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INTRODUCTION

The Horwath HTL Hungary Hotel Market Sentiment Survey, with the
support of the Hotel Association of Hungary has been designed to
provide the Hungarian hotel industry a quick assessment of the future
market outlook. The survey focuses on the outlook for occupancy,
average room rates and total revenue.

In this mid-year survey, hoteliers have also been asked to make
comments on their expectations for the coming semester in comparison
to the second half of last year, as well as comment on the impact the
crisis has had on room night demand.

This report summarizes the outcome of the survey, gathered from
responses across the country. Of the 87 respondents, 34 percent came
from Budapest (37 percent in February), while the vast majority, 66
percent, came from hoteliers outside the capital (63 percent in
February). Similarly to the previous survey conducted in February 2009,
4-star hoteliers represented the highest share among the total
respondents with 58 percent, followed by 3-star (32 percent) and 5-star
(9 percent). Being the second survey this year, we have been able to
analyse previous sentiment scores in order to give a more in depth
analysis.

Editor’s note: Hungary’s VAT was set to increase to 25% from 20%
as of 1** of July 2009. However, following a round of negotiations
and extensive lobbying by representatives of the Hungarian tourism
industry, under the leadership of the Hotel Association of Hungary,
the VAT to be applied for hospitality related-services was reduced
to 18%. This is a significant achievement and a confirmation of the
importance of the tourism industry in Hungary. At the same time
the non-taxable status of holiday coupons, which have been a
popular tax free employee benefit in Hungary and a substantial
source of domestic demand for hotels and other commercial
accommodation, will be cancelled as of 2010, and the coupons will
be subject of income taxes of 25%. It is difficult to estimate the
negative impacts yet, however, it is clearly seen that proposed
taxation of the holiday coupons will cause a considerable damage
for the Hungarian tourism sector in the next year.
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SENTIMENT RANKINGS

“Hungarian hoteliers
clearly feel the impact
of the global economic
crisis and showed a
much more pessimistic
sentiment in July
2009”
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SENTIMENT RANKINGS

As a way to measure and compare the results across regions and
countries, we have created an index to formulate an overall average
sentiment score from all survey questions. Points are assigned to each
corresponding response and compounded accordingly. The index utilized
a scale of negative 150 to positive 150 in which a score of negative 150
denotes a sentiment of absolute pessimism; a zero score indicates
unchanged expectations from the previous year whereas a positive 150
signifies a very optimistic outlook. The purpose of creating a sentiment
index or score is also to better track changes in market sentiment in
future surveys to be conducted by Horwath HTL.

Although they appeared less pessimistic in February, Hungarian hoteliers
nowadays clearly feel the impact of the global economic crisis and
showed a much more pessimistic sentiment in July, with a negative 60
average score, down 32 points from the negative 28 calculated in
February. Hotel managers in Budapest clearly expressed the most
negative outlook with a negative 75 score, meanwhile the sentiment
from hoteliers in the countryside plunged 30 points down to a negative
score of 53 from a relatively less bleak score of negative 23 in February.

As opposed to the beginning of the year, there was no positive
sentiment to be found among hoteliers for the second half of 2009,
regardless of region or classification. Hoteliers in the 5-star category
from Budapest held by far the most pessimistic outlook with a negative
score of 98, followed by their colleagues in the 4-star category (negative
79). Although they held a surprisingly good outlook in February with a
positive 31 result, 5-star hotel managers in the countryside dramatically
adjusted their views after the first half of the year, scoring 86 points less
at negative 57.

On the other hand, 3-star hoteliers in the capital shared the least
pessimistic attitude scoring negative 44, followed by 4-star hoteliers in
the countryside (negative 49).
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FIRST HALF MARKET PERFORMANCE

The first survey question dealt with the contributors’ actual performance
during the first half of the year versus their expectations at the beginning
of the year.

In response to expectations on market-wide occupancy performance, 77
percent of hoteliers replied that performance in the first half of 2009 was
worse or much worse than what had been expected, putting Hungary
above the Global and European mark at 66 and 65 percent respectively.
This result illustrates the strong negative impact on demand Hungarian
hoteliers were anticipating due to the current economic crisis since 66
percent of them expected occupancy performance to worsen in our
February survey. Unsurprisingly, it is the 5-star sector in both Budapest
and the countryside that experienced the worst performance, with over
80 percent of respondents in both regions declaring the situation was
worse or much worse than predicted.

Of all our performance gauges, ADR suffered the least with 41 percent
of hoteliers replying that ADR performance had been the same, or
better than expected, in line with results from their Global and European
colleagues. As far as 5-star properties were concerned, all hoteliers in
Budapest declared ADR performance was either worse or much worse,
whereas 67 percent of hoteliers in the countryside stated that it had
remained the same. In addition, two thirds of the respondents in the 3-
star category affirmed ADR achieved similar or better results, confirming
that the higher the category, the more likely were rates to suffer.

Revenue followed a similar trend, wherein the majority of hoteliers (80
percent) revealed that revenues were worse or much worse than what
had been expected at the beginning of the year. Only 6 percent of
respondents found performance to be similar, and 14 percent saw a
positive performance with regards to their expectation. The 3-star
segment differentiated itself from the upper scale by having 33 percent of
respondents declaring revenue performance to be equal or better during
the first half of 2009, indistinctive of region.

In terms of first half market performance ranking, results for each
performance indicator were comparatively similar between regions,
Budapest scoring slightly better than national average. Nevertheless, each
indicator performed well beneath the European grade, except for ADR
which reached a score of minus 37, compared to negative 38 in Europe.
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THE IMPACT OF THE FINANCIAL CRISIS

The second question asked respondents if the currents crisis had
impacted demand to the extent which was expected.

When hoteliers were asked if the crisis had impacted their demand as
forecasted, 68 percent responded that demand had been affected more
or much more than expected, 22 percent replied that demand had been
affected the same amount, while 10 percent proclaimed that the crisis
has impacted demand less than had been expected.

Noteworthy, respondents from the b5-star segment unanimously
reported the financial crisis had negatively impacted demand at their
properties to a greater extent than what they had previously expected,
both in Budapest and the countryside. This underscores the effect the
crisis had on a certain clientele, corporate as well as wealthy individual
guests, to whom hotels in the high-end of the scale used to cater.

Looking at the ranking index by region, it can be noted that no region
has scored a positive sentiment score. Moreover, Hungary and its
regions scored well below European average at about negative 53 as
opposed to negative 29 for Europe.

The region with slightly less pessimistic view less within the Hungarian
countryside (negative 53) as opposed to the capital city Budapest
(negative 54). Although minimal, this difference can be explained by the
larger proportion of luxury properties present in the Budapest market:
17 percent against only 5 percent in the Hungarian countryside.
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“Over 60 percent of
hoteliers across
Hungary expect all
performance measures
to perform worse in the
second half of 2009
compared to second
half 2008.”

EXPECTATIONS FOR THE
SECOND HALF OF THE YEAR
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SECOND HALF MARKET OUTLOOK

Hoteliers were asked their expectation for the second half of the year
compared to the second half of last year, in relation to hotel occupancy,
average room rate and hotel revenues.

Over 60 percent of respondents stated that they expected all
performance measures to perform worse or much worse in the second
half of the year in comparison to the second half of last year.

In terms of occupancy, 72 percent of respondents asserted a negative
outlook for the second half of 2009. Moreover, this ratio was over 80
percent in the following categories: 3-star and 5-star in the countryside,
4-star and 5-star in Budapest. Occupancy scored an average sentiment
score of negative 65 in Budapest and negative 58 in the countryside,
resulting in a national average sentiment score of negative 60, well under
the European mark of negative 46. This would indicate that markets in
Eastern Europe and especially in Hungary still expect to be extensively
affected by the economic crisis, in a more extensive fashion than
Western Europe.

The average sentiment with regard to ADR expectations scored negative
49, wherein 60 percent of respondents forecasted declining rates in the
next six months vis-a-vis the previous period in 2008. This sentiment was
accentuated in Budapest with 71 percent of respondents showing
pessimism in terms of ADR as opposed to 54 percent outside the capital.
Interestingly, opinions were divided among 3-star hoteliers with 50
percent of them being confident that rates would stabilise or improve in
the near future. On the other hand, 5-star hoteliers in Budapest strongly
disagreed with such a statement, 80 percent of them expecting a
worsening performance in terms of ADR. This was reflected in the
sentiment ranking broken down by region, wherein Budapest scored
negative 59 and the countryside negative 45. As a result, Hungarian
sentiment attained negative 49, only four points below the European
mark.

As a probable result of Hungary’s continued bleak economic
performance, revenues recorded the lowest sentiment score of all the
performance gauges, with a score of negative 67, bearing no resemblance
with the European score of negative 55. Over 80 percent of hoteliers
across the country were expecting lower revenues in the second half of
2009, peaking at 89 percent in Budapest (!), irrespective of hotel
category.
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HOTEL PERFORMANCE EXPECTATION

The last survey question asked was for hoteliers to give their
expectation of how their respective hotels will fare in the second half of
2009 with respect to the second half of 2008, in percentage terms.

The sentiment outlook was yet again rather bleak, with a sentiment
average score of negative 62. Over 65 percent of hoteliers expect to see
a drop in performance growth of at least 5 percent, and on average 17
percent of them expect hotel performance to contract by 15 percent or

more.

75 percent of respondents envisaged occupancy to decrease by at least 5
percent in the second half with Budapest hoteliers being the most
unenthusiastic as 80 percent expect a decline of minimum 5 percent, 32
percent of at least -15 percent. Furthermore, 5-star hoteliers in the
capital unanimously expect a decline of minimum 5 percent in all three
performance indicators. The Hungarian countryside appeared to be the
most opportunistic region, scoring negative 59; Budapest hoteliers
grasped a more pessimistic approach with scores of negative 79,
resulting in a national sentiment score of negative 65.

The national sentiment score for ADR reached negative 51, with 68
percent of hoteliers across Hungary expecting performance to diminish
by at least 5 percent. Hoteliers in the capital were once again the most
pessimistic with 82 percent of them sharing a bleak outlook, whereas in
the countryside merely 61 percent of hoteliers shared this view. 5-star
hoteliers in Budapest expressed by far the most negative attitude as 80
percent of them believed ADR performance would drop by 15 percent
or more. This was naturally reflected in the regional sentiment score
with Budapest scoring negative 70 as opposed to negative 41 in the
countryside.

The national sentiment regarding hotel revenues again scored the lowest
sentiment score of all the performance gauges (negative 69) with just
below 80 percent of respondent’s expecting revenues to falter by at least
5% in the coming semester. Contrasting with hoteliers in the capital city
who widely expected significant declines in revenues (92 percent
anticipating a minimum 5 percent drop, wherein 39 percent expected a
fall of at least 15 percent), in the countryside a majority of hoteliers
believed in slighter decreases ranging between 5 to 10 percent. Looking
at the sentiment ranking, Budapest displayed the lowest score in this
whole survey with negative 98, while the countryside attained negative
55.
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