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What's Inside

An in-depth update to our RevPAR outlook

September Lodging RevPAR Monitor: Steady-eddie
ex-last year’s hurricane markets
Group, ex-San Fran, still soft for 2019. DC a real stinker.

Based on forward-looking observations in our internal RevPAR data analytics lab combined with
conversations with private hotel owners over the past five weeks, we have not observed any trends that we
believe will lead to material upside or downside to US RevPAR expectations for the rest of 2018. Recall that
for the first half of this year each subsequent forward looking observation was slightly better than the last and
resulted in us and companies taking up RevPAR projections modestly. However that month-to-month forward
looking improvement has subsided since July.

In-The-Quarter-For-The-Quarter (ITQFTQ) business transient and group/convention demand is stable,
though not accelerating. Last month we called out some late-summer softness in the leisure customer.
Now that we have another month of information, it seems clearer and not evidence of some counter-intuitive
downward macro trend in leisure travel that weakness is mostly isolated to the markets that experienced a
huge uptick in demand following last year’s hurricanes: Florida and Texas. The soft spot in forward RevPAR
continues to be 2019 group business, outside of San Francisco.

Our forecasts for US full-service hotels are unchanged: 4Q18 of +2-4% and full-year 2019 of +1-3%
(puts and takes described below). We believe Marriott (MAR, Hold) should come in around the low-end
of their 3Q North American guidance of +1.5-2.0% with Hilton (HLT, Buy) coming in around a similar
result (admittedly, due to the hurricane and holiday comps in the back half of September, the last two weeks
of this month are difficult to forecast and will be volatile).
• As always there are strong markets and weak markets for the forward year, usually driven by the strength/

weakness of the city-wide convention calendar and for 2019 we see (unsurprisingly) San Francisco as the
strongest major market while Washington DC looks to be the weakest. NYC looks to be weaker next year
than this year as this year’s tailwind of Airbnb rooms exiting the market dissipates whereas “real” new hotel
room supply only continues to grow. We see Chesapeake (CHSP, Hold) and Pebblebrook (PEB, NR) having
the greatest exposure to expected outperforming markets in 2019 while DiamondRock (DRH, Hold) has
the least exposure.

The stocks: While there is nothing inherently negative with lodging stocks at the moment, forward-
looking trends look to be only in-line with expectations, whereas we are more excited about cruise
stocks. Within hotels we continue to favor C-Corps over hotel REITS (we favored hotel REITS for the first
half of this year). In an environment of low RevPAR growth combined with gradually increasing wages/margin
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pressures, returns for hotel owners is a major headwind to EBITDA growth. Hotel stocks, but especially hotel REIT stocks, typically work best when there is a spark
to RevPAR growth and at this moment we are not seeing such sparks like we did earlier in the year.
• For the C-Corps, HLT and Playa Hotels (PLYA, Buy) are our favorites and for the hotel REITS, given its opportunities for self-help margin improvement, we prefer

Buy-rated Park (PK, Buy). For the rest of the hotel REITS, following the first half outperformance, we struggle to derive any material upside to the stocks even
when running pro-forma targets with 5% higher EBITDA and giving valuation multiple expansion.

• The (relatively) good news for the hotel REITS is that historically 10 (or less) years into an economic cycle these were stocks that crashed & burned. At this juncture
in our RevPAR intelligence there is nothing to suggest a late cycle “crash & burn” scenario is on the horizon over the next year. Additionally for the hotel REITs, we
do not see dividend cuts on the horizon and for 2019 many are heavily exposed (detailed below) to what will be the strongest market in the country, San Francisco.

Examining the three trends driving future RevPAR:
1. Stable, though not accelerating, In-The-Quarter-For-The-Quarter (ITQFTQ) business transient and group/convention demand trends. From December

2017 through June 2018, each subsequent month we observed forward trends (and RevPAR expectations) very gradually improve (as did the hotel companies
as evident by RevPAR raises). However since that time, comparable forward trends have stabilized and appear to be no longer accelerating. To be clear, we do
not see any conclusive evidence of deceleration for this type of customer, rather the forward trend line has stopped pointing up and is now pointing sideways.

a. In this scenario it is difficult to argue for valuation multiple expansion for the lodging stocks though expected earnings growth should be
relatively unchanged.

2. Transient leisure: Stable booking trends outside of Florida and Texas.
a. 2017 hurricane comps. As can be seen in the table below, 4Q17 RevPAR growth was helped by approx. 1.5pts from hurricane displacement and

recovery spending as well as consumers visiting US resorts as opposed to Caribbean resorts post-hurricane(s). We see this difficult comp continuing
through 2Q19. That said, Caribbean resorts have a very easy y/y comp beginning in September as will the cruise lines and timeshare companies,
especially Marriott Vacations (VAC, Buy).

.

Our 2019 forecast of +1-3%: What we are lacking in strength we are seeing in length. This cycle we never really saw the overheating and excesses (so
far) that tend to precede recessions and while we struggle to believe 2019 RevPAR growth rates will accelerate from 2018’s levels, the deceleration (baring
any shocks) is gradual.
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.

Source: STRH Research

We look at many factors when determining this 2019 RevPAR growth range, including:

1. Initial group bookings and pricing. As discussed further in this report, ex-San Francisco, US Group/Convention RevPAR (same-store, excluding new supply)
is tracking flat to slightly-negative.

2. Expectations for corporate rate negotiations. Recall that last year, corporate room rate negotiations were mostly completed before the passage of the tax
bill. Thus, we believe that hotels were unable to assume a re-acceleration of corporate demand resulting from the tax bill when negotiations commenced and it
was too late for hotels to renegotiate significant rate increases in December post-the tax bill passing. Subsequently, corporate negotiated rates are only up only
approx. 1.5-2% this year. However, we believe this year the hotel companies will have a better to position to negotiate from and 2019’s corporate negotiated
rate increases should be slightly higher than 2018’s; +2-3% would not surprise us.

a. As always, the major outstanding question on the corporate demand front for 2019 will be the amount of non-negotiated corporate volume
room nights, specifically the last-minute bookings at rack rates. In the first half of 2018, this last minute volume increase was a large reason for
RevPAR growth expectations coming up.

3. New hotel supply/competition. Whereas new supply growth will again in 2019 be approx. +2.5% for the US (approx. 50 bps. higher for top-25 markets),
US real GDP is expected to decelerate to +2.4% in 2019 from this year’s +3% prediction. This creates a small supply-demand imbalance that will make y/
y RevPAR growth acceleration challenging.

4. Y/Y comp issues. As discussed above, y/y hurricane comps are difficult through 1Q19 and this will be a headwind for the start of 2019. Secondly, 2018 benefited
from the tax reform stimulus and barring another economic stimulus, this will create a difficult comp for 2019.
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5. Government per diems for 2019 were recently announced and the hotel room per diem rate is only up 1% y/y. Government business is typically 5-10%
of hotel business, but much higher in Washington DC.

Looking at our most recent forward-looking demand and pricing observations:

3Q18
• July: July 4th shifted to a Wednesday this year from a Tuesday last year. This resulted in soft results for the month. For the month of July, we estimate that

full-service branded domestic hotels (the typical Hilton, Hyatt [H, Hold], or Marriott hotel) finished at approximately +2.5%. We estimate that the overall industry
finished at approximately +1%.

• August: We calculate August finished at approx. +3% for MAR and HLT, at the high- end of our +1.5-3.0% range for 3Q.
• September: While a month ago we observed September tracking toward the mid-point of our +1.5-3.5% 3Q forecast, Hurricane Florence has been disruptive to

business, especially group/convention business. Our best estimate of how the month finished is towards the low-end of the range, although admittedly the last
half of the month is difficult to forecast due to volatility from the Hurricane and a small shift in timing of the Jewish holidays.

4Q18
• October: Looks like a clean comp month as both Jewish holidays fell in September again. Halloween shifts to a Wednesday from a Tuesday last year, which

should have a small negative impact on RevPAR (as we observed on this year’s July 4th shift, a holiday falling on a Wednesday does not help RevPAR). Still,
we see RevPAR tracking at the mid-point (was previously towards the high-end) of our +2-4% 4Q forecast.

• November: Looks to be a clean comp month. We see RevPAR tracking at the low-end of our quarterly forecast. Interestingly, the previous two Novembers
had unusually strong RevPAR growth (we really couldn’t come up with a good explanation at the time) whereas this November seems to be a weak month
for reasons yet known.

• December: Is tracking at the high-end of our quarterly forecast. We suspect New Year’s Eve shifting to a Monday this year from a Sunday last year is helping
growth as New Year’s Eve revelers may be planning for a long weekend. This NYE shift will make for a weak January.
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Internationally for July and August, RevPAR growth in Europe continued to be fairly strong, albeit with FX being a headwind, whereas Asia Pacific was
surprisingly soft. According to STR, local currency RevPAR in Europe was +8.9% y/y in August, lower than the +10.4% in the prior month (which benefited from
the World Cup) but still very positive. Hurt by 739 bps of FX headwinds last month (a reversal from FX tailwinds over the last year and continuing the trend of
increasing FX headwinds since June), results in Europe in US$ of +1.5% y/y compare to +5.3% in the prior month.

Asia-Pacific was modestly negative for the second month in a row (while we are somewhat concerned about the impact of the trade disputes with China,
we need more than two months to call a trend): RevPAR was -0.2% in US$ y/y. This compares to the -1.0% reported last month. Within Asia, Northeastern Asia,
which includes China, Japan and Korea, was +0.8%. Australia/Oceania was -4.2%, Central & South Asia was -6.7%, and Southeastern Asia was +3.5%.

3Q estimated regional actuals vs. 2018 C-corp expectations:
• Europe: HLT guided for European RevPAR growth in 2018 (in constant currency) to be in the mid-single digits for 2018 and MAR projected (in constant currency)

mid-single digits growth for 3Q, 4Q, and FY 2018.
Our projection for 3Q European RevPAR growth in local currency is +6-8% (formerly +4-6%).

• Asia-Pacific: HLT is guiding 2018 RevPAR up high-single digits with China +12-13% and MAR is guiding up at a high-single digit rate for 3Q, 4Q, and FY 2018.
Our projection for 3Q Asia-Pacific RevPAR growth in USD is +4-6% (previously +5-7%). Note: STR results reported in USD are being inflated by FX tailwinds.

Hyatt, InterContinental (IHG, NR), and Marriott have the greatest exposure to Europe and Asia. From Europe, MAR generates approximately 15% of EBITDA,
IHG 15%, Wyndham (WH, Buy) 15%, and H and HLT 10% each. Of these companies, H and MAR have the greatest exposure to Asia (~10-20% of EBITDA).
Each of the other companies generates 5% to 10% of EBITDA from the Asia-Pacific region.
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Examining the three customer segments:

Leisure travel: Our latest pricing and demand observations from our RevPAR data lab show RevPAR growth for Fall leisure travel tracking down low-single digits.
As discussed previously, weakness is from difficult y/y comps in Florida and Texas. Ex-these states, we see underlying RevPAR trends up on the low-single digits.

Individual business traveler RevPAR expectations (visibility is about 60 days) were fairly consistent with our prior observation. We expect this segment
up 2.5-3.5% for the rest of the year.

Forward-looking Group/convention demand expectations continue to be lackluster (primary data source: TAP). While it is difficult to prove causation, we
would not be surprised if trade war fears are making companies somewhat more hesitant in making longer term group meeting and convention commitments.

• 2018: Headline group demand is pacing approx. -0.4%. To this we add approx. 2.0 percentage points of rate growth to come up with a projection that same-
store Group RevPAR is tracking at approx. +1.4-2.0% for 2018.

2018 Group demand pace trend:

.

Source: STRH research, TAP
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• 2019: Our net-of-supply group pace for 2019 is +0.1% at the moment (Approx. 100-200 bps. lower ex-San Francisco and Philadelphia). To this we add approx.
1.5 percentage points of rate growth to come up with a projection that same-store Group RevPAR is tracking at approx. +1-2% y/y for 2019 at the moment. We
note that 2019 will show massive gains in SF due to the completion of the Moscone Center renovations and Philadelphia has a strong convention calendar.

2019 Group demand pace trend

.

Source: STRH research, TAP
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Source: STRH Research
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Major Markets:

Not surprisingly, due to completed renovation of the convention center, San Francisco will be the outstanding market over the next year. Washington
DC is the weakest major market over the next year with the industry chatter being that due to political strife/unfavorable views of the executive office, the capital
is a less desirable location to visit. Canadian cities, which were the strongest performers over the past two years are cooling off likely due to less favorable FX
rates. NYC continues to be the surprise upside market for 2018, likely due to Airbnb rooms exiting the system, more favorable FX for international visitors, and
perhaps some business pushed to NYC from DC. Miami has a very tough comp beginning in September and will likely have negative RevPAR growth over the
next year. Orlando continues to be a fairly strong market, though not as strong as the past year. Houston looks to be the weakest market due to difficult hurricane
comps partially offset by a strengthening oil/energy sector.

Ranking the big six major US markets for the remainder of 2018. Group/meeting bookings is the best way to think about market outperformance/
underperformance for time periods more than 90 days out. A healthy (or weak) convention calendar really drives city performance (with the notable exception of
NYC as that is mostly a transient market). Based on initial group/convention bookings, we lump the top six markets into three buckets:

Our expectations over through the end of 2019:
1. Well above average: SF
2. Average to slightly above average: Boston, Los Angeles
3. Below average: Chicago, NYC
4. Well below average: Washington DC

Additional color on the big six:

Boston:

4Q18: Below average

1Q19: Above average

2019: Average

.
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Chicago:

4Q18: Well above average

4Q19: Well below average

2019: Below average

.

Lodging

Page 10 of 20

Not 
For 

Inv
es

tm
en

t P
urp

os
es



Los Angeles:

4Q18: Average

1Q19: Below average

2019: Average

.
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NYC: Following an approx. +4.5% through August, NYC should see a positive RevPAR growth result for 2018. Helping NYC are new regulations on short-
term rentals (Airbnb) which may take some of the new “shadow supply” pressure away.
• A major headwind to same store RevPAR growth in NYC remains several years of compounded 4-6% new supply growth. Per Lodging Econometrics, city-wide

new room supply grew 5.1% in 2016, 4.9% in 2017, and is expected to grow 6.8% in 2018, 6.0% in 2019, and 3.5% in 2020. Even if some of these expected
new hotels never open, it is difficult to envision that NYC will not have continued pressure from above-average supply over the next several years. We believe
RevPAR growth in NYC will be slightly negative in 2019.

4Q18: Above average

1Q19: Below average

2019: Below average

.
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San Francisco: 1Q18 was the last quarter of Moscone-driven weakness. Specifically, March 2018 was the month where SF turned the corner.

4Q18: Above average

1Q19: Well above average

2019: Well above average

.
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Washington DC: While the reasons for RevPAR weakness are only anecdotal, a recent article in the Washington Post sheds light:

While hard numbers won’t be available for months, tour operators are reporting a drop in visits from countries Trump has targeted on trade, immigration and religion,
with the controversial travel ban from several Muslim-majority countries recently upheld by the Supreme Court. Tourism analysts worry the protracted legal battle
over the travel ban has tarnished the United States’ reputation as a welcoming nation.
“My tours are getting smaller and smaller,” said Dutch-speaking guide Ruth Roberts, whose typical groups of 30 or so have shrunk to about 17 this summer. Three
of her fall groups from Europe have already canceled as well. “The feeling has soured tremendously.”

4Q18: Well below average

1Q19: Well below average

2019: Well below average

.
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Current expectations for Top 25 Market new supply:

.
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Companies Mentioned in This Note
Choice Hotels International, Inc. (CHH, $82.75, Hold, C. Patrick Scholes)
Chesapeake Lodging Trust (CHSP, $32.67, Hold, C. Patrick Scholes)
DiamondRock Hospitality Company (DRH, $11.71, Hold, C. Patrick Scholes)
Hyatt Hotels Corporation (H, $76.92, Hold, C. Patrick Scholes)
Hilton Worldwide Holdings Inc. (HLT, $80.16, Buy, C. Patrick Scholes)
Host Hotels & Resorts, Inc. (HST, $20.89, Hold, C. Patrick Scholes)
LaSalle Hotel Properties (LHO, $34.31, Hold, C. Patrick Scholes)
Marriott International, Inc. (MAR, $130.24, Hold, C. Patrick Scholes)
Park Hotels & Resorts Inc. (PK, $32.47, Buy, C. Patrick Scholes)
Playa Hotels & Resorts N.V. (PLYA, $9.55, Buy, C. Patrick Scholes)
Ryman Hospitality Properties, Inc. (RHP, $86.33, Hold, C. Patrick Scholes)
RLJ Lodging Trust (RLJ, $22.48, Hold, C. Patrick Scholes)
Sunstone Hotel Investors, Inc. (SHO, $16.29, Hold, C. Patrick Scholes)
Marriott Vacations Worldwide Corporation (VAC, $116.16, Buy, C. Patrick Scholes)
Wyndham Hotels & Resorts, Inc. (WH, $55.17, Buy, C. Patrick Scholes)
Airbnb (Private)
InterContinental Hotels Group (IHG, $62.10, NR)
Pebblebrook Hotel Trust (PEB, $36.42, NR)

Analyst Certification
I, C. Patrick Scholes , hereby certify that the views expressed in this research report accurately reflect my personal views about the subject
company(ies) and its (their) securities. I also certify that I have not been, am not, and will not be receiving direct or indirect compensation in
exchange for expressing the specific recommendation(s) in this report.

Required Disclosures
Analyst compensation is based upon stock price performance, quality of analysis, communication skills, and the overall revenue and profitability of
the firm, including investment banking revenue.

As a matter of policy and practice, the firm prohibits the offering of favorable research, a specific research rating or a specific target price as
consideration or inducement for the receipt of business or compensation. In addition, associated persons preparing research reports are prohibited
from owning securities in the subject companies.

Charts indicating changes in ratings can be found in recent notes and/or reports at our website or by contacting SunTrust Robinson Humphrey.
Please see our disclosures page for more complete information at https://suntrust.bluematrix.com/sellside/Disclosures.action.

STRH Ratings System for Equity Securities
Dissemination of Research

SunTrust Robinson Humphrey (STRH) seeks to make all reasonable efforts to provide research reports simultaneously to all eligible clients.
Reports are available as published in the restricted access area of our website to all eligible clients who have requested a password. Institutional
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investors, corporates, and members of the Press may also receive our research via third party vendors including: Thomson Reuters, Bloomberg,
FactSet, and S&P Capital IQ. Additional distribution may be done by sales personnel via email, fax, or other electronic means, or regular mail.

For access to third party vendors or our Research website: https://suntrustlibrary.bluematrix.com/client/library.jsp

Please email the Research Department at STRHEquityResearchDepartment@SunTrust.com or contact your STRH sales representative.

The rating system effective as of Oct. 7, 2016:

STRH Rating System for Equity Securities

SunTrust Robinson Humphrey (STRH) rates individual equities using a three-tiered system. Each stock is rated relative to the broader market
(generally the S&P 500) over the next 12-18 months (unless otherwise indicated).

Buy (B) – the stock’s total return is expected to outperform the S&P 500 or relevant benchmark over the next 12-18 months (unless otherwise
indicated)

Hold (H) – the stock’s total return is expected to perform in line with the S&P 500 or relevant benchmark over the next 12-18 months (unless
otherwise indicated)

Sell (S) – the stock’s total return is expected to underperform the S&P 500 or relevant benchmark over the next 12-18 months (unless otherwise
indicated)

Not Rated (NR) – STRH does not have an investment rating or opinion on the stock

Coverage Suspended (CS) – indicates that STRH’s rating and/or target price have been temporarily suspended due to applicable regulations
and/or STRH Management discretion. The previously published rating and target price should not be relied upon

STRH analysts have a price target on the stocks that they cover, unless otherwise indicated. The price target represents that analyst's expectation
of where the stock will trade in the next 12-18 months (unless otherwise indicated). If an analyst believes that there are insufficient valuation
drivers and/or investment catalysts to derive a positive or negative investment view, they may elect with the approval of STRH Research
Management not to assign a target price; likewise certain stocks that trade under $5 may exhibit volatility whereby assigning a price target would
be unhelpful to making an investment decision. As such, with Research Management‘s approval, an analyst may refrain from assigning a target to
a sub-$5 stock.

Legend for Rating and Price Target History Charts:
B = Buy
H = Hold
S = Sell
D = Drop Coverage
CS = Coverage Suspended
NR = Not Rated
I = Initiate Coverage
T = Transfer Coverage

The prior rating system until Oct. 7, 2016:

3 designations based on total returns* within a 12-month period**
∙ Buy – total return ≥ 15% (10% for low-Beta securities)***
∙ Reduce – total return ≤ negative 10% (5% for low Beta securities)
∙ Neutral – total return is within the bounds above
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∙ NR – NOT RATED, STRH does not provide equity research coverage
∙ CS – Coverage Suspended
*Total return (price appreciation + dividends); **Price targets are within a 12-month period, unless otherwise noted; ***Low Beta defined as
securities with an average Beta of 0.8 or less, using Bloomberg’s 5-year average

SunTrust Robinson Humphrey ratings distribution (as of 09/26/2018):
Coverage Universe Investment Banking Clients Past 12 Months

Rating Count Percent Rating Count Percent

Buy 476 64.94% Buy 132 27.73%
Hold 253 34.52% Hold 36 14.23%
Sell 4 0.55% Sell 1 25.00%

Other Disclosures
Information contained herein has been derived from sources believed to be reliable but is not guaranteed as to accuracy and does not purport
to be a complete analysis of the security, company or industry involved. This report is not to be construed as an offer to sell or a solicitation of
an offer to buy any security. SunTrust Robinson Humphrey, Inc. and/or its officers or employees may have positions in any securities, options,
rights or warrants. The firm and/or associated persons may sell to or buy from customers on a principal basis. Investors may be prohibited in
certain states from purchasing some over-the-counter securities mentioned herein. Opinions expressed are subject to change without notice. The
information herein is for persons residing in the United States only and is not intended for any person in any other jurisdiction.

SunTrust Robinson Humphrey, Inc.’s research is provided to and intended for use by Institutional Accounts as defined in FINRA Rule 4512(c).
The term “Institutional Account" shall mean the account of: (1) a bank, savings and loan association, insurance company or registered investment
company; (2) an investment adviser registered either with the SEC under Section 203 of the Investment Advisers Act or with a state securities
commission (or any agency or office performing like functions); or (3) any other person (whether a natural person, corporation, partnership, trust or
otherwise) with total assets of at least $50 million.

SunTrust Robinson Humphrey, Inc. is a registered broker-dealer and a member of FINRA and SIPC. It is a service mark of SunTrust Banks, Inc.
SunTrust Robinson Humphrey, Inc. is owned by SunTrust Banks, Inc. ("SunTrust") and affiliated with SunTrust Investment Services, Inc. Despite
this affiliation, securities recommended, offered, sold by, or held at SunTrust Robinson Humphrey, Inc. and at SunTrust Investment Services, Inc.
(i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any insured depository institution
(including SunTrust Bank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. SunTrust Bank
may have a lending relationship with companies mentioned herein.

Please see our Disclosure Database to search by ticker or company name for the current required disclosures, including valuation and risks, Link:
https://suntrust.bluematrix.com/sellside/Disclosures.action

Please visit the STRH equity research library for current reports and the analyst roster with contact information, Link (password protected): STRH
RESEARCH LIBRARY

SunTrust Robinson Humphrey, Inc., member FINRA and SIPC. SunTrust and SunTrust Robinson Humphrey are service marks of SunTrust Banks,
Inc.

If you no longer wish to receive this type of communication, please request removal by sending an email to
STRHEquityResearchDepartment@SunTrust.com
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© SunTrust Robinson Humphrey, Inc. 2018. All rights reserved. Reproduction or quotation in whole or part without permission is forbidden.

ADDITIONAL INFORMATION IS AVAILABLE at our website, www.suntrustrh.com, or by writing to:SunTrust Robinson Humphrey, Research
Department, 3333 Peachtree Road N.E., Atlanta, GA 30326-1070
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