[bookmark: _Hlk179813062]Business Report - Comparison of Two Hospitality Organisations




[image: A picture containing text, font, logo, symbol

Description automatically generated]









· Madalin Mihai Simion
· 2246328
· Financial Management for Hotel Industry (BMIH 5007) 
· Tristan Hawkins
· Word count: 2472







Basic Acknowledgement format of AI tool use
I acknowledge the use of Gemini [https://gemini.google.com/app/a38c38e7339fad66] on [09/10/2024] to summarise the financial statements from both Premier Inn and Shangri-la Hotels. As well, I asked for a feedback of my final assignment, which it gave me bullet points where I could improve it, and before submission I used same A.I. tool to rephrase it to make it easier to be read and understood.  I used the prompt(s):
1. Please summarize the key elements of the following financial statements[04/10/2024]
2. give me the feedback of each section of the following report, and give me for each section 2, 3 bullet points of improvement.[11/10/2024]
3. Please check the following report for spelling mistakes and rephrase it to be more formal and academic [14/10/2024]
I confirm that I have not presented any AI generated text as my own work. I confirm I have copies of my drafts, notes, and other resources I used before, and after the use of AI tools which I may be asked to provide in evidence.



















Introduction
This report provides a comparative analysis of Shangri-La Hotels and Premier Inn, two hotel chains occupying distinct market segments within the global hospitality industry. The focus is on evaluating their financial management strategies and performance between 2018 and 2023, a period marked by significant challenges, particularly due to the COVID-19 pandemic. Both organizations adopted different strategies to overcome these challenges, reflecting their unique market positioning and customer bases (Deloitte, 2023).
Shangri-La, a luxury hotel operator, primarily serves affluent international travellers in Asia, Europe, and the Middle East. The company’s operations were significantly impacted by travel restrictions and geopolitical risks, which made recovery difficult post-pandemic (Strategy Story, 2023). Premier Inn, the largest budget hotel chain in the UK, catered mainly to domestic travellers, enabling a quicker recovery driven by strong local demand and a scalable, cost-effective business model (Whitbread, 2020).
This report compares the financial performance of Shangri-La and Premier Inn across four key areas: Total Revenue, Market Position, Growth Potential Financial Commitment to CSR.

1. Total Revenue: Shangri-La Hotels vs Premier Inn
Comparative Strategies and Market Focus
Shangri-La’s strategy from 2018 to 2023 centred on its luxury market focus, heavily dependent on international travellers. Its reliance on high ADR in premium markets, such as Mainland China and Hong Kong, drove initial revenue growth in 2018 by 15%, with total revenue reaching USD 2,517.9 million (Shangri-La, 2018). The company capitalized on strong demand for luxury accommodations, increasing its ADR from USD 162 to USD 169, yet occupancy remained stable at 68%, showing that growth was driven more by pricing than by room volume.

In contrast, Premier Inn applied a cost leadership strategy (Barney, 1991), targeting domestic travellers and offering budget-friendly accommodations. In 2018, Premier Inn’s ADR was significantly lower, at £62.87, yet it maintained a strong occupancy rate of 79.3%, with total revenue reaching £2,007 million (Whitbread, 2018). Premier Inn’s strategy of affordability and its ability to add new rooms contributed to growth even in a competitive and price-sensitive market. While Shangri-La focused on premium pricing, Premier Inn’s dynamic pricing system allowed it to optimize occupancy despite lower rates (Hemmington, 2021).

Impact of External Shocks
The differing revenue models became more apparent during the COVID-19 pandemic. Shangri-La’s dependency on luxury travellers made it highly vulnerable to global travel restrictions. In 2020, its total revenue collapsed by 57.5%, dropping from USD 2.43 billion in 2019 to USD 1.03 billion in 2020, with occupancy falling to 33% (Shangri-La, 2020). Although the company reduced its ADR to USD 121, it couldn’t attract enough domestic travellers to offset the loss of international visitors, highlighting the rigidity of its strategy during crises.
On the other hand, Premier Inn's domestic market focus allowed it to weather the pandemic better. In 2020, Premier Inn's revenue dropped by 71.8%, but its flexible dynamic pricing system helped maintain higher occupancy rates compared to Shangri-La, especially by targeting essential workers and domestic staycations (Whitbread, 2020). By focusing on domestic recovery, Premier Inn rebounded faster, recovering 207.9% in room revenue by 2022, reaching £2.25 billion as travel restrictions eased (Whitbread, 2022).

Revenue Growth Drivers: Pricing vs Occupancy
For Shangri-La, revenue per available room was consistently driven by high ADR, with relatively stable occupancy. In 2018, RevPAR rose from USD 110 to USD 115, supported primarily by price increases in luxury markets (Shangri-La, 2018). However, by 2020, RevPAR plummeted to USD 40 due to falling occupancy and reduced demand for high-end rooms. Shangri-La’s inability to maintain pricing power during crises exposed a major weakness in its luxury-focused model.
Conversely, Premier Inn’s RevPAR was more resilient, primarily driven by maintaining occupancy through price adjustments. In 2019, despite a slight drop in occupancy (from 79% to 78%), Premier Inn managed to keep RevPAR relatively stable due to its pricing flexibility. By 2023, Premier Inn’s RevPAR increased by 19.3%, rising from £46.91 in 2020 to £55.97 in 2023, reflecting its success in combining higher occupancy with modest price increases (Whitbread, 2023). This demonstrates Premier Inn’s adaptability in managing demand fluctuations through cost leadership and price optimization.

Operational Efficiency and Cost Structures
Shangri-La faced significant operational challenges during the pandemic, especially due to its high labour costs and reliance on expensive properties in premium markets. In 2018, Shangri-La’s labour costs alone reached USD 811.4 million, representing a substantial portion of its expenses (Shangri-La, 2018). While Shangri-La attempted to cut costs by furloughing staff and reducing operations in 2020, its fixed costs in high-end properties (e.g., USD 336.3 million in depreciation) limited its ability to scale down during low-demand periods (Shangri-La, 2020).
In contrast, Premier Inn’s leaner operational model allowed it to better manage cost pressures. In 2019, Premier Inn’s property costs stood at £350 million, but it effectively controlled expenses through energy efficiency initiatives, such as LED lighting and solar panel installations, which helped reduce utility costs (Whitbread, 2019). By 2023, Premier Inn’s employee benefits costs were stable at £665 million, while Shangri-La faced rising costs, driven by wage inflation in luxury markets (Whitbread, 2023).

2. Market Position: Shangri-La Hotels vs Premier Inn

Shangri-La Hotels: Market Position
Shangri-La has historically maintained a strong position in the luxury hotel sector, with a particularly dominant presence in Asia. In 2018, the company had an ADR of USD 169 in its primary markets of China and Hong Kong (Shangri-La, 2018). However, its reliance on international travellers, combined with political instability in Hong Kong, severely affected its occupancy rates and revenue by 2019. Occupancy rates plummeted to 33% in 2020 during the COVID-19 pandemic, demonstrating the risk inherent in its reliance on luxury services and affluent international travellers (Shangri-La, 2020)
In the luxury sector, Porter’s Five Forces shows that Shangri-La faces significant competition from other luxury hotel chains, and the threat of substitutes, such as high-end vacation rentals (Airbnb), is growing (Porter, 1980). Additionally, economic and geopolitical instability in key markets like Hong Kong increases risks for the company, necessitating a diversification strategy to mitigate such vulnerabilities.

Premier Inn: Market Position
Premier Inn holds a dominant position in the UK budget hotel sector and has been expanding its presence into Europe, particularly Germany. Its mid-market positioning allowed it to remain resilient during the pandemic. With over 800 hotels in the UK and 40 in Germany by 2023, Premier Inn has a much broader market appeal, allowing it to cater to domestic and budget-conscious international travellers (Whitbread, 2023).
Premier Inn’s market development strategy in Germany can be explained using Ansoff’s Matrix, which highlights the company's ability to leverage its expertise in budget accommodations to enter new geographical markets (Ansoff, 1957). This expansion strategy capitalizes on Premier Inn’s ability to scale cost-efficiently, but it also carries risks, such as cultural adaptation challenges and local competition, which the company needs to manage through detailed market research and localization efforts (Hill et al., 2017).
While Shangri-La holds a strong position in the luxury market, its reliance on high-end international travellers exposes it to greater risks during economic and political upheavals. Premier Inn’s broader demographic appeal and cost leadership strategy make it more flexible and resilient, particularly in times of market disruptions (KPMG, 2022).

3. Growth Potential: Shangri-La Hotels vs Premier Inn

Shangri-La Hotels: Growth Potential
Shangri-La’s growth strategy focuses heavily on luxury hospitality in Asia, particularly Mainland China and Hong Kong. This product development approach, as defined in Ansoff’s Matrix, has enabled the brand to thrive in the high-end market, with Mainland China alone generating USD 842.1 million in 2018 (Shangri-La, 2018). However, the capital-intensive nature of luxury property development exposes Shangri-La to financial risks, particularly in politically unstable regions. For instance, in 2019, revenue from Hong Kong dropped by 20% due to political unrest (Shangri-La, 2019). This dependence on luxury travellers and premium markets makes the company vulnerable to external shocks, as seen during the COVID-19 pandemic when revenue plummeted by 57.5% (Shangri-La, 2020).

Shangri-La’s growth limitations are exacerbated by its high operational costs, such as USD 318.4 million in capital expenditures in 2020, largely dedicated to refurbishments and new luxury properties (Shangri-La, 2020). These financial demands restrict its flexibility to expand quickly into new markets. To mitigate these risks, Shangri-La could diversify into mid-market accommodations or explore the growing vacation rental sector, which offers lower operational costs and broader market appeal.

Premier Inn: Growth Potential
In contrast, Premier Inn’s growth strategy is based on market development, focusing on expanding into underpenetrated regions like Germany. By 2023, Premier Inn operated over 40 hotels in Germany, leveraging its cost-efficient business model to grow in a market with limited budget hotel competition (Whitbread, 2023). This expansion has been particularly effective, with Premier Inn’s room revenue increasing by 207.9% in 2022 (Whitbread, 2022). Its market development strategy allows Premier Inn to scale cost-effectively, using AI-driven pricing to maintain profitability even in mature markets (Hemmington, 2021).
While Premier Inn’s domestic market in the UK is nearing saturation, its German expansion provides substantial growth opportunities. However, this international growth carries risks, such as the need for market localization and navigating different regulatory environments (Hill et al., 2017). To address these challenges, Premier Inn should continue its localized marketing efforts and adapt its operational strategies to meet regional demand in Europe.

Comparative Analysis
Shangri-La’s luxury-focused, capital-heavy growth model offers high returns in stable periods but exposes the company to geopolitical and economic risks. Its limited flexibility during market disruptions, such as the 57.5% revenue drop in 2020, highlights the vulnerability of relying solely on high-end travellers (Shangri-La, 2020). On the other hand, Premier Inn’s cost-effective expansion strategy into new markets like Germany offers a more stable and scalable growth potential. Premier Inn’s adaptability, driven by dynamic pricing and efficient operational models, allows it to grow rapidly and manage risk better, especially in unpredictable economic climates.

4. Financial Commitment to CSR: Shangri-La Hotels vs Premier Inn

Comparative CSR Strategies
Shangri-La's Shangri-La Cares program emphasizes high-cost sustainability initiatives, including a goal to achieve carbon neutrality by 2030 and sourcing 40% of food and beverage offerings sustainably (Shangri-La, 2021). While these initiatives align with Porter & Kramer’s Shared Value model, which seeks to integrate social responsibility into competitive strategy (Porter & Kramer, 2006), they also present financial risks. Retrofitting luxury properties to meet environmental standards requires substantial capital, and in times of economic downturns, such high fixed costs could strain profitability.
In contrast, Premier Inn's Force for Good program prioritizes cost-efficient sustainability. Initiatives like reducing energy consumption by 20% per room through solar panels and LED lighting align with Barney’s Resource-Based View (RBV), where sustainability is viewed as a resource that reduces operational costs while delivering a competitive advantage (Barney, 1991). Premier Inn’s CSR strategy integrates well with its budget-focused model, where the emphasis is on maintaining profitability while adhering to environmental regulations.

Financial Implications and Risk Management
Shangri-La's luxury positioning makes its CSR commitments more capital-intensive. Its focus on retrofitting older, high-end properties requires significant upfront investments, which could be a financial burden during market downturns. To mitigate these risks, Shangri-La could adopt phased implementation of sustainability initiatives and explore green financing options such as sustainability-linked bonds or partnerships with eco-tech firms (Deloitte, 2023). These strategies could spread costs over time, reducing financial strain while achieving long-term environmental goals.
Premier Inn, by contrast, embeds its CSR initiatives within its cost leadership strategy. The company's focus on energy efficiency not only supports sustainability but also drives long-term cost savings, reducing operational expenses per room (Whitbread, 2022). Premier Inn’s risk management approach involves ensuring that these sustainability efforts generate clear financial returns, enabling the company to comply with environmental regulations without sacrificing profitability. Expanding these practices into international markets, particularly in Germany, further enhances Premier Inn’s reputation as an eco-friendly budget option while keeping costs manageable (Jones & Lockwood, 2020).

CSR Comparison
While both companies are committed to sustainability, their approaches reflect their different business models. Shangri-La's ambitious CSR goals, though commendable, pose financial risks due to their high costs, especially during economic downturns. Risk management for Shangri-La will require careful financial planning to balance CSR investments with profitability (Deloitte, 2023). In contrast, Premier Inn's cost-efficient CSR approach aligns with its business model, turning sustainability into a competitive advantage through operational cost reductions and regulatory compliance, ensuring financial resilience even in challenging market conditions (Barney, 1991).

Conclusion
The comparison between Shangri-La Hotels and Premier Inn from 2018 to 2023 highlights their distinct strategies and responses to market challenges. Shangri-La’s luxury positioning, driven by high ADRs and international travellers, left it vulnerable to external shocks like the COVID-19 pandemic and geopolitical instability. This reliance on premium markets led to a slower recovery, revealing the risks of its high-cost model during crises.
In contrast, Premier Inn’s cost leadership strategy and focus on domestic travellers provided greater flexibility. Its ability to maintain high occupancy through dynamic pricing, even during economic downturns, enabled a faster recovery. Additionally, Premier Inn's expansion into Germany and commitment to operational efficiency, such as energy-saving initiatives, helped it navigate challenges more effectively.
On the CSR front, Shangri-La's ambitious sustainability initiatives are commendable but financially demanding. Premier Inn’s approach, integrating cost-efficient sustainability practices, aligns better with its business model, ensuring both profitability and regulatory compliance. Overall, Premier Inn’s adaptable and cost-conscious approach proved more resilient and better suited to navigating global disruptions.

Recommendations
Shangri-La Hotels:

Expand into Mid-Market Segments
Shangri-La should consider diversifying beyond luxury to tap into the growing mid-market hotel sector, particularly in regions like Southeast Asia. Expanding into mid-range offerings, like Marriott’s “Courtyard” brand, would help mitigate risks associated with economic downturns and dependency on high-end international travellers. This diversification aligns with Ansoff’s Market Penetration strategy, where leveraging existing markets with new price points could drive revenue growth during global disruptions (Johnson et al., 2017).

Geopolitical Risk Diversification
Given Shangri-La’s vulnerability to geopolitical risks in key markets like China and Hong Kong, the brand should expand its footprint into more politically stable regions. A good example is Hyatt’s strategy of diversifying its global portfolio, reducing its exposure to any single country’s economic shifts. Shangri-La could benefit from a similar risk management approach, spreading its luxury properties across more resilient markets.

Premier Inn:
Optimize Energy Efficiency and Sustainability Initiatives
Expanding its energy-saving practices, like the use of solar panels and LED lighting, would continue to lower operational costs while aligning with customer expectations for eco-friendly accommodations. Premier Inn’s sustainability initiatives mirror Accor’s energy-efficient models, where substantial cost savings are realized through green technologies. Investing further in these areas can improve both profitability and brand reputation (Jones & Lockwood, 2020).

Enhance AI-Driven Revenue and Pricing Models
Increasing its use of AI for dynamic pricing and revenue management would optimize Premier Inn’s performance in mature markets. This strategy has proven effective for hotel brands like Marriott, which uses AI to adjust pricing based on demand in real time. Premier Inn can leverage this approach to drive RevPAR growth, particularly in competitive European markets (Barney, 1991).


References

Ansoff, I. (1957) Strategies for diversification, Harvard Business Review, 35(5), pp. 113-124.
Barney, J.B. (1991) Firm resources and sustained competitive advantage, Journal of Management, 17(1), pp. 99-120.
Deloitte (2023) Hospitality industry outlook: Time for recovery. Available at: https://www.deloitte.com/uk/en/services/financial-advisory/perspectives/the-hospitality-industry-time-for-recovery.html (Accessed: 9 October 2024).
Hill, C.W., Schilling, M.A. and Jones, G.R. (2017) Strategic management: Theory and cases. 12th edn. Cengage Learning.
Hemmington, N. (2021) AI and dynamic pricing in the hotel industry: Opportunities for growth, Journal of Hospitality Management, 15(3), pp. 45-61.
Johnson, G., Scholes, K. and Whittington, R. (2017) Exploring corporate strategy. 10th edn. Harlow: Pearson Education.
Jones, P. and Lockwood, A. (2020) Sustainability in the budget hotel sector: A comparative analysis, International Journal of Hospitality and Tourism Management, 18(2), pp. 33-48.
KPMG (2022) Hospitality report 2022: Key trends. Available at: https://assets.kpmg.com/content/dam/kpmg/ae/pdf-2023/01/Dubai-Hospitality-report-2022.pdf  (Accessed: 9 October 2024).
Porter, M.E. (1980) Competitive strategy: Techniques for analysing industries and competitors. New York: Free Press.
Porter, M.E. and Kramer, M.R. (2006) Strategy and society: The link between competitive advantage and corporate social responsibility, Harvard Business Review, 84(12), pp. 78-92.
Shangri-La (2018) Annual report 2018. Available at: https://sitecore-cd.shangri-la.com/-/media/Project/Shangri-La-Group/Investor/Files/Public-Disclosures/Financial-Information/Financial-Reports/2018_Annual_Report.pdf  (Accessed: 4 October 2024).
Shangri-La (2019) Annual report 2019. Available at: https://sitecore-cd.shangri-la.com/-/media/Project/Shangri-La-Group/Investor/Files/Public-Disclosures/Financial-Information/Financial-Reports/2019Annual-Report-Eng.pdf (Accessed: 4 October 2024).
Shangri-La (2020) Annual report 2020. Available at: https://sitecore-cd.shangri-la.com/-/media/Project/Shangri-La-Group/Investor/Files/Public-Disclosures/Announcements-and-Circulars/2021/2021-04-26-AR_E.pdf  (Accessed: 4 October 2024).
Shangri-La (2021) Annual report 2021. Available at: https://sitecore-cd.shangri-la.com/-/media/Project/Shangri-La-Group/Investor/Files/Public-Disclosures/Latest-Top-Publications/2021_Annual-Report_E.pdf  (Accessed: 4 October 2024).
Shangri-La (2022) Annual report 2022. Available at: https://sitecore-cd.shangri-la.com/-/media/Project/Shangri-La-Group/Investor/Files/Public-Disclosures/Latest-Top-Publications/e0069_230418_AR.pdf  (Accessed: 4 October 2024).
Shangri-La (2023) Annual report 2023. Available at: https://sitecore-cd.shangri-la.com/-/media/Project/Shangri-La-Group/Investor/Files/Public-Disclosures/Latest-Top-Publications/2023_Annual_Report_E.pdf  (Accessed: 4 October 2024).
Strategy Story (2023) Shangri-La hotels SWOT analysis, The Strategy Story. Available at: https://thestrategystory.com/blog/shangri-la-hotels-swot-analysis/ (Accessed: 8 October 2024).
Whitbread (2018) Premier Inn annual report 2018. Available at: https://www.annualreports.com/HostedData/AnnualReportArchive/w/LSE_WTB_2018.pdf  (Accessed: 4 October 2024).
Whitbread (2019) Premier Inn annual report 2019. Available at: https://www.annualreports.com/HostedData/AnnualReportArchive/w/LSE_WTB_2019.pdf  (Accessed: 4 October 2024).
Whitbread (2020) Premier Inn annual report 2020. Available at: https://www.annualreports.com/HostedData/AnnualReportArchive/w/LSE_WTB_2020.pdf  (Accessed: 4 October 2024).
Whitbread (2021) Premier Inn annual report 2021. Available at: https://www.annualreports.com/HostedData/AnnualReportArchive/w/LSE_WTB_2021.pdf  (Accessed: 4 October 2024).
Whitbread (2022) Premier Inn annual report 2022. Available at: https://www.annualreports.com/HostedData/AnnualReportArchive/w/LSE_WTB_2022.pdf  (Accessed: 4 October 2024).
Whitbread (2023) Premier Inn annual report 2023. Available at: https://www.annualreports.com/HostedData/AnnualReports/PDF/LSE_WTB_2023.pdf  (Accessed: 4 October 2024).
Wong, S. (2021) Sustainable tourism development and luxury hotel operations: The case of Shangri-La hotels, Tourism Management Journal, 34(2), pp. 120-135.

image1.jpeg
Prifysgol Cymru
Y Drindod Dewi Sant

University of Wales
Trinity Saint David





