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Introduction

The HVS European Transaction Article,
which reviewed the activity in calendar
year 2005, described how the year’s

activity had moved from ‘top gear into
overdrive’ when comparing it to the activity
seen in 2004. In respect of 2006, the market has
not only maintained the momentum of 2005 but
has, in terms of the total investment in hotel
assets, surpassed it by almost 30% and recorded
more than double the volume of 2004.

The main ingredients responsible for this record
volume include positive global economic
conditions, an era of all-time low cost of debt,
significant above-inflation growth in average
rate and RevPAR, an ever increasing pool of
investors with seemingly insatiable appetites,
the continued divestment of assets by operators
and the acquisition of Hilton Group by Hilton
Hotels Corporation.

The largest transaction by far in 2006 was the
marriage of the two Hilton companies, at €4.8
billion; this transaction rather skewed the
overall analysis of investors by segment and the
comparison with previous years. This
transaction alone accounted for nearly a quarter
of the total transaction volume and together
with a number of smaller portfolio acquisitions
put hotel operators at the top of the list of
investor types in 2006 with a total share of 34%
of transaction activity. However, considering the
divestment of assets of operators over recent
years, one might reasonably expect to see some
of these assets returning to the market in the
near future under sale and leaseback or sale and
manageback agreements.

The strong flow of money into the European
hotel market is coming in from all directions.
Investors from the USA are being enticed by the
greater differential achievable in Europe
between the cost of debt and hotel yields than is
currently available to them at home. Middle
Eastern investors increasingly view hotel assets
as something to invest their petrodollars in.
Asian investors continue to see investment in
Europe as a lower risk alternative to their own
region, and the Europeans continue to embrace
pan-European investment made ever easier for
them by the expansion of the European Union
and the impending expansion of the Eurozone.

European Single
Asset Transaction
Activity

European hotels experienced an
outstanding year in terms of
performance, with average RevPAR

growth of more than 10% compared to the
previous year. This growth trend was

underpinned by several major sports events
staged in European cities such as the Winter
Olympics in Turin, Italy; the America’s Cup in
Valencia, Spain; and the FIFA World Cup staged
in twelve German cities in June and July. 

The Eurozone is estimated to have achieved
GDP growth of 2.3% compared to only 1.3% in
2005. Favourable economic conditions, healthy
improvements in hotel trading performance, an
all-time low cost of debt and an ever increasing
pool of investors (as more and more entities
consider hotels an acceptable asset class to own)
have resulted in frenzied activity in the
European hotel transaction market. 

In 2006, HVS International recorded a total of
134 single asset hotel transactions, each of more
than €7.5 million, the minimum amount set for
a transaction to qualify for inclusion in our
survey. Although the number of transactions
has stayed virtually the same (the figure was 133
in 2005), the average transaction price per room
has risen by 18%, to €246,000, compared to
€208,000 in 2005. This increase can be explained
by the phenomenal price of trophy assets in
2006. In 2005, luxury hotels in top locations,
such as The Savoy in London and the Danieli in
Venice (which achieved prices per room of €1.2
million and €760,000, respectively), and
properties such as the InterContinental in Paris
drove up the average price. In 2006, the Four
Seasons Hotel Milan alone achieved an
astronomic €1.7 million for each of the luxury
property’s 118 bedrooms. The Marriott Park
Lane Hotel and the Hotel Arts Barcelona
achieved prices per room of €964,000 and
€863,000, respectively.

We should also mention that 31% of all of the
qualifying single assets transacted in 2006 had
no publicly disclosed sales price; the total price
of these transactions has been estimated by HVS
International to be slightly more than €1.2
billion.

Spain led the hotel transaction table last year,
but was replaced at the top in 2006 by the UK,
which had roughly 43% of the single
transactions by value (€2.5 billion) and 49
qualifying transactions. We recorded 36
transactions in the UK provinces, compared to
only 13 in London; however, 71% of the
transaction monies were spent on London
properties (€1.8 billion) and the remaining 29%
(€728 million were invested in hotels located
throughout the UK provinces. Average hotel
room prices varied greatly, from €459,000 in
London to €200,000 in the provinces. HVS
International places the value of the undisclosed
hotel transactions in the UK at around €67
million. 

In 2006, Spain remained a fiercely active hotel
market with a total of 34 properties (6,365
rooms) transacted, totalling €1.2 billion. This
represents 20% of the total single asset
investment volume. Undisclosed transactions in
Spain amount to an estimated €410 million.

Owing to a number of important luxury
property sales, such as Hotel Lancaster, the Park
Hyatt Vendôme in Paris and the former Hilton
in Cannes, France settles into third place behind
Spain this year. HVS International recorded
€765 million invested in nine French properties
(2,260 rooms). This equates to approximately
13% of the total single asset activity.

In Germany, Berlin proved to be the transaction
hot spot, as more than 80% of German single
asset activity took place in the capital, where
five properties were transacted. A total of €222
million was invested in Germany (4% of the
total single asset activity in Europe).

In 2006, a total of 11 qualifying transactions took
place in Central and Eastern Europe, down from
14 transactions in 2005. This is understandable
as, particularly outside capital cities, the focus in
these markets is still very much on the
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development of new hotel assets. A large
proportion of assets are already owned by
investors who are not the hotel’s operator and
thus there is limited opportunity for sale and
leaseback (or sale and manageback) deals. In
Moscow, the annual rate of capital appreciation
is so great that many investors are holding onto
assets and elsewhere in Russia the hotel market
is still largely underdeveloped, with the
exception of St Petersburg. Thus, the country as
a whole did not appear on our survey’s radar
screen at all, not least because the country’s
businesses are awaiting the presidential
elections of March 2008.

In 2006, a record-breaking single asset
transaction of one of Europe’s most well known
trophy assets was recorded: the sale of the Four
Seasons Hotel in Milan to Statuto Group.
Acquired as recently as 2002 for an estimated
€177 million, the iconic Milan hotel was sold by
the Quinlan Group for €220 million, a figure
equating to an astronomic €1.7 million for each
of the luxury property’s 118 bedrooms. The gain
in value was more than 24% in three years. 

The following were among other notable single
asset transactions in 2006.

● The Savoy in London was sold in 2005 for a 
record figure, and in 2006 another of the 
capital’s five-star luxury hotels was 
transacted. The 157-room Marriott Park Lane 
Hotel was sold by Marylebone Warwick 
Balfour to a private Middle Eastern investor 
for €151 million, or €964,000 per room; 

● In August 2006, Host Hotels & Resorts 
announced that its joint venture in the 
Netherlands with Stichting Pensioenenfonds 
ABP had agreed the purchase of the Hotel 
Arts Barcelona, a Ritz-Carlton hotel, for €417 
million. The vendors, a consortium led by 
Javier Faus and including Deutsche Bank, 
achieved a sales price per room of €863,000 
for the 483-room luxury property;

● More hotel transaction history was written in 
Milan towards the end of 2006 with the sale 
of the Le Meridien Excelsior Hotel Gallia. The 
landmark property was sold by Starman UK
Company Services Ltd, a joint venture 
between Starwood Capital LLC and the 
investment bank Lehman Brothers, to the 
Qatar Investment Authority (QIA). The exact 
transaction price of the 237-room property 
was not disclosed; however, it has been 
announced that the agreed price was in 
excess of €100 million (€422,000 per room);

● The Great Eastern Hotel, located at London’s 
Liverpool Street Station, changed hands for a 
sales price in the region of €217 million, 
which equates to €813,000 for each of the 267
rooms in the Grade II listed hotel. Hyatt 
Corporation and JER Partners acquired the 
property from Conran Holdings and The 
Blackstone Group;

● Other major transactions in London included 
the 49-room Blakes Hotel, which was 
reacquired by Sir Mark Weinberg for €33 
million (€681,400 per room), and the 90-
room Dukes Hotel, which was sold to the 
Dubai-based property developer Seven Tides 
for €58 million (€650,000 per room). The 
Barclay brothers (owners of the Ritz in 
London) acquired the 230-room De Vere 
Cavendish Hotel for approximately €148 
million (€643,000 per room);

● Two of the UK‘s largest conference hotels, the 
Hilton London Metropole and the Hilton 
Birmingham Metropole, were sold in a 
package deal to Tonstate Group, led by the 
Wojakovski family, Property and Building, a 
subsidiary of holding company IDB 
Development Corporation, and another, 
Israeli, company. Together the two properties 
offer 1,848 rooms. The transaction price 
announced was almost €617 million; this 
equates to a price per room for the two hotels 
combined of around €334,000;

● The historic 60-room Hotel Lancaster in Paris 
was acquired by Hospes Hotels from 
Stéphane Andrieu for €48 million (€800,000 
per room);

● Built in 1932, the Apollo Hotel in 
Amsterdam, which has operated as a Le 
Meridien hotel since 1996, was sold by 
Starman, the joint venture between Lehman 
Brothers and Starwood Capital, to a group of 
anonymous Dutch investors for 
approximately €50 million, or €228,000 per 
room;

● Rino Fratus and Casto Jannotta were paid 
€69 million for the five-star Grand Hotel 
Rimini (€590,000 per room) by Italian 
property developer Danilo Coppola.

Portfolio Transaction
Activity

Once again, the strongest driver of total
investment volume in Europe has been
portfolio transactions, which in 2006

amounted to €14 billion. This total surpassed
even the considerable investment volume of
2005 (€9.8 billion), which in turn exceeded the
record levels of 2001 of approximately €8.8
billion.

In recent years, the acceptance of hotels as a
mainstream asset class has led to increased
transaction activity, with both institutional
investors and REITs showing a sharp appetite
for hotel properties. A clear trend is also the
surge in sale and manageback as well as sale
and franchiseback deals, as hotel operators sell
their hotel assets to finance expansion or pay off
debt. HVS International estimates that roughly
16% of the total portfolio activity in 2006 was
through sale and manageback or sale and

leaseback transactions, with the most prominent
examples being those of Accor and Marriott
International.

In 2006, HVS International recorded 32 portfolio
transactions, compared to 29 transactions in the
previous year. Portfolio activity amounted to 14
billion, an increase of 43% on the previous year
(€9.8 billion), which was a phenomenal year in
its own right. A summary of portfolio
transactions is shown in Table 1.

The largest portfolio transaction in 2006 was the
acquisition of Hilton Group plc by US-based
Hilton Hotels Corporation. The acquisition of
the hotel assets was valued at almost €4.8
billion and it reunited the two companies after
40 years apart. In the process, the hotel chain
parted from UK bookmaker Ladbrokes, which
continues to trade as a stand-alone business. 

As in the previous year, the UK dominated
portfolio transaction activity in Europe with a
share of 40% of the total portfolio investment
value. This share was slightly lower share than
it was in 2005 when the UK accounted for
almost half of all transaction activity. However,
sales volume grew strongly in 2006.
Noteworthy transactions in the UK include the
following.

● The second-largest transaction recorded at
the end of 2006 was the sale of 47 Marriott
hotels by Royal Bank of Scotland (RBS) to the
Israeli property company Delek Real Estate 
for €1.67 billion. The portfolio of hotels,
which includes the London Regent’s Park
hotel, as well as sites in Scotland and Wales, 
comprises 8,456 rooms and achieved a price
per room of roughly €198,000;

● In February 2006, the Arora Family Trust, 
headed by Surinder Arora bought a portfolio
of nine UK airport hotels that were acquired
through the purchase of Airport Hotels Unit 
Trust. Hotels at Stansted (Radisson SAS,
Express by Holiday Inn and Hilton), the
Hilton and Renaissance hotels at Heathrow,
and the Hilton, Sofitel, Premier Travel Inn
and Renaissance at Gatwick made up the
3,620-room portfolio that achieved a price
per room of roughly €121,000. The seller was
BAA Lynton Management, the creator of
Airport Hotels Unit Trust;

Figure 2 European Single Asset Hotel Transactions 1996-06
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● Nineteen UK properties, many of them rated 
three-star, went under the hammer in early
2006. The Malaysian conglomerate MUI,
which owns 99% of Corus Hotels, sold the
1,326-room portfolio to Washington Hotels, a
vehicle created by Alan and Gary
Landesberg, David and Elliot Rosenberg and 
Galliard Homes, for more than €168 million,
or €127,000 per room. The deal included the
entire share capital in The Reservation
Company;

● Whitbread acquired seven Holiday Inn
hotels, including properties in Hampstead, 
Peterborough, Newcastle and Cardiff, with
the intention of branding them as Premier
Travel Inns. The vendor was a subsidiary of 
LRG Acquisition Ltd (LRG), which received a 
consideration of some €50 million, or 
€49,000 for each of the 1,021 rooms. LRG is a 
consortium of investors that includes 
Lehman Brothers Real Estate Partners, 
Realstar Asset Management and GIC Real 
Estate. In 2005, LRG completed the second-
largest portfolio transaction of that year 
when it purchased 73 InterContinental 
properties for €1.5 billion.

In order to become more asset-light, hotel
operators frequently undertook sale and
manageback transactions in 2006. The following
are examples.

● In the first half of 2006, InterContinental 
Hotels Group completed the sale and 
franchiseback of 24 hotels to a subsidiary of 
Westbridge Hospitality Fund for €352 
million. The hotels, totalling 4,903 rooms, will 
be subject to a 15-year franchise contract 
under the Crowne Plaza, Holiday Inn and 
Express by Holiday Inn brands;

● Accor continued its massive divestment 
strategy by selling 59 hotels and five 
thalassotherapy institutes in France and 12 
hotels in Belgium to Foncière des Murs (a 
consortium of investors comprising Foncière 
des Régions, Generali, Assurance du Crédit 
Mutuel and Predica, a member of the Crédit 
Agricole Group). The 8,300-room portfolio 
achieved a sales price of €583 million, or 
approximately €70,000 per room;

● Marriott International sold four hotels, 
totalling 1,049 rooms, which it will continue 
to operate under the Renaissance Hotels & 
Resorts and Courtyard by Marriott brands 
under long-term management agreements, to 
subsidiaries of Whitehall for an undisclosed 
sum. The hotels included in the deal were the 
two Renaissance hotels in Paris, the 
Renaissance Hotel Amsterdam and the 
Courtyard by Marriott Düsseldorf;

● In 2006, Starwood Hotels & Resorts sold six 
European properties to Host Hotels & 
Resorts Inc. as part of a portfolio deal 
featuring 35 properties around the world. 
The European hotels, sold for almost €762 
million, were the Sheraton Skyline & 
Conference Centre at London Heathrow; the 
Sheraton Roma Hotel & Conference Centre, 
in Rome, Italy; the Westin Palace Madrid; the 
Westin Palace Milan; the Sheraton Warsaw 
Hotel & Towers; and the Westin Europa & 
Regina in Venice. The hotels had a total of 
2,619 rooms (the sales price was thus 
€291,000 per room);

● In a sale and franchiseback transaction Accor 
Germany sold eight properties under the 
Novotel, Mercure, Ibis and Etap brands to 
Grand City Hotels & Resorts for an 
undisclosed sum. Grand City Hotels is a 
hotel investment and operating company 
that was founded in February 2006.

2006 was a year marked by the takeover of
several smaller UK chains, such as the Scotsman
Hotels Group and Marston Hotels, and by the
transaction of large hotel operating groups such
as Travelodge and De Vere and, as mentioned
earlier, Hilton International.

● The Scotsman Hotel, Edinburgh; 42 The 
Calls, Leeds; and La Tremoille, Paris make up 
the Scotsman Hotels Group, which was sold 
to MBI International for a reported €92 
million (or €453,000 for each of the 203 rooms 
in the portfolio); 

● In November 2006, Marston Hotels, 
comprising 12 properties, was acquired by 
QHotels for €267 million (€222,000 per room);

● Over the course of the first half of 2006, the 
De Vere transaction proved to be a nerve-
wracking race right to the finish. Richard 
Balfour-Lynn’s Alternative Hotel Group won
the race against Permira, the private equity
company, and acquired the 35-strong group
for more than €1 billion (€229,000 per room);

● The sale of the UK hotel group Travelodge in
August 2006 confirmed the strong investor
confidence in the budget hotel sector. Dubai
International Capital purchased the group’s
291 properties (17,267 rooms) for €977 million
(€57,000 per room). The vendor was Permira;

● The six properties in the Principal Hotel
Group, including Edinburgh’s George Hotel,
are looking back on a turbulent year. The
chain was originally acquired by Permira, the
private equity firm, from Royal Bank of
Scotland for €472 million in September 2006
(€334,000 per room). In early 2007, a sale and
leaseback deal was struck between Permira
and international property investor and fund
manager aAIM (Alternative Asset
Investment Management). The agreed
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purchased price is reported to be around 
€410million for the 1,310-room portfolio. 
aAIM is committed to injecting a further €35 
million in improvements and additional facilities;

● Menzies Hotel Group, which was acquired
by Nikko Principal Investments (the
European merchant banking arm of Tokyo-
based Nikko Cordial) for €175 million in
2005, changed hands again in 2006. The new
owners were Piccadilly Hotels, a joint
venture of aAIM and R20, which paid a
reported sum of almost €282 million for the
15-strong portfolio.

Other significant portfolio transactions included
the following.

● Marmotte, one of the largest privately owned
French hotel chains, was sold to Didier Ferré
for roughly €15 million. The Marmotte chain
consists of 27 budget hotel properties in
France offering more than 1,000 rooms;

● Blackstone, the US private equity group, paid 
€650 million (€201,000 per room) for 
Hospitality Europe BV (HEBV), a hotel group 
owning eight properties across Europe, 
mainly in airport locations. The 3,227-room 
portfolio included four Sheratons – those at 
Frankfurt airport, Amsterdam’s Schiphol 
Airport, Brussels airport and in Stockholm – 
as well as the 230-room Pulitzer hotel in 
Amsterdam, the Hyatt Regency Charles de 
Gaulle, the Renaissance Hotel Prague and the 
Four Points Hotel Brussels;

● Swallow Hotels, which faced administration 
by Ernst & Young in September 2006, had 
continued its frantic acquisition strategy by 
buying six Scottish properties earlier in 2006, 
including key conference venue the 
Carnoustie Hotel, for an undisclosed sum;

● WA Shearings, the coach holiday firm, sold 
39 of its UK hotels to Moorfield Real Estate 
for €158 million in a sale and leaseback deal. 
The properties are subject to a 25-year lease 
and WA Shearings is retaining control of the 
£25 million capital investment programme;

● The Norwegian firm Norgani Hotels 
acquired 15 hotels totalling 2,913 rooms from 
the Finnish property investment company 
Kapiteeli. The purchase price amounted to 
€294 million, or €101,000 per room. Ten of 
the hotels included in this transaction are 
branded as Scandic hotels;

● Norgani disposed of four of its assets in 
Denmark for €83.5 million. Hotellinvest 
Holding AS is the new owner of the 729-room 
portfolio. Norgani will continue to manage 
the sold properties according to a six-year 
agreement and will complete the 
construction of the conference centre adjacent 
to the Clarion Copenhagen, which was part 
of the deal; 

● Dublin Airport Authority (DAA) realised 
more than €265 million from the sale of Great 
Southern Hotels to various investors, 
including Irish development firm Edward 
Holdings, Spentor (controlled by Bernard 
McNamara) and Ronan and Frank McArdle, 
the Walsh brothers and Alan McIntosh; 

● The ten-strong Acorn International hotel 
portfolio was sold to Hoteles Globales for an 
undisclosed sum, but one estimated to be in 
excess of €130 million;

● London & Regional Properties sold six spa 
hotels from Holiday Club Finland, which it 
acquired in June 2005. The new owner is 
Finnish retail co-operative SOK’s subsidiary 
Sokotel Oy, which paid an undisclosed sum 
for the business;

● Luxury hotel group The Stein Group 
acquired three properties in central London, 
increasing its owned portfolio to five hotels. 
The group together with Harte Holdings, an 
Irish property investment and development 
company, bought The Royal Park Hotel, The 
Cranley and The Elizabeth. At the same time, 
Stein Group announced plans to grow its 
portfolio to 50 luxury hotels in Europe over 
the next five years.

In 2007, we consider that the abundance of
portfolio activity will continue, given the
completion of several portfolio transactions
already this year, as well as the value of
scheduled transactions due to take place.

Profile of Investors

In 2006, investor profiles again changed
significantly and, surprisingly, hotel
operators appeared at top of the list with a

share of 34% of the total transaction activity.
However, this is less of a surprise when one
considers that the reason for this is largely the
Hilton International/Hilton Hotels Corporation
(HHC) transaction, which made up 33% of the
total portfolio activity and a remarkable 24% of
the total investment volume in Europe in 2006.
As HHC is a hotel owner-operator, this also
influenced greatly the proportion of hotel
operators as an investor type. Hotel operators
acquired assets worth €6.9 billion in 2006,
compared to €1.76 billion in the previous year.

● Private equity companies finished in second 
place with 25% of the total transaction value, 
a total investment of €5.2 billion, compared 
with only 15% (€2.4 billion) in the previous 
year. Alternative Hotel Group’s takeover of 
De Vere was a noteworthy example of a 
private equity acquisition. This source of 
capital is expected to rise even further in the 
future;

● Real estate investors’ share of 17% of the total 
transaction activity represented a slight 
decrease on the 25% of the year before. The 

decrease in absolute values was 14%, from 
almost €4 billion in 2005 to €3.4 billion in 
2006;

● High-net-worth individuals (HNWI) 
invested a total of only €585 million in hotel 
assets in 2006. It should be noted however 
that HNWI frequently create investment 
vehicles to place their funds into or 
participate in real estate investment 
companies and hotel investment companies.

Despite the large proportion of hotel operators
acquiring assets (as a result of the Hilton
transaction) in 2006, it is important to appreciate
the general trend followed by hotel operators –
that of reducing their asset intensity by
separating the ‘bricks’ aspect of the business
from the actual operation (the ‘brains’). By
divesting themselves of hotel assets in return for
management (or franchise) contracts, hotel
operators gain a considerable sum of capital
that can be put towards refurbishment, or used
to fund acquisition and development activity in
new markets and brands. Alternatively, capital
can be returned to shareholders. Asset
divestment reduces hotel operators’ exposure to
the risks associated with asset ownership. We
expect the current trend – the acquisition of
hotels by private equity firms and institutional
investors – to continue, as more of these deals
take place.

● In respect of single asset transactions, real
estate investors continued to lead the
investors’ table. With a share of 38% of all
single asset transaction activity in 2005, their
relative share declined to 28% and a total
investment of €1.6 billion. Major investments
undertaken by real estate investors include
the acquisition of the Hilton London
Metropole and Hilton Birmingham
Metropole by Tonstate and the Four Seasons
Milan by Italian real estate holding company
Statuto Group;

● Hotel operators’ investment activity
amounted to 27% of all single asset
transactions (€1.6 billion), which is close to
2004’s level of 24%, but lower than their share
in 2005 of 29%. Significant transactions
included the acquisition of the Great Eastern
Hotel in London by Global Hyatt
Corporation and JER Partners, as well as
numerous transactions in the UK and Spain;

Figure 3 Single Asset and Portfolio Investment Activity by Buyer 
Category 2006 (€ millions)

Source: HVS International Research 
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● Hotel investment companies were more
active in 2006 than they were the year before,
increasing their share of the total single asset
transactions value from 9% to 22%, reflecting
the growth in the number of real estate
companies focusing primarily or solely on
hotel assets. The total monies invested by this
category amounted to €1.3 billion; 

● High-net-worth individuals (HNWI)
remained just above the 10% mark in terms of
single asset acquisitions, a decrease on the
17% recorded in 2005. The acquisition by
Bahraini investors of the Marriott Park Lane
Hotel and the Barclay Brothers’ purchase of
the De Vere Cavendish Hotel in London are
examples of HNWI investments in 2006:
investments that totalled €570 million;

● The remaining categories – institutional
investors and private equity – were not
particularly prominent in acquiring single
assets in 2006. Together they accounted for
around 12% of the total single asset activity.

When we consider portfolio transactions, the
dominance of two principal investor types -
hotel operators and private equity companies -
becomes apparent; together they accounted for
more than 50% of the portfolio values traded in
2006.

● Hotel operators’ share of total portfolio 
activity surged from 2% to 37% , as explained 
previously, thanks to the HHC acquisition. 

Hilton was not alone though; QHotels took 
over the Marston Hotel Group; the ten-
property Acorn portfolio was acquired by 
Hoteles Globales and Whitbread snapped up 
seven Holiday Inn hotels in the UK. Hotel 
operators’ investment in portfolios totalled 
€5.3 billion;

● Private equity continued to account for a 
significant portion of portfolio activity. 
Private equity investment totalled 
approximately €4.6 billion, which accounted 
for 32% of the total portfolio activity. 
Significant transactions made by private 
equity firms included the Alternative Hotel 
Group’s takeover of De Vere; Travelodge’s 
acquisition by Dubai International Capital; 
and The Blackstone Group’s purchase of the 
upscale HEBV portfolio;

● Investments made by real estate investors 
totalled approximately €1.8 billion, or 13% of 
the total portfolio activity. The major deal in 
2006 was struck by Israeli property company 
Delek Real Estate, which acquired 47 
Marriott properties for €1.68 billion;

● Institutional investors’ invested a total of 
€1.2 million, their relative share of the total 
portfolio transaction value declining from 
12% in 2005 to 8% in 2006. A good half of this 
amount was spent by Morgan Stanley Real 
Estate Fund on its acquisition of seven 
InterContinental properties;

● Once again, high-net-worth individuals 
made little impact on portfolio-related 
activity, with only one portfolio transaction 
taking place: Didier Ferré’s acquisition of 27 
Marmotte hotels in France for roughly €15 
million.

Cross-Border
Activity

European hotel assets attract investors
from all over the globe. Cross-border
deals continue to be facilitated by the

euro, as it has allowed greater transparency and
increased the pool of potential lenders and
investors seeking to invest in European
markets. 

In 2006, 31% of acquisitions, totalling €6.3
billion, were made by buyers in their home
countries. Acquisitions abroad came to €13.9
billion, or 69% of the total transaction value.
Among single asset transactions, the
proportions shift towards a higher domestic
share (44%), whereas portfolios tend to be
acquired by foreign buyers predominately
(74%). This is illustrated in Figure 6.

Back in 2002, buyer interest remained largely
concentrated on portfolio transactions ‘at
home’, with any investment abroad primarily
geared towards single assets. Over the years this
85:15 split has almost reversed and in 2006, 69%
of hotel investment volume was undertaken
abroad. However, there are some markets, such
as Italy and Spain, where domestic transactions
in both the single asset and the portfolio sector
remain dominant, with the exception of trophy
assets that attract a lot of foreign buyers’
interest. 

In the past, a considerable amount of European
hotel stock was owned by European (hotel)
companies. This trend has been continuously
changing and in the future we expect to see
even more US, Middle Eastern (such as DIC, the
buyers of Travelodge) and Israeli investors (for
example, Tonstate, the buyer of two Hilton
Metropoles, and Delek Real Estate, the buyer of
47 Marriotts) trading hotel assets in Europe.

Conclusions 
and Outlook

2006 saw an overall increase in total
investment value from roughly €15 billion
in 2005 to more than €20 billion, which

represents a surge in transaction values of 28%.
The main trends in 2006 were a higher
proportion of portfolio transactions (now 71% of
the total investment value) and an increasing
number of investors acquiring properties
abroad (foreign capital invested in 2006 was
60% greater than it was in 2005!). Major capital
sources are global funds, Middle Eastern
investors and US buyers. When considering
total investment values, dominating buyer
types are private equity companies and real
estate investors, both attempting to diversify
their portfolios with the inclusion of hospitality
assets (although 2006 was somewhat distorted
by hotel companies, in particular the Hilton
‘remarriage’). Generally, the structure of hotel
ownership is shifting towards companies with a
real-estate background and away from pure
hospitality companies.

Figure 4 Single Asset Investment Activity by Buyer Category 2001-06

Source: HVS International Research 

Figure 5 Portfolio Investment Activity by Buyer Category 2001-06

Source: HVS International Research 



2007 has already witnessed an interesting
increase in portfolio transactions, including the
completion of The Blackstone Group’s purchase
for an undisclosed price of Deutsche Interhotels,
comprising 14 Accor and Starwood branded
hotels in cities across Germany. In January,
Macdonald Hotels completed the sale of 24 of its
UK properties to Moorfield Real Estate Fund for
around €600 million, and in February Accor
signed a memorandum of understanding to sell
30 hotel properties totalling around 5,000 rooms
to Land Securities, a UK property company, for
€710 million. Accor will use the funds
generated to reduce its debt and add to the
group’s cash reserves. The most exciting news
of 2007 however is the bid to take Four Seasons
private by affiliates of Cascade Investment LLC
(which is owned by Bill Gates), Kingdom Hotels
International (a company owned by a trust of
Prince Alwaleed of Saudi Arabia) and Isadore
Sharp.

Notable single asset transactions in 2007 to-date
have included the sale of the Radisson Champs
Elysées in Paris to Luxury Hotel Group for €21
million. The Dolce Chantilly conference hotel
and golf course was acquired by Banimmo Real
Estate for €45 million. In Germany, Benson
Elliot Capital Management, a private equity
company, has acquired the five-star Nikko Hotel
in Düsseldorf and the adjacent Deutsch-
Japanische Centre for €114 million from The
Blackstone Group. Scandinavia has appeared on
the hotel market radar screen with the sale of
the 395-room Copenhagen Marriott to The
Blackstone Group for an undisclosed price.

Properties currently on the market include
Rocco Forte’s Lowry Hotel in Manchester and
the St David’s Hotel & Spa in Cardiff. The
speculative price for the properties is estimated
to be around €111 million in a sale and
manageback transaction. The Swissôtel
Düsseldorf is also looking for a new owner, and
Accor is looking to sell 92 of its properties in
Germany and the Netherlands.

In line with last year at this stage (March), the
year ahead is promising to be very active in
terms of hotel real estate transactions. In the last
two years, many large portfolios have been sold
and speculators question what else is left to
come to the market. Therefore, we expect a
greater number of smaller portfolios to be sold
and an increase in single asset sales. Some of the
owners of recently acquired hotels and

portfolios will no doubt seek to maximise the
value of their investments by taking advantage
of the currently ‘hot’ trading markets in
European hotels.

But where is the current hotel cycle going?
Where, in fact, are we on that cycle? Twelve
months ago many a discussion was held among
those active in the market suggesting that we
appeared to be nearing the top of the cycle. But
despite all the activity in 2006, many pundits
would argue it would be easier right now to ‘pin
the tail on the donkey’ blindfold than to put a
pin with our eyes open into the traditional
market cycle at the position we are at right now.
Just how far off the top are we, or could we
possibly be entering a period of stabilisation
rather than simply being about to go over the
top? 

But are our eyes truly open? Will we look back
in 12 or even 24 months with hindsight and
comment on how all the signs were there, and
wonder why we missed them? Or will we at
that point still be wondering when the current
cycle will end? Let us consider the signs.

● Although hotel transaction yields in Europe 
are currently averaging out at record lows in 
the region of 6%, many transactions are 
taking place at yields once only associated 
with trophy assets and significantly below 
the cost of debt; in other words, below 5% 
and sometimes below 4%;

● Banks traditionally active in the hotel market 
find it increasingly difficult to fund a 
significant proportion of the transactions 
presented to them, as the quantum of debt 
sought by buyers cannot be covered by the 
profitability of the underlying assets. 
Nevertheless, those buyers are finding plenty 
of other sources only too willing to finance 
such transactions;

● Many are buying hotel assets based on 
trading performances that are underpinned 
by record high occupancy, ADR and NOI 
levels, failing to understand (or perhaps 
consciously ignoring) that these levels are not 
what we would consider to be a stabilised 
performance. With occupancy in London of 
82% in 2006, many investors are not pricing 
into their valuation models the sort of 
downturns that occurred in the early 1970s, 
the early 1980s, 1991-93 and 2001-02. Too 

many investors are under the impression that 
these favourable conditions are here to stay 
forever;

● Many sale and leaseback transactions are 
being agreed at record high rental levels 
(does anyone not remember what happened 
in 2001, when a certain hotel chain was 
funded on this basis and got caught out by 
events?);

● Many investors are purchasing assets at 
yields below 6% and anticipating future 
capital appreciation, which presupposes 
either further yield compression or continued 
long-term growth in trading performance (as 
well as a buyer who is willing to pay a 
premium in a few year’s time when he is 
seeking to exit); 

● In the UK, economists are wondering how 
the Bank of England intends to hit its 2% 
inflation target without raising interest rates 
above the current 5.25%. These rates are 
expected to hit 5.5% around the time this 
report is published in March; 

● The European economy grew faster than 
expected in the last quarter of 2006, thus 
raising the likelihood of further interest rate 
rises from the European Central Bank in the 
near future;

● Unleveraged buyers are driving hotel values 
for major city centre properties. Petrodollar-
buyers, benefiting from still-high oil prices, 
remain strong unleveraged buyers of hotel 
property.

But are these really signs that the good times
might soon be coming to an end? With travel
and tourism growing at unprecedented rates
and with the impact of the burgeoning middle
classes of India and China taking overseas
holidays having barely begun to be felt, there
are plenty of reasons to suppose that the global
demand for hotel accommodation can only
increase with a consequent increase in the
trading performance of the European hotel
market. The oil-rich Gulf States still have vast
sums of petrodollars yet to be invested and
private equity firms and institutional investors
have only recently seen hotels as an acceptable
asset class, and have much more potential to
further diversify their portfolios into this sector.

So are we perhaps entering an era of perfect
hotel market conditions? Have we perhaps
found ourselves a parking space near the top of
the cycle? Or, do we in fact have all the
prerequisites for a ‘perfect storm’?

The key to success will be found by those who
first identify the signals leading to an imbalance
of supply and demand, whether this is from an
oversupply of hotel rooms or a shortfall in
demand. It is this which can lead to a decline in
the fortunes of the hotel sector and it is most
likely that US hotel markets will start to
experience this in advance of Europe (albeit that
this discounts the potential effects a terrorist
outrage could have anywhere in the world, with
the consequent ‘knock-on’ effect that may then
transpire).

So our advice to those looking at European hotel
investments is to be vigilant – broaden your
field of vision, don’t be too focussed on your
micro markets to miss the bigger picture of what
is happening elsewhere in the world, and to
continue to ‘make hay while the sun shines’.

6    European Hotel Transactions 2006 HVS International

Figure 6 Cross-Border Activity – Single Asset and Portfolio Transactions 
2001-06 (€ billions)

Source: HVS International Research 
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