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INTRODUCTION
The hotel industry continued to set 

records in the first half of 2018; even as 
revenue growth moderated, the overall 

performance exceeded expectations. 
While room revenue surged in the first half 

of the decade, growth rates since 2016 have 
softened, and expectations from industry 

participants are now consistently more modest. 
Nevertheless, rate and occupancy gains persist, 

regularly exceeding forecasts. As of mid-year 2018, 
lodging revenue is in its 100th month of expansion, 

and many of the top 25 hotel markets in the U.S. are 
steadily absorbing the growing additions of new supply.

MID-YEAR 2018

LATE CYCLE or 



U.S. Historical Operating Statistics: 1995-2017 and Quarterly Comparisons
Year Room Nights Supply % Change Demand % Change Eq. Index Occ % Change ADR % Change RevPAR % Change

1995 1,296,206,105 3,551,250 --- 840,198,343 --- --- 64.8 % --- $66.51 --- $43.11 ---

1996 1,327,378,229 3,636,653 2.4 % 857,953,667 2.1 % (0.3) % 64.6 (0.3) % 70.77 6.4 % 45.74 6.1 %

1997 1,373,655,064 3,763,439 3.5 880,383,612 2.6 (0.9) 64.1 (0.8) 74.75 5.6 47.91 4.7 

1998 1,428,239,890 3,912,986 4.0 904,625,348 2.8 (1.2) 63.3 (1.2) 78.12 4.5 49.48 3.3 

1999 1,482,967,994 4,062,926 3.8 931,878,372 3.0 (0.8) 62.8 (0.8) 80.84 3.5 50.80 2.7 

2000 1,525,108,531 4,178,380 2.8 965,098,664 3.6 0.7 63.3 0.7 85.19 5.4 53.91 6.1 

2001 1,561,252,452 4,277,404 2.4 932,657,287 (3.4) (5.7) 59.7 (5.6) 83.96 (1.4) 50.16 (7.0)

2002 1,585,818,384 4,344,708 1.6 935,753,763 0.3 (1.2) 59.0 (1.2) 82.71 (1.5) 48.80 (2.7)

2003 1,602,339,641 4,389,972 1.0 948,463,191 1.4 0.3 59.2 0.3 82.83 0.1 49.03 0.5 

2004 1,609,856,123 4,410,565 0.5 987,155,136 4.1 3.6 61.3 3.6 86.26 4.1 52.90 7.9 

2005 1,611,095,859 4,413,961 0.1 1,016,609,518 3.0 2.9 63.1 2.9 90.95 5.4 57.39 8.5 

2006 1,620,521,609 4,439,785 0.6 1,027,327,729 1.1 0.5 63.4 0.5 97.31 7.0 61.69 7.5 

2007 1,630,881,234 4,468,168 0.6 1,030,858,746 0.3 (0.3) 63.2 (0.3) 103.55 6.4 65.46 6.1 

2008 1,673,991,040 4,586,277 2.6 1,011,561,443 (1.9) (4.5) 60.4 (4.4) 106.48 2.8 64.34 (1.7)

2009 1,728,062,260 4,734,417 3.2 952,266,656 (5.9) (9.1) 55.1 (8.8) 97.47 (8.5) 53.71 (16.5)

2010 1,762,020,903 4,827,455 2.0 1,014,568,881 6.5 4.6 57.6 4.5 97.95 0.5 56.40 5.0 

2011 1,767,355,160 4,842,069 0.3 1,062,135,606 4.7 4.4 60.1 4.4 101.57 3.7 61.04 8.2 

2012 1,769,610,554 4,848,248 0.1 1,087,435,148 2.4 2.3 61.5 2.3 106.05 4.4 65.17 6.8 

2013 1,783,137,587 4,885,308 0.8 1,110,527,243 2.1 1.4 62.3 1.3 110.31 4.0 68.70 5.4 

2014 1,796,907,059 4,923,033 0.8 1,157,230,900 4.2 3.4 64.4 3.4 115.39 4.6 74.32 8.2 

2015 1,814,674,194 4,971,710 1.0 1,189,614,896 2.8 1.8 65.6 1.8 119.97 4.0 78.65 5.8 

2016 1,839,582,345 5,039,952 1.4 1,205,133,146 1.3 (0.1) 65.5 (0.1) 123.90 3.3 81.17 3.2

2017 1,869,428,066 5,121,721 1.6 1,233,203,792 2.3 0.7 66.0 0.7 126.69 2.3 83.57 3.0

Avg Annual % 

Change

1.7 % 1.7 % 0.1 % 0.1 % 3.0 % 3.1 %

YTD June 2017 920,906,687 2,523,032 --- 601,847,566 --- --- 65.4 % --- $125.97 --- $82.33 ---

YTD June 2018 938,544,708 2,571,355 1.9 % 618,890,534 2.8 % 0.9 % 65.9 0.9 % 129.34 2.7 % 85.29 3.6 %

Q1 2017 454,655,259 5,051,728 --- 277,747,241 --- --- 61.1 % --- $124.27 --- $75.92 ---

Q1 2018 463,071,869 5,145,243 1.9 % 285,231,209 2.7 % 0.8 % 61.6 0.8 % 127.37 2.5 % 78.46 3.3 %

Q2 2017 466,251,428 5,123,642 --- 324,100,325 --- --- 69.5 % --- $127.43 --- $88.58 ---

Q2 2018 475,472,839 5,224,976 2.0 % 333,659,325 2.9 % 1.0 % 70.2 1.0 % 130.02 2.8 % 91.94 3.8 %

Source: STR 
Republication or Other Re-Use of this Data Without the Express Written Permission of STR is Strictly Prohibited
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The following chart depicts operating performance for the U.S. Lodging Industry from 1995 through mid-year 2018.
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Since the end of 2017, hotel operators have reported 
strengthening business travel and improvement in group demand. 
Representatives of the major hotel companies are reporting 
notable growth in the number of leisure guests, the expansion of 
short-term corporate use of hotels, and a stronger group booking 
pace. Recently, meeting and group demand was further 
incentivized by major hotel companies through the lowering of 
group commission rates. 

The positive demand trends are anticipated to continue through 
2018. Third-quarter bookings at North American hotels in 2018 are 
stronger than last year for both the group and business transient 
travel segments, according to TravelClick. Group bookings are up 
1.3%, and business transient is up 4.7%. In average rate terms, 
group is a bit weaker; average daily rate is up 0.8%, while business 

transient ADR is up 3.9%. Participants are embracing the prospect 
of sustained revenue increases, albeit at lower levels than from 
2010 to 2015. 

Despite the steady—and in some markets, improving—occupancy 
levels, strong average rate growth remains elusive. Corporate 
business travel policies and remaining pressure from third-party 
intermediaries continue to impact hotels’ pricing power and 
contribute to low single-digit average rate growth. Nevertheless, 
mid-year room revenue exceeded the forecasts from STR  
and other industry participants, supporting expectation of  
further upside.

The following chart illustrates the inextricable influences of 
average rate and occupancy since 1998.

U.S. Occupancy, ADR, and RevPAR – 1990-2018
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In the second half of 2016, supply and demand lines momentarily 
converged, but since that time, demand has continued to exceed 
supply. The growing, and unexpected strength, of the hotel 
market in the first half of 2018 demonstrated the widening spread 
between the two forces. The gap narrows between the RevPAR 
trend line and the demand trend line, as operators are closely 
lowering average rates to maintain occupancy. Month over month 
in 2018, operators are gaining confidence, and occupancy and 
average forecasts are being revised with greater optimism.

Top markets for new hotels are New York, with over 12,800 rooms 
under construction; Orlando, with 6,900 rooms under 
construction; Dallas, with 6,600 rooms under construction; Los 
Angeles/Long Beach, with 5,400 rooms under construction; and 
Nashville, with 5,300 rooms. Other cities with large pipelines 
include Las Vegas, Houston, Denver, Washington, DC, and Seattle. 
Upper Midscale and Upscale development continues to lead the 
pipeline, representing 71% of all new rooms under construction.

The brands with the largest number of projects in Upper Midscale 
are: IHG’s Holiday Inn Express and Hilton’s Home2 Suites and 
Hampton Inn & Suites. In Upscale, the largest brand pipelines are 
Marriott’s Residence Inn and SpringHill Suites and IHG’s 
Staybridge Suites.

Hotels are again being considered as part of large mixed-use 
projects by residential and retail developers, complementing 
retail, office, and residential uses. Framed as the “living room” of 
the projects, full-service hotels are serving as the social centers in 
new communities in Atlanta, Dallas, Tampa, and Staten Island. 
Retailers are considering new hotel projects to enhance shopping 
centers and, in some cases, replace department stores. As an 
example, Simon Property Group has been including hotels in its 
projects for more than 15 years and is anticipating to add 10 more 
hotels to its retail properties over the next two years. 

The robust pipeline of new hotels in the works for the last few 
years is steadily coming to fruition. In most of the primary and 
secondary markets, new rooms are now regularly coming on line, 
with this trend expected to continue into 2019. However, the 
natural disasters in 2017 and first half of 2018 are slowing the 
planned supply growth in select major markets. As new  
supply gets absorbed, and with RevPAR growth now in the third 
year of low single digit results, the market is relatively stable. 
Investors and lenders have helped to support an improving 
transaction market and, concurrently, a moderation of the new 
supply pipeline.
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Hotels are again being considered as part of large 
mixed-use projects by residential and retail developers, 
complementing retail, office, and residential uses. 
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STR TOP 25 MARKETS
The top performing RevPAR markets in the U.S. continue to be 
dominated by New York, San Francisco, and Oahu with their high 
average rates and occupancies. Miami and Boston follow close 
behind. As of mid-year 2018, the national average hotel rate was 
$129.34. Sixteen of the top 25 markets achieved average rates 
above the national average, further demonstrating the strength of 
the hotel market. RevPAR growth was strong on a national basis 
at 3.8%. 

New supply had been a major concern in recent years. The 
following chart compares the top 25 markets by change in supply 
and the corresponding statics of changes in demand and RevPAR.

New supply continued to open in all but one of the top 25 
markets. New supply contributed to the accommodation of 
growing occupied room nights, wherein all of the markets showed 
demand growth. Nevertheless, occupancy declined in eight 
markets, and three markets showed actual average rate declines. 
While each market has its own specific influences, many of the 
markets with larger supply changes had the lowest RevPAR 
growth rates. Notable exceptions were Minneapolis, Philadelphia, 
Houston, and Washington, DC. 

Minneapolis achieved one of the highest RevPAR growth in the 
first six months, achieving low double-digit growth, as would be 
expected from hosting the NFL Super Bowl. RevPARs in Florida 
markets were also strong. Miami had an extraordinary first half, 
rebounding from the challenges of the Zika virus in 2017, and from 
travellers seeking alternatives to Caribbean destinations impacted 
by the 2017 hurricanes. 

Philadelphia was another market that benefited from the run-up 
to the Super Bowl, as football fans descended on weekends to 
boost hotel occupancy in the first quarter of 2018. Convention 
attendance was also on the upswing.

Houston also continued to be impacted by hurricane 
displacement and, in the first half of 2018, saw supply increases 
with even larger increases in demand. In the first half of the year, 
the strong demand from residual professionals associated with 
hurricane-related projects, compensated for average rate 
contraction, resulting in a strong RevPAR. The market demand is 
anticipated to contract by the end of 2018, as this hurricane 
demand dissipates.

Washington, DC’s hotel performance in the first half of 2018 is 
largely attributed to the hangover from the transitional demand 
associated with the changeover of the federal administration. 

As new supply is absorbed, average rate growth has been more 
muted than earlier in the decade. Industry participants did not 
anticipate the continued improvements in demand, and 
expectations, going forward, are positive but not overly optimistic. 
Expectations of average rate growth above the low single digit 
growth rates are thankfully embraced over the alternative  
of a downturn.
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Top 25 Markets Occupancy Percent Change – Mid-Year 2018
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SEGMENTATION ANALYSIS
Equally as important to consider as geography, is the performance 
by segment, identified in the STR Chain Scales indicated in the 
following chart for the mid-year 2018.

According to STR, unsurprisingly, 64.5% of new hotel construction 
is in the Upscale and Upper Midscale segments, representing 
select-service and extended-stay hotels with limited public space. 
This trend has been consistent throughout the current cycle. 
Concurrent with the largest increase in supply, both segments 
achieved the strongest demand growth with notable occupancy 
increases, indicating the presence of latent demand in many areas 
of the country.

Some industry professionals have speculated we are at the top of 
the cycle as the immediate pipeline for all segments continues to 
wane. STR reports the volume of rooms in construction has 

declined 2.6% in June 2018 from the prior year. However, the 
number of rooms in the planning and under contract stages 
continues to increase. The slowdown in hotel construction in areas 
affected by the natural disasters in 2017 and the first half of 2018 
has temporarily impacted the more immediate pipeline, but 
overall, supply growth is expected to peak within 2018.

The slowdown in room revenue growth since 2016 is likely to 
affect the consideration of new construction going forward.  
With construction and financing costs increasing, and room rate 
growth moderating, feasibility of new projects is likely to become 
more challenging.
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STR Chain Scales Mid-Year 2018 – Segmentation Data
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TRANSACTIONS MARKET
The first half of 2018 has been a boon for hotel buyers and sellers. 
Numerous sources, including data from Real Capital Analytics 
(RCA), indicate that transaction volume for the first half of 2018 
was solidly higher than the same period in 2017.

U.S. Hotel Transaction Volume – 2005 to 2017

Source: RCA / Cushman & Wakefield
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Hotel Investor Profile – 2013 to 2017
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As shown in the prior chart, transaction volume in the current 
cycle peaked in 2015 and declined in 2016 and 2017. In 2017, the 
hotel transaction volume of $28.3 million was almost equally 
divided between the first and second halves of the year. 
Compared to the $14.4 million in hotel sales in the first half of 
2017, hotel transactions in the first half of 2018 increased 38%, 
most notably from sales of full-service assets. This surge bodes 
well for the continuation of a strong investment market, and  
major hotel brokerage firms expect this trend to continue for the 
remainder of 2018.

RCA reports that growth of deal volume in the first half of 2018 
includes strong portfolio activity, although sales of single assets 
were also up. Investors favored full-service assets over limited-
service assets, which included portfolio transactions of full-service 

properties. The number of full-service hotel transactions increased 
10%, while the volume increased 54% as the properties sold 
included a number of large assets.

The changing composition of hotel investors has also influenced 
the stronger transaction market. Private equity continues to be 
the dominant buyer class of hotels, while the role of users and 
cross border capital has waned. In the first half of 2018, 
institutional and equity funds have pursued a greater volume of 
hotel assets relative to the same time in 2017.

The following table outlines the current investor profiles for U.S. 
hotel transactions since 2013. 
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Institutional and equity funds, and private equity continue to be 
large sellers, while REIT activity is notably less pronounced. For 
the second half of 2018, overseas investors are expected to 
continue to allocate capital to hotels. With the trend showing that 
supply is not the threat originally expected, domestic private 
equity groups and REITs are also anticipated to be more active. 
The low cost of capital and forecasted stable revenue growth are 
favourable motivators for buyers. On a macro level, as a needs-
based product similar to student housing, medical facilities, and 
senior housing, hotels are viewed as among the best opportunities 
in commercial real estate.

On a per-room basis, full-service hotel prices increased 40.0% 
from $181,000 to $254,000. The large jump in the per-room 
statistic is reflective of a number of high quality asset trades. 
Overall capitalization rates for full-service hotels declined from 
7.9% in 2017 to 7.7% in the first half of 2018. 

Limited-service hotel sales declined modestly on a per-room basis 
by 1.0% from $88,000 to $87,000. According to RCA, 
capitalization rates for this segment increased in the first half of 
2018 compared to 2017, from 9.0% to 9.2%. 

Hotel transactions continue to be concentrated on the coasts and 
in the southeast. In the first half of 2018, Manhattan hotel sales led 
the country followed by the west coast markets of Hawaii, 
Phoenix, and San Francisco, and, lastly, by the DC metro area. 
Transaction activity in these markets was driven by some 
particularly large deals, including three assets totalling $1 billion 
that were acquired by Host Hotels in March 2018. The breakdown 
of transaction volume for the first half of 2018 is outlined in the 
following graphic.

U.S. Hotel Transaction Volume
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Source: RCA/Cushman & Wakefield
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The West and Southeast continue to be the most attractive 
markets for hotel acquisitions. As seen in the following chart, 
these two markets account for almost 50% of all sales volume. 

For the first half of 2018, RCA reports overall capitalization rates 
for all hotels averaged 8.7%, a 10-basis-point decrease over the 
2017 data. Full-service hotels’ overall capitalization rates averaged 
7.7%, and limited-service hotels averaged 9.2%. The 150-basis-
point difference in the capitalization rates continues to show a 
widening spread between the two product types. The moderating 
growth in RevPAR, increasing expenses, and the possibility of a 
downturn are consistent considerations at this point in the cycle.

At the end of 2017, expectations were for a continued moderation 
in hotel transactions in 2018. To the contrary, transaction volume 
has been robust. Even as market participants bemoaned the lack 
of available attractive hotel assets for acquisition, large sales 
continued to occur. The sustained strong hotel fundamentals, a 
narrowing in the bid-ask gap, and favourable financing have 
spurred a robust run in hotel transactions for 2018.

Helping to drive the market was the sustained low cost of both 
equity and debt. Capital for hotels is truly global, with equity and 
debt being sourced from commercial and private entities in the 
U.S., Middle East, Europe, and Asia. As hotel debt pricing has 
increased in the past 18 months, interest in hotel real estate 
continues to expand with an increasing range of lenders—from 
community banks to private funds. As a result, the more 
traditional financing sources, including loans from commercial 
banks and CMBS, are being directly impacted by the increasingly 
competitive debt market.

As hotel debt pricing has increased in the past 18 
months, interest in hotel real estate continues to expand 
with an increasing range of lenders—from community 
banks to private funds. 
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CONCLUSION AND OUTLOOK
Overall, the steady positive trends in the first half of 2018 are 
providing additional confidence for owners, operators, and 
lenders. The stability of the markets and the varied and abundant 
capital continue to support transactions and development deals. 
The consistent revenue growth provides buyers and sellers with 
common revenue expectations and lower perceived risks.

Operating issues remain of concern, including immigration 
policies, labor availability, and the strength of the dollar; while on 
a positive note, the Tax Cuts and Jobs Act has started to benefit 
some real estate investments. Nevertheless, potential interest rate 
hikes, inflation, and a general economic downturn loom as 
possible dampers on the currently robust capital markets and 
performance fundamentals. We are now more than two years into 
low single-digit RevPAR growth, and industry professionals are 
reconciled to the steady, but more modest, increases as compared 
to the robust post-recessionary ramp-up noted earlier in the 
decade. Optimism about tax reform and national GDP growth 
continues to be balanced by concerns about immigration policy, 
the challenges in finding and retaining employees, international 
inbound travel, and tariff wars. Meanwhile, the face of the industry 
disrupters is shifting from Airbnb to the potential impact from 
global booking engines from platforms such as Google, Amazon, 
Facebook, and Alibaba. With steady growth in recent years, the 
industry remains confident, but aware of a possible threat of an 
economic downturn or event.

As the cycle continues to extend, industry participants are seeking 
to reap the current benefits for as long as possible.
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