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OVER THE PAST TWO YEARS, the
enced trauma, with spending cutbac
seen since the Great Depression. Busine
but not at the robust rate many professionals expe .
Times columnist recently wrote about the mdustrlal Mldwest the economy
faces “structural problems, not cyclical ones.” The same flttlng description
could describe what hospitality professionals face as they work to find their
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way again. BY JOEL SCHETTLER

s it too early to say that the meetings industry is beginning to
see new life once again? Many signs point to better market
conditions ahead, but as Jan Freitag, vice president of Smith
Travel Research, aptly states, how one might characterize a
full recovery is in the eye of the beholder.

“We've definitely passed the bottom; we've passed the trough,’
says Freitag. “A lot of people ask, “When are we going to get back
to 20077’ It’s a harsh parable, because things were so good that
year. Rates were up and [there was] consecutive demand growth
for a couple of years; it was a very, very strong cycle”

Those days are gone. The subsequent recession, the nation’s
worst since the Great Depression, began in December 2007 and
officially ended in June 2009 according to the National Bureau of

Economic Research, but not before it left its indelible mark on the
economy. Recovery from such a dramatic blow may take some
time, but many industry analysts say that 2010 saw the first real
signs of businesses beginning to recoup losses.

Key economic indicators for hotels are up from 2009. In
September, year-to-date occupancy figures for the nation’s top
25 hotel markets showed a 6.7 percent increase from the same
time period the prior year, according to data from Smith Travel
Research (STR). In early December, STR updated its final year-end
2010 forecast to indicate that overall hotel occupancy grew 5.3
percent over 2009, reaching a rate of 57.3 percent. Revenue per
available room (RevPAR), a key economic indicator, also reflect
a similar increase of 5.7 percent over 2009. >>




“So then you can look at the actual
achieved occupancy year to date. In August
2008 it was 62.6 percent; in August 2010
it was 58.8 percent. So there’s still a very
huge gap between the number of rooms
sold then than now, not compared to 2009
but to 2008. That’s really the bellwether”
In 2007, when hospitality was booming,
occupancy measured 64.7 percent, which
is six points higher than current levels.
“That’s a lot,” says Freitang, “and we are
not going to be able
to make that up in a
year or so.

Using August
2010 as a benchmark
for hotel data in
Minnesota, RevPAR
was up 5 percent over
the same eight-month
period in 2009, out-
pacing neighboring states of South Dakota,
which increased 2.9 percent; Iowa, up 4.5
percent; Kansas, relatively flat with a 1
percent gain; and Nebraska, whose hotels
achieved a RevPAR increase of only 3.6
percent. Only North Dakota fared better
with an 11 percent increase, attributable
by many to be an increase in the state’s
burgeoning oil industry.

Evidence of a sluggish recovery can be
found in measures from the Bureau of
Economic Analysis. Real GDP grew during
the first three quarters of 2010: 3.7 percent,
1.7 percent and 2 percent respectively. Real
spending on travel and tourism increased at
an annual rate of 5 percent during the first
quarter of 2010, followed by an increase of
2 percent during the second quarter.
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we have a real problem,
says Jan Freitag.

ow of course the obvious
retort is, ‘Why would you
compare yourself to 2009,

a terrible year? If we are not
doing better than 2009, then

Nonetheless, while travel in the United
States began to rebound in 2010 the gains
were not enough to offset 2009 declines,
according to measures from the U.S. Travel
Association, Outlook Forum 2010.1n 2010,
domestic leisure travel volume regained the
2.3 percent drop from the previous year to
remain at 2008 levels. But business travel,
while increasing in 2010, still remains
nearly 2 percent below 2008 levels, accord-
ing to U.S. Travel and Travel Economics

"What the data is showingis
that business volume is up
this year, but the revenue is not.
And it hangs by a thread.”

—Henry Harteveldt, Forrester Research

data. Consumer confidence and corporate
uncertainty about the economy has slowed
travel’s recovery.

This lack of confidence in the overall
economy appears in many industry sur-
veys. In July 2010 interest in travel as well
as money available for leisure travel in
the next six months dropped to its lowest
point in the post recession recovery since
October 2008, according to U.S. Travel
data. Nonetheless, the affordability of
travel during the same timeframe was at
all-time highs. It’s a dichotomy, or perhaps
a function of just how price is able to lure
customers to the market, in that during the
same month of July, with sentiment at its
lowest, Smith Travel Research discovered
that American hotels sold the most rooms

than in any month ever recorded: 102
million. “So, recession or no recession,
that is a very strong number;” says Freitag.
“Something is obviously going right”

Evidence suggests that the affordability
of travel at the moment is keeping much
of the leisure travel in place. During the
first seven months of 2010, 33.8 million
international visitors traveled to the United
States, according to data from the U.S.
Department of Commerce, a 12 percent
increase over 2009, and during their stays
international visitors spent $76.7 billion, 10
percent more than the same time period
the year before. July 2010 marked the 10th
consecutive month of increases in U.S.
arrivals. As a beleaguered U.S. economy
kept travel prices low, international travel-
ers took advantage of perceived bargains.
An interesting correlation shows that
accommodation rates, along with favorable
exchange rates, topped the list of moti-
vators for travel to the
United States, accord-
ing to the Commerce
Department’s
International Trade
Administration.

Frugality and value
are the watchwords for
the travel industry in the
coming months, says
Henry Harteveldt, vice president and prin-
cipal analyst at Forrester Research. Travel
is a discretionary activity, says Harteveldt;
it’s a function of consumer confidence.
“During one of the worst months of unem-
ployment numbers you saw consumers
come out a buy things such as the iPad
in large numbers,” he says. “It shows that
consumers are choosing to spend their
money where they see value”

Ingrid Schneider, director of the
University of Minnesota Tourism Center,
says 2010 will go down as a year of chal-
lenges. “I think that no matter what mar-
ket you are serving there needs to be a
continued focus on the basics,” she says.
“I think people will be seeking value, but
they will also be doing comparisons. So

if there is a value to be had, but your cus-
tomer service is wanting, that will really
be the key differentiator”

While many analysts see signs of steady
recovery for the leisure travel market,
many doubts remain about the state of
business travel for 2011, especially since
stringent ROI measures are now in place
for many corporations and associations.
“What the data is showing is that business
volume is up this year, but the revenue is
not,” says Harteveldt. “And it hangs by a
thread. One bad quarter and CEOs could
get scared again and cut back on business
travel once again.’

A small majority of senior travel execu-
tives believes that meetings have not yet
returned to pre-recession levels (51 per-
cent) according to IMEX America Index
of Optimism survey date released in late
October. A strong majority of senior execu-
tives (70 percent) believes that demand
for meetings is growing again, yet 47 per-
cent of respondents say events are not
yet increasing in size, duration or
spending per delegate. What
is increasing however,
according to the IMEX
America survey data, is
the importance of dem-
onstrating improved ROI (83
percent). A large majority of meeting
planners (71 percent) feel more optimistic
now than they did during the first quarter of
2010, according to another study conducted
by IMEX: Global Insights November 2010.

Rising costs, along with short lead times,
remain top concerns for meeting planners,
according to MPI's Business Barometer,
October 2010. Market pressures are pushing
the costs up, even during a tepid recovery,
as many hoteliers, airlines and restaurants
slashed prices to stay competitive. As more
travelers re-enter the market, planners may
see a buyer’s market begin to turn in the
other direction, according to analysis from
the National Business Travel Association
(NBTA) in its latest report 2010 Industry
Pulse: Business Travelers Buyers Sentiment.
In the report, NBTA predicts that, once tal-

lied, domestic airfares will increase by 4.17
percent in 2010, and will rise by another
4.48 percent in 2011. While remaining flat
in 2010, hotel prices are predicted to rise
nearly 3 percent in 2011. For planners,
increased hotel rates may just mean higher
expenses, but for the hotelier it’s a sign of
hospitality industry recovery.

“Yes, hotels are eager to raise rates,” says
STR’s Freitag. “I hope [rate growth] is going
to be faster. I think our data shows that it
could happen faster. When the rates fell
in 2001, it took 41 months to recover. But
this time rates fell almost $11, and we are
23 months into it. And if you look at that
trajectory, I'm not sure when that’s going
to turn around. Obviously it will; we are
already seeing some months of solid ADR”
At the current pace, the market would still
require 25 more months before
rateswould

reach
their peak once

again. “That’s four

years, says Freitag.

In the Twin Cities, demand for hotels
declined by 9.6 percent during the first
eight months of 2009, says Freitag. But
during the same time period during 2010,
demand increased 9.9 percent. “The room
demand slump that we observed in 2009
is basically wiped out,” says Freitag. “I
think any number above 5 million rooms
is a good number for the Twin Cities, and
now you're back up to 5.6 million. That’s
good” Coupled with a negligible growth
in room supply, Twin Cities occupancy
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and hotel rates could soon beat national
growth rates.

So far, consumers at the upper end of
the market have led hospitality recovery.
The luxury hotel segment was the only
market that saw its average daily rate
(ADR) grow in 2010, according to STR
data. “Yes the middle part of the market
is going to recover,” says Freitag, “but not
until mid-2011”

In a survey conducted over the summer,
USTA and Ypartnership discovered those
planning to take a leisure trip between
August 2010 and January 2011 varied
according to household income. Of those
households earning between $30,000 and
$49,999, 46 percent had planned to take a
trip, while nearly three-quarters of house-
holds earning more than $100,000 had a
leisure trip in the works. The survey cor-
responds with lodging statistics. RevPAR
figures rose more than 4 percent at luxury
hotels and 3 percent at upscale

locations during the first
eight months of 2010,
while every other cat-
egory remained flat.
“We are seeing that the
upper end of the market has
recovered very, very well. Those
who are well off said: I still want to
go on vacation,” says Freitag. “And those
who aren’t well off said: At least I have a
job. The unemployment rate is stagnant at
10 percent, which is a very high number
for the United States. I'm from Germany
and we've had 10 percent unemployment
since unification in 1989. You just take is
as part of the economic fabric and move
on. So I think that as people get used to
double-digit or high single-digit unemploy-
ment and realize that they still have a job,
they will probably feel that this is a kind
of new normal, for lack of a better phrase.
And they will begin to think they can still
go on vacation”

Upper-income travelers have also led the

past year’s market recovery in air travel. The

continued on page 48 >
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on the job

Measuring
Meetings

627

senior-level meeting
professionals think
current business
conditions are
favorable compared
to last year

707

meeting profession-
als project better
upcoming business
conditions than
they did a year ago

127

organizations hiring
full-time employees
in Oct. 2010

557%

experiencing an
increase in domestic
corporate meetings
and events

7%

decline in govern-
ment meeting
business

507

meeting profession-
als claim rising travel
costs have had no
effect on business
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(VENDOR)

A MEETING PLANNER'S TASKS. SALARY
SNAPSHOT. KEEPING UP WITH THE TIMES.

How much has business changed
during the past year?

Increased:

More
than 20%

11-20%

More
than 20%

11-20%

6.5%

What percentage of your business 1-5% 6-10%
relies on meetings and events?
I ot-100%: 33% [ 41-50%: 5% Decreased:
[0 s1-00%: 10% [N 31-40%: 9%
71-80%: 10% 21-30%: 5%
61-70%: 12% 11-20%: 0%
51-60%: 7% 10% or Less: 9% 1-5% 6-10%
Leisure and Hospitality Industry Employment:
12 12%
10 [~
s 8.2%
6 -
4 9.99,2:8% 2.9%
2 .
0
-2
-4
-6
-8 1.2% -8.2%
-10 @1 02 Q3 04(Q1 Q2 @3 Q4| Q1 G2 Q3 04| a1
2007 2008 2009

g Minnesota
—Source: Minnesota Department

of Employment and Economic
Development

essmge= National

—Source: Bureau of Economic
Analysis Office of Event and
Tourism Industries

@2 a3 o4
2010

What types of events do you plan and/or coordinate?
(more than one answer may have been chosen, if appropriate)

Annual Meetings 70%

Association Meetings
Government Meetings
Sales Meetings
Executive Meetings
Training Meetings
Tradeshows
Consumer Expos
Corporate Exhibitions/Conventions
Festivals

Awards Banquets
Retreats

Incentive Trips

7%

5%

31%

22%
36%
48%
26%

21%
14%
44%
27%
15%

I I 1 I I
0 10 20 30 40 50

60

70 80

As a planner, which of the following tasks are part of your

job responsibilities? (check all that apply)

 CORPORATION : ASSOCIATION

Meeting or event marketing 56% i 88%
Educational planning : 24% 80%
Tracking legal liability 18% 40%
Logistics management 64% 100%
Attendee research 22% 48%
Creating RFPs L o41% 1 16%
Initiating budgets 42% 72%
Budget management 62% 88%
Negotiating contracts 11% 96%
Establishing meeting or event strategies 49% i 76%
Orchestratlng. new meeting or 339% 56%
event strategies 5 5

Food & beverage planning/orders 87% 96%
Accommodations planning 76% 84%
Event security coordination 20% 52%
Coordinating r{leetmg/event themes 67% 76%
and/or entertainment :

Se.eking out !“.!w event venues 78% 84%
(site and facility tours) :

Providing site & facility tours Do20% i 32%
Working on-site during a meeting/event 76% 92%
Other : 2% C8%

(PLANNER)

What is your salary range?
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rState of the
Industry

147%

meeting profes-
sionals say shorter
lead times is the
one trend that will
affect their business
most in the next six
months.

a0r
3HLNO

—Source: MPI Business
Barometer, October 2010

8
of
Being More R

Efficient >>

“Social media and
smartphones have
completely changed
how | work. | have
closed sales while
getting my nails
done. But, you have
to be quick and agile
to keep up with your
clients and their
business!

—Tracey B. Smith,
CMP, CMM,

Garrett Speakers
International, Inc.

“E-mail has changed
the amount of time
it takes to get mate-
rial from vendors.
Websites have
served as a great
way to get basic
information about

a company. Social
media outlets have
added a new forum
for getting the word
out about events!
—Joan Rausch,
Minnesota Chamber
of Commerce
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u tState of the
' ' TRAVEL EXPENDITURES IN MINNESOTA AND Industry
I I SURROUNDING MARKETS. LODGING FORECASTS.
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hotel & lodging

ROOMS SOLD

10.1%

Luxury

717

Upper Upscale

12.4%

Upscale

5.9%

Midscale w/ F&B

10.17%

Midscale w/o F&B

7.4%

Economy

1.77

Independents

—Source: Smith Travel
Research Hotel Review,
September 2010

continued from page 37 >

International Air Transport Association
reports the number of passengers travel-
ing in business and first class increased 9
percent in the first nine months of 2010, but
nearly all of the increases happened during
the first quarter. Like all economic activity,
growth has leveled during the subsequent
quarters. Nevertheless, some larger airlines
have already begun to respond to changing
market conditions.

For nearly three years, the major airlines
have shed capacity in response to high fuel
prices and the beleaguered economy. Only
recently, in response to signs early last year
of a rise in business travel in particular, have
airlines begun to add capacity. In November
2010, 10 of the largest U.S. airlines scheduled
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Hotel Occupancy Recovery
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2.7 percent more seats than the same month
the year before; Delta Air Lines added 9.5
percent more seat miles. The number of
average daily seats on domestic departures in
November 2010 at MSP International was up
2.4 percent from November 2009, according
to USA Today’s analysis of figures provided
by the Official Airline Guide.

Yet many analysts believe that an increase
in the cost of travel could come at a bad
time for the industry. Citing a study from
American Express, which predicts that busi-
ness travel expenses could increase between
2 percent and 10 percent in 2011, Harteveldt
foresees many changes in business travel on
the horizon, including an increase in the
number of smaller, regional events, he says.
“You won't see the big conferences in the big
cities, but instead you might have regional

2009 2010P 2011P

conferences, particularly in the Northeast
and the Midwest,” he says. “It could be an
opportunity for department managers, where
itis easier to cover from a department level —
more conferences at a hotel, perhaps, but
without overnight stays”

Harteveldt also sees an industry that will
increasingly adapt to wider use of new tech-
nologies, for good or ill. Not only will he be
watching whether airlines and hotels will be
able to raise their rates above inflation as
one sign of recovery, he will also be looking
at key technological developments. “Will
Cisco continue to sell their HD telepresence
technologies to area hotels that area corpo-
rations can rent to host meetings?” he asks.
“How many of them will they sell?”

In July 2009, 35 percent of adults in the
United States traveled for business, according

to a survey by U.S. Travel and Yparnership.
In July 2010, that number was down to just
23 percent, with only 16 percent of business-
es looking to increase their business travel
intentions, a statistic that has remained flat
over the association’s past four surveys.

It’s this softness in the business travel
market that has many analysts believing
that leisure travelers will lead any recov-
ery. “Leisure will drive the market,” says
Harteveldt. “Demographics are our destiny.
The younger people view technology as an
enabler and a way to reduce business travel.
Individuals in the industry must be aware
of these changes and begin to learn to cater
to the leisure traveler. That’s why I've been
stressing that the leisure market will come to
be a more important part of the industry.

“Many in the industry—hoteliers, CVBs
and the like—will need to reevaluate what
the meetings industry will look like,” says
Harteveldt. “I honestly wonder whether
many convention centers will actually
take a look at their real estate and won-
der, ‘How much space do I need to tear
down? I see that happening in the next five
to 10 years”

What new technology and teleconferenc-
ing have done is to make those “borderline”
trips unnecessary, says Harteveldt. “That’s
good or bad news but you cannot do busi-
ness without taking trips. Business travel
just isn’t fun anymore; 40 percent of leisure
travelers bring a laptop on vacation with
them. Virtual meetings are not as good as
being there. They are good for maintain-
ing relationships, but not for finding new
business and developing new relationships.
[Nonetheless] half of business travel buyers
will have a policy this year to have telecon-
ferencing in place”

Hospitality professionals regrouped to
find their footing in 2010, but the coming
years may not bring the kind of rapid recov-
ery typical of recent business cycles. “I don’t
think 2011 is going to be any different,” says
Schneider. “I think we are looking at more of
the same and the successful enterprise will
be one that is innovative and attentive to
new markets and marketing opportunities,
that doesn't lose that important foundation
of service, of responsiveness, of informed
targeted marketing” W

STATE OF THE INDUSTRY METHODOLOGY

The seventh annual Meetings: Minnesota’s Hospitality Journal Industry Survey was
posted on www.mn-meetings.com between July and October 2010. Respondents
could opt into one of the versions of the survey: the first designed for general meeting
planners and the second designed for vendors/suppliers to the industry. Response
was driven by mailings to 5,600 randomly selected industry professionals, upon which
133 usable surveys were received (91 planner surveys, 42 vendor/supplier surveys).
Survey participants could opt in and be eligible to win one of four $100 gift certificates
to Crave, Mission or Pazzaluna. The editors would like to thank everyone who took the
time to participate in this year's survey. Your insight and knowledge allow us to bring
you the best possible coverage of the state’s hospitality industry.
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