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Room for differences 

Adapted from Investors Chronicles, 27th February, 2004.

Meet the Hilton cousins. One's called Hilton Hotels Corporation, and operates hotels in the US. The other goes by the name of Hilton Group, and it runs hotels in the UK and the rest of the world. Although they are two separate organisations there are striking differences between the two Hiltons. 

The US hotel industry has realised that it doesn't necessarily make sense for hoteliers to own hotels. By their nature, hotels are expensive pieces of real estate. The freehold on a top-quality property in a prime location in a major city can easily fetch tens of millions of pounds. Of course, the advantage of both owning and running a hotel is that you get to keep all the profits made. However, many American hoteliers prefer to manage hotels on behalf of property owners, or they simply franchise their brands out to others. Providing management services involves taking on the day-to-day running of the hotel in return for a fee.

Questions:

1 Explain why hotels are a fixed cost.

2 Explain, in the context of hotels, the key drivers of average fixed costs.

3 “[T]he advantage of both owning and running a hotel is that you get to keep all the profits made”. But what happens when the number of tourists, and/or business travellers declines?

4 In a cyclical market, like hotels, explain why it is better to have a variable cost base as opposed to a fixed cost base.

5 Which Hilton do you think is most profitable, the US Hilton, or the UK? 

