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ABSTRACT

This writing is provided for novice hotel investors, new owners, and hotel associates with new
insight into hotel investments in the Dubai market, emphasizing the importance of having a clear
roadmap for navigating the complex landscape of hotel investment to ensure profitable decisions.
This report also spotlights the key fundamentals of capital deployment, types of agreements,
investment cycle, and hotel construction issues and also analyzes various operational options

and presents a structured framework for making informed decisions.

Dubai's hospitality sector presents a dynamic landscape of opportunities for investors due to its
strategic location, world-class infrastructure, diverse tourism offerings, and favorable government
policies (Hakimi, 2023; Jones and Pizam, 2020; Savills, 2022). Steady tourism growth, a
diversified tourism market, and rising hotel supply are the key drivers of Dubai's hotel investment
appeal. Evolving guest preferences and technological advancements are factors to be considered
by hotel investors. Hospitality properties like hotels and serviced apartments can offer high rental
yields and capital appreciation potential to investors looking to capitalize on Dubai's growth

potential.

This study gathered qualitative data from twelve executives and quantitative data from secondary

sources to examine the Dubai hotel investment market and factors affecting investor decisions.

A clear roadmap is important for hotel investors as it helps them navigate the industry effectively.
It enables data-driven decision-making, optimizes resource management, minimizes risks, and
enhances investment attractiveness. With a strategic roadmap, investors can make informed

decisions, mitigate risks, and achieve their investment goals.

A well-defined roadmap is crucial to success in this dynamic sector, enabling investors to identify
and prioritize investment opportunities and make informed decisions regarding property selection,
financing, management, and marketing. A roadmap also helps mitigate risks and maximize

returns.



1.0. INTRODUCTION

Do you possess the right experience in setting the roadmap to ensure a profitable investment?
You might be enthusiastic about the prospect of investing in Dubai’'s hotel market. Unlike
traditional real estate investments, it demands a comprehensive understanding of both
operational dynamics and financial implications. While motivations for hotel investments can vary,
a key determinant of success lies in mastering real estate concepts, particularly valuation
methodologies (Rey, 2016).

Few of the reasons why hotel investments fail is not understanding the location or the trends that
could cause it to weaken over time, inadequate working capital, or poor underwriting assumptions
(Vesta Hospitality, 2011).

Purpose

This report delves into the intricate world of hotel investment, introducing novice hotel investors
and potential owners to the dynamic and evolving Dubai hotel market. We underscore the
importance of establishing a clear roadmap to navigate this complex landscape, ensuring that
investment decisions are aligned with the pursuit of profitability. Additionally, we illuminate the
fundamental principles of capital deployment, providing investors with a structured framework for

making informed decisions.

To assist investors in selecting the most suitable business model for their chosen property, we
present a comprehensive analysis of various operational options, highlighting their respective
advantages and disadvantages. Moreover, we showcase the successful implementation of our
proposed solution, complemented by reflections and recommendations for maximizing

investment returns.

Constraints

This report has a few limitations that need to be considered. It will only focus on guiding investors
who wish to invest in the Dubai hotel investment market. It will emphasize the importance of
having a profitable investment strategy and highlight key fundamentals to be kept in mind while
deploying capital. However, it will not provide an analysis of the financial returns and health of the
Dubai hotel industry, nor will it recommend investing in the Dubai market. The report is aimed at

novice hotel investors who are new to the hotel industry. Some of the information presented in



the report may not apply to all hotels in every market. The report will primarily cater to investors
interested in Dubai City. The report includes information that may not be relevant to all property
owners as they may not plan to hold the property long enough to necessitate capital expenditures.
Lastly, it is important to note that the report provides a basic foundation of information on the

topics presented and does not provide an in-depth explanation.

1.1. Dubai Market Overview

Dubai's hospitality sector has undergone remarkable growth over the past decade, establishing
itself as a global tourism hub and attracting significant investors’ interest (Savills, 2022). As the
city continues to expand its tourism offerings and diversify its economy, the hotel industry remains
a cornerstone of economic growth and job creation (PwC., 2022). However, navigating the
complex and ever-changing Dubai hotel investment market poses significant challenges for

investors seeking to optimize their returns and mitigate potential risks.

Dubai’s growing tourism industry is crucial to the city’s real estate market. The sector creates
demand for residential, commercial, and hospitality properties, making it an attractive destination
for investors looking to capitalize on the city’s growth potential. The Dubai hotel investment market
has emerged as a promising destination for investors seeking to capitalize on the city's
burgeoning tourism sector and robust economic growth. However, navigating the complexities of
this dynamic market requires a strategic approach that transcends traditional real estate

considerations.

Investors can consider investing in hospitality properties like hotels and serviced apartments.
Dubai’s growing tourism industry creates a high demand for these properties, particularly in areas
close to popular attractions and business districts (Collier, 2023). Hospitality properties offer the
potential for high rental yields and capital appreciation, particularly for investors looking to hold

their properties over the long term.

The Dubai hotel investment market presents a unique set of challenges for investors. The market
is characterized by rapid fluctuations in demand and supply, driven by factors such as global
economic trends, tourism patterns, and new hotel developments. A highly competitive market,
with a growing number of hotels vying for market share. Oversupply in certain segments can

impact occupancy rates and profitability. The Dubai government regulates the hotel industry



through various policies and regulations, which can impact investment decisions and operating

costs.

Figure 1.1. Roadmap for Successful Navigation and Strategic Approach

Thorough Market
Analysis

Conducting in-depth
market research and
analyzing key

performance indicators to

gain insights into market
trends, competitor
positioning, and guest
preferences.

Selecting the Optimal
Business Model

Carefully evaluating
various business models,
such as management
contracts, leasehold
structures, and ownership
models, to align with
investment objectives and
risk tolerance.

Partnerships with
Experienced Players

Collaborating with
experienced hotel
operators and real estate
developers to leverage
their expertise and access
to industry networks.

1.2. Research Question (RQ)

Sustainability - Oriented
Investments

Embracing sustainability
practices to attract
environmentally
conscious guests, reduce
operating costs, and
enhance the hotel's
reputation.

Diversification across
Segments and Locations

Diversifying investments
across different hotel
segments, locations, and
property types to mitigate
market risks and
maximize long-term
returns.

Adaptability to Market
Dynamics

Staying abreast of
emerging trends, such as
technological
advancements and
evolving guest
preferences, to adapt
hotel offerings and
maintain competitiveness.

How do investors effectively navigate the Dubai hotel investment market, emphasizing the
importance of having a clear roadmap that is geared towards a profitable investment, and what

are the key fundamentals when deploying capital?

1.3. The Objective

This applied project delves into the intricacies of navigating the Dubai hotel investment market,
aiming to provide a comprehensive roadmap for investors seeking to achieve profitable outcomes.
We examine the fundamental principles of capital deployment in this dynamic market, offering

investors valuable insights to make informed and strategic decisions.



Figure 1.2: The three primary objectives

Comprehensive
Overview of Dubai
Hotel Investment
Landscape

Develop a
comprehensive
understanding of the
Dubai hotel investment
landscape,
encompassing market
trends, regulatory
considerations, and
competitive analysis.

Evaluation Framework
for Hotel Investment
Opportunities
Formulate a structured
framework for evaluating
hotel investment
opportunities in Dubai,
enabling investors to
assess the viability and
profitability of potential
investments.
Fundamentals such as
location, market demand,
brand reputation,
operational efficiency,
and strategic alignment
with investor objectives
should be considered.

Identification and
Analysis of Key
Success Factors
Identify and analyze
critical success factors
for hotel investments in
Dubai, highlighting
strategies for maximizing
returns and mitigating
risks. This includes
exploring strategies for
strategic partnerships,
data-driven decision-
making, sustainability
initiatives, diversification,
and adaptability to
market dynamics.

This report also shed light on the type of agreements shown in figure 1.3.

Figure 1.3: Type of agreements

Management -

Agreements

Manchise

Type of

v

Agreements

T~

Lease

Franchise

Source: HVS

The hotel management contract, which is the most common in the Middle East region, is

historically perceived as an attractive model for both owner and operator. It allows the operator to



expand significantly into different markets without being exposed to ownership and development

risks while allowing the owners to enjoy maximized financial returns by outsourcing their

property’s management rights to an operator in exchange for a fee (HVS, 2019).

By considering these key fundamentals when deploying capital, investors can make informed

decisions that align with their risk tolerance and investment objectives. A clear understanding of

these factors is essential for navigating the complexities of the Dubai hotel investment market and

achieving profitable outcomes.

In addition to the above, investors should also consider the following:

Brand Equity: Investing in hotels associated with reputable international brands with strong
recognition and established brand equity is advantageous in attracting discerning guests
(PwC., 2022; Smith, 2021).

Legal and Regulatory Framework: Familiarity with the legal and regulatory framework
governing hotel operations in Dubai is essential for ensuring compliance and avoiding
potential pitfalls.

Political and Economic Stability: Understanding the political and economic climate in
Dubai is crucial for assessing potential risks and opportunities associated with hotel
investments.

Exit Strategy: Developing a well-defined exit strategy is essential for investors to maximize
their returns and minimize potential losses. This involves determining the optimal timing

for selling the hotel property or pursuing other exit options.

Understanding key factors and market dynamics is vital for navigating the Dubai hotel investment

market and making informed long-term decisions. This roadmap to success ensures profitability

in this dynamic, rewarding sector.



Figure 1.4. Investment Journey Roadmap
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2.0. LITERATURE REVIEW

Dubai's hotel investment market has emerged as a global hub of opportunity, attracting investors
seeking lucrative returns and exposure to the vibrant hospitality sector of the United Arab
Emirates (UAE). The city's strategic location, world-class infrastructure, diverse tourism offerings,
and favorable government policies have propelled its growth, making it a magnet for hotel

development and investment.

2.1. Importance of a Clear Roadmap

In the dynamic and ever-evolving realm of hotel investments, a well-defined roadmap serves as
an indispensable compass, guiding investors through the intricate complexities of this
multifaceted sector (Smith, 2021). It provides a structured framework, outlining the investment
goals, strategies, and timelines, ensuring that investors navigate the challenges and opportunities
effectively, maximizing their chances of success.

A well-defined roadmap offers numerous benefits, enhancing the overall investment process and
maximizing the potential returns (Deloitte, 2021). By establishing a clear direction, investors can
Identify and prioritize strategic opportunities, make data-driven decisions, optimize resource
management, and enhance investment attractiveness and the risks associated with the

investment.



A well-defined roadmap enables investors to identify and prioritize investment opportunities that
align with their specific objectives, risk tolerance, and financial resources (Jones, C. and Pizam,
A., 2020). This strategic approach prevents investors from spreading their investments too thinly
or pursuing ill-advised ventures that may not align with their goals and capabilities. The research
by Jones and Pizam (2020) supports this point, indicating that investors with a well-defined

roadmap are more likely to identify and pursue strategic opportunities.

The roadmap serves as a decision-making tool, guiding investors in making informed choices
regarding property selection, financing options, management strategies, and marketing
campaigns (Deloitte, 2021; PwC, 2022; Savills, 2022). By aligning their decisions with the overall
investment plan, investors can ensure that their actions contribute to achieving the desired
returns. Research conducted by Deloitte (2021) and PwC (2022) suggests that hotel investors

with a clear roadmap are more likely to make data-driven decisions.

A clear roadmap ensures that investors allocate their precious resources, including capital, time,
and human expertise, effectively throughout the investment lifecycle (Jones, C. and Pizam, A.,
2020). This efficient resource allocation minimizes unnecessary expenses, delays, and
inefficiencies, enhancing the overall success of the investment. Savills (2022) research found that

hotel investors with a clear roadmap are more likely to optimize resource management.

A transparent and comprehensive roadmap can make hotel investment proposals more appealing
to potential investors (Savills, 2022). It demonstrates the investor's thorough understanding of the
market, their commitment to a well-defined strategy, and their ability to manage the investment
effectively. Research conducted by Savills (2022) suggests that hotel investments with a clear
roadmap are more attractive to potential investors.

In conclusion, a clear roadmap is an invaluable tool for hotel investors, providing a structured
approach to navigate the complexities of the industry, make informed decisions, and maximize
the potential for successful returns. By embracing this strategic roadmap, investors can elevate

their investment endeavors and secure their position in the dynamic world of hotel investments.

Investing in Dubai's hotel market can be a lucrative venture, but it's crucial to carefully evaluate

the market landscape and identify the right opportunities to maximize potential returns.
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2.2. Hotel Investment Cycle

The hotel industry is a vital component of the global economy, generating billions of dollars in
revenue annually. As a result, it has become a popular investment option for both local and
international investors. However, investing in hotels is a complex process, and understanding the
hotel investment cycle is crucial for investors to make informed decisions. This paper provides a
comprehensive analysis of the hotel investment cycle, focusing on the key factors that affect

investment decisions.

The hotel investment cycle is a dynamic process that is influenced by various factors, including
economic conditions, market trends, and investor sentiment. According to HVS, a global
hospitality consulting firm, the hotel investment cycle is composed of four stages: recovery,
expansion, hyper supply, and recession. During the recovery stage, the demand for hotel rooms
increases, leading to a rise in occupancy rates and room rates. The expansion stage is
characterized by an increase in hotel supply, which often leads to a decline in occupancy rates
and room rates. The hyper supply stage is when the market becomes saturated, and hotel owners
struggle to maintain profitability. The recession stage is when the market experiences a downturn,

resulting in a decline in both demand and supply.

The hotel investment cycle is influenced by a variety of factors, including economic conditions,
market trends, and investor sentiment. Economic conditions play a crucial role in determining the
hotel investment cycle. Inflation, interest rates, and GDP growth rate are some of the key
economic indicators that impact the hotel investment cycle. During an economic downturn,
investors tend to avoid risky investments such as hotels. Conversely, during economic booms,
investors are more likely to invest in hotels due to their potential for high returns (Journal of

Hospitality and Tourism Research, 2019).

Market trends such as changing consumer preferences, technological advancements, and the
emergence of new markets also affect the hotel investment cycle. For example, the rise of the
sharing economy has disrupted the hotel industry, leading to a decline in hotel occupancy rates.

Investors must keep up with market trends to make informed investment decisions.

Lastly, investor sentiment, which refers to how investors perceive the market, also affects the
hotel investment cycle. For instance, during times of market volatility, investors tend to adopt a

risk-averse approach, leading to a decline in hotel investments.

11



2.3. Capital Deployment

In this report, the authors aim to provide valuable insights into investing in the Dubai hotel market,
highlighting several fundamental factors that investors must consider to maximize returns and
mitigate risks. These factors include market demand dynamics, regulatory frameworks, economic
stability, political factors, financial feasibility, return on investment calculations, brand and
operator selection, risk management, diversification, sustainability, technology integration, and a

clear exit strategy.

Several studies have highlighted the importance of these factors when investing in the hotel
market. For instance, Kim and Kim (2021) found that location, brand affiliation, management
quality, and market demand are significant factors that determine hotel investment success.
Similarly, Li et al. (2019) emphasized the importance of market research, financial analysis, and

strategic planning when investing in hotel properties.

In addition to these fundamental factors, the text also provides best practices for hotel
investments. For instance, conducting thorough market research, prioritizing location and
property type, implementing effective revenue management strategies, optimizing costs,
leveraging technology integration, prioritizing amenity enhancements and guest experience, and

diversifying revenue streams are crucial for maximizing returns and mitigating risks.

These best practices are consistent with previous research, which has shown that location, brand
affiliation, pricing strategies, cost optimization, technology integration, and guest experience are
significant factors that impact hotel investment performance (Kucukusta et al., 2020; PwC, 2022).
Furthermore, diversification strategies across different asset classes, sectors, geographies, and
investment strategies are also essential for minimizing risk and maximizing returns (Sharpe, 2019;
Bodie et al., 2021).

Partnering with experienced asset management firms can provide valuable expertise in property
management, marketing, revenue optimization, and financial structuring (Hakimi, 2023; Sauvills,
2022). These firms can help investors make informed decisions, manage the property effectively,

and maximize the investment's potential.

Before investing in a hotel property, conduct a comprehensive market analysis to understand the

local tourism industry, demand trends, competitive landscape, and economic factors that may

12



impact the hotel's performance (Deloitte, 2021). This research will help identify potential

opportunities and risks associated with the investment.

Forming alliances with established hospitality brands or co-branding with renowned companies
can enhance the hotel's brand reputation, attract more guests, and potentially command higher
rates (Savills, 2022). These partnerships can also provide access to valuable marketing channels

and loyalty programs, further expanding the hotel's customer base.

Overall, the literature highlights the significance of several essential factors and best practices for
successful hotel investments. By adhering to these fundamentals and best practices, investors
can navigate the Dubai hotel market successfully and reap its potential benefits. However, it is
crucial to note that hotel investments come with inherent risks, and investors must conduct
comprehensive due diligence, risk assessments, and strategic planning to minimize these risks

and maximize returns.

2.4. Type of Agreements and Scaling

Various types of hotel agreements are outlined in Figure 1.1 in the objectives. Each of those types
has its particularities, terms, and fees where owners will have various types of control over the

hotel.

A management agreement is the most common hotel agreement in the Middle East region (HVS,
2019). It grants the management company full responsibility for the hotel's day-to-day operations
while the owner has little control over the business. This agreement is suitable for owners who
are looking to delegate the operations to professionals. However, it also means that they have

limited influence over the hotel's performance.

A franchise agreement grants the hotel owner the right to operate under a franchisor's brand and
system. This agreement is becoming increasingly popular with established hotel owners in the
region (HVS, 2019). It enables owners to benefit from the franchisor's brand recognition and
support while still maintaining some control over the hotel's operations. The owner may hire a

third-party operator to manage the day-to-day operations.

Third-party operators also offer hotel owners the option to outsource the day-to-day operations.

They manage the hotel's assets either as independent properties or under a franchise with hotel

13



brands. They provide owners with access to professional management services while still allowing

them to retain ownership of the property.

A manchise agreement is a hybrid of a management and franchise agreement. It offers owners
some control over the hotel's operations while still operating under the franchisor's brand. This
agreement provides operators with further growth opportunities in the region while allowing
owners to acquire the know-how and experience in running hotels for a limited number of years
without being tied to continuous costs and limitations of a management contract (HVS, 2019). As
such, manchising could be considered as a bridge between management and a franchise

agreement.

Lease agreements provide the most risk-averse operating model for owners with minimum
financial risk and a relatively stable income stream (HVS, 2019). Under a lease agreement, the
lessee (normally a hotel brand) is responsible for the hotel's operations, and the owner has no
operational responsibilities. This agreement is suitable for owners who want to be completely

hands-off and have a stable income stream.

Independent operators are hotel owners who operate the hotel on their own, without any affiliation
with a management company or franchisor. This agreement offers owners the most control over
the hotel's operations. However, it also means that they are responsible for all aspects of the

hotel's operations, including marketing, sales, and distribution.

Meanwhile, hotel scaling enables the hotel industry to differentiate between different types of
hotels based on their target market and the level of luxury or basic amenities they offer (Smith,
2021). Luxury hotels offer high-end amenities, personalized service, and a focus on exclusivity
and privacy. Upper upscale hotels offer similar amenities and services to luxury hotels but with a
slightly lower price point. Upper-midscale hotels are typically positioned as mid-range hotels that
offer comfortable accommodations and basic amenities at affordable prices. Midscale hotels offer
basic accommodations and services at budget-friendly prices, while economy hotels offer the
most affordable segment of the hotel industry with basic accommodations and services at the

lowest prices (Jones, 2020).
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2.5. Booming Tourism Industry

First, the review will define the booming tourism industry in Dubai. The industry is growing rapidly,
with visitor numbers increasing each year, positively impacting the real estate market, particularly
the hospitality sector. The city’s hotels and serviced apartments are in high demand, with
occupancy rates averaging around 75% throughout the year (Collier, 2023). This creates
opportunities for investors looking to invest in the hospitality sector, with several world-class hotel

brands and serviced apartment operators operating in the city.

Dubai’s gross domestic product (GDP) has been growing at an average rate of 4% per year since
2010, making it one of the fastest-growing economies in the world. In 2020, despite the global
economic downturn caused by the COVID-19 pandemic, Dubai’'s GDP grew by 1.3%. As
highlighted by Collier (2023), this resilience can be attributed to the city’s robust infrastructure,

efficient regulatory environment, and diversified economy.

In addition, the flourishing tourism industry positively impacts the retail and entertainment sectors,
which are also essential components of Dubai’s real estate market. The city’s large shopping
malls and entertainment complexes attract tourists and residents, creating demand for retail and
commercial spaces (Collier, 2023). Hence, it is important to consider the impact of the
consideration of retail and commercial spaces on investment decisions when considering the
inclusion of additional revenue streams or the option of renting out spaces for retail purposes.
The primary investment focus should be on maximizing the number of rooms, which is considered
a lucrative source of income as suggested by one of the interviewed Asset Managers.
Additionally, the interviewee recommended leasing out lost hotel amenities, such as restaurants,
bars, and spa services, to professionals who can generate a profit without hampering the

availability of these facilities for hotel guests.
Global economic uncertainties can impact tourism demand and hotel occupancy rates, posing a

risk for investors. Investors should diversify their portfolios across different segments and

locations to manage market risks effectively.
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2.6. Key Drivers and Trends of Dubai's Hotel Investment

Dubai has consistently ranked among the world's most visited cities, attracting millions of
international tourists annually. The city recorded a record 14.36 million overnight visitors (Dubai
Tourism, 2022). This robust tourism growth drives demand for hotel accommodation, ensuring

healthy occupancy rates and promising returns for investors.

Dubai caters to a broad spectrum of tourists, from luxury-seeking leisure travelers to business
travelers attending international conferences and exhibitions. This diverse market diversification
reduces reliance on specific tourism segments, mitigating risks associated with market
fluctuations (Hakimi, 2023; Jones and Pizam, 2020; Savills, 2022).

Guests are increasingly seeking personalized experiences, technology-enabled services, and
sustainable practices (Hakimi, 2023; Jones and Pizam, 2020). Staying informed about evolving
guest preferences, technological advancements, and market trends allows hotels to adapt their

offerings and remain competitive (Hakimi, 2023).

Despite the challenges, Dubai's hotel investment market still offers attractive opportunities for

discerning investors:

Strategic Partnerships and collaboration with experienced hotel operators and real estate
developers can provide access to expertise, resources, and market insights, enhancing

investment success (Hakimi, 2023; Savills, 2022).

Focusing on Niche Markets by catering to specific segments, such as luxury hotels, family-friendly
resorts, or business hotels, can differentiate properties and attract niche clientele, reducing
competition and increasing the potential for higher returns. Understanding and catering to the
specific needs and preferences of the target market through amenities is essential for

differentiation and guest satisfaction (Hakimi, 2023).

Dubai has emerged as one of the top destinations for real estate investors in recent years. With
its strong economic growth, political stability and investor-friendly policies, Dubai offers a diverse
and dynamic real estate market that attracts investors worldwide. A current report presents UAE
as the second country in terms of highest projects across the Middle East. Dubai is leading the

cities across UAE with 19,200 rooms in the pipeline split across 15 projects (Hotelsmag, 2023).
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Partnering with experienced hotel operators and real estate developers provides valuable
expertise, resources, and market insights, enhancing investment success (Hakimi, 2023; Savills,
2022). Targeting niche markets by focusing on specific traveler groups (luxury, families, business)

to stand out and earn more.

2.7. Economic factors specific to Dubai that may impact investments.

Dubai has strict hotel licensing requirements that must be met before a hotel can operate (Jones
et al., 2020). These requirements can be complex and time-consuming, which can deter some
investors (Deloitte, 2021). For instance, hotels must obtain a hotel license from the Department
of Tourism and Commerce Marketing (TCDC), which requires a thorough evaluation of the hotel's
infrastructure, staffing, and management systems (Government of Dubai, 2023). This process

can take several months or even years to complete.

The allocation of land for hotel development is controlled by the Dubai Land Department (DLD)
(Hakimi, 2023). The DLD's allocation processes can be opaque and unpredictable, which can
make it difficult for investors to secure land for their projects (PwC, 2022). This can be particularly
challenging for smaller investors who may not have the connections or expertise to navigate the

complex land allocation system.

The UAE dirham, Dubai's currency, is pegged to the US dollar. However, there are occasional
fluctuations in the exchange rate between the two currencies, which can impact the profitability of
hotel investments (Hakimi, 2023). If the dirham depreciates against the US dollar, hotels will see
their costs increase in terms of dollar-denominated expenses such as food and beverage imports
(Jones et al., 2020). Conversely, if the dirham appreciates, hotels may experience a boost in

revenue from international guests, but the cost of servicing local guests may increase.

Dubai's Central Bank sets interest rates for the UAE. Changes in interest rates can affect the cost
of financing hotel investments and may impact the overall attractiveness of the market (Jones et
al., 2020). If interest rates rise, it becomes more expensive for investors to borrow money, which
can discourage investment in the hotel sector. Conversely, if interest rates fall, it becomes more
affordable to borrow money, which can stimulate investment and drive-up demand for hotel

properties.
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Dubai's inflation rate is relatively low compared to many other countries. However, inflation can
still erode the value of hotel investments over time (PwC, 2022). For instance, if inflation rises, it
will place upward pressure on hotel operating costs, making it more difficult for hotels to maintain
profitability. Additionally, inflation can reduce the purchasing power of tourists, which can lead to

lower occupancy rates and RevPAR (Jones et al., 2020).

Dubai's economy is becoming increasingly diversified, with a growing focus on sectors such as
finance, technology, and logistics (Savills, 2022). This diversification can reduce the reliance on

tourism and make the economy more resilient to external shocks.

Dubai's hotel supply has been steadily expanding, with over 130,000 hotel rooms available across
various segments (Savills, 2022). While this expansion may pose some challenges in terms of
competition, it also indicates the strength of the market and the potential for future growth.

The rising hotel supply has led to increased competition, especially in certain segments, and the
potential for oversupply in the future. Targeting specific segments, such as luxury, family-friendly,
or business hotels, can create a competitive advantage and attract a dedicated clientele (Jones,
C., and Pizam, A., 2020).

Current vs. Sustainable Competitiveness

The current competitiveness index (CCI) comprises indicators of the current situation that can be
affected by domestic events, external shocks and policy changes in the short to medium term
horizon.

The sustainable competitiveness index (SCI) measures the cumulative effects of long run trends
in the underlying variables that determine the competitiveness of an economy. These cumulative
changes are the result of foundational policies and long-term accumulation processes that
achieve their impact only in the long run. The sustainable competitiveness index includes
components such as the quality of institutions, human capital formation and technology

preparedness.
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Figure 1.5: Current vs. sustainable competitiveness (selected countries)
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2.8. Technological Advancements

The hotel industry is embracing technological advancements, such as data analytics, artificial
intelligence, and virtual reality, to enhance guest experiences, optimize operations, and improve
overall efficiency (Savills, 2022; PwC., 2022). Embrace technology to enhance guest experience,
improve operational efficiency, and reach a wider audience (Savills, 2022). Digital marketing
strategies, property management systems, and customer relationship management (CRM) tools

can streamline operations, enhance guest service, and attract more visitors.

2.9. Sustainability Focus

Dubai's commitment to sustainability has led to initiatives promoting eco-friendly practices and
initiatives within the hospitality sector (Jones and Pizam, 2020). Investors should consider the
sustainability credentials of hotels when making investment decisions. Investing in hotels that
prioritize environmental, social, and governance (ESG) practices can attract a growing segment

of environmentally conscious travelers and may receive favorable treatment from institutional
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investors (PwC., 2022). These hotels often employ sustainable practices, cater to eco-friendly

travelers, and contribute to social initiatives.

2.10. Location

Dubai is a global hub for tourism and has experienced immense growth in the hotel industry in
the past decade. As per the report of DTCM (Dubai Tourism and Commerce Marketing), Dubai
had over 15.92 million visitors in 2018, which has been increasing year by year. Moreover, the
government of Dubai has been investing heavily in infrastructure and tourism, making it an
attractive destination for hotel investors. However, the success of hotel investments in Dubai

heavily depends on the location of the hotel.

Location plays a crucial role in the success of a hotel investment. According to Kimes et al. (2011),
hotel location is one of the most critical factors for the success of a hotel. A prime location can
lead to high occupancy rates and better profitability. In the case of Dubai, the location of a hotel
directly influences the number of tourists who choose to stay there. Dubai has several popular
tourist attractions, including the Burj Khalifa, Dubai Mall, Palm Jumeirah, and Dubai Marina.
Therefore, hotels located near these attractions are more likely to attract tourists and have better

occupancy rates.

Furthermore, the location of a hotel also affects its pricing strategy. Hotels located in prime
locations can charge a premium price for their rooms, which significantly impacts their revenue
and profitability. As per the study conducted by Gursoy et al. (2015), hotels located in prime
locations charge higher rates than hotels located in less popular areas. Hence, it is essential to

evaluate the location of a hotel before investing.

Dubai is known for its diverse neighborhoods and areas, each offering different investment

opportunities based on factors such as tourism, business activity, and infrastructure development.
Here are the key areas to consider:

e Downtown Dubai: This area is home to iconic landmarks such as the Burj Khalifa and

Dubai Mall. It's a prime location for luxury hotels targeting tourists and business travelers.

e Dubai International Financial Center (DIFC): The DIFC is home to several luxury hotels

that cater to the affluent business community and international visitors. This area is known

for the high-end hotel accommodation and dining options offering premium amenities to

meet the needs of discerning travelers.
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e Jumeirah Beach and Palm Jumeirah: Known for its beachfront properties and vibrant
atmosphere, both areas are popular for resort-style hotels and beachfront
accommodations.

e Dubai Marina: This area offers a mix of residential, commercial, and leisure facilities,
making it attractive for both business and leisure travelers. Hotels in this area often cater
to a diverse clientele.

e Business Bay: As a growing business district, hotels in Business Bay cater to corporate
travelers and professionals attending conferences and events.

e Deira and Bur Dubai: These areas offer a mix of budget and mid-range hotel options and

are known for their proximity to traditional markets and cultural attractions.

The newly announced development of Palm Jebel Ali by Nakheel will be twice the size of the
Palm Jumeirah and should be fully completed by 2027. It will encompass more than 80 hotels

and resorts (Hoteliermiddleeast, 2023).

The accessibility of a hotel is also a crucial factor to consider while evaluating its location. A hotel
located near public transportation, airports, and popular tourist attractions is more accessible to
tourists, leading to higher occupancy rates. According to the report by Knight Frank (2019), hotels
located near Dubai International Airport and Dubai World Central have higher occupancy rates

due to their accessibility to tourists.

The location of a hotel plays a critical role in the success of hotel investments in Dubai. A prime
location can lead to higher occupancy rates, better pricing strategies, and improved profitability.

Hence, investors must evaluate the location of a hotel before investing in the Dubai hotel industry.

2.11. Diversification and Operational Efficiency

For the purpose of strategy diversification, spreading investments across different segments,
locations, and property types helps mitigate market risks and maximize potential returns (Hakimi,
2023). In terms of operational optimization, implementing data-driven strategies like revenue
management, cost optimization, and technology adoption improves operational efficiency and
profitability. According to a study by Lee and Kim (2016), operational efficiency is an important
factor in the success of hotel investments in Dubai. The study found that hotels that implemented
efficient operational practices, such as energy-saving measures and waste-reduction initiatives,

were able to achieve higher profitability and guest satisfaction. Diversification and operational
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efficiency are important factors that can affect the success of hotel investments in Dubai.
Diversification can help investors reduce risk and achieve higher returns, while operational
efficiency can improve profitability and guest satisfaction. Therefore, hotel investors in Dubai
should consider diversifying their portfolio across different hotel segments and locations and

implementing efficient operational practices to improve their financial performance.

Data-driven revenue management is essential for maximizing room rates, occupancy rates, and
ancillary revenue streams (Savills, 2022). This involves analyzing historical data, market trends,
and competitor pricing to optimize pricing strategies, allocate rooms efficiently, and maximize

revenue opportunities.

Continuously review and optimize operational costs, such as food and beverage expenses, labor
costs, and utilities (Savills, 2022). Implementing cost-saving measures, negotiating better supplier
contracts, and adopting energy-efficient practices can significantly improve the property's

profitability margins.

Investing in upgrading and enhancing the hotel's facilities, amenities, and guest experience can
make the property more appealing to potential guests (Savills, 2022). This could include
modernizing rooms, expanding recreational facilities, and providing personalized services that

enhance the overall guest experience.

Explore opportunities to diversify the hotel's revenue streams beyond room bookings (PwC.,
2022). This could include banquets, events, food and beverage outlets, retail operations, and
partnerships with local businesses. Diversified revenue streams can mitigate the impact of

fluctuations in occupancy rates and ADR.

2.12. Government Support

The hospitality sector in Dubai has experienced significant growth in recent years due to the UAE
government's active support. The government has implemented various initiatives to promote
investment in the hotel industry, such as tax breaks, investment incentives, and visa programs.
According to Hakimi (2023), these initiatives have created a favorable investment environment,

which has encouraged investors to invest in the hotel sector.
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One of the most significant initiatives implemented by the UAE government is the introduction of
tax breaks for hotel investors. This policy has encouraged more investors to invest in the sector,
as it has reduced the financial burden of investing in hotels. Additionally, the government has
provided investment incentives, such as land grants and subsidies, to encourage investors to
develop hotels in the country. These incentives have helped to reduce the costs associated with

hotel development, making it more attractive for investors.

Another critical initiative implemented by the government is the introduction of visa programs to
make it easier for tourists to visit the country. The government has introduced various visa
programs, such as the 90-day visa-free entry and the 1-year multiple-entry visa, to encourage
more tourists to visit Dubai. These visa programs have helped to increase the number of tourists

visiting the country, which has had a positive impact on the hotel industry.

The government's support for hotel investments has fostered investor confidence and encouraged
further development and investment in the hotel sector. According to Savills (2022), the hotel
industry in Dubai is expected to continue growing over the next few years, driven by the

government's support and the increasing number of tourists visiting the country.

2.13. Risks and Challenges

By anticipating potential challenges and developing contingency plans, a well-structured roadmap
helps mitigate risks associated with hotel investments (Hakimi, M., 2023). Conducting thorough
due diligence assessments of property condition, financial viability, and potential risks, such as
oversupply or economic fluctuations, is crucial for informed decision-making. Investors gain the
foresight to make proactive decisions, minimizing adverse impacts and protecting their
investments from unforeseen circumstances. Research by Hakimi (2023) indicates that hotel

investors with a clear roadmap are more likely to mitigate investment risks.
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3.0. METHODOLOGY

This applied project employed a mixed-methods approach, combining qualitative and quantitative
data collection techniques to gain a comprehensive understanding of the Dubai hotel investment

market and the factors influencing investor decision-making.

Semi-structured interviews as referred to in the below table 1.6 were conducted with twelve
professional executives in the hospitality sector, representing a diverse range of expertise,
including hotel brands, asset managers, bankers, consultants, third-party operators, and
hospitality investors. The interviews explored their insights into the market dynamics, investment
strategies, and key success factors for hotel investments in Dubai. The interviews were

transcribed and analyzed using thematic analysis to identify recurring themes and patterns.

Secondary data was collected from a variety of sources, including academic reports, industry
publications, and business reports. We have taken measures to ensure that the privacy and
confidentiality of participants are protected, especially when we have integrated data from
different sources. We have respected the dignity and well-being of the participants throughout the
research process. We have made sure that they have a clear understanding of what their
involvement will entail and provided informed consent as shown in Appendix 1.2 accordingly. This
data provided a broader context for understanding the market trends, economic indicators, and
regulatory framework impacting hotel investments in Dubai. Statistical analysis was applied to

quantitative data to identify correlations and trends.

The choice of a mixed-methods approach was deliberate, as it allowed for a more holistic and
nuanced understanding of the research question. Qualitative data from interviews provided rich
insights into the perspectives and experiences of industry experts, while quantitative data from
secondary sources provided a broader market context and statistical support. The semi-structured
interview format enabled flexibility in exploring specific topics while allowing for the emergence of
new insights. Thematic analysis facilitated the identification of recurring themes and patterns
across the interviews. Statistical analysis of quantitative data provided a more objective

assessment of market trends and correlations.

A purposive sampling strategy was employed to select interview participants, ensuring that they
possessed relevant expertise and experience in the Dubai hotel investment market. Participants

were approached through personal contacts. Interviews were conducted face-to-face or via video
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conferencing platforms, with each interview lasting approximately 45 to 60 minutes. Secondary
data was collected from a variety of credible sources, including academic journals, industry
reports, and business publications. The data was carefully reviewed for accuracy and relevance
to the research question. The themes were refined and organized into a comprehensive
framework. Quantitative data from secondary sources was analyzed using descriptive and
inferential statistics. Descriptive statistics provided a summary of the data, while inferential
statistics were used to identify correlations and test hypotheses. Triangulation was employed to
enhance the validity and reliability of the findings. This involved comparing and contrasting
findings from different data sources and methods, as well as seeking feedback from industry
experts. In our research, we have given due consideration to ethics in the context of triangulation.
We have made sure that participants are fully informed about the various methods and sources
of data that we have used to study the phenomenon. This includes explaining how we have

collected, analyzed and integrated the data.

The primary limitation of this study is the reliance on self-reported data from interviews. While
efforts were made to minimize potential biases, the findings may reflect the perspectives and
experiences of the participants rather than the entire industry. Additionally, the study focused on

the Dubai hotel investment market, and the findings may not be generalizable to other markets.
Despite these limitations, the study provides valuable insights into the Dubai hotel investment

market and the factors influencing investor decision-making. The findings can inform investment

strategies, policy decisions, and further research in this dynamic sector.
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Table 1.6

Interviewee Title

Interviewee 1 President of a Hospitality Real Estate Company

Interviewee 2 CEO of a Hospitality Real Estate and Third-Party Management Company
Interviewee 3 Vice-President, Business Development of an International Hotel Brand
Interviewee 4 Managing Director MEA of an International Hotel Brand

Interviewee 5 Area Vice President UAE of an International Hotel Brand

Interviewee 6 Owner/Investor of a Hospitality Real Estate Company

Interviewee 7 Managing Director, Development, MENA of an International Hotel Brand
Interviewee 8 CEO of an International Hotel Brand

Interviewee 9 Owner Representative and Asset Manager

Interviewee 10 Franchise Director MEA and India of an International Hotel Brand
Interviewee 11 Hospitality Consultant of a Global Advisory Firm

Interviewee 12 Hospitality Consultant of an International Audit Firm
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4.0. RESULT

The literature review encompasses a plethora of invaluable strategies and concepts that hotel
proprietors and investors must acquaint themselves with. In the ensuing segment, we shall
expound on our research discoveries and interpretations, which emanate from our interviews with
executives directly associated with the hospitality industry in Dubai, and extrapolate the data from
the literature review. This will enable us to propose recommendations to investors and

encapsulate the principal conclusions of the topics.

4 1. Value Creation

Interpretations and Findings
The findings of this report highlight the importance of aligning the interests of hotel owners,
operators, and brands to create value and ensure long-term success. Brands can contribute to
value creation for hotel owners through the optimization of owner’s assets and good building
relationships as indicated by the Owner Representative and Asset Manager of an investment and
hotels development company during the interview. He also stated that these factors can be
achieved through effectively managing the following, among others:

e Strategic revenue optimization

e Operational efficiency

e Guest experience

e Market knowledge and adaptability to market trends including Strategic partnerships with

tourism partners

e Efficient financial and risk management strategies

One of the other interviewees, the President of a reputable investment company in UAE and Saudi
also highlighted the importance of hotel positioning, power of distribution channels, expansion

strategy, exploring the food and beverage opportunities, and cost optimization.

Furthermore, implementing ESG strategies and compliance can significantly enhance an asset's
value in the long term while also helping with cost management. The savings in terms of energy
consumption, water conservation, waste management, green building standards, ethical

sourcing, and government compliance can be significant.
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Recommendations

Based on the findings of this report, the following recommendations are made:

28

Clear Objectives: Establish clear objectives for the investment, set financial targets, brand
positioning, performance parameters, and a clear strategic vision for the business unit.
Performance Incentives: Implement performance incentives meeting the expectations of
the brand/operator, customer, and owner/investor to maximize revenue.

Regular reporting and transparency: encourage open communication and transparency
among all stakeholders through real-time dashboard access and quarterly business
performance reviews.

Partnership in Risk and Reward: This can be done through co-investment, profit-sharing
Structure, or fee reduction.

Flexibility: Hotel brands should be flexible in their operating agreements which can help
owners achieve a better fit for their investment and improve overall performance.
Partnerships: Establish long-term partnerships that will likely create sustained value and
positive outcomes.

Performance Benchmarking and Best Practices Sharing: Implement performance
benchmarking and best practices sharing across the portfolio of properties managed by
the operator or brand.

Innovation and Adaptation: Encourage a culture of innovation and adaptation to changing
market dynamics.

Contract Negotiations: Negotiate contracts and agreements in fair and equitable terms
that can help build trust.

Align Branding and Marketing: The brand and operator are aligned with the owner's vision
and market positioning goals this will enhance the property's value proposition.

ESG strategies and compliance: To enhance an asset's value in the long term while
helping cost management. Savings in terms of energy consumption, water conservation,
waste management, and green building standards by meeting the criteria of building and
design, ethical sourcing, and government compliance can be significant. This should

contribute to enhancing an asset'’s value.



4.2. The Fundamentals of Success

Successful hotel investments in Dubai consistently adhere to a set of fundamental principles that

form the bedrock of their success:
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Prime Location: Strategic positioning near major tourist attractions, business hubs, or
upscale communities is crucial for attracting a wider clientele and ensuring high occupancy
rates (Savills, 2022; Jones and Pizam, 2020). It is crucial to understand the city’s
expansion as it is today as referred to during the interview with the CEO of an international
hotel management company by dividing the Dubai market in two. The west of Sheikh
Zayed Road and the beach resorts. He also touched on the success of the beach resorts
in the market.

Strong Brand Reputation: Affiliation with reputable international brands like Marriott, Ritz-
Carlton, or Address carries significant brand equity and recognition, attracting discerning
guests seeking a premium hospitality experience (Hakimi, 2023; PwC., 2022). The impact
of selecting a strong affiliation has been highlighted by one of the interviewees who is an
Owner and Investor of a reputable investment company across the UK, and GCC.
According to him, he gave great importance to the strengths of the brand in the Dubai
market, their loyalty program, and distribution channels amongst other factors and criteria
when looking for a hotel operator.

Niche Market Focus: Catering to a specific clientele, such as luxury travelers (Address
Hotel Dubai), business travelers (JW Marriott Marquis Dubai), or discerning clientele (Ritz-
Carlton Dubai), sets hotels apart and drives demand (Jones, C., and Pizam, A., 2020).
Effective Asset Management: A comprehensive asset management strategy,
encompassing data-driven revenue management, cost optimization, technology
integration, amenity enhancement, and diversification of revenue streams, maximizes
potential and minimizes risks (Jones, C., and Pizam, A., 2020; Hakimi, M., 2023).
Strategic Partnerships: Collaborating with other businesses or organizations expands
reach, enhances marketing efforts, and fosters loyalty programs, further enhancing the
hotel's appeal and profitability (PwC., 2022; Savills, 2022).



Pitfalls of Neglect
On the other hand, unsuccessful hotel investments in Dubai often fall short of these fundamentals,
leading to:
e Poor Location and Limited Appeal: The Pearl Jumeirah Hotel's isolated location and
limited appeal to the broader tourist market hindered its success (Savills, 2022).
e |nadequate Asset Management: Dubai Marina Hotel faced intense competition in a
saturated market, while The Address Montgomerie Dubai's focus on golf tourism did not
align with Dubai's overall demand (Jones, C., and Pizam, A., 2020; Hakimi, M., 2023).
e Lack of Clear Roadmaps: The absence of structured strategies and strategic direction

hindered the ability to adapt to market changes and maximize potential.

The Guiding Power of Roadmaps
Clear roadmaps serve as the compass for successful hotel investments, providing a structured
framework for decision-making, risk management, and strategic execution:

e Structured Decision-Making: A roadmap guides investors in selecting the right properties,
implementing effective asset management strategies, and navigating market fluctuations
(Savills, 2022).

e Risk Mitigation: A roadmap identifies potential risks and outlines mitigation strategies,
ensuring preparedness for unforeseen challenges (Jones, C., and Pizam, A., 2020;
Hakimi, M., 2023).

e Strategic Execution: A roadmap provides a clear path for implementing strategies,
ensuring alignment with overall investment goals (Hakimi, M., 2023).

e Market Adaptation: A roadmap enables flexibility to adapt to changing market conditions

and optimize performance.

4.3. Hotel Investment Cycle

Interpretations and Findings

In addition to the interpretations, the study provides several findings regarding the hotel
investment cycle. One of the critical findings is that economic conditions have a significant impact
on the hotel investment cycle. During an economic downturn, investors tend to adopt a
conservative approach and avoid risky investments such as hotels. Conversely, during an
economic boom, investors are more likely to invest in hotels, as the potential for high returns is

higher.
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Another significant finding is that market trends and consumer preferences are continually
evolving, leading to changes in the hotel industry. For example, the rise of vacation rentals
(Airbnb, Vrbo, etc) has disrupted the hotel industry, leading to a decline in hotel occupancy rates.

Investors must keep up with the market trends to make informed investment decisions.

Lastly, the study found that investor sentiment plays a crucial role in the hotel investment cycle.
During times of market volatility, investors tend to be risk-averse, leading to a decline in hotel
investments. In contrast, during periods of market stability, investors are more likely to invest in

hotels.

Overall, the study provides valuable insights into the hotel investment cycle, highlighting the
critical factors that impact investment decisions. By understanding these factors, investors can
better navigate the complex process of investing in hotels, ultimately maximizing their returns

while minimizing their risks.

Recommendations

Based on the analysis of the hotel investment cycle, it is recommended that investors should keep
an eye on economic indicators such as inflation, interest rates, and GDP growth rates. They
should stay informed about market trends and emerging markets to make informed investment
decisions. Additionally, as highlighted by the President of a reputable hospitality management
company during the interview, investors should consider diversifying their portfolios across
various locations, partnerships with different brands and hotel products, avoiding long-term
investments and loans, and keeping balanced equity at 50% on debt and 50% on investment to

mitigate risks.

Furthermore, it is recommended that hotel owners should focus on maintaining profitability during
the hyper-supply stage by improving their marketing strategies and reducing operational costs.
Finally, policymakers should create an enabling environment that encourages investments in the
hotel industry. They should provide incentives such as tax breaks and streamlined regulations to

attract more investors.
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4.4. Capital Deployment

Interpretations and Findings

Investing in the Dubai hotel market can be a lucrative opportunity, but it requires careful
consideration and adherence to essential fundamentals. A thorough understanding of market
demand dynamics, coupled with an assessment of regulatory frameworks, economic stability, and
political factors is crucial. The United Arab Emirates as a country is focusing on developing
secondary cities and this could be a potential investment to consider and explore the various
investment options. This has been highlighted as well by the Managing Director of one of the
international hotel brands during the interview. Financial feasibility and return on investment
calculations are essential, factoring in construction costs, operational expenses, and revenue
projections. Brand and operator selection, risk management, diversification, sustainability,
technology integration, and a clear exit strategy are equally important. Engaging qualified
professionals for due diligence and strategic advice is indispensable. By adhering to these
fundamentals, investors can navigate the Dubai hotel investment market successfully and reap

its potential benefits.

Recommendations

When investing capital, it is important to consider several essential factors. Firstly, it is crucial to
clearly define investment objectives, such as the Internal Rate of Return (IRR), Net Present Value
(NPV), and payback period being the most important key performance indicators (KPIs) for
investors as recommended by the Franchise Director of an international hotel chain during the
interview. Desired returns, risk tolerance, liquidity requirements, and time horizon are other factors
to consider as they can guide the decision-making process. Secondly, a comprehensive risk
assessment should be conducted to identify potential risks and uncertainties associated with the
investment. These could include market volatility, economic conditions, regulatory changes, and
industry-specific factors. Thirdly, performing due diligence on the investment opportunity is
essential and required to obtain financing from banks or financial institutions. This was confirmed
during the interview with a Hospitality Consultant at a reputable investment advisory firm. This
involves analyzing financial statements, conducting market research, assessing the management
team, evaluating competitive positioning, and understanding the legal and regulatory framework.
Fourthly, diversification is key. By spreading investments across different asset classes, sectors,
geographies, and investment strategies, the risk is minimized, and reliance on any single
investment is reduced. Fifthly, evaluating the potential return on investment by analyzing financial

projections, cash flow models, and return metrics such as internal rate of return (IRR), net present
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value (NPV), and return on equity (ROE) is important. This analysis should be compared with the
risks involved to assess the investment's attractiveness. Sixthly, developing a clear exit strategy
for the investment is crucial. Factors such as the expected holding period, potential exit options,
and market conditions should be considered. Lastly, conducting a comprehensive analysis of the
market dynamics, including supply and demand factors, competitive landscape, industry trends,

and customer preferences, is essential to make informed investment decisions.

4.5. Hotel Agreements and Scaling

Choosing Your Path: Hotel Management, Franchise, Manchise, Lease or Independent Operation
Findings and Interpretations

For aspiring hoteliers, the journey towards success begins with a crucial decision: to manage a
hotel, join a franchise, consider a Manchise agreement, or go independent. Each path offers
unique advantages and challenges, prompting careful consideration of your skills, resources, and

vision for the future.

Hotel Management
e Pros: Gain valuable experience under established leadership, access to corporate
resources and training programs, benefit from brand recognition, and established guest
base.
e Cons: Less autonomy in decision-making, potential limitations on creativity and innovation,
lower profit margins due to shared revenue.
Franchise
e Pros: Leverage the power of a recognized brand, benefit from established operating
procedures and marketing strategies, and receive ongoing support and guidance from the
franchisor.
e Cons: Initial franchise fees and ongoing royalties can limit profitability, constrained by
brand standards and limited control over guest experience.
Lease
e Pros: Limited hotel expertise is required with no responsibility for hotel operations. This
model helps investors predict their income streams allowing them to have an attractive,
saleable capital asset.

e Cons: No control over the hotel operations and positioning (Bird and Bird, 2023).
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Independent Operation
e Pros: Complete autonomy in decision-making, ability to tailor offerings to a specific niche,
potentially higher profit margins due to direct revenue control.
e Cons: Requires significant expertise and business acumen, greater marketing and

branding efforts, and higher financial risks due to reliance on individual success.

Third-Party Operators (TPO)

e Pros: Maintaining the hotel’s individuality whilst providing them with flexible management
at a cost that is significantly less than that offered by hotel chains (and without franchising
any brand) through the traditional management contract.

e Cons: Reduced marketing support, brand reputation concerns, flexibility constraints and
contractual complexity, profit sharing, communication challenges, and limited

customization.

Recommendations

Based on the information provided, it is recommended that hotel owners carefully evaluate their
goals, resources, and preferences before choosing an operating model. The management
agreement may be suitable for those who wish to delegate operations to professionals, while the
franchise agreement may be beneficial for owners who want to benefit from brand recognition
and support while retaining some control over operations. Third-party or white-label management
companies may be a viable option for owners who want access to professional management
services while retaining ownership of the property. As indicated during the interview with the CEO
of an international hotel chain, international brands would not sign a franchise agreement without
the assurance of a signed contract with a reputable third-party operator, which is a big challenge
in Dubai and the GCC region. Worth highlighting that as per the CEO of a hotel company and
third-party operator, it is rare to encounter franchise agreement when it comes to the luxury and
the ultra-luxury segments, therefore, investors who are seeking a franchise model should consider
the budget, midscale, and upscale segments during that planning stage.

Finally, the lease agreement may be suitable for owners who prefer a hands-off approach and a

stable income stream.

4.6. Booming Tourism Industry

Interpretations and Findings
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The text presents an overview of the booming tourism industry in Dubai and its impact on the real
estate market. The tourism industry in Dubai has been growing rapidly, with visitor numbers
increasing each year. This growth has positively impacted the real estate market, particularly the
hospitality sector. The city’s hotels and serviced apartments are in high demand, with occupancy
rates averaging around 75% throughout the year. As a result, this creates opportunities for
investors looking to invest in the hospitality sector, with several world-class hotel brands and

serviced apartment operators operating in the city.

In addition, the flourishing tourism industry positively impacts the retail and entertainment sectors,
which are also essential components of Dubai’s real estate market. The city’s large shopping
malls and entertainment complexes attract tourists and residents, creating demand for retail and
commercial spaces. Hence, it is important to consider the impact of the consideration of retail and
commercial spaces on investment decisions when considering the inclusion of additional revenue

streams or the option of renting out spaces for retail purposes.

Investors should diversify their portfolios across different segments and locations to manage
market risks effectively. This is particularly important given that global economic uncertainties can

impact tourism demand and hotel occupancy rates, posing a risk for investors.

Key markets like Dubai report growth in holiday home and hotel occupancies, and construction
plans progress for luxury hospitality developments across the region (Middle East Economy,
2023).

Dubai’s beach hotels (Jumeirah Beachfront and Palm Jumeirah) were the biggest drivers of the
increased RevPAR which was more than triple the other segments. This sets a clear indication of

the power of luxury segment hotels in the city.

According to STR statistics published by Knight Frank (2023), the city reports consistent month-
over-month increases in RevPAR levels, primarily due to higher occupancy levels but with a

decline in ADR impeding further expansion.

If we look at the pipeline for the next seven years, 46% of the projected keys fall into the luxury
category, 25% go into the upmarket category, and roughly 4% go into the three-star hotel
category. The five-island development, formerly known as Deira Islands, is in line with the UAE's

continuous efforts to become a top worldwide destination for visitors and investors, according to
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Nakheel, a local business that created the renowned Palm Jumeirah, which is the location of the
two Atlantis resorts.

One of the interesting topics by Josh Corder (Skift, 2023) highlights the massive growth Dubai
has witnessed in terms of several hotels. Corder assumes that branded residences are the next
big opportunity for operators in Dubai which was also confirmed by the CEO and a Managing
Director of two different international hotel brands that were interviewed. This is an eye-opener
on the future of hotel investments in Dubai and will also aid investors in setting a clear roadmap

for their investment planning.

Figure 1.7: UAE Hospitality 2023 Performance & Growth Rates
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Recommendations

In light of the high demand for hospitality services in Dubai, investors can capitalize on the city's
robust infrastructure, efficient regulatory environment, and diversified economy. To maximize
returns and manage market risks effectively, investors should consider diversifying their portfolios
across different segments and locations and implementing efficient operational practices as
referred to during the interview with the President of a reputable investment company in UAE and
Saudi who also emphasized the importance of data-driven revenue management strategies that
should be employed to optimize pricing strategies and maximize revenue opportunities, cost
optimization measures, such as negotiating better supplier contracts, operational efficiency,
clustering and adopting energy-efficient practices, can also significantly improve a property's

profitability margins.

In addition, investing in upgrading and enhancing the hotel's facilities, amenities, and guest
experience can make the property more appealing to potential guests. Lastly, exploring
opportunities to diversify the hotel's revenue streams beyond room bookings can mitigate the
impact of fluctuations in occupancy rates and ADR. These recommendations can be useful for
conducting an academic report on the hospitality sector in Dubai, particularly for investors seeking

to enter or expand their presence in the market.

4.7. Key Drivers and Trends of Dubai's Hotel Investment

Interpretations and Findings

The Dubai hospitality market evolved and matured over the years due to the efforts of the
government to place tourism as the catalyst for economic diversification. Dubai will continue to be
a leading global destination wherein opportunities for each hotel segment will be prevalent in the
upcoming years as highlighted by the Asset Manager of a reputable global investment company

in Dubai during the interview.

Personalization, technology-enabled services, and sustainable practices are increasingly
important to guests. Hotels that stay informed about evolving guest preferences, technological
advancements, and market trends are better positioned to adapt their offerings and remain
competitive. Despite the challenges, Dubai's hotel investment market still offers attractive

opportunities for discerning investors.
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Strategic partnerships and collaborations with experienced hotel operators and real estate
developers can provide access to expertise, resources, and market insights, enhancing
investment success. Focusing on niche markets and catering to specific segments, such as luxury
hotels, family-friendly resorts, or business hotels, can differentiate properties and attract niche

clientele, reducing competition and increasing the potential for higher returns.

Recommendations

Based on the information presented, it is recommended that hotel investors in Dubai focus on
strategic partnerships and collaboration with experienced hotel operators and real estate
developers to gain access to resources, expertise, and market insights. Additionally, targeting
niche markets by catering to the specific needs and preferences of luxury, family, and business
travelers can differentiate properties, reduce competition, and increase the potential for higher
returns. It is also recommended that investors stay informed about evolving guest preferences as
referred to by the Franchise Director of an international hotel brand during the interview who
stated “We tend to customize our brand and guest experience and adapt to the needs of each
market which we are operating in. Cultural understanding and adaptability are essential for global
hotel operators to succeed in various markets they are operating in”. In addition to that, technology
innovation as referred to by the Owner Rep and Asset Manager of a hotel-owning company in the
region during the interview, and market trends to adapt their offerings and remain competitive in
the dynamic Dubai hotel investment market. Overall, these strategies can help investors navigate
the challenges of the market and capitalize on the robust tourism growth driving demand for hotel

accommodation in Dubai.

4 .8. Economic Factors

Interpretations and Findings

Dubai's hotel industry is subject to a range of factors that may impact investment attractiveness
and profitability. These factors include strict licensing requirements, unpredictable land allocation
processes, exchange rate fluctuations, interest rate changes, inflation, supply and demand
imbalances, economic instability, seasonal fluctuations, and geopolitical risks. While these factors
may pose challenges for investors, Dubai's growing economy and expanding hotel supply indicate

the potential for future growth and profitability.
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Recommendations

To address the challenges posed by these factors, investors may consider targeting specific hotel
segments, such as luxury, family-friendly, or business hotels, to create a competitive advantage
and attract a dedicated clientele. Additionally, investors should carefully evaluate the licensing
requirements and land allocation processes before investing in Dubai's hotel market. They should
also monitor exchange rate fluctuations, interest rate changes, and inflation rates, and adapt to
both economic and geopolitical events and risks as pointed out by the Owner Rep and Asset
Manager of a hotel-owning company in the region during the interview. A Vice President of
Operations of a reputable international hotel chain, confirmed during the interview that interest
rates have been the biggest hurdle for hotel investments in Dubai. This will assist them in
assessing their potential impacts on investment profitability. Moreover, investors should stay
informed about Dubai's economic trends and supply and demand imbalances to identify potential
investment opportunities. Finally, investors should develop contingency plans to mitigate the

impacts of economic instability and seasonal fluctuations on hotel profitability.

4.9. Location

Interpretations and Findings

The hotel industry in Dubai has witnessed significant growth in recent years due to the increasing
number of tourists visiting the city. However, the success of hotel investments in Dubai heavily
depends on the location of the hotel. This study highlights the crucial role played by the location

of a hotel in determining its profitability, pricing strategy, and accessibility to tourists.

The findings of this study indicate that hotels located near popular tourist attractions such as the
Burj Khalifa, Dubai Mall, Palm Jumeirah, and Dubai Marina are more likely to attract tourists and
have better occupancy rates. Additionally, hotels located in prime locations can charge a premium
price for their rooms, which significantly impacts their revenue and profitability. Moreover, hotels
located near public transportation, airports, and popular tourist attractions are more accessible to

tourists, leading to higher occupancy rates.

Based on these findings, this study recommends that investors must evaluate the location of a
hotel before investing in the Dubai hotel industry. This has also been touch-based with several
interviewees. Investors should consider the proximity of the hotel to popular tourist attractions,
the accessibility of the hotel to public transportation and airports, and the pricing strategy of hotels

located in prime locations. By considering these factors, investors can make well-informed
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decisions that can lead to better profitability and improved success rates in the Dubai hotel

industry.

Recommendations

Based on the analysis presented, several key recommendations can be made for investors
considering hotel investments in Dubai. Firstly, investors should prioritize the location of the hotel,
as it plays a crucial role in the success of the investment. Hotels located near popular tourist
attractions such as the Burj Khalifa and Dubai Mall are more likely to attract higher occupancy
rates and generate better profitability. Secondly, the accessibility of the hotel is also a significant
factor to consider, as hotels located near public transportation, airports, and popular tourist
destinations are more accessible to tourists and therefore have higher occupancy rates. Investors
should carefully evaluate the accessibility of the hotel before investing. Thirdly, investors should
be mindful of the pricing strategy of the hotel, as hotels located in prime locations can charge
premium prices for their rooms. This can significantly impact the revenue and profitability of the
hotel. Therefore, investors should evaluate the pricing strategy of the hotel concerning its location
before making any investment decisions. Finally, it is recommended that investors conduct
thorough research and due diligence before investing in the Dubai hotel industry. This includes
analyzing market trends, competitive landscape, and regulatory environment to fully understand
the risks and opportunities associated with the investment. Last but not least, it is worthy to
mention as per the Managing Director of one of the big five hotel chains to ensure a diversified
portfolio, investors in Dubai should consider investing in different assets across various locations.
This is because Dubai boasts of several submarkets that may not necessarily have a direct

correlation with each other.

4.10. Diversification and Operational Efficiency

Interpretations and Findings

The success of hotel investments in Dubai is influenced by several factors, including
diversification and operational efficiency. Diversification of investments across different
segments, locations, and property types can help mitigate market risks and maximize potential
returns (Hakimi, 2023). On the other hand, operational efficiency can improve profitability and
guest satisfaction. A study by Lee and Kim (2016) found that hotels that implemented efficient
operational practices were able to achieve higher profitability and guest satisfaction. Therefore,
hotel investors in Dubai must consider diversifying their portfolio across different hotel segments

and locations and implementing efficient operational practices to improve their financial
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performance. In terms of operational optimization, data-driven strategies such as revenue
management, cost optimization, and technology adoption are essential for improving operational
efficiency and profitability. Data-driven revenue management involves analyzing historical data,
market trends, and competitor pricing to optimize pricing strategies, allocate rooms efficiently, and
maximize revenue opportunities (Savills, 2022). Continuously reviewing and optimizing
operational costs, negotiating better supplier contracts, and adopting energy-efficient practices
can significantly improve the property's profitability margins (Savills, 2022). Investing in upgrading
and enhancing the hotel's facilities, amenities, and guest experience can also make the property
more appealing to potential guests (Savills, 2022). Lastly, exploring opportunities to diversify the
hotel's revenue streams beyond room bookings, such as banquets, events, food and beverage
outlets, retail operations, and partnerships with local businesses, can mitigate the impact of

fluctuations in occupancy rates and ADR (PwC, 2022).

Recommendations

Based on the findings and interpretations, it is recommended that hotel investors in Dubai
consider diversifying their portfolio across different hotel segments and locations to mitigate
market risks and maximize potential returns. Lastly, investing in upgrading and enhancing the
hotel's facilities, amenities, and guest experience to make the property more appealing to potential
guests. Explore opportunities to diversify the hotel's revenue streams beyond rooms to mitigate
the impact of fluctuations in occupancy rates and ADR. The Franchise Director of an international
hotel chain admitted during the interview that “owners and operators should focus on creating
value by differentiating their hotel assets and exploring every square meter of their assets through

lifestyle food and beverage concepts, entertainment and communal spaces”.

4.11. Government Support

Interpretations and Findings

The hospitality sector in Dubai has experienced significant growth in recent years due to the active
support of the UAE government. This support includes initiatives such as tax breaks, investment
incentives, and visa programs, which have created a favorable investment environment for
investors and encouraged them to invest in the hotel industry. This has led to increased investor

confidence, which has, in turn, driven further development and investment in the sector.

The introduction of tax breaks for hotel investors has been particularly successful in encouraging

investment in the hotel sector. This policy has reduced the financial burden of investing in hotels,
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making it more attractive for investors. Additionally, the government's provision of investment
incentives, such as land grants and subsidies, has helped to reduce the costs associated with

hotel development, further incentivizing investors to invest in the sector.

The government's introduction of visa programs has also been successful in increasing the
number of tourists visiting the country. These visa programs, such as the 90-day visa-free entry
and the 1-year multiple-entry visa, have made it easier for tourists to visit Dubai, which has had a
positive impact on the hotel industry. This increase in tourist numbers has further encouraged

investment in the sector, as investors see the potential for growth and profitability.

Recommendations

“Dubai and the UAE Government are promoting the country as a secure and safe haven for
investments and that is what brings the tourists and investors to the country,” said the Owner
Representative and Asset Manager of an investment and hotels’ development company during
the interview. Additionally, he added the government developments that are in the pipeline as
planned by the Dubai Government to boost its international standing across various locations
such as Palm Jebel Ali, Dubai Creek Developments, Dubai Metro Blue Line, Dubai World Central
(DWC) Airport and The World Islands will be providing further incentives for hotel investors. This
would not encourage further investments in the sector reflect on the potential submarkets of Dubai

as highlighted earlier and help to promote sustainable tourism in the city.

Finally, the government could work to improve the regulatory environment for the hotel industry.
This could include streamlining the process for obtaining building permits and licenses, reducing
bureaucratic barriers, and improving transparency and accountability in the regulatory process.
By doing so, the government could further encourage investment in the sector and promote a

more favorable investment environment for investors.

4.12. Challenges and Risks

Interpretations and Findings

Interpreting the literature on the Dubai hotel market reveals that investing in this market requires
careful consideration of the potential challenges and risks. The challenges include economic
volatility, seasonal demand fluctuations, a highly competitive market, regulatory and legal
considerations, currency risk, geopolitical instability, high operational costs, supply and demand

imbalance, dependence on tourism and business travel, sustainability of demand drivers,
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financing and capital structure, and market saturation. It has been also highlighted during one of
the interviews made for this study with a Managing Director for future openings of an international
brand that the cost of development has increased significantly, in particular the cost of pre-
opening, IT infrastructure, the how and when investors secured their funding and on what
projections they were secured upon.

These challenges can impact the performance of hotel investments and should be carefully

evaluated by investors.

Recommendations

To address these challenges, several recommendations can be made for investors in the Dubai
hotel market. Firstly, investors should conduct extensive market research to fully understand the
market dynamics, including supply and demand, competition, and regulatory requirements.
Investors should also develop a comprehensive business plan that accounts for the potential
challenges and risks identified in the literature. One of those has been highlighted during an
interview which was conducted with the Area Managing Director of future openings of an
international hotel chain. Procurement needs to be an earlier process than in previous times with
the fluctuations in costs. Investors also need to ensure that they open with a lean operational
model and ramp up in line with the business levels. This plan should include strategies for revenue
management, cost control, and risk mitigation. Secondly, investors should consider diversifying
their investment portfolio to reduce their exposure to the Dubai hotel market. Clustering and
shared services is a key factor from a cost perspective while also limiting or outsourcing the food
and beverage element of the hotel as highlighted by the Vice President, Development of a
reputable international hotel brand. Thirdly, investors should seek guidance from local experts,
including legal and financial advisors, to ensure compliance with local regulations and optimize
investment returns. Local experts can also provide valuable insights into market trends and
opportunities. Fourthly, investors should adopt sustainable business practices that are socially
responsible and environmentally friendly. This can include investing in renewable energy and
reducing waste and resource consumption. Lastly, the cashflow forecast will be critical to ensure
that sufficient funds are available to activate all key milestones and prohibit the pre-opening period

as referred to the Area Managing Director of an international hotel chain.
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5.0. REFLECTIONS AND LIMITATIONS

Based on the text, below are some practical recommendations for investors looking to navigate

the Dubai hotel investment market effectively and create a clear investment roadmap:

Before making any investment decisions, it is essential to conduct thorough market research. This
includes analyzing market trends, assessing the competitor landscape, and evaluating the
potential impact of economic and regulatory factors. By gathering this information, investors can

make informed decisions that align with their investment goals and risk appetite.

A clear investment roadmap enables investors to identify and prioritize investment opportunities
that align with their objectives, risk tolerance, and financial resources. By taking a strategic
approach, investors can prevent spreading their investments too thinly or pursuing ill-advised

ventures that may not align with their goals and capabilities.

A well-defined investment plan serves as an indispensable compass, guiding investors through
the intricate complexities of the hotel investment sector. It provides a structured framework,
outlining the investment goals, strategies, and timelines, ensuring that investors navigate the

challenges and opportunities effectively, maximizing their chances of success.

Efficient resource allocation minimizes unnecessary expenses, delays, and inefficiencies,
enhancing the overall success of the investment. By allocating precious resources, including
capital, time, and human expertise, effectively throughout the investment lifecycle, investors can

optimize their investments' potential returns.

By anticipating potential challenges and developing contingency plans, a well-structured roadmap
helps mitigate risks associated with hotel investments. Investors gain the foresight to make
proactive decisions, minimizing adverse impacts and protecting their investments from

unforeseen circumstances.

There are a few limitations to our report. The writing is focused on setting a clear roadmap when
planning to invest in Dubai and does not deep dive into the market performance. This report is
aimed at serving investors in the Dubai market. The information offered may not be generalized

to all other cities across the United Arab Emirates or international markets.
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6.0. CONCLUSION

In this dynamic and ever-evolving industry, a well-defined roadmap is crucial for successful hotel
investments. It acts as a compass, guiding investors through the complexities of the sector and
maximizing their chances of success. A roadmap provides a structured framework, outlining the
investment goals, strategies, and timelines. This roadmap ensures that investors navigate the
challenges and opportunities effectively, enhancing the overall investment process and

maximizing the potential returns.

A well-defined roadmap enables investors to identify and prioritize investment opportunities that
align with their specific objectives, risk tolerance, and financial resources. This strategic approach
prevents investors from spreading their investments too thinly or pursuing ill-advised ventures
that may not align with their goals and capabilities. The research conducted by Jones and Pizam
(2020) supports this point, indicating that investors with a well-defined roadmap are more likely to

identify and pursue strategic opportunities.

A clear roadmap also serves as a decision-making tool, guiding investors in making informed
choices regarding property selection, whether buying an existing building and converting it into a
hotel, or investing in a greenfield project, financing options, management strategies, and
marketing campaigns. When considering an exit strategy for a hotel investment in Dubai, keeping
a close eye on the Dubai real estate and hospitality market conditions and understanding the
current and projected future trends will help in determining the right time to exit the investment.
Whether it is for short-term gains or long-term income generation, this will influence the timing
and method of the exit based on market conditions, investment objectives, and financial analysis.
Itis important to consider the different exit options such as selling the property outright, conducting
a partial sale, or refinancing the property to cash out some of the equity while retaining ownership.
Develop contingency plans in case market conditions change or if the initial exit strategy does not
materialize as planned.

By aligning their decisions with the overall investment plan, investors can ensure that their actions

contribute to achieving the desired returns.

By anticipating potential challenges and developing contingency plans, a well-structured roadmap
helps mitigate risks associated with hotel investments. Investors gain the foresight to make
proactive decisions, minimizing adverse impacts and protecting their investments from

unforeseen circumstances.
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When it comes to hotel construction, whether it is a conversion or a Greenfield project, several
issues need to be taken into consideration. One of the most critical factors is the possibility of
delays, which can lead to significant cost overruns and missed deadlines. Therefore, the
agreement between the hotel owner and the construction company needs to be well-structured

to protect against any delays.

Another key consideration is the environmental impact of the construction project. Greenfield
projects, in particular, can have a significant impact on the surrounding environment and
community. Therefore, it is important to take steps to minimize this impact, such as using

sustainable building materials and minimizing waste.

Overall, successful hotel construction projects require careful planning, clear communication, and
a focus on environmental sustainability. By considering these factors, hotel owners and
construction companies can work together to create high-quality, sustainable hotels that meet the

needs of both guests and the surrounding community.

A thorough future study can be done on 1) Investments in branded residences in Dubai should
be the next research focus. 2) Thorough research on the reasons why the region lacks third-party

operators. 3) Thorough research on hotel room investments in the Dubai market.

In summary, a clear roadmap is an invaluable tool for hotel investors, providing a structured
approach to navigate the complexities of the industry, make informed decisions, and maximize
the potential for successful returns. By embracing this strategic roadmap, investors can elevate

their investment endeavors and secure their position in the dynamic world of hotel investments.
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