marketing, sales, pricing and
distribution functions of a hotel.”

A significant portion of RM professionals believe that the future of RM will rely more on analytical
models (Kimes, 2011). As stated by Davenport (2006), “analytics competitors are the leaders in
their varied fields – consumer products, finance, retail, and travel and entertainment among
them.” In particular, one of the future trends predicted for RM is the inclusion of customer
behavioral data into forecasts and optimizations (Bain, 2008; Kimes, 2011; Milla and Shoemaker,
2008). Social networks and big data technology are expected to become main drivers of this
trend. Social networks data and text mining can help RMmanagers better understand the market
conditions and the customer reactions to various RM strategies with respect to their competitors,
and adjust marketing and pricing accordingly (Vinod, 2013).

For hotel chains, opportunities for the future include improvements in forecasting and
optimization. Sophisticated demand forecasting and optimization models are being introduced to
RM to better account for the impact of price transparency on customer choice (Vulcano et al.,
2010). Though models considering customers’ behaviors have been studied, successful
applications of these theories are rare and more efforts are needed to transition theories to
practice. Moreover, forecasting models for cancellations, dilutions, and no-shows are far from
being mature. In addition, there are many challenges that exist for practitioners to achieve a higher
level of forecasting accuracy: the dynamic nature of RM, the unpredictable change of schedules,
the size of the problem, and the limitations of reservation systems (Chiang et al., 2007). On the
optimization side, for network RM existing approaches still rely on decomposition approaches
(Zhang, 2011).

These challenges cannot be met without proper RM systems, an advantage that hotel chains
have over independent properties. In order to sell the right product to the right customer at the
right price at the right time hotel chains must empower their RM teams with access to the right
data, and provide them with advanced RM software to analyze it (Ivanov, 2014). Truly taking
advantage of RM though, transforming the role from tactical to strategic, will require an
organizational restructuring. Hotel chains should consider centralizing RM within its own
department reporting directly to the general manager. Human resources should seek out revenue
managers with strong analytical skillsets, knowledge of RM practices (both pricing and
non-pricing) and the ability to communicate and partner with multiple stakeholders.
While large hotels may retain an onsite revenue manager, small hotels might be regionally
managed. To maximize efficiency hotel chains will need to counterbalance local knowledge with
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strategic expertise. Finally hotel chains should consider allowing RM the ability to oversee all
revenue streams within the hotel, not merely just rooms. In order to act strategically hotel chains
must revenue manage the entire property (Kimes, 2011).

Personalizing the experience

[We] need to focus more on creating a tighter or a closer relationship to [our] customers […] Not only to
mine customer data and […] create revenue opportunities from that, but to provide customers
with experiences that they want […] to be even more user-friendly, more customizable, more
personalized (Bob Iger, CEO, the Walt Disney Company; Bylund, 2015).

Hotel chains will be faced with the necessity of better understanding customers and using that
understanding to provide customers with a more personalized experience. For hotel chains
seeking to embrace the future, it is vital that they master: analyzing big data to understand their
customers beyond simple segmentation, measuring and monitoring evolving customer
expectations, and creating authentic experiences.

Beyond segments

It is imperative that hotel chains better understand their customers as unique individuals rather
than statistical groupings. The manner in which hotel chains decide to market and sell to their
customers will determine how successful they are in the future. Hotel chains can no longer afford
to assign customers into clearly defined segments as they have in the past. The ubiquity of the
internet and subsequent information transparency have made “knowing your customer” all the
more important (Yeoman, 2011a, b). The current trend of guests seeking out personalized hotel
experiences based on their unique preferences will continue and require hotel chains to
continually innovate ways to respond (Amadeus, 2010). When RM professionals were asked
what factors would drive change in the future, over 20 percent noted the necessity for more
detailed market segmentation (Kimes, 2011).

In order to deliver a more personalized service customized to the needs of the traveler, hotels will
have to rely more on the ability to collect, access, and analyze larger data sets, going past the more
traditional methods of segmenting customers to understand their needs. Cindy Estis Green (CEO,
Kalibri Labs) predicts that software will change to meet this demand. “You want to know about each
individual consumer […]. The technology has to enable this personal relationship […]. Getting to that
point is not about filling in more lines on a profile. It is about observing the consumer’s behavior while
staying in hotels, while searching for information, while talking about her experiences” (Amadeus,
2008, p. 12). Segmentation in the age of “big data” means incorporating activity-based data
(e.g. website, call center, mobile, purchase history), social network profiles and social influence and
sentiment data into analyses to enable more exact targeted marketing (Offsey, 2014).

Beyond the collection of data, and a more advanced level of analysis, guest motivations are likely
to become more complex. In one survey 71 percent of professionals agreed that by 2020
“traveler motivations will become increasingly fragmented and diverse and harder to segment into
clearly definable customer groupings” (Amadeus, 2010, p. 7). This shift to accommodating
individual’s expectations and preferences rather than market segments will impact hotels chains’
ability to both acquire new guests and continue to serve their existing guests. By collecting more
customer-specific data, and operating on a new level of “micro-segmentation,” hotels will have
the ability to better understand the preferences, motivations, and purchase decisions of their
guests. In addition they will have a greater understanding of cost of servicing and the level of
spend when targeting potential guests (Gurbuz, 2011).

In order to be successful increased data collection and more advanced analytics will have to be
paired with revised marketing techniques. The substantial variation present within existing
segments results in inefficient pricing and discount strategies. By “micro-segmenting” hotel chains
have the opportunity to better understand their target market, while simultaneously avoiding
marketing to their “anti-segments” (Offsey, 2014). It is important to identify those customers who
hotel chains cannot service profitably, would consume toomany resources, or who are less likely to
remain loyal and/or be enticed into up-sell or cross-sell opportunities (Gladstein, 2013).
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For those customers who the hotel chain identifies as valuable, marketing can encourage loyalty
by instilling a sense of “belongingness” to the hotel chain. This feeling of connectedness can be
obtained through targeted offers that speak to the customer based on their “micro-segment.”
When companies provide targeted offers consumers are more likely to make a future purchase
from the company (Infosys, 2013). Hotel chains can engage in micro-segment marketing to reach
a potential customer at the best time through the best channel. Companies can engage via
mobile devices with in-app messaging, push notifications, text messages, in addition to more
traditional methods such as e-mails and website messages (McEwen, 2016). A center of
marketing (Yeoman et al., 2016) mobile devices have become ubiquitous, and with a majority of
consumers comfortable sharing data with retailers (Infosys, 2013), a valuable opportunity to offer
targeted marketing to “micro-segmented” consumers.

Evolving customer expectations

A hotel brand can’t stand apart just by having a comfortable, reliable, clean room […]. We’re not
successful unless our guests are happy and having their expectations met and exceeded. And that
expectation today, driven by technology, is personalization (Frits van Paasschen, CEO, Starwood
Hotels and Resorts).

Modern travelers want to feel special, to have a personalized experience in which their
expectations are met and their experiences are customized to meet their needs. According to
Kimpton Hotels and Restaurants CEOMichael A. Depatie this “personalized, localized, authentic”
experience is increasingly in opposition with the “one-size-fits-all chain approach.”Moreover, this
traveler is more knowledgeable than ever thanks to the advent of ubiquitous computing and Web
2.0 driven content sharing. This knowledge translates to a greater level of expectations of service
and product offerings. As Chris Elam (Hyatt Hotels, Vice President central reservations) describes
the trend: “In the past and even today, we force the customer to deal with us at regular points.
Generally speaking that’s check-in, check-out, wake-up calls, room service, things like that.
The future will see us interact with them when they want us to […] I think everything is going to
evolve into multiple touch points based on customer desire” (Amadeus, 2008, p. 6).

More so than previous generations, Millennials seek out instant gratification, preferring fast
service over friendly service and face-to-face contact. Millennials are social beings, actively
engaging in social media, documenting and sharing their experiences online, and researching
and submitting to crowdsourced review sites such as TripAdvisor. According to Kimpton Hotels
and Restaurants CEO Michael A. Depatie Millennial customers are going to want to “to check in
on the way from the airport […] they may want to have an app to order room service […] they’re
going to want to list a review on social media, maybe stop in the lobby and do a selfie” (Trejos,
2014, p. 1). Millennials are pickier about what they spend their money on, but have the ability to
and are comfortable with last-minute purchase decisions. To win over Millennials hotel chains will
have to provide the flexibility of automated service, embrace social media, and offer access to
unique, individualized local experiences (EY, 2014).

Interacting with travelers on their terms includes not only managing service interactions with
employees, but also developing a more comprehensive reservation system. The airline industry
has already seen these enhancements, whereby a traveler cannot only book the flight, but also all
of the accompanying features such as the seat and the meal at the time of purchase. Hotel chains
have begun to pursue this path, with options such as which direction the room faces, and in
some cases floor selection available via online booking. A completely seamless integrated
experience is as of yet not available. One can imagine a future though in which every aspect of a
traveler’s hotel stay can be customized and reserved online.

Co-creating the experience

What we believe in first and foremost is listening to your guest, listening to potential customers
(Kirk Kinsell, President of the Americas, InterContinental Hotels Group).

In order to provide and market unique experiences tailored to the individual preferences of a
discerning customer, hotels chains will need to seek out new means of collecting and analyzing
the massive amount of data that is now available to them. Collecting ideas on innovations need
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not be passive nor internal but can be gathered from a diverse and talented external crowd.
Hotel chains can co-create innovative personalized experiences with not only their customers but
the entire world. According to Chesbrough (2003) “companies are increasingly rethinking the
fundamental ways in which they generate ideas and bring them to market – harnessing external
ideas while leveraging their in-house R&D outside their current operations” (p. 1). Open innovation
has been and will continue to be an opportunity for some hotel chains to reinvigorate the
innovation process, expanding it to include all stakeholders: employees, customers, brand
followers, and the general public. The benefits of open innovation are numerous, including
higher quality ideas, a greater quantity of ideas, and a reduction in cost and time to market
(Richard et al., 2015; Sloane, 2011).

Several hotel chains, including Starwood, Hyatt, and Marriott, have begun to open up
their innovation processes, partnering with the crowd to co-create solutions to their problems.
By engaging the crowd through massive online focus groups and establishing innovation
labs these hotel chains are centralizing and coordinating their open innovation efforts,
reaping the benefits of mass-collaboration from existing and potential customers. At Marriott’s
Innovation Lab, for example, located within Marriott’s headquarters in Bethesda, Maryland,
employees are engaging in rapid-prototyping, with ideas generated in part from the crowd
(Touryalai, 2013).

Crowdsourcing is expected to be an even more beneficial innovation technique for hotel chains
seeking to adapt to new industry trends and customer preferences. Crowdsourcing allows the
industry the ability to explore and discover innovations in a less costly, less time consuming and
less resource intensive manner (Ford et al., 2015). Crowdsourcing can assist hotel chains in
identifying new ways to expand into emerging markets while maintaining a local feel. Beyond
globalization, Crowdsourcing has the potential to improve personalization as well. Crowds can be
employed to best determine how employees should interact with customers to ensure an
authentic, unique experiences.

Conclusions

Charting the path to success in the future will not be easy for hotel chains. The opportunities
presented in this paper (inventive financing, emerging markets, total RM, thinking beyond
segments, better understanding the customer, and co-creating experiences) cannot be attained
without developing and executing a long-term strategy. Hotel chains will need to recommit
themselves to pursuing better training and technology, attaining an enhanced understanding of
their guests, creating authentic personalized experiences, maximizing all revenue streams, and
determining where and how to expand.

The opportunity to move into new markets and operate on a truly global scale will come with
several challenges. Hotel chains will have to ensure brand integrity, providing a consistent style of
service across countries, while at the same time adapting services experiences and amenities to
accommodate distinct cultures. Training and retaining staff will become critical, transferring
knowledge into new markets, developing staff skills, and adapting to new technology will all
become important success factors in entering these new and growing markets. Operating in
these new markets requires an understanding of local preferences, customs, and cultural
uniqueness (León-Darder et al., 2011).

The opportunity to better understand guests, their preferences and expectations, will also come
with its own set of challenges. A more personalized service requires gaining access and acquiring
the ability to analyze larger data sets, either in-house or via third party suppliers. Developing these
competencies will require a commitment of organizational resources and leadership support.
Co-creating solutions with guests will require a shift in organizational practices, retooling
innovation labs to look outwards for answers and embracing social media. Finally, in order to
benefit from insights obtained via larger data sets and co-creation activities organizations will
have to develop a higher level of organizational flexibility.

For all of these technological wonders though: from intelligent hotels, to mobile apps, to virtual
environments – a hotel chain must not lose sight of its brand and what differentiates it from its
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competitors. According to Best Western CEO David Kong, the real differentiator is the people,
“We all read comment cards and letters that come to us […] It’s always about people […] This
industry is called the hospitality industry for a reason. If we, for the sake of technology and
efficiency, give that up, then we’ll be like the airlines. We’ll be a commodity” (Trejos, 2014, p. 1).
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