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Political and Economic Factors
According to the Association of British Travel Agents’ (ABTA) 
Travel Trends 2015 report, the most popular overseas 
destinations in 2014 for British travellers were: Spain, France, 
Italy, the USA, Portugal, Greece, Turkey, Netherlands, Belgium 
and Ireland. Morocco, Tunisia and Poland also saw an increase 
in visits by British holidaymakers. Some of these have since 
been affected by terrorist activities and political and economic 
crises. But, despite these potential deterrents, travel and tourism 
is seeing continued growth, globally and in the UK.

Terrorism and Political Unrest

The global hospitality industry has been significantly affected 
by the activities of extremist militant group the Islamic State in 
Iraq and the Levant (ISIL) and its sympathisers. ISIL has claimed 
responsibility for multiple terrorist attacks globally and is the 
reason for many tourism no-go areas. 

ISIL has a significant presence in popular tourist destinations, 
notably Turkey, Morocco and Egypt and the Foreign and 
Commonwealth Office (FCO) advises against travel in particular 
areas. Travel Trends 2015 also refers to FCO advice against all 
but essential travel to parts of Kenya, as well as political unrest 
and violence involving tourists in Thailand, the Ebola outbreak in 
West Africa, the disappearance of Malaysian flight MH370 and 
the shooting down of MH17.

Tunisia has seen an exodus of tourists after an Islamic gunman 
killed 38 tourists in June and this has had a knock-on effect on 
the UK travel industry. Thirty-three of the victims were on TUI 
Group holidays. TUI Group, which owns Thomson and First 
Choice Travel, said that this would reduce its annual profits by 
about £20m. The company had also been hit by the economic 
crisis in Greece but business proved resilient. TUI reported a 
group profit of €49.4m for the quarter, compared with a loss of 
€5.6m in the same period last year.

The terrorist attack in Tunisia and the continuing Greek crisis are 
expected to hit Thomas Cook’s profits by roughly £25m. 

Terrorist attacks have an immediate impact on the industry and 
on tourist-dependent economies as holidays are cancelled and 
bookings are not replaced. However, historically, the effect has 
proved relatively short term.

According to Sojern’s Q2 Global Travel Insights Report, despite 
its financial troubles, Greece remains a tourist magnet. Following 
the announcement of the referendum, travel intent numbers to 
Greece declined by around 23% globally, but, by 8 July, there 
were already indications of a rebound in traveller interest. 

Conflict in Ukraine and the slowdown in the Russian economy 
reduced travel to and from Central and Eastern Europe. Again 
there are signs of a slow recovery, which is considered to be 
price dependent. Russia replaced Thailand in Sojern’s top ten 
most searched countries, possibly due to the devaluation of the 
rouble making Russia more affordable.

According to the World Economic Forum, consumer spending 
on tourism and hospitality is directly correlated with GDP 
performance, so the sector is likely to be boosted further by the 
economic recovery. 

Travel Destinations

Office for National Statistics (ONS) statistics for the first quarter 
of 2015 show visits abroad by UK residents increasing 8.9% to 
11.6 million, compared with the first quarter of 2014 and inbound 
tourism increasing 1% to 6.9 million. While visits to Europe 
increased both in terms of number of nights and expenditure, 
visits to the US declined across both categories. Nights spent in 
‘other countries’ increased 7.5%, although travellers’ expenditure 
decreased. This is partly explained by the strength of sterling. 

When familiar destinations are perceived as higher risk, the 
travel industry and its customers start looking for new ones. 
Key factors are price and availability of direct travel links. The 
removal of Air Passenger Duty bands C and D (for journeys 
over 4,001 miles) from May 2015 makes long-haul travel more 
affordable. Sporting and cultural events also raise awareness 
and interest in particular destinations.

Brave new world...
Travel and hospitality are riding high on the economic recovery. In our 
second leisure and hospitality industry update, BTG Global Advisory 
considers terrorism, political and economic unrest, investments, China’s 
leisure market, and new service delivery models transforming the sector.
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Brazil and South America generally have increased significantly in 
popularity prompted by the World Cup and the upcoming Olympics. 
British Airways has introduced direct flights to Costa Rica and 
Peru, Mexico has increased in popularity, and the relaxation of US 
travel restrictions to Cuba is already attracting tourism.

China’s Leisure Market Growth

China is a powerful force in the global leisure and hospitality 
industry. ‘The Future of Chinese Travel’ report produced by 
InterContinental Hotels Group (IHG) and Oxford Economics 
predicted that by 2020 China will be the largest source market 
for long-haul travellers and by 2023, 62% of Chinese outbound 
travel will be leisure driven. Notwithstanding China’s recent 4.4% 
currency devaluation, travel remains the number one leisure 
pursuit of its rapidly growing middle class.

China is the global leader in tourism departures and in 2014 
it overtook the US as the largest source of international travel 
spending. London is the top European destination for Chinese 
travellers. Adam Sacks, President, Oxford Economics, said: 
“History shows that destinations which improve access for 
Chinese travellers experience a significant growth premium in the 
number of arrivals.” It is an important factor in the growth of major 
Asian investment in the European travel and hospitality sector.

Chinese conglomerate Fosun International, which acquired 73.5% 
of Club Mediterranee for $1.1bn in 2014, continued to invest in 
Europe with the $140m (£91.8m) acquisition of a 5% stake in 
Thomas Cook and plans further investments in Europe and North 
America. However, the Financial Times commented that with 
Fosun’s shares trading at a 40% discount to their price in mid-
June, it may find itself under pressure to invest more in China.

Loyalty programmes are popular with Chinese travellers: China 
Lodging sells more than 85% of its room nights to its loyalty club 
members. IHG’s Hualuxe brand was developed specifically to 
appeal to Chinese travellers with the strategy of building brand 
loyalty in China.

Hotels: Investment, Consolidation and 
New Business Models
2015 is set to be a record year for foreign investment into hotels. 
According to Jones Lang LaSalle (JLL), global hotel transactions 
reached $42bn in the first half of the year. EMEA saw year-on-
year volumes increase 85% to £13.2bn, with nearly 50% of deals 
taking place in the UK where transactions are up 172% on 2014. 
JLL forecasts global hotel real estate transaction volume to 
reach $68bn in 2015.

EMEA attracted most cross-border hotel transactions, which 
amounted to US$9bn in the first half of 2015. “Portfolio sales 
are increasingly popular in EMEA and accounted for 65% of the 
total transaction volumes,” said JLL’s global CEO Mark Wynne 
Smith. “This tells us that investors are looking for scale in what’s 
becoming a very competitive market.”

The largest portfolio deal in Q2 2015 was the sale of the Maybourne 
portfolio in London to a Middle Eastern investor for US$2bn.

Single-asset transactions dominated the Asia Pacific market, 
accounting for 82% ($3bn) of total deal volume. Sovereign wealth 
funds were the most active buyers and the largest deal was the 
ADIA’s acquisition of 50% of three hotels in Hong Kong with a 
total value of around $1bn.

Consolidation and merger activity has produced new super-
brands. US private equity company Lone Star Funds is 2015’s 
most active investor in the UK, having spent over £1.2bn on 
89 hotels; these will operate under the umbrella brand Amaris 
Hospitality, which has been valued at around £1.5bn. IHG and 
Starwood are discussing the creation of the world’s largest  
hotel group. 

Chinese investment in the hotel sector is expected to continue 
apace following the scrapping of the rule that prevented buyers 
from China investing more than $100m (£64m) overseas. 
Since 2013 when Chinese conglomerate Dalian Wanda Group 
announced $1.09bn investment in the Nine Elms luxury hotel 
development in London, it has added further luxury hotel 
projects in Europe and the US. Chinese insurance conglomerate 
Anbang acquired the Waldorf-Astoria hotel for $1.95bn – the 
highest-ever price paid for a US hotel; the Sunshine Insurance 
Group purchased the Baccarat Hotel for $230m and Jin Jiang 
International Holdings Co. acquired the Louvre Hotels Group for 
about $1.2bn.

Chinese online travel agencies (OTA) total transactions for 
second quarter of 2014 are close to $10bn and Ctrip, which 
claims 41.4% of Chinese OTA outbound travel market saw  
50% growth in turnover in 2014. Ctrip and its partners launched  
online fund management platform Xieling Investment, which 
is raising RMB2.5bn ($403m) in the first phase to invest in 
overseas hotel projects.

The Shared Economy
Evolving business models within the shared economy are 
transforming the travel and hospitality industry.

Brands are utilising digital technology and data analytics to 
monitor and maintain market share through predictive pricing 
models and mobile comparison and booking apps. Customers 
are increasingly using mobile for selecting accommodation, 
booking, checking in, paying the bill, etc. High-tech, high-touch 
customer service is increasingly popular. Mobile, social and 
interactive make reputation management a key consideration. 
Reviews on sites like TripAdvisor make brands harder to 
control. Hoteliers pay commissions to online travel agencies like 
Priceline and Expedia.

Airbnb, which is experiencing record corporate sign-ups in 
2015, offers access to double the number of rooms as IHG. 
But the global chains are fighting back. Accor upgraded its 
booking system and opened it up to independent hoteliers. 
Starwood launched its new Tribute Portfolio in April, bringing 
together a collection of independent hotels and resorts, and 
on 1 September announced its intentions to expand this brand 
to Europe. Hyatt has invested in Airbnb rival Onefinestay, and 
Marriot entered into a strategic partnership with TripAdvisor.
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Online and mobile are impacting restaurants and takeaways. As 
well as being subject to practical and reputational considerations 
around online interactions and reviews, there are practical 
considerations for the home delivery sector, with revenues at 
online takeaway service Just Eat rising 54% to £107.8m in the 
first six months of the year. The group said orders rose 52% 
to 41.9m and like-for-like orders 47%. Mobile apps have a 
significant impact. Pizzas ordered via smartphones outnumbered 
those through PCs for the first time at Domino’s Pizza Group, 
which credited e-commerce for a 28% rise to £32m in half-year 
pre-tax profits. 

Reshaping the Gym Industry
According to the 2015 State of the UK Fitness Industry (SOFI) 
Report, technological innovation and enhanced consumer 
experience helped the UK health and fitness industry expand 
its gyms. Market value jumped 5.4% to £4.3bn, gyms increased 
3.3% to 6,312 and membership grew 5.8% to reach 8.78 million. 
Penetration rate nudged up to 13.7% and low-cost clubs account 
for 9% of clubs and 24% of private sector membership. However, 
Sport England’s Active People Survey records a small drop in 
the number of people participating in the fitness sector. However, 
neither of these studies covers the growing number of ‘boutique 
fitness’ studios such as BOOM Cycle which offer scheduled 
classes on a pay-as-you-go basis.

Budget gyms such as Pure, payasUgym and The Gym are 
challenging the traditional monthly contract model. According to 
Mintel, about 32% of gym users in the UK prefer to pay per visit, 
39% would like to pay a flat annual fee and 22% would like to pay 
only for the facilities they use.

There are now around 300 budget gyms in the UK and upwards 
of 20 operators. The trend intensified when Pure Gym, the UK’s 
largest operator, agreed to purchase LA Fitness. This comes in 
the wake of the proposed merger in 2014 of Pure Gym and The 
Gym Group which was withdrawn when the UK Competition and 
Markets Authority (CMA) committed to undertaking an inquiry 
into the deal. The LA Fitness acquisition has been cleared by  
the CMA.

Leisure industry retailers moved into fitness club operation in 
2015: JD Sports acquired a former fitness first site in January 
and Sports Direct acquired 23 former LA Fitness sites.

The £5 monthly membership fee at Sports Direct gyms raised 
questions over the sustainability of the ultra-low-cost model. 
Sports Direct took over its first health club in June 2015, so this 
remains to be seen.

Asda is planning a partnership with gym operator Total Fitness, 
having been granted planning permission to open its first site  
in Swindon.

Upmarket players are still attracting interest with South African 
billionaire’s Christo Weise’s investment company Brait SE’s 
purchase of 80% of Virgin Active health clubs for £682m in a 
deal that valued Virgin Active at £1.3bn. This prompted Virgin 
Active to cancel its plans for an IPO.

Hotel owners in Europe are choosing franchise agreements 
with brands rather than management agreements, according 
to property adviser CBRE. In London 3,705 bedrooms are 
scheduled to open in the next three years under franchise 
agreements. New brands launched deliberately to target the 
franchise market include Tribute by Starwood Hotels & Resorts 
and Curio by Hilton.

Restaurants and Bars
The UK restaurant and bars sector enjoyed healthy growth for 
the three months to July 2015, boosted by the rise in consumer 
confidence. However, only 50% of service industries were 
confident that turnover would increase in the next 12 months. 

London is experiencing the best growth, although the gap between 
London and the regions is narrowing, as London chains such as 
Pho, Itsu, Leon and Ping Pong chase regional opportunities.

As restaurant customers become more discerning, traditional 
fast food chains are losing customers to hipper establishments 
and US chains opening UK branches – such as premium burger 
chain Five Guys. Social media means that restaurants are more 
concerned with how their food looks. 

According to the latest CBI Service Sector Survey of 176 
hotels, bars and restaurants, 44% of service businesses are 
more optimistic than three months ago. However, fears over a 
low availability of professional staff rose from 15% to 23% of 
businesses. Half of the respondents expressed concern that 
growing competition could limit growth in 2016. 

Pubs, including gastro pubs, face competition from casual 
dining. “While the overall eating and drinking out market 
continues to grow steadily, it is the growth of branded restaurant 
chains, especially outside of London that is driving the market,” 
said Peter Martin, Vice President of CGA Peach. 

Coffer Peach Tracker shows that total sales in July, which include 
the impact of new openings, were ahead 4.8% across the market. 
Restaurant chains contributed a 9.2% total sales increase against 
July 2014, with a 12.3% increase outside the M25.

While pub chains Marston’s and Mitchells & Butlers, which 
includes Harvester and Toby Carvery, are scaling back 
openings, sales for casual dining groups are up by 8% nationally 
year on year and 11% outside the M25, while managed pubs 
showed a sales increase of only 1%.

Pubs are adapting their offerings in response to the demand for 
craft beers.

The introduction of the national living wage requiring employers 
to pay workers aged over 25, £7.20 an hour from April 2016, 
rising to £9 an hour by 2020, is likely to affect hotels, restaurants 
and bars that regularly employ low-paid workers. In a statement 
to the stock market, Whitbread, the owner of Premier Inn and 
the Costa Coffee brand said it was developing plans to deal with 
a substantial cost increase with a combination of productivity 
improvements, boosted by investment in systems and training, 
efficiency savings and some selective price increases. However, 
there were no plans to cut jobs.
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Ongoing Challenges
The global and UK travel and leisure sector is evolving to meet 
changing consumer demands. Although indications are that it  
will continue to thrive, the overall challenge will be to maintain 
the momentum, notwithstanding continuing political and 
economic uncertainty. 

Ironically, despite increased automation and online interaction, 
practical challenges involve people. In the UK these include 
skills shortages and staff retention. High employee turnover in 
hospitality and tourism have resulted in the sector becoming 
58% less productive than other parts of the economy. Analysis 
by People 1st found that the hospitality and tourism workforce 
contributed £21,600 to the industry per employee, against 
£46,000 in retail, £35,000 in construction and £52,000 in 
manufacturing. A poll conducted by recruitment agency Select 
Hospitality found that 46% of responses cited shortage of skills 
as the greatest challenge, while 44% identified staff retention. 
Ongoing issues will include maintaining management and 
service standards using more automation/online interaction and 
fewer people. 
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