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Grow the network 
but don’t dilute 
the value
Philippe Baretaud i interviewed by Nicolas Graf i

Philippe Baretaud is Accor’s head of development in the EMEA region. On behalf of the Hotel Yearbook, Nicolas 
Graf, Academic Director of the MBA in hospitality at France’s ESSEC Business School, met with Philippe recently 
to talk about the outlook for growth, development and investment in the years ahead.  Here is his report.

Nicolas Graf: Philippe, during your extensive career in hotel 
development, you have witnessed many changes in the 
industry. What has struck you the most?  

Philippe Baretaud: From a developer’s standpoint, I would 
say that the shift from being an owner-operator to becoming 
an operator-franchisor has been one of the most significant 
changes. It has brought about the need for more speed in 
development, and a significant increase in competition. 
While the fundamentals have remained the same when 
developing a business plan, the need to sell a brand and 
an entire system, rather than a project, has created more 
complexity. It has also created a new set of relationships with 
owners, which need to be nurtured and managed.

Another key development has been the appreciation of hotel 
properties, which have become better perceived by investors 
and considered as a true real estate asset class, much like 
offices or retails. There has been an increase of equity money 
chasing hotel assets or development opportunities, at least 
in Europe, which has pushed prices up and yields down. 
This has been a very interesting trend for the development 
community. More surprisingly, since 2009, we have not seen 
many transactions for distressed assets in Europe, unlike 
in the US or in the UK to some extent. Banks have not let 
many hotels go into technical default, and asset values have 
remained high, often over-priced, for example in southern 
Europe. This is also a sign that there is still a lot of money 
chasing assets.

Obviously, the rise of the OTAs has been another major 
development – maybe a brutal one, but positive for the 
industry as a whole, as it has created a lot more transparency. 
OTAs are good partners for those who know how to use them. 
Major hotel groups can negotiate competitive fees for the 
right products and for the right periods. It has also pushed 
hotel companies to massively invest in technology and 
develop their own capabilities, to diversify their distribution 
channels and use their CRM effectively. At Accor, the goal is 
to maximize bookings through our direct channels, but also 
to implement a real strategy of partnering with OTAs to get 
the best of the indirect distribution channels. What matters 
ultimately is to have hotels full at the right ADR, and you need 
a balanced complementarity between direct and indirect 
channels. The competition between OTAs has increased 
globally, but also regionally with the emergence of local 
OTAs, such as in Russia or India, resulting in possible choices 
in the selection of the most efficient partner. It can be a win-
win relationship. Probably competition in the distribution 
space will further accelerate consolidation in the industry, 
pushing independents to join branded chains.

Graf: In your career you’ve certainly worked on many 
different projects. What are the two or three things you have 
achieved that you are the most proud of?

Baretaud: My greatest personal satisfaction comes from 
having trained junior developers within my teams, especially 
in the UK and the Middle East. It’s very gratifying to train 
young developers, provide them with the experience 
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and competencies necessary to become experts. A great 
satisfaction is when you see these young developers 
becoming capable of being successful in various regions or 
in other functions, such as in asset management. Seeing 
that the expertise they have gained within my team helps 
them grow in their career and in the company is a great 
achievement and a real fulfillment.

As for hotel development itself, I would mention the 
successful conversion of a 4-star hotel in London into an 
Ibis. It was a great challenge, as this family-owned hotel had 
been losing money for years. It was a complex convention 
property, with over 500 rooms and many conference facilities. 
We were able to convince the owners and their consultants 
to make significant investments to reposition the property 
as an Ibis, which was complicated due to the high level 
of standardization of the brand, plus the fact of shifting 
from the mid-scale to the budget segment. We had to be 
creative and adapt some of the soft brand standards. Since 
the repositioning, the hotel is performing extremely well, 
with great operating performance and a strong yield for the 
owners. It was a complex project and a lot of work, but a very 
satisfying achievement. 

I am also proud of a number of developments in the Middle 
East, particularly for Sofitel and Pullman. For instance, the 
Sofitel Abu Dhabi Corniche and the upcoming Pullman 
in Doha are beautiful products and a great source of 
satisfaction for a development team.

But you know, every successful and sustainable development 
story is above all a teamwork between development, design 
& technical, marketing and operation experts.

Graf:  Can you give us your views on how you see leases 
evolving in the next few years? Will they disappear? Will they 
change? 

Baretaud:  Although they can sometimes be the only way 
of securing a strategic and contributive development in a 
key gateway, leases have indeed some disadvantages for the 
operators, and even for the owners. 

For the operator, you are effectively paying for the full value 
of the property through the rent and taking most of the 
risk without owning it. There is no residual value and you 
cannot use any active asset management strategy such 
as refinancing. The operator also faces full or most Capex 
exposure. For a publicly traded company, leases are likely 
to be considered as debt by the analysts, and yet you have 
none of the benefits of ownership. By owning, you maintain 
control over your asset management strategy, including the 
exit decision. You can use the asset strategically to find the 
right partner, and offer them an existing hotel to develop 
additional ones. To me, investing has always been the best 
way of making money, but you need discipline and a sound 
investment strategy.  
↓

Philippe Baretaud Nicolas Graf
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Leases may still be a default choice for companies who want 
to grow but are not able to secure the necessary capital. 
It may also be the only solution for companies lacking the 
internal technical resources necessary to develop, build and 
manage properties at the right cost. In a way, with leases, you 
are externalizing these capabilities, so it is easier, but clearly 
not better.  However it can reveal a very expensive model as 
we have seen a number of examples lately where operators 
paid a great deal of money to exit loss-making leases.

Owning is also better in the sense that it enables you to 
maintain these technical capabilities internally, which are 
then very valuable when selling management contracts or 
franchises; it is a virtuous circle.

For owners, leases are not always as safe as they seem, as we 
have seen in many cases in Spain and other Mediterranean 
countries or in the UK. Default risk exists, and during 
downturns, the renegotiation of rents may cause a lot of 
problems, especially when financing terms are linked to 
expected rents. 

Graf: Recently, we have seen several hotel groups involved in 
M&A, for example Marriott with Protea Hotel group. Is this a 
trend we can expect to continue in 2014? 

Baretaud: M&A such as Protea for Marriott, or Mirvac and 
Possadas for us at Accor, are relatively moderately sized 
transactions. They are less strategies of real consolidation 
than strategies for entering a market, or securing or 
strengthening market share in certain regions. But we haven’t 
seen too many large acquisitions. I believe many assets 
are currently overvalued, and unless we see some of them 
lose value or some major funds being developed, we may 
continue to see only limited M&A. It is too expensive today, 
and thus hard to get a decent return. 

Graf: Are these mergers and acquisitions simple growth 
vehicles, or are we seeing the beginning of a true 
consolidation of the industry? Do you think consolidation is 
needed in the industry?

Baretaud: Relative to many industries, our industry is highly 
fragmented, especially outside of North America. This is a 
weakness. Markets with high brand penetration and level of 
consolidation are generally performing better than others, 
they also attract more capital. So yes, there is a need for 
more consolidation. For the Accor Group, already the number 
1 hotel group in EMEA and in APAC, consolidation would 
surely mean a strong penetration in the US market’s upscale 
segment which would the company to reach decisive global 
leadership. Speaking of consolidation, I believe OTAs are now 
also pushing for more consolidation, not only for growth.

Graf: Over the past few years, there has been increased 
interest in Africa. What is Accor’s strategy for Africa? What are 
the risks and opportunities there? 

Philippe: We should bear in mind that emerging countries as 
a whole represent nearly 70% of Accor development’s plan. In 
2017, 50% of the network will be in the emerging countries. In 
that respect, Africa, the fastest growing region worldwide, is 
high in Accor’s agenda. But there are surely some challenges. 
Demand is generally growing, but it sometimes remains low 
in absolute terms. Construction costs and lending remain 
very expensive, and there is a shortage of equity money, 
which often only consists of land value. Rates of returns 
are often still low in comparison and not very attractive for 
foreign investment. There is a risk of imbalance between 
supply and demand in some locations, where supply is 
growing while markets are not deep enough to absorb it, so 
there are some profitability concerns.  But we are definitely 
bullish about our growth objectives in Africa. We aim to have 
density in the budget and mid-scale segments with Novotel, 
Mercure and Ibis to address the growing domestic needs, 
and a network of high scale Sofitel and Pullman hotels in 
the African international hubs. We foresee 5,000 new rooms 
opened in Africa by 2016.

In the Middle East and Africa region, the largest pipeline 
remains in the Middle East, yet it is reaching saturation in 
some markets. Other than in Saudi Arabia, it is also difficult 
in these countries to develop a dense network due to the 
relatively small size of the local population. But of course the 
Middle East has definitely become a strategic market – as its 
pipeline demonstrates.

So yes, the trend is there, but there are many constraints. It 
needs a tempered approach with the fundamentals well in 
place.

As for Accor’s strategy, we have also developed a leadership 
position in North Africa, especially in Morocco and Algeria, 
thanks to local joint ventures which enabled us to develop 
the network rapidly. In these locations, finding the right local 
partner is important if you want to develop the size of the 
network quickly. 

Graf: Other than more M&A and growth in Africa, what other 
major developments do you expect for 2014 and beyond? 
What are the key challenges the industry will have to deal 
with?

Baretaud: One of the growing trends is the increasing 
financial exposure some operators are willing to take to 
secure deals. While it has always been part of the negotiation, 
key money and minimum guaranteed, coupled with 
subordination or termination clauses, are increasingly being 
used, and sometimes to a point where it no longer makes 
business sense. When considering fees and margins, some of 
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these incentives are simply becoming too expensive. When 
we see these reaching 10% or more of the total investment, 
or representing 5 or 6 years of fees, you can no longer 
consider it as a management contract, but rather as an 
ownership interest – but without its benefits. 

So there is a risk of commoditizing brands and management 
services and not recognizing their intrinsic value, leading 
to a situation where key money is the only differentiating 
factor. This is a significant risk, and operators and franchisors 
need to be careful. I hear some people arguing that it is 
normal that operators and franchisors need to take some 
financial exposure. I agree, but it is going too far today. 
These arguments are also ignoring the fact that brands have 
a financial exposure and still make investments, but the 
investments are now made upstream, in distribution, CRM 
and other parts of the system. That should be seen as the real 
added value of an international hotel chain.

To me, this is a significant challenge the industry will have to 
deal with. Grow the network without diluting the value of the 
management and of the brand through too many off balance 
sheet commitments. 

Philippe Baretaud is Senior Vice President and Head of Development EMEA for Accor, in charge of supervising the 

development of Accor brands from luxury to economy segments in the EMEA Region. 

Before taking over this position, he was Head of Development in the UK for 6 years and in the Middle East for 5 years. 

Previously, he worked for Accor Hotels in France and Europe.

Philippe started his career in 1986 in the French public sector where he was in charge of economic and social 

development for a region. He has a degree in law and an MBA.

Nicolas Graf is Professor and Academic Director of the MBA in Hospitality Management (IMHI) at ESSEC Business 

School in Paris. He has over 10 years of teaching, research and consulting experience in hotel strategy and finance. 

Nicolas has a Ph.D. from Virginia Tech and is a graduate of the Ecole hôtelière de Lausanne.
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