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OVERVIEW

As global COVID-19 cases increase
exponentially, our first and most effective
line of defense - containment - along with a
sharp reduction in discretionary spending is
causing service sectors worldwide to
collapse. Social distancing, travel restrictions
and city- and countrywide lockdowns have

effectively shut down F&B sector, retail,
travel, tourism and hospitality.
Uncertainty is looming, as health

professionals remain unsure on whether the
outbreak can be controlled by the second
half of 2020. A recent publication by Oxford
Economics projected a 1.3% contraction in
global economy in 2020, yet the authors
remained positive that summer might bring
a period of recovery. The main challenge lies
in predicting how the domino effect of
countries locking down one after another
will affect the global output. As of the
publication of this report, China has lifted
the lockdown and is starting to resume
economic activity, but countries accounting
for 48% of the global output remain in
shutdown.

In Georgia, the number of cases has
exceeded 200. Through the national
guarantine, the government seeks to reduce
public exposure yet a sharp increase in the
number of cases is still to be expected. As a
predominantly service-sector driven
economy, Georgia will most definitely see an
economic contraction in 2020. Oxford
Economics projects that GDP real growth
rate will have dropped from 5.1% in 2019 to
4.25% in 2020. These
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projections are subject to revision, as the factual data
on the economic ramifications of the outbreak become
available.

EFFECTS ON THE HOSPITALITY MARKET

COVID-19 has been especially detrimental for the
hospitality sector. STR reports that in the EMEA region,
more than 41,000 hotels have closed to date. Hotels in
Europe (including Georgia) account for nearly 40,000
of these.
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Both current and forward occupancies have been
declining since February. As of the end of March, the
number of room nights sold in hotels in China, Asia
Pacific (excl. China) and Europe were 32.4%, 37.7% and
22% of the number of room nights sold in the same
period last year. Locally, in the week ending on March
21, Georgian hotels experienced an 86% drop in weekly
occupancy compared to the same period last year.

RevPARs have similarly been sliding all across Europe.
European cities experienced an average y/o/y drop in
RevPAR of 87.68% for the week commencing March
16, Hotels in Thilisi experienced an 88% reduction in
RevPARs.

Operational forecasts for Europe are quite bleak for
some time to come, given that the pandemic has still
not been checked. However, looking at Chinese
hospitality sector can give some indication of what may
happen once the curve is successfully flattened -
Chinese hotels saw an almost immediate growth in
occupancy as soon as the number of new cases started
to decline. It is worth noting that the growth has been
driven primarily by domestic demand, however up until
lockdowns are lifted, domestic demand is what will be
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HOTELS IN TBILISI - THE FINDINGS

To gauge the effects of the pandemic on the
hospitality sector and find out how the hotels have
responded, we conducted a survey of hoteliers. In
this publication, we present the data on the hotels
located in Tbilisi.

Survey was conducted in the week of March 23™
and included both branded and non-brand facilities.
Of the 32 purposively selected responders, 50% filled
out the questionnaire fully. The response rate can
partially be explained by the mass closure of non-
brand facilities in Tbilisi.

Have the Hotels Stopped Operating?
39093039L 09 565 LobEdmmgdds
3960009057

B No

B Yes

73% 80%

27% 20%

Non-branded

Branded

Of the surveyed hotels 75% have shut down; the others
reported one of two reasons why they haven’t: (1) they
are accommodating guests that got stranded in Thbilisi
due to flight cancellations; (2) they are accommodating
hotel personnel who either commute to Thilisi or have
been previously been living in rented apartments.
Clusters of branded hotels in Thilisi that are owned by
common corporate entitles have pooled all stranded
guests in to one facility, and closed down the others.
Similarly, one hotel per such cluster was allocated for
guarantine purposes in accord with the agreement with
the government of Georgia.

Hotels report that the booking cancellations started in
the beginning of February. These were primarily
cancellations made by the Chinese tourists. However,
majority of the cancellations happened at the end of the
month, when first confirmed case of COVID-19 was
announced in Georgia.

For the branded hotels, bookings are cancelled until
mid- or the end of May, however there is no doubt
among hoteliers that should the situation worsen, these
reservations will be cancelled as well. Crisis is deeper for
the non-brand hotels, 40% of which have no current
reservations.
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None of the non-brand hotels in our survey are
participating in quarantine. As several of them have a
central heating and air conditioning system, they do not
fit the requirements for a quarantine facility. The same
problem has been quoted by spokespeople for branded
hotels, that are also not participating as providers.

Of the branded facilities, three are participating as
guarantine providers. One of them has already started
receiving the quarantined; at the time of the interview,
the other two were awaiting instructions from the
government.

Some interesting and important points have been made
with regard to the pricing strategy for when the
lockdown is lifted and flights are resumed. 37.50% of
hoteliers surveyed reported that they are planning to
reduce prices after reopening; 6.35% said they have not
decided on the pricing strategy yet. More than half of
them however said they are not planning to reduce
prices at all. The present problem has to do with crisis
of confidence rather than price competition, so these
hoteliers do not believe they can induce greater
demand by lowering their rates. After several months of
shutdown, it will be essential to recapture the same
price niche and market demand as before so that
businesses can recover faster. Yet, it is also important to
note that should tendency for lower rack rates prevail in
any one particular hospitality sub-sector, the downward
pressure on ADRs of all hotels will be inevitable.

Quarantine Participation: Branded Hotels
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EPaid Leave
® Partially Paid Leave
= Rotational Schedule

B Unpaid Leave

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Hotels reported varying staff policies. 33.33% of them
have given staff a paid leave, while 20% have instituted
rotational schedules and pay-by-hour model. Some non-
brand hotels have only been able to guarantee a
minimum salary; 20% of them have had to let staff go
into an unpaid leave.

As financially stronger institutions, braded hotels have
not yet had to release staff in an unpaid leave but
uncertainty lingers among both groups - longevity of
the crisis will compromise their ability to pay salaries. In
fact, some hotels may not be able to pay April salaries
without external intervention.
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With regard to dealing with the crisis, more than half of
the branded hotels are already planning a marketing
campaign; in some cases, they are expecting
instructions to be issued by the brand HQs. 40% of non-
brand facilities are in the pre-planning stages while the
rest have not yet started working on a marketing plan
yet.
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® Pre-planning

60% 70% 80% 90% 100%
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State/Private Sector Support Required
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Finally, both brand and non-brand hotels stress the
importance of tax relief for their continued survival during
and after the crisis. Subsidies on VAT, property and income
taxes could allow them to pay salaries and reduce the
number of staff members they may have to lay off. Debt
relief was emphasized as of similar importance among
primarily non-brand hoteliers.

20%

“

Utilities

B Branded

CONCLUSIONS

Hotels in Tbilisi have had a rough month, however many of
them have fulfilled their obligations towards their staff and
are now looking towards targeted relief measures to ease
the effects of the crisis on their businesses. Non-brand
hotels are more vulnerable than branded ones; so are their
staff members. However, tax and debt relief as well as
subsidization of utility costs can alleviate the stress on the
hospitality sector as a whole. Additionally, as a number of
hoteliers pointed out, the government and the Georgian
National Tourism Administration need to create a
marketing plan to recapture pent-up demand after the
lockdowns are lifted and the crisis of confidence has
passed.

For urban hotels the end of the State of Emergency should
bring some reprieve, but primary revenue flows will be
generated by domestic demand; that is to say, income will
be generated not by rooms department but by (1) cafes
and restaurants, which typically account for 30-35% of
total departmental revenues, (2) SPA and wellness and (3)
MICE facilities. In the short term, marketing campaigns as
well as the efforts of the State agencies should indeed
focus on the generation of demand on the latter.
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Tax Relief

60% 60%

27%

Debt Relief Tourism Plan

B Non-branded
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Interesting points have been made with regard to the
post-lockdown pricing strategies. The present crisis is
indeed a crisis of confidence and not that of high-
flying pricing, yet we believe a market-wide drop in
ADR is inevitable. Looking back at 2019 we can see a
similar pattern: the Russian travel ban caused quite a
few non-brand boutique hotels - that operated
primarily on the Russian demand - to lower rack
rates. The effect was strong enough to put
downward pressure on prices of midscale and upper
midscale branded hotels, which had started losing
clientele to cheaper, non-brand options. We may see
the same scenario play out in the second half of 2020
as well, should the lockdown lift by then. It is quite
clear that a coordinated action by the hospitality
sector will be crucial for faster recovery.

Lifting the lockdown - not just here, but in the

countries worldwide - will boost performance, as

pent-up demand becomes apparent, spending
resumes and financial and policy measures geared
towards economic recovery and relief go in effect.
Industry experts as well as economist propose that
recovery should begin in summer as long as
deployed containment measures are effective in
curbing the spread of the virus. Such propositions are
naturally conditional and will be updated as more
information becomes available.

Cushman and Wakefield Georgia will be monitoring
the situation closely and providing updates on the
effects of COVID-19 as well as measures taken to curb
its spread and its subsequent economic and sectoral
impact.
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