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[bookmark: _Toc209704334]The study analyses the financial strains that are facing the hospitality and hotel sector. The major issues are increased operation costs, lack of labour, decreased consumer spending and access to finance. Secondary data was in the form of academic articles, industry reports and government publications that were analysed. The external factors affecting the sector were evaluated with the help of PESTLE analysis, whereas the root causes of financial strain were determined with the assistance of the 5 Whys technique. Some results indicate that economic uncertainty, labour shortages and regulatory demands lower profitability and inhibit long run sustainability. Hotel’s counter this with cost control strategy, employee loyalty and technological investment. Although productive, these strategies may be expensive, particularly to the smaller operators. The research determines that strategic planning and targeted investment is key to resiliency and competitiveness in the industry.

[bookmark: _Toc220061081]Introduction
The hospitality industry is now facing a lot of financial pressure. This force has been building up owing to the increasing cost of operations, workforce, decline in consumer spending, and constrained credit facilities. All these have led to financial risk and lowered profitability in the sector. The problem is of special significance due to the fact that operating under high fixed costs and depending on regular demand, hospitality businesses are only able to operate under special conditions. An increase in the cost of operation is one of the key causes of financial pressure. Hotels are subjected to high costs of energy, high prices of foodstuffs and beverages and high supplier contracts. 
Shortages of labour have also increased strain on hotel budgets. There has been a decline in the labour supply in the sector as a result of the workforce migration and has been associated with alteration in the preferences of choice of career. Hotels have raised wages and benefits in order to attract staff. This has increased the payroll costs as well as recruitment costs. Poor staffing also influences quality of service, damage the satisfaction of the customers and future demand. This report focuses on secondary data to formulate an analysis of the financial pressures on the hospitality industry. It relies on the available sources and industry statistics to study the cost of operation, labour issues, demand changes, and budget limits underpinned by PESTLE and 5 Whys tools of analysis.
[bookmark: _Toc209704335][bookmark: _Toc220061082]Literature Review
[bookmark: _Toc220061083]Rising Operational Costs in the Hospitality Industry
The increase in the operational costs has been mentioned to be a significant source of pressure in the hospitality industry as observed in the literature. Hotels cannot run without energy, foods, maintenance and utilities (Arenhart et al., 2022). These costs have been on an ongoing increment over the last few years. The primary cause is regularly referred to as inflation and supply chain disruptions (Bai et al., 2024). It has been established that a significant proportion of the operating expenses in hotels goes to electricity, heating and water consumption. The increase in costs in these areas has a direct impact on profitability. Hotels, particularly the full-service ones, are particularly vulnerable since they have restaurants, recreational areas and large facilities. 
There is also an increase in food and beverage expenses. The stability of supply chain and increased cost of transport have increased prices of suppliers (Igwe et al., 2024). This increases the cost of production among the hotels which have dining services. Although some of these hotels have tried to increase the prices of menu, competition restricts the approach. The comparative pricing with other providers often limits pricing flexibility among the guests. Costs of maintenance and compliance are another cause of the financial stress. Hotels must meet the health, safety and environmental regulations. Such requirements include frequent inspection, upgrading and employee training. 
[bookmark: _Toc220061084]Labour Shortages and Workforce Challenges in Hospitality
Another theme of research in hospitality study is labour shortages. A huge workforce that is large and flexible has historically been relied on within the industry. A number of the authors hold that workers were not motivated to stay in the hospitality industry due to job insecurity and reduced career advancement. Relatively low pay, and long working hours also added to an existing workforce (Grigoryan, 2024). Hotels were experiencing challenges of recruiting workers as demand was regaining its lost appetite. Such disequilibrium in labour demand and supply augmented worker competition. Labour shortages are also a direct cause of wage inflation. 
The cost of recruitment has also risen because of the periodical vacancies. Labour expenses constitute a significant part of the hotel spending. Increase in wages is consequently a powerful influence on profitability. The indirect financial impacts are also caused by labour shortages. Minimal levels of staffing impact working efficiency (Causa et al., 2025). Delays in service delivery can occur, and the level of customer satisfaction can reduce. Research has associated negative experiences during service with negative reviews and decreased repeat visits. This exerts additional strain on revenue. 
[bookmark: _Toc220061085]Changing Consumer Spending Patterns and Demand Behaviour
The modifications in consumer spending behaviour have been much debated in the hospitality literature. Uncertainty and inflation in the economy has decreased the disposable income of many consumers. Consequently, the demand in the hospitality sector has developed to be risk averse and price sensitive. It has been established by Yang (2022), more frequent stays and low-end prices have been on the rise. Price comparison among consumers in the online platform is being aggressive. Promotional offers and discounting have a high and powerful impact on booking decisions. 
Demand patterns have also grown to be unpredictable. There is an escalation in last-minute bookings and cancellations (Ravenscroft, 2024). Such instability makes it hard to predict revenues and capacity. There is a larger risk of room not sold or poor pricing strategy by hotels. Lost revenue opportunity can be as a result of poor demand management. There has also been a change in the demand of business travel. Working remotely and a hybrid model has led to less corporate travel. Leisure travel is less critical but more seasonal and not as economic conditions. According to Dutta (2024), alteration of the demand behaviour enhances financial uncertainty. Hotels have to change the pricing, marketing and distribution strategies so as to stay competitive.
[bookmark: _Toc220061086]Financial Constraints, Credit Access, and Investment Limitations in the Hotel Sector
The issue of financial constraints in the hospitality industry is increasing. Availability of credit is critical in the hotel operations and development. There is high interest rate and this has added cost to finance. Beyond the risk aversion, lenders have increased their reluctance in providing services to the hospitality businesses. Challenges to high operating costs and high volatility in revenues augment poor risk perception. This has had the impact of tightening the loan-issuing processes. 
Access to finance is limited hence it limits investment activities (Crespí-Cladera et al., 2021). Hotels can put off renovation, technological improvements or expansions. Such delays may decrease the operational efficiency and competitiveness. Strategic planning is also influenced by uncertainly of investment (Humeniuk and Ivashchenko, 2024). Hotel operators can opt to have short-term survival plans as opposed to long-term growth plans. This is able to restrict innovation and sustainability efforts. 
[bookmark: _Toc209704340][bookmark: _Toc220061087]Method
The research method that is adopted in this study encompasses qualitative research to explore the financial strains affecting hospitality and hotel industry. As the primary origin of information, secondary data is utilized. Scholarly journal articles, reports prepared in the industry, and government reports and credible hospitality organisations were acquired as a source of data (Pathak et al., 2013). The sources have been chosen so as to have a dependable, relevant, and current information on the prevailing condition of the industry.
Two analytical models PESTLE analysis and the 5 Whys method were applied. The external macro-environment that the hospitality sector was exposed to was analysed using PESTLE. The political aspect was concerned with the government regulations and labour policies. Economic variables were inflation, interest rates as well as consumer spending patterns (GABRIEL, 2020). Social factors under analysis investigated the workforce attitudes and evolving travel behaviour. Automation and digitalisation were deemed as technological factors. The 5 whys analysis had been used to seek the contextual origin of the growing pressure on financial front in the industry (Majka, 2024). This is a method whereby repeated questioning of the occurrence of financial challenges were done until root causes were found. 
[bookmark: _Toc209704341][bookmark: _Toc220061088]Theme Impact Analysis
[bookmark: _Toc220061089]PESTLE Analysis 
	Factor
	Impact on Hospitality and Hotels

	Political
	· Government labour policies and minimum wage increases raise staffing costs (Reuters, 2026).
· Visa restrictions reduce access to international hospitality workers, increasing recruitment challenges (Rossello and Santana-Gallego, 2024).

	Economic
	· Inflation has driven up operating costs; UK CPI rose to 8.7% in 2023, affecting energy, food, and supply prices (ONS, 2023).
· Reduced consumer spending limits hotel revenue; 61% of UK adults reported cutting back on travel due to cost-of-living pressures (VisitBritain, 2025).

	Social
	· Workforce shortages due to changing career preferences (Burlea-Schiopoiu et al., 2022). 
· Guests are increasingly price-sensitive, demanding discounts and shorter stays, affecting occupancy and profitability.

	Technological
	· Adoption of automation (self-check-in, digital booking) improves efficiency and reduces staffing needs (Mandić et al., 2023).
· Investment in technology requires high upfront costs, which can be challenging for small and medium-sized hotels.

	Legal
	· Employment law, health, and safety regulations increase operational compliance costs.
· Environmental compliance standards, such as mandatory energy audits, create additional financial obligations.

	Environmental
	· Rising energy prices and sustainability requirements increase utility and operational costs (Mahdi et al., 2024).
· Hotels investing in eco-friendly initiatives (solar panels, waste reduction) reduce long-term costs but face high initial investment (Talukder, 2025).



1.1 [bookmark: _Toc212557207][bookmark: _Toc220061090]5Why Analysis
	Question
	Analysis

	Why 1: Why are hotels facing rising operational costs?
	· Because energy, food, and supplier costs have increased significantly in recent years.
· Because maintenance, utilities, and regulatory compliance expenses have also risen, adding to overall operational costs.

	Why 2: Why have these costs increased?
	· Because global inflation has driven up prices for energy, food, and imported goods (Radulescu et al., 2022).
· Because supply chain disruptions and transport delays have increased delivery and procurement expenses.

	Why 3: Why are these economic factors affecting hotels specifically?
	· Because hotels operate with high fixed costs and tight profit margins.
· Because intense market competition limits the ability to pass on increased costs to guests through higher prices.

	Why 4: Why does this reduce financial stability for hotels?
	· Because higher operating costs directly reduce net profits and cash flow.
· Because smaller hotels have limited financial reserves, making it harder to absorb unexpected cost increases.

	Why 5: Why is long-term financial sustainability affected?
	· Because reduced profits limit the ability to invest in technology, staff, or facility improvements.
· Because inability to invest reduces competitiveness and resilience against future economic or market shocks.



The key issue to hotels is economic pressures, as operation spending has been directly increased because of inflation on energy, food, and supplier costs. The 5 Whys analysis has revealed that the overall costs have been worsened by the uncertainty in global economies, supply chain and increasing interest rates, which has constrained the profitability of hotels. Declining revenue has also been contributed by decreased consumer purchase because of the increased living expenses (Kaplinsky and Kraemer-Mbula, 2022). Most hotels have adopted dynamic pricing and are offering promotional packages to reduce occupancy. The advantages of these strategies are that they will help maintain the market share and appeal to cost-conscience guests. 
Another major factor that has affected financial stability is labour shortages. There is a shortage of workforce due to high turnover of employees, low wages, and stressful working environments as indicated by the 5 Whys analysis. The PESTLE social factors point to another issue as well, namely the fact that 43% of hospitality positions cannot be filled in the UK in 2023. Hotels are reacting by raising wages, providing signing bonuses and spending on employee retention programs (Michael and Fotiadis, 2022). There is an establishment of systematic career advancement programs and health programs to retain employees by Marriott and Hilton. 
The other industry response is technological investment. To minimise labourer-dependency and enhance efficiency in operation, hotels are embracing self-check-in, online booking, and computer-controlled housekeeping schedule (Hamizan and Alda, 2024). The power of such innovations is reduced cost in the long term and guest convenience. The weakness is the high initial investment that is prohibitive among small to medium-sized hotels especially where credit is not easily accessible. The PESTLE analysis indicates that a lack of financing and risky lending makes one prone to market shocks, which were found in the 5 Whys examination of financial constraints.
Financial performance is also affected using environmental and regulatory pressures. The increasing energy prices and sustainability measures now necessitate that hotel spend on eco-efficient systems, wastage and eco-certifications. Big chains such as Accor have invested in solar power and water-conserving projects, lowering the costs of operation in the long term and improving the brand image. The efficiency of these measures is in the increase of efficiency and consumer approval. Financial pressure is also affected by political and legal factors. Raising the minimum wage, visa limitations, and labour laws are costly and restrict access to foreign labour force (Sumption et al., 2022). The industry has reacted by enhancing recruitment, providing incentives where focus is done as well as cooperating with the local training programs to come out with home-grown talent. These are effective in stabilising the workforce though they cannot be effective to overcome shortage during peak seasons.
Social forces have an effect on both the supply and demand side. The labour shortages are a result of greater work-life balance and job security expectations in the labour force. Also, customers are increasingly cost-sensitive, and demand value-experiences, which will impact their earnings. Hotels are retaliating by giving flexible reservations, reward systems and customized packages. Such approaches reinforce the customer interaction and keep the occupancy rates high, yet the price per-room tends to decrease.
[bookmark: _Toc209704348][bookmark: _Toc220061091]Conclusion
The hospitality business is being subjected to increasing financial strains due to the increasing operational expense, labour crises, declining consumer spending, and availability of finance. These have been compounded by the economic volatility, regulatory demands, and evolving consumer and workforce demands. The dynamic pricing, staff retention programs, technological investment, and sustainability efforts are one of the strategies that have been employed by the hotels in response. Although these measures are better to increase efficiency, employee satisfaction, and customer engagement, they are usually quite expensive, and cannot be implemented by smaller operators. 
[bookmark: _Toc209704349][bookmark: _Toc220061092]Recommendations
[bookmark: _Toc220061093][bookmark: _Toc209704350]Implement Strategic Cost Management and Operational Efficiency Measures
Strategic cost management should be dominated in the list of the priorities of hotels as they deal with an increase in operational costs. This involves optimisation of energy, minimising on waste, and renegotiating contracts with suppliers. Considering this, such costs as the cost of utility can be minimized in the long run by installing the lighting systems, heating and water-saving technologies that are environmentally friendly. Inventory management systems also allow hotels to minimize the production of food wastes, which is a source of cost and sustainability issue. This approach has such strength as reduction of costs in the long term and increasing the environmental performance which could strengthen brand image. The smaller hotels have limitations because initial investment in technologies that are energy-efficient or digital inventory may be significant. 
[bookmark: _Toc220061094]Strengthen Workforce Retention and Development Programs
High wage pressure and labour shortages are not an insignificant issue. Hotels are recommended to invest in personnel retention policies, such as competitive remunerations, career advancement programs and trainings. Flexible working hours, wellness programs, and formal career ladders may make the staff more satisfied and willing to stay. What makes this recommendation strong is that it will enable the hotel to create a stable, skilled workforce that will help make the guests happy and profitable in the long term. The only limitation, however, is the higher operational cost because of higher wages, training and other employee benefits. Tourist hotels are advised to take a step-by-step strategy of implementation and a government or industry-funded training support program so as to strike a balance between costs.
[bookmark: _Toc220061095]Diversify Revenue Streams and Invest in Technological Innovation
The hotels are to minimize dependence on the conventional room revenue and diversify the services and use of digital innovations. Labour dependency can be decreased by technological investment in the ICT components of automated check-in systems, online booking websites, and smart housekeeping routines, and enhanced efficiency of operations. The benefits of such a solution are dual, it becomes more resilient in response to the variations in consumer demand as well as is made more cost-effective. This is limited by the fact that the start-up cost is high and this might be hard to small hotels who might not be able to borrow money. Hotels can overcome this by engaging in step-by-step technology implementation, government-business relationships to distribute expenses and yet enhance service delivery and competitiveness.
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