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HOW TO DISCOURAGE
HOTEL OVERBUILDING:
A CASE STUDY

Hotel overbuilding is a subject which
has been frequently addressed by hotel
and real estate professionals during the
last few years. Advice is often given on
how individual hotels can better com-
pete within on overbuilt market by uti-
lizing tools such as product differ-
entiation and aggressive marketing
campaigns. While these techniques can
be effective in luring existing demand
from one lodging establishment to an-
other, the fact remains that in an over-
built market, existing supply far out-
weighs demand; therefore, depressed
lodging conditions on a whole will pre-
vail until demand increases. The best
way for existing hotels to survive within
an overbuilt area is to take an active role
in trying to prevent additional, unneces-
sary rooms from entering the saturated
market.

This conclusion was reached by the
members of the San Antonio Hotel/Mo-
tel Association (SAHMA) last year, a
time when major hotel expansion had
just taken place and a large number of
proposed projects seemed to fore-
shadow still further expansion. Hotel
operators began to see room revenues
decline as a result of the rapidly-in-
creasing competive environment, and it
appeared that San Antonio would enter
into a situation similar to that of nearby
Houston and other overbuilt met-
ropolitan hotel markets. Despite the in-
creased concern of operators of existing
properties in San Antonio, ground-
breaking for new hotel construction
continued, while additional projects
were being placed on the drawing board.
Many of these hotel operators and own-
ers reviewed a variety of feasibility stud-
ies illustrating a wide range of growth
rates, competitive analyses and histori-
cal occupancy levels. They believed that
the disparity between historical and
projected reults indicated that the mar-
ket was being evaluated inaccurately.

The association recognized the need
for an analysis of the San Antonio lodg-

ing industry which would publicly docu-
ment the area’s present supply and de-
mand dynamics, as well as forecast the
future impact of expansion. What
SAHMA sought was a feasibility study
of the entire San Antonio lodging mar-
ket which would demonstrate the actual
economic health of the area to city plan-
ners, developers, and operators in-
volved in the development of the local
lodging industry. A majority of
association members agreed that each
property participating in the study
would disclose its annual operating sta-
tistics in order to calculate the area’s
current occupancy, rate and market
mix. Furthermore, the association de-
cided to commission an independent
organization to perform the study due
to the confidential nature of the infor-
mation to be reported. (After an inter-
view and proposal process, Hospitality
Valuation Services, Inc. was considered
best qualified to perform this San An-
tonio area hotel market study.)

The study began with a formal survey
in which SAHMA members, as well as
representatives of non-member proper-
ties located within the market area, were
asked to report pertinent operating sta-
tistics. Of the area’s total supply of
14,668 hotel rooms, 11,019 were ac-
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counted for in the survey, which was
conducted by mail, telephone and per-
sonal interviews. This 75% response
rate ensured that the areawide operating
results used as a basis for the study were
afar more accurate representation of the
market’s aggregate performance than
those utilized in any study previously
conducted in the area. Disclosure of de-
velopment plans by operating compo-
nies, city officials and developers al-
lowed the study to accurately reflect the
future supply of lodging accom-
modations expected to enter the mar-
ket. After analyzing this extensive data,
a computer model was developed to es-
timate the current hotel room night de-
mand in four market segments (com-
mercial,meeting and convention,
vacationerand contract) in each of three
hotel class markets (luxury, standard
and economy) situated within two geo-
graphic regions of the city (northern and
downtown San Antonio).

Roughly 100 commercial transient
lodging facilities were identified as be-
ing competitive within the San Antonio
market. Approximately 60% of the
14,668 available guestrooms are situ-
ated in northern San Antonio and 40%
are located downtown. This supply of
accommodations grew at the average
annual compounded rate of 9.2% from
1976 to 1985, which can be further bro-
kendown intoa 10.1% increase in north-
ern San Antonio and 8.1% downtown.

The survey determined an areawide
occupancy level of 66.4% which was
equally balanced between northern and
downtown San Antonio. Occupancies
in individual segments ranged from a
low of 60.4% in the northern San An-
tonio luxury market (primarily due to a
58% increase in that area’s guestroom
supply in 1985), to a high of 70.8% in the
standard/economy market of down-
town San Antonio.

Atotal of 2,427 rooms were identified
as certain additions to the competitive
supply by the year 1990, yielding an in-
crease of 16.5%. Of these additional
units, 814 will be located in northern
San Antonio (representing a 9% in-
crease) and 1,613 will be situated down-
town (an increase of 27%). All of the
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certain additions in northern San An-
tonio are anticipated to take place in
either the standard or economy classes,
while all of the definite additions down-
town are expected to be in the luxury
class.

Premature expansion of the northern
lodging market or any further growth in
the downtown market (beyond those ad-
ditions which are currently certain to
come on line) could induce a high num-
ber of hotel bankruptcies and fore-
closures resulting from low oc-
cupancies.

This market study has provided the
City of San Antonio, developers and
lending institutions with either existing
or prospective interests in San Antonio
an accurate documentation of the area’s
lodging economy, as well as a recom-
mended course of action which can be
utilized to effectively expand the supply
of lodging accommodations in propor-
tion to the growth in demand. The key to
the success of this project was un-
doubtedly the involvement of individ-
ual hotels within the San Antonio lodg-
ing market. [H]






