Asian hotel values increase
by 6% in 2000

WITH the overall recovery well under-
way in many countries around Asia, it
does not come as a surprise that hotel
values throughout the region saw strong
growth in 2000 — but, in many instances,
values still lag behind pre-crisis levels.

This explains the ongoing exhaustive
search by investors for hotel-investment
opportunities in this part of the world.
Although many expected 2000 to be the
first year to see numerous hotel transac-
tions, this did not transpire, leaving
investors empty handed and disappoint-
ed in the restructuring process.

Practically all hotel markets in Asia
reported significant growth in demand
last year. With limited new supply, many
hotels around the region enjoyed growth
in occupancy and average room rate
(ARR) for the second consecutive year
since 1998.

The combined efforts to increase
revenue and minimise operational ineffi-
ciencies have also helped hotels to
increase their cashflows over 1999 levels.

More importantly, with limited hotel
investment opportunities available and
an increasing number of investors look-
ing for deals - together with local and
foreign debt being more readily available
— the presumed cost of funds seems to
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have decreased, resulting in hotel values
increasing last year by an average of 6%.

Kuala Lumpur topped the list, with a
staggering 23% growth while, at the other
end of the scale, Manila experienced a
decline of approximately 18% - the only
city in Asia to record a fall in values.

Singapore, Hong Kong, Shanghai,
Bali and Jakarta enjoyed double-digit
growth, while markets with little imme-
diate upside, such as Seoul and Tokyo,
experienced growth of 5% and 2%,
respectively.

With the exception of Singapore,
hotel values have increased for the sec-
ond consecutive year — but they are still
below pre-crisis levels, averaging 30%
below 1996 values.

Despite strong growth in demand,
with occupancies climbing back to pre-
crisis levels, ARR did not increase
accordingly, which means revPAR is still
lagging behind. Other revenues, com-
prising primarily F&B, conference and

banqueting income, are also falling short
of 1996 levels.

In many markets, hotel F&B outlets
are seeing increasing competition from
stand-alone restaurants, and reduced
corporate budgets have affected the
number of MICE events hosted at
hotels. Disregarding the effects of infla-
tion, hotel cashflows are, consequential-
ly, generally below pre-crisis levels.

Another important factor that drives
hotel values is the availability of funds
and the cost of capital. Although debt
has become more readily available dur-
ing the past year, it is not as abundant or
as cheap as in pre-crisis times.

The variety of debt and the number
of lenders in today’s market is not as
extensive as before, which means the
cost of debt — although decreasing -
remains higher than in 1996.

Although investors have reduced
their equity-return requirements com-
pared to 1999, they are generally seeking
higher returns than in pre-crisis times,
due to the perception of risk still associ-
ated with investing in hotels in Asia. i

Erik van Keulen is director of HVS
International Singapore.
Email: bvs.singapore@pacific.net.sg
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