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[bookmark: _Toc220613682]1. Abstract
The UK hotel and hospitality industry is facing a critical problem, increasing labour costs, due to the increase in National Living Wage, labour shortages, and workforce reorganisation after the pandemic. In this paper, the focus will be on the effects of the labour cost inflation on the profitability of the hotel and specifically the gross operating profit and the EBITDA performance of the business. The proposed study is qualitative and systematic, as the literature review will cover peer-reviewed research in the field of hospitality from 2019 to 2025, with evidence from the UK industry chosen to support it. It is analysed through the PEST analysis to discuss external political and economic forces and the Resource-Based View to examine the impact of the internal organisational strengths on the results. The results reveal that increasing labour costs also exert more pressure on finances and operations, but the loss of profitability is not unavoidable. Rather, the results rely on the ability of the management, flexibility of the workforce, productivity improvement and redesign of services. The paper has concluded that hotels that have taken strategic reactionary operations have had the advantage of balancing the cost pressure and service provision and are in a better position to sustain their operations financially in the long run.


[bookmark: _Toc220613683]2. Introduction
The UK hotel and hospitality sector has been under augmented financial pressure, and as a contemporary issue of business feasibility and making profits, the escalating costs of labour are a pressing issue. Being a labour-intensive industry, hotels are especially vulnerable to wage inflation, which is fuelled by regulatory reforms, labour crunch, and restructuring the workforce following the pandemic. According to recent evidence by PwC (2024), the labour costs are approximately 30-35 per cent of all hotel operating costs, which justifies the necessity to study the economic and managerial factors that determine the competitiveness and financial sustainability in the field. An increase in labour costs puts pressure on hotels to trade off between the quality of services and long-term financial sustainability. Batabyal and Das (2019) also state that hospitality management literature recognises labour expenditure as a cost that is under control and that has a significant impact on productivity and the experience of guests. Nevertheless, according to Costa and Costa (2022), cost control is not enough because competitiveness is based on strategic responses and organisational flexibility. In this respect, the paper will use PEST analysis and combine the Resource-Based View to evaluate internal capabilities that define hotel profitability.

[bookmark: _Toc220613684]3. Literature review 
The section is a critical review of peer-reviewed and credible industry publications published within the years 2019-2025 to analyse the impacts of increasing labour costs on the profitability and operations of hotels as indicated in the UK hospitality environment and workforce, in terms of financial, operational and workforce impacts.
[bookmark: _Toc220613685]3.1 Pressures on labour costs in the hospitality industry
Literature published as early as 2020 is unanimous that hospitality is one of the most labour-intensive service sectors. According to Baum et al. (2020), the fact that production and consumption of services are inseparable makes a structural reliance on frontline labour in the hotel industry, which reduces the possibility of replacing labour without affecting the quality of service. Accordingly, labour is the biggest operating cost that is controllable, and hence, hotel profit margins are so sensitive to wage increments.
Continuing this structural approach, Giousmpasoglou (2020) also investigate the working conditions in the hospitality industry and emphasises that the industry depends on low-paid, low-skilled frontline jobs, especially when it comes to housekeeping, food and beverage, or reception services. The authors argue that this type of employment increases financial vulnerability in the event of an increase in labour costs, since hotels will be running on thin cost margins. In this perspective, labour salary inflation is a structural push and not a short-term shock.
Nevertheless, some counter-arguments started to appear by 2020-2021. Han (2020) cautions not to considering increased labour costs as a financial strain and argues that higher wages and working conditions can increase workforce stability and workforce productivity. Considering the UK environment where hotels have long been reliant on migrant and low-level labour supply, labour cost pressures hence pose a financial threat to the industry as well as a structural opportunity in influencing the long-term sustainability of the sector.
[bookmark: _Toc220613686]3.2 The effects of the National Living Wage and Labour Market
Since 2019, research on the UK National Living Wage (NLW) has increased. Walmsley et al. (2019) demonstrate that, at the initial stages of implementation, NLW led to a significant increase in payroll spending among hospitality companies, specifically smaller hotels with low pricing power. One of the major results found is the compression of pay levels between the frontline and supervisory levels, with the difference in the wage level between these levels becoming small, resulting in job dissatisfaction and limited career advancement. These results are mostly supported by later studies. According to Mashunye and Silwimba (2025), hospitality employers often reacted to NLW growth by cutting or abolishing pay differentials, which made it difficult to retain experienced and managerial employees. These changes raise the costs of fixed labour, and at the same time lower organisational flexibility in terms of responding to changes in demand.
On the other hand, later articles underline potential benefits that are connected with an increased minimum wage. According to Ghani et al. (2022), hospitality experience is one of the main reasons why employee turnover and vacancy rates are high due to low wages and poor working conditions. In this sense, wage increment will minimise the indirect cost associated with recruitment, training and service disruption. In line with this argument, Baum et al. (2023) also propose that the costs of labour may be mitigated to an extent where higher wages will help in enhancing workforce stability and productivity. Taken together, these studies suggest that the effect of the NLW depends on whether hotels are incorporating wage increases into larger workforce policies as opposed to wage policy independently.
[bookmark: _Toc220613687]3.3 Consequences to Profitability and Operations
The recent literature is growing to associate inflation of labour costs with quantifiable profitability performance. Baum et al. (2023) prove that in the case of productivity gains not compensating for payroll increases, the decline in operating margins is observed in labour-intensive service industries, such as hotels. This correlation is even stronger when the increase in wages is higher than the increase in revenue.
The results are positive as the industry benchmarking of 2023-2025. PwC (2024) and Mandelbaum and Grigg (2025) state that the increase in labour cost in UK hotels has been greater than the key revenue indicators, which are reflecting on the falling gross operating profit (GOP) and EBITDA margins. Hotels, in turn, start embracing operational solutions like simplification of the services, shortening of the working hours, and selective automation.
Pessimistic interpretations are, however, restrained by more recent scholarly writing. According to Wilson (2025), even though service simplification can lead to a decrease in labour expenditure, it can also compromise guest satisfaction and repeat demand in case it is not done properly. There is evidence provided by Khandelwal (2025) that labour costs can be reduced through multi-skilling and selective automation of employees without compromising the perceived quality of service. Their results indicate that the levels of profitability are less reliant on the level of wages, but rather on the ability of management to redesign models of operation successfully.
Although more research work has been done, there are two gaps in it. First, the short-term cost effects receive a lot of literature, whereas the long-term productivity and resilience outcomes are not sufficiently studied. Second, there is a paucity of literature that is a systematic evaluation of the efficacy of organisational reaction to labour cost pressures. Such loopholes warrant more impact-based research in the UK hotel industry.
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The research follows a qualitative and critical literature review research design as it seeks to evaluate the effects of an increase in labour cost on the operations and profitability of the hotel industry. The data were gathered by means of a systematic review of peer-reviewed articles in academic journals that were published between 2019-2025, and that mainly address the hospitality industry. To make it more practical, plausible industry benchmarking reports (such as PwC and CBRE) were also referenced to bring the academic results into context. Selection of sources was done based on the studies which dealt with labour costs, wages, productivity and profitability, and preference was given to the research studies that are applicable to the UK hotel industry. A thematic analysis approach was applied to the analysis of the literature, and it allowed identifying the repetitive patterns and the major influences (Ahmed et al., 2025). A comparative synthesis was used to assess the supportive and opposing results in the literature. The research has limitations due to the use of secondary data and the presence of longitudinal and hotel-specific financial data.


[bookmark: _Toc220613689]5. Theme Impact Analysis
[bookmark: _Toc220613690]This part discusses how the increase in labour costs will affect the UK hotel industry through a cause-impact-response-evaluation model. It critically evaluates financial and operational effects and analyses organisational responses that determine the effects on profitability. Although the external factors like regulation and labour market influence the cost inflation, the Resource-Based View (RBV) is also relevant in the analysis of the internal capabilities in influencing the capacity of hotels to react efficiently.
5.1 Economic Effect of the inflation of labour costs
[bookmark: _Toc220613691]The biggest cause of financial strain in the UK hotel sector is inflation of labour costs due to the effect of the rise in the National Living Wage (NLW), as well as continuing labour shortages. Hotels are highly labour-intensive in nature, and the payroll is a very fixed operating expense, which limits short-term financial flexibility. As a result, the increase in wages will push the cost of labour per available room, exerting immediate pressure on working margins.
This weakness is supported by peer-reviewed research. Walmsley et al. (2019) show that the increase in payroll was a high proportionally by UK hospitality firms after the introduction of NLW, especially in firms where pricing power was low. Likewise, Baum et al. (2020) state that the continuous presence of both production and consumption of services simultaneously prevents hotels from counteracting wage inflation, as it does not provide any possibility to substitute labour. These forces lead to a squeeze on both the gross operating profit (GOP) and EBITDA, especially when the growth in revenue is not matched with the growth in wages.
There is evidence of this in the industry. The Caterer (2025) says that in the UK hotels, payroll costs have grown faster than room revenue, mainly in regional and full-service hotels. The economic effect is, nevertheless, disproportional. According to the Institute of Hospitality (2024), hotels that are better placed to absorb the Labour costs increase due to better management in revenue management, dynamic pricing and productivity controls.
More to the point, the literature suggests that profitability results are not determined by labour costs. Rather, profitability is an expression of wage gain, revenue production and productivity. This indicates that managerial strengths within an organisation determine financial stability in an RBV perspective. Examples of this are the operators operating in the UK, like Premier Inn, where standardised systems and effective managerial control provide the key to improving productivity, allowing hotels to overcome the pressure of labour costs, although there is an increase in wage rates (Whitbread PLC, 2021).
5.2 Service Delivery change in operations
Operationally, the increasing labour costs have influenced the UK hotels to review service delivery models. Service simplification has been one of the reactions, such as shortened operating hours, decreased housekeeping frequency, and less automation. The opt-in housekeeping has been introduced and applied to several UK hotel brands, which have decreased the number of rooms that need to be serviced daily but have maintained the choice of guests.
Automation of front desks has also increased. According to peer-reviewed research on hospitality, the effect of automation is that it may positively impact efficiency and decrease the level of staffing, especially in times of low demand (Malheiros et al., 2025). International hotel chains like IHG (2024) in the UK have installed self-check-in and self-check-out machines to control the labour element without interrupting the flow of business in the hotel.
Nevertheless, these trade-offs incur costs in terms of operations. The quality of hospitality services is a relational concept, and Baum et al. (2020) also note that too much reduction in their quality can harm customer satisfaction and brand differentiation. Perceived value in luxury and boutique hotels, where the personalised service is the key element of the guest experience, can be weakened due to reduced human interaction as well (Bagadiya and Kathiriya, 2024).
Another example is the restaurant service redesign. Shallower menus, shorter operating hours, and counter service minimise labour needs but could also minimise ancillary revenue and guests' spending (Remy et al., 2023). Although this type of measure will yield cost savings, there is also a risk of diminishing the experiential aspect of hospitality. From an RBV perspective, change in operations can work only when coupled with capabilities inside the company that do not interfere with service quality, which underlines the necessity to balance the efficiency gain and demand and satisfaction risks (CitizenM, 2025).
[bookmark: _Toc220613692]5.3 Organisational Reactions Assessment
The effect of the organisational responses on effectiveness is subject to variation based on the mode of cost-cutting, where the hotel can react or employ strategic operational redesign. Reactive forms of actions, such as blanket staffing reductions or service withdrawal, may offer temporary cost savings in the payroll, but in the long run are dangerous. According to Khandelwal (2025), multi-skilling and selective automation can be used to reduce pressure on labour costs without reducing the perceived quality of service.
Strategic responses are based on the flexibility of the workforce. The cross-trained workers who do several roles allow hotels to utilise labour more effectively and lessen dependence on overtime. According to Owino (2023), functional flexibility has a positive effect on job performance and service quality provided that such flexibility is supported by proper training.
Selective automation also helps in this practice by eliminating the transactional nature of tasks, but retaining the human touch where value is added. Mandić et al. (2023) show that automation does not always have a negative impact on customer satisfaction when it is implemented in accordance with the service design and guest demands. However, there are still issues of implementing such systems, such as the high cost of training, employee resistance, and lack of uniform development of skills, especially in smaller hotels in the UK.
In terms of an RBV, these results support that managerial capability is a strategic resource that is important. Accor and other hotel groups focus on developing the workforce and leadership potential throughout the UK portfolio, providing better opportunities to integrate technology and human resources. Overall, the evidence confirms the fact that profitability in the conditions of increasing labour costs will be less dependent on the level of wages and more on the ability of the hotel to use internal resources and increase productivity and service provision (Accor, 2024).

[bookmark: _Toc220613693]6. Conclusion
This paper has discussed the implications of the increase in labour costs to the profitability of UK hotels, with the inflation of labour costs being one of the biggest financial and operational challenges. It was found that regulation-induced wage growth and pressures of the labour market are factors that push margins in labour-intensive operations. Nevertheless, profitability outcomes are not dependent on labour costs only. Profitability is influenced with the help of managerial capability, workforce skills, and productivity controls using PEST and Resource-Based perspectives. Hotels that have initiated strategic operational redesign are better off than those that have adopted cost-cutting that is reactive. Altogether, strategic capability building can help UK hotels to change the pressure of labour costs into sustainable performance and competitive advantage.

[bookmark: _Toc220613694]7. Recommendations
Based on the analysis of labour cost impacts, recommendations are proposed to support long-term profitability in the UK hotel industry. Based on the results in Section 5.3, the hotels must commit to organised multi-skilling programmes. The fact that employees can shift to different departments makes the workforce more flexible, minimises labour wastage, and restricts overtime addiction. According to some of the recent studies, functional flexibility may not diminish operational efficiency and service quality if there is sufficient training and role definition (Limon, 2025). However, hotels must allocate sufficient resources to training and performance management to avoid role overload and employee burnout.
Following operational implications in Section 5.2, it is recommended that automation be put in place as a strategic approach as opposed to a reactive approach. Hotels should prioritise low-value transactional functions such as check-in, payment processing, and scheduling, enabling staff to focus on guest interaction (Jabeen et al., 2021). It is shown that automation does not have a negative impact on the perceived quality of services, with the correspondence of guest expectations and service design. Nevertheless, blanket automation should be avoided in hotels where personalisation is a key value driver.
Based on the financial analysis in Section 5.1, the decisions regarding the revenue management must state the considerations of the labour productivity. The demand forecasting and the pricing strategies should be consistent with staffing models, as the wage increments should be justified by the revenue performance (Huang and Zheng, 2022). The disproportion between the increase in payroll and the recovery of revenue in the performance of the UK hotels can be solved by dynamic scheduling, demand-led staffing and benchmarking. The payroll growth against the recovery of revenue imbalance in the performance of UK hotels can be remedied through dynamic scheduling, demand-based staffing, and benchmarking.
Finally, management capability should be treated as a strategic asset. The necessary requirements to address the labour cost pressures are leadership development, evidence-based decision-making, and efficient change management (Tenschert et al., 2024). Under a Resource-Based View, such recommendations highlight the power of the workforce and managerial competence as resources of strategic capability that aid in maintaining cost-efficiency, quality of services and sustainability.
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