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 KEY CONSIDERATIONS 

 Recovery from the impact of Covid-19 on the hotel sector has been hampered due to the 
emergence of new variants and the timing of a full recovery remains uncertain. 

 Small, highly leveraged players were much more impacted by Covid-19 as compared to top tier 
groups that presented moderate leverage before the pandemic, benefitting from asset-light 
business models. 

 The credit profile of small hotel players is expected to remain high-risk over the medium term due 
to increased backlog of financial debt. An increase of mergers and acquisitions in the sector is 
expected in the short to medium-term. 

 Net LTV ratio is key to assess and differentiate the credit profile of small highly leveraged hotel 
players that are also property owners. 

 External credit ratings may be even more useful both for borrowers and lenders during severe 
crisis in hotel demand when typical EBITDA based credit metrics alone are not enough to assess 
a borrower’s credit profile. 
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 I GLOBAL MARKET 2021 UPDATE 

The hotel sector has been in a turmoil since the Covid-19 outbreak in 2020. 
April 2020 was the worst operational month, with most hotels closed or at low 
occupancy rates worldwide due to widespread strict travel restrictions and 
lockdowns. Recovery since then has been erratic and, more recently, and 
despite increasing vaccination levels, the emergence of new Covid-19 variants 
has limited the recovery and there are still concerns for possible new and 
eventually more aggressive variants. 

From the two charts below (data published by United Nations’ World Tourism Organization 
(UNWTO)), ARC notes that the impact in average hotel occupancy rate worldwide in full 
year (FY) 2020 (-41.3%) was lower than in international tourist arrivals (-72.9%) and 
recovery in FY2021 was more robust in hotel occupancy rate (+24.1%) compared to 
international tourist arrivals (+4.5%), reflecting an increase in the importance of domestic 
travel and regional destinations due to the lack of confidence for longer/international trips, 
a factor applicable both to leisure and business travel segments. 

  

Source: https://www.unwto.org/international-tourism-and-covid-19. Source: https://www.unwto.org/unwto-tourism-recovery-tracker. 

Beside uncertainties regarding the end of the pandemic, the prospects of hotel sector 
recovery are also facing ambiguities from changing habits of consumers which have been 
enhanced by the pandemic such as: 

- The replacement of business travel for in-person meetings by virtual meetings (with 
significant cost and time savings) has been adopted by most companies worldwide to 
support a quick transition in operations and, considering the significant cost and time 
savings, ARC expects that the virtual or ‘hybrid’ meetings will continue in the long term. 
However, there are also signs of “Zoom fatigue” and a need for in-person interactions, 
thus the level of replacement that will stay after the end of the pandemic is still 
uncertain. 
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- Similarly, in-person conferences were replaced by digital webinars during lockdowns 
and, more recently, when restrictions were eased, hybrid solutions emerged, allowing 
in-person and call-in options for attendance. With the investment in IT systems already 
made and tested, ARC believes that hybrid solutions will continue to be offered, 
providing flexibility and allowing larger audiences, but it remains uncertain if the pre 
Covid-19 levels of in-person attendance will fully revert or not. 

- “Staycations” – having holidays in closer/regional destinations – may be a new trend 
to stay in the market at least in the medium-term, although this new trend may subdue 
quickly as habits of consumers can change. 

- Additional support for increasing staycations and replacement of business traveling by 
teleconferences and digital webinars may come from increasing travel costs caused 
primarily by rising energy costs, this being driven in the long-term by the energy 
transition to low carbon and currently exacerbated by the war in Ukraine. 

Covid-19 had an unprecedented impact on travel and tourism worldwide, but hotel sector 
demand tends to be cyclically driven by economic cycles and also reacts promptly and 
locally to outstanding events, either political (wars, popular unrests, etc.) or natural 
(hurricanes, pandemics, volcanic eruptions, wildfires, floods, etc.). In this context, ARC 
notes the importance in insurance coverage, specifically challenges in travel insurance 
caused by Covid 19, as well as challenges ahead from climate change, which are 
addressed in the recent ARC’s published research “EUROPEAN INSURANCE INDUSTRY: 
CHALLENGES AHEAD FOR 2022”1. 
  

 
1 https://arcratings.com/researches/european-insurance-industry-challenges-ahead-for-2022/ 

https://arcratings.com/researches/european-insurance-industry-challenges-ahead-for-2022/
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 II IMPACT OF PANDEMIC ON TOP TIER 
GROUPS VS SMALL HIGHLY LEVERAGED 
PLAYERS 

Most countries implemented temporary measures to support companies in the hotel 
sector from the full impact of Covid-19, such as simplified lay-off, tax and other payment 
deferrals, legal bank moratoria and new credit lines with partial government guarantees, 
which together have avoided significant increases of bankruptcies within the sector. As an 
example, according to a paper published on 19 November 2021 by the Federal Reserve of 
Boston2, in the US the number of hotel bankruptcy filings in 2020 was around 11% below 
2019’s levels. 

However, ARC has noted different performance and ability to deal with the 
Covid-19 impact among small hotel players, compared to worldwide operators. 

To better assess this difference, ARC considered the two following groups:  

- “Top Tier Group”, based on the public information of the five largest hotel groups – three 
based in North America (Marriot International Inc, Hilton Worldwide Holdings Inc and 
Wyndham Hotels & Resorts Inc), one based in Europe (InterContinental Hotels Group 
PLC) and one based in Asia (Shanghai Jin Jiang Capital Company Limited). 

- “SMEs Group”, a group of five small and medium-sized enterprises in the hotel 
sector - two based in North America, two based in Europe and one based in Asia. This 
group comprises two small one-hotel players, two small hotel groups with 6 and 
27 hotels respectively and one mid-sized hotel group with over 500 hotels in operation. 
FY2019 revenue ranged from US$ 27m to US$ 958m. The hotel group with over 
500 hotels, although significantly bigger than the other players in the sample, shares 
most of the main characteristics with the other small players. 

  

  

 
2 “Review of U.S. Business Bankruptcies During the COVID-19 Pandemic”. 
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While the Top Tier Group suffered an average decrease of 48% in revenue in FY2020 and a 
decrease of 70% in EBITDA, the SMEs Group suffered an average decrease of 60% in 
revenue and a decrease of 90% in EBITDA. In addition, four of the five smallest players in 
the SMEs Group’s EBITDA turned negative while all Top Tier Group and the largest player in 
the SMEs Group were able to generate positive EBITDA in FY2020. 

The main reasons behind the stronger operating performance in the Top Tier Group are 
the following: 

- Business model – players in the Top Tier Group operate in an asset-light and 
recurring-fee based model, combining owned hotel operation, hotel management for 
third parties and brand franchising, while players in the SMEs Group operate solely in 
an owned-hotel business model, being fully exposed to direct hotel operations. 

- Brand Recognition – Players in the Top Tier Group have large hotel chains with 
recognized brands and own reservation systems, benefiting from their importance for 
tour operators, while players in the SMEs Group rely only on tour operators. 

- Geographical and segment diversification – most of the players in the Top Tier Group 
operate worldwide with good geographical diversification as well as market segment 
diversification, i.e. operating both city hotels and holiday resorts and both economic 
and luxury hotels, while four of the five players in SMEs Group are concentrated in only 
one or few locations and are more exposed to one market segment. 

  

The Top Tier Group was still able to cover net financing costs by EBITDA (the average ratio 
decreased to 2.0x in FY2020 from 6.1x in FY2019 and only one of the five players presented 
coverage below 1.0x), but the SMEs Group presented a much worse coverage with a 
negative average of -0.2x in FY2020 compared to an already much lower starting point of 
1.7x in FY2019 and four of the five players presented negative coverage in FY2020. 
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The average net leverage ratio (net financial debt / EBITDA) of Top Tier Group deteriorated 
from 3.8x in FY2019 to 15.1x in FY2020, whereas in SMEs Group it deteriorated from 24.6x in 
FY2019 (with a range from 4.6x to 99.2x) to a negative result of -18.1x in FY2020, a somewhat 
misleading result given an average negative EBITDA in the denominator and recurrent 
negative EBITDA would represent no ability to repay debt. 

In addition to the above-mentioned factors behind stronger operational performance, 
players in Top Tier Group benefited from access to diversified sources of funding, having 
been able to use their creditworthiness to significantly increase their cash reserves, mainly 
from new debt with long term maturities but in some cases from new equity also, and to 
extend the maturity dates of their existing (pre Covid-19) debt. 

 

  

In first half (1H) 2021, despite continuous decrease year-on-year (-6%) in revenue, Top Tier 
Group presented a strong recovery in average EBITDA margin to 21% (returning to FY2019 
levels), while coverage of net financing costs (3.8x in 1H2021) and net leverage ratios (6.7x 
in 1H2021) were still far from recovery to pre-Covid-19 levels (6.1x in FY2019 and 3.8x in 
FY2019 respectively). Nonetheless they are on-track to full recovery in medium-term. 

ARC notes that recovery in the first months of 2021 for SMEs Group was not so strong as 
compared to Top Tier Group and, more importantly, they have an increased backlog of 
financial debt from accrued interest and new debt to fund operating deficits and support 
treasury during the worst periods of the pandemic.  
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 III CREDIT CONSIDERATIONS AND 
INCREASED IMPORTANCE OF LTV RATIO 
FOR CREDIT ANALYSIS 

ARC notes that the very high leverage in average presented by SMEs Group even before 
Covid-19 (net leverage ratio of 24.6x and coverage of net financing costs by EBITDA of only 
1.7x) exposed them to very high credit and liquidity risks and placed them in a situation of 
total dependency on bank moratoria to keep operating, while Top Tier Group presented a 
moderate leverage before Covid-19 (net leverage ratio of 3.8x and coverage of net 
financing costs by EBITDA of 6.1x), which was crucial in weathering the Covid-19 storm. The 
credit profile of small hotel players is expected to remain high-risk in the medium term, 
despite the demand recovery, and an increase of mergers and acquisitions in the sector 
is expected in the short to medium-term. 

For small and mid-sized hotel players that have a significant component of real 
estate in their business model (being also the property owners of most operated 
hotels) and in the context of a temporary significant drop in revenue and EBITDA, 
ARC has reinforced the importance of loan to real estate value (LTV) ratio in the 
analysis to better assess and differentiate the credit profile of each company in 
the sector. 

 

The SMEs Group presented an average net LTV ratio of 70% before Covid-19, which is 
indicative of high leverage even for a real estate owner and this ratio further deteriorated 
in FY2020 to 78.7%. Underlying this aggregated information there are significant 
differences in net LTV ratios amongst players, ranging from 22% to 115% in FY2019 and from 
24% to 132% in FY2020. Thus, despite uncertainties around valuations due to the Covid-19 
impact, the discrepancy in net LTV ratios shows different levels of support from real estate 
assets for the refinancing of debt with longer maturities to overcome any treasury 
pressures and liquidity risk. An example of an SME with low LTV ratio helping to support its 
creditworthiness is Oásis Atlântico Portugal, S.A.3, currently rated B+ with Negative outlook 
by ARC. 

 
3 https://arcratings.com/issuers/oasis-atlantico-portugal-s-a/ 
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ARC concludes that, despite downgrades and negative outlooks due to severe impact by 
Covid-19 and uncertainties on recovery, external credit ratings may be even more useful 
both for borrowers and lenders during such challenging times when typical EBITDA based 
credit metrics alone are certainly not enough to clearly identify the credit profile of each 
company in the sector, which can be achieved with a more in-depth analysis. 
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 DISCLAIMERS 

This research publication is not a rating of any kind, is not related to any specific rating and should 

not be seen as an indication of a future rating of any kind. It summarizes ARC Ratings’ view as of the 

publication date. That view is based on information collected from a wide variety of sources which 

ARC Ratings believes to be reliable. Whilst ARC Ratings has adopted and implements measures 

aiming to ensure that, to the extent available in the circumstances, it has obtained reasonable 

verification of the information it uses and that such information is from reliable sources, the 

publication of this document should not be viewed as a guarantee of the accuracy, completeness, 

or timeliness of the information relied on or the results obtained from the use of such information. 

ARC Ratings does not act as a legal, tax, financial, investment or other advisor and users should seek 

professional advice from appropriate third parties where necessary. 

 

ARC Ratings, S.A. is registered as a Credit Rating Agency with the European Securities and Markets 

Authority (ESMA), within the scope of the Regulation (EC) Nº 1060/2009 of the European Parliament 

and of the Council, of 16 September, and recognised as External Credit Assessment Institution (ECAI). 

ARC Ratings (UK) Limited is registered as a Credit Rating Agency with the United Kingdom Financial 

Conduct Authority, within the scope of the Statutory Instrument Nº 266/2019, of 13 February, and 

recognised as ECAI 
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