India
rising
Though it remains
difficult to enter the
Indian hospitality
market, companies are
increasingly doing so —
and reaping the rewards.
By Dani Friedland,
assistant editor

P

lanning a hotel’s opening gala
is a daunting task even if you
don’t have to come up with nonalcoholic mocktails to accompany
the menu. But that was the situation
faced by staff at the Hilton Chennai in
April, thanks to a local election cycle
that brought all government business,
including the Hilton’s pending liquor
license application, to a grinding halt.
Although the partygoers didn’t
mind, the situation threw into sharp
relief some of the challenges international hotel chains face when they
enter the Indian market: Opportunity
abounds and existing supply remains
fairly low, but the bureaucracy can
make simple things complex.
Supply and demand

For India’s population of 1.2 billion
people, Jones Lang Lasalle Hotels’
Executive Vice President for India
Sudeep Jain estimates that the country
has between 120,000 and 200,000 hotel
rooms, which he says is likely less than
the number of rooms in Beijing or on
the Las Vegas strip.
In terms of branded hotel rooms,
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Hilton Chennai opened in March 2011 next to an
IT park with 10,000 employees. It was the fifth
Hilton-managed property to open in India.

Managing Director Manav Thadani
of HVS-India says the country has
between 65,000 and 70,000 — fewer
than New York or London. Hilton
Worldwide President and Chief
Executive Officer Christopher Nassetta
says the entire country has fewer hotels
than Manhattan. The comparisons
vary, but the message is clear: There is
room to grow in India.
Of course, there has been some
growth already. Last year, Thadani
says supply rose 20% to 25% in most
markets, but occupancy didn’t drop.
This year, he expects supply to rise by
10% to 15%, with occupancy following
at 5% to 7% in most places and rates
increasing 4% to 5%. “The hotel industry is looking up in India,” he says, and
predicts annual double-digit supply
growth for the next five to six years.
In fact, despite the supply growth,
in its 2011 India Hotel Valuation
Index HVS estimates that year-end
occupancy in 2010-11 will be 68% —
just 0.8% lower than the nationwide
occupancy in 2007-2008.
Several factors will fuel that growth.
“India has a powerful combination

of a substantial population, a growing middle class and a huge capacity
for business and leisure travel both
domestically and internationally,”
Nassetta says.
In fact, international tourism has
not gone up significantly. Thadani
says domestic tourism is part of what’s
driving the growth; after all, according
to HVS figures, the Indian economy is
projected to grow by about 8% in fiscal
year 2012, almost double the forecast
for the global economy.
In a country of India’s size, domestic
tourism is nothing to scoff at; Thadani
says the number of Indians who travel
domestically each year exceeds the
total U.S. population. While some
of those travelers stay with family,
increasingly he’s seeing domestic
travelers opting for a hotel. Over the
last six years or so, he’s also tracked
an increase in young couples going
away for the weekend. “It’s a very small
increase,” he says, “but none the less
that increase is there. I think going
forward that’s what’s going to start
fueling where the demand side is.”
Thadani is also watching the effect
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Vivanta by Taj in Yeshwantpur,
Bangalore, had a planned opening
date in July as of press time.

of sporting events on domestic travel.
Cricket matches in the Indian Premier
League and the Cricket World Cup,
which India co-hosted and won, both
increased hotel business. “Sporting
events historically have never generated business,” he says, but now they
seem to be doing just that.
In 10 years, Jain predicts India will
export consumers to the rest of the
world. Nonetheless, the international
market remains a factor. Raymond
Bickson, managing director and
CEO of Taj Hotels Resorts & Palaces,
says the Indian Ministry of Tourism
reported 5.58 million foreign tourist
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arrivals in 2010; that’s a 9.4% increase
over 2009 figures, and it’s better than
the global average. The UN World
Tourism Barometer predicts that
foreign tourist arrivals will rise by 9%
to 10% in the next few years as well.
“The international travel and tourism industry is currently on a recovery
path from the impact of the financial
and economic crisis of the last two
years,” Bickson says. “Companies are
likely to increase spends on corporate
travel. With expectations of healthy
salary increases within the corporate
world, discretionary spending is
expected to increase further, especially
on leisure travel.”
Brands make a mark

ROOMS
6,077
9,986

First-class

25,016

Mid-scale

22,940

Budget/economy

8,138

TOTAL SUPPLY

72,157

Source: Horwath HTL India (figures as of March 2011)

A number of international brands have
made inroads into the Indian market,
increasingly by opening their checkbooks and investing in India.
Jain says that’s a first. “Trying to
do that in a country which is probably
multimillion miles away from the
headquarters in a segment which is not
usually the choicest segment for them
says something,” he says.

Two or three years ago, Thadani
says, companies were going asset-light
in India, relying on management contracts. Now, though, companies like
Accor and Marriott are putting money
on the table. Still, most of what is in the
pipeline is management, Thadani says.
Accor, an early investor, is growing.
Carlson is also one of the fastestgrowing players in India, Thadani says.
Although companies like Marriott,
Starwood, IHG and Hilton started a
bit later, they’ve been more active in
the last few months. He also notes that
MGM Mirage and Ritz-Carlton have
a few deals signed, and he’s heard buzz
about Mandarin Oriental, W and St.
Regis coming into the Indian market.
India-based Taj Resorts Hotels &
Palaces is expanding its footprint in
first- and second-tier cities, primarily through its Vivanta by Taj and
Gateway brands, Bickson says. In
the coming financial year, Taj plans
to open properties in Yeshwanthpur,
Gurgaon, Coimbatore, Shahdara,
Srinagar, Coorg, Begumpet, Raipur
and Kolkata.
Hilton also has several of its
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Sarovar’s Hometel brand provides
modern facilities for business
travelers at affordable prices.

brands in the pipeline. “We have
approximately 20 properties in various
stages of development where we’ll
see the introduction of the Conrad,
DoubleTree and Hampton brands in
India, delivering a mix of offerings
across various market segments,”
Nassetta says. He also sees potential
for Hilton’s Waldorf Astoria brand,
provided the right location and the
right partner are found.
“Most of the luxury players are
either in or are in the process of being
brought in,” Thadani says.
Room for growth

There are both geographic and segment
opportunities in India as a whole. Jain
points out that the majority of hotel
rooms and hotel revenues are concentrated in seven metro markets (Delhi/
National Capital Region, Mumbai,
Bangalore, Chennai, Kolkata,
Hyderabad and Pune) and a handful of
resort markets (Goa, Rajasthan, Agra
and Kochi). “That leaves the rest of the
country wide open,” he says.
Regardless of geography, the existing
supply is also fairly concentrated at the
top and bottom of the market. “There
is no middle market,” Jain says. “There
is a huge opportunity there.”
Mumbai-based Sarovar Hotels &
Resorts continues to work to capture
that segment, most recently with its
economy Hometel brand. Ten Hometel
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locations are slated to open by the
end of the year, and as many as 50 are
planned for the next five years. Sarovar
says the Hometel brand is the most
profitable, and the hotels are economically friendly to build, with typical
EBITDA margins around 50%.
International companies are moving
into the perceived void, as well. “We
see opportunities in the focused-service
and mid-market segments, including
our Hilton Garden Inn and Hampton
brands,” Nassetta says, though he also
sees opportunity in the luxury and
full-service segments.
“The investments are being made in
the budget and mid-market segments,”
Thadani says, and those segments
account for the bulk of the development at present. He estimates that for
every new luxury property, seven or
eight budget or mid-market hotels open
in India.
“It’s a good sign for the Indian market,” he adds. “Historically, you would
never see that … the money’s really in
the mid-market hotel space.”
Challenges

Getting to that money, though, is not
necessarily an easy task. “The biggest
challenge in getting projects off the
ground in India is the long approval
process,” Taj’s Bickson says, and that
process can be complex and lacking in clarity. Also, different Indian

states may have different regulations.
Bickson also notes that quality
contractors can be hard to find,
given that India has really only seen
hotel construction in the last four to
five years.
Hilton has spent the last few years
establishing an operations infrastructure and building a strong development
pipeline. “For us, the pace of infrastructure and the cost of land-bank is
still not quite what we would ideally
like to see,” Nassetta says, though the
opportunities could make it worthwhile. “We have several management
and franchise agreements in place with
a core group of Indian-based developers and funds.”
Jain thinks foreign brands may
choose not to own properties in India,
because the permitting process is not
straightforward. “Buying land in India
for a hotel is a very expensive thing to
do,” he says, but there is no restriction
on a foreign brand owning land. In
fact, he says a hotel is probably the
easiest asset class for a foreign entity
that’s interested in owning Indian
real estate.
The Indian real estate situation is
very different than that in, say, China,
Thadani says. Hotel executives can fly
to China, meet local authorities, tour
20 potential hotel sites and get projects
started quickly. “In India, it’s just
the opposite,” he says, citing a lot of
“artificial barriers to entry.” Those who
already have hotels or know how to
build there will have an advantage, and
that will keep too much supply from
coming into the Indian market at one
time, leading to higher profitability in
Indian hotels than the rest of the world,
including China.
“That’s the exciting side of the story
right now,” he says. “It’s difficult to
get in, but if you break down those
barriers, ultimately you can have a very
successful model.”

