Hospitality looks steady from a distance, but inside the numbers the story is choppy. Margins move less like a
straight line and more like a wave, shaped by energy, labor, rent, insurance, food costs, and the simple fact that
guest behavior changes when life gets expensive. Operators who make money reliably tend to do two things well:

they protect rate and they control the cost base without degrading the experience that earns repeat business.

What follows is a practical look at where profitability is being squeezed, where demand is holding up, and how
margins are likely to behave over the next cycle. 'm going to stay grounded in what owners and managers see:
daily cost volatility, booking pace, and the quiet work behind the desk that prevents a “good weekend” from

turning into a cash crunch by midweek.

The margin reality: it is rarely the headline rate

A lot of people talk about hospitality margins as if they come from pricing alone. In practice, profitability is a three-
way negotiation between average daily rate (ADR), occupancy, and the expense model that supports each sold

room, each meal served, each hour of staffing on the floor.

Even when ADR rises, it does not automatically protect profit. If you pay more for labor because turnover forces
overtime, or if you buy expensive product because supply chains are thin, your higher revenue can evaporate.
Conversely, if occupancy dips but you keep tighter controls on staffing levels and reduce waste, you can

sometimes preserve margin for longer than you expect.

A useful mental model is to treat every property like a machine with fixed costs and variable costs. Fixed costs are
things you pay whether the room sells or not: lease or debt service, insurance, property taxes, utilities to a baseline
level, salaried supervision. Variable costs scale more directly with occupancy and activity: housekeeping labor tied
to turnovers, food and beverage (F&B) ingredients, amenities, credit card processing, and much of the “every sold

unit costs us something” portion.

The industry’s current challenge is that the expense model has become less forgiving. Energy spikes, wage
pressure, and higher replacement costs mean the machine runs with higher baseline friction. That makes it harder

to "buy back” margin through a modest rate increase.

Costs that behave like weather: labor, energy, and food

Labor is usually the biggest controllable line item and also the biggest source of uncontrollable pressure. In
hospitality, “controllable” does not mean “easy.” Staffing decisions have to account for the pace of bookings, the
distribution of arrival days, the number of check-ins per hour, and the realities of training. If you under-staff, you

pay later in guest complaints, refunds, and a back-of-house collapse that costs more than the original savings.

Energy has a more obvious effect because it touches many departments at once. A hotel runs on electricity and
gas to move heat, cool rooms, power laundry, and keep kitchens functioning. Restaurants feel energy costs too,
but differently. You can lose margin through smaller inefficiencies: overproducing, running equipment longer than

needed, or heating and cooling spaces without precision control.

Food costs are the most visible to guests, and they are also one of the most volatile for operators. You might not
see a dramatic jump every week, but the cumulative effect shows up in menu engineering and procurement
decisions. When suppliers raise prices, you can pass some of that to guests through menu price changes or
package options. The trade-off is that guests respond. Demand might still be there, but the mix can shift toward

lower priced items, and that can affect average check economy and contribution margin.
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One operator | worked with handled this by changing portioning and tightening spec sheets rather than just
raising menu prices. It was not glamorous, but it stabilized food cost percentage. The guest experience stayed
consistent because the change was operational, not theatrical. That kind of adjustment matters when the margin

you need is only a few points away.

Demand: it's not just volume, it is mix, timing, and expectations

Demand is often described as high or low, but profitable demand has more nuance. A weekend that looks busy
can still be unprofitable if it is driven by discounted bookings, high cancellation rates, or last-minute inventory that

requires heavy labor scheduling to accommodate irregular arrival patterns.

Over the past cycles, many operators have learned that demand can be strong even when sentiment feels shaky,
especially in local markets and business-travel corridors. But the question becomes: strong enough to cover the

cost structure you now carry.
A practical way to think about demand for hotels, resorts, and restaurants is to break it into:

* transient vs group pace
® |eisure vs corporate travel mix
® advance bookings vs same-week fill
* weekday vs weekend patterns
® guest expectations around service speed and cleanliness
If a property depends heavily on group volume, you also inherit group terms: negotiated rates, meal packages,

contracted staffing minimums, and the risk of schedule changes. If your booking engine is dominated by short-

stay travelers, you have different risks, like rate wars during weak weeks and higher variability in guest spend.

For restaurants, demand includes not just how many covers you serve, but how much menu flexibility you can
maintain without losing quality. A dining room that is busy but only “barely profitable” can happen when covers
come in at peak time but kitchen output struggles with slower ticket times, or when guest mix pushes labor needs

higher than the revenue can support.

The upside: where margins can recover without cutting the guest
experience

The industry’s margin recovery tends to come from operational precision, not from broad economic rebound
alone. When conditions soften, the best operators do not chase profit through blunt cuts. They use a mix of

revenue management, cost control, and forecasting discipline.

Revenue management is often associated with hotels, but restaurants use versions of it too. Hotels adjust rates,
length of stay, and channel mix. Restaurants adjust menu pricing, specials cadence, reservation pacing, staffing

schedules, and sometimes how they bundle experiences.
The best margin improvements usually come from the middle layer where planning meets execution:

¢ forecasting demand and staffing closer to reality
® tightening purchasing and reducing waste
* aligning housekeeping and maintenance schedules to actual occupancy patterns

* simplifying menus or standardizing prep where guests will not notice the difference



The moment you can reduce waste and stabilize unit economics, you stop operating under emergency conditions.
That alone improves margin because you spend less time putting out fires: no frantic reorders, fewer overtime

shifts, fewer comped meals, fewer rushed cleanups that damage property quality.

Fixed costs are rising faster than many operators think

Even when revenue is holding, the property-level burden can keep tightening. Lease renewals, insurance
adjustments, and equipment replacement costs can lift the fixed cost base. Depreciation isn't cash, but capital

spending is cash, and capital spending tends to show up later as “surprises” that steal from operating reserves.

In practice, operators often feel these changes most during slow periods. A property can survive a strong quarter
because cash comes in fast, but when slow weeks arrive, the fixed cost load still lands. If the business does not
generate a cushion, the operator has to borrow, pull from reserves, or make cuts that reduce long-term

performance.

This is one reason you see some owners pushing harder into ancillary revenue streams: parking, resort fees where
appropriate, branded experiences, events, and add-on services. The details matter. Guests do not tolerate surprise

fees. They tolerate transparency and convenience.

When ancillary revenue is done well, it boosts contribution margin without undermining the core experience.
When done poorly, it creates resentment and shifts reviews. Hospitality is relationship-driven even when it looks

transactional.

Channel mix: the hidden margin lever

Distribution channels can be the difference between “full” and “profitable.” If your revenue is coming mostly from
third-party platforms, you might fill rooms but surrender a chunk of the booking economics through commissions
and less favorable cancellation structures. Direct bookings usually cost less to acquire and provide better control

over pricing and guest data, but building direct demand takes time, credibility, and consistent service.

Restaurants face a similar though different version. Delivery and third-party dining platforms can extend reach, but
they change menu economics through fees and handling requirements. If the menu is not engineered for delivery

performance, you lose margin in packaging, remakes, and customer support.

One of the most practical lessons I've seen is that channel strategy is operational, not just marketing. It
determines guest expectations, cancellation risk, and staffing needs. A hotel with many last-minute online
bookings might need flexible staffing, but it still incurs labor and housekeeping strain. A restaurant with heavy

delivery volume might need to redesign kitchen workflow so the pickup and delivery streams do not interfere.

Two lists you can actually use

Below are two short, practical lists drawn from how operators think about the next margin cycle. They are not

universal laws, but they reflect recurring patterns.

Cost pressure hotspots to watch closely

® Labor scheduling volatility, especially around peak arrivals and turnover demand
* Energy intensity, not just total usage but runtime and equipment efficiency
® Food cost variability, including shrink, spoilage, and portion drift

® |nsurance and risk costs, which can rise even when revenue is stable



* Capital replacement timing, when deferred maintenance becomes emergency spending

Margin levers that tend to improve contribution without breaking service

® Forecast accuracy tied to booking pace, not last month'’s occupancy

* Menu and spec discipline, so the same item costs the same to produce
® Channel mix tuning, aiming for rate integrity and lower acquisition cost
® Waste reduction through prep planning and inventory controls

® Labor productivity improvements, mainly training, cross-coverage, and scheduling logic

Trade-offs: the hard decisions behind “saving money”

Every margin plan has trade-offs. The tricky part is telling the difference between a temporary improvement and a

long-term erosion.

For example, cutting labor hours can help in the short term, but if it reduces cleaning quality, guests notice. Poor
housekeeping leads to more room moves, more refunds, and worse online reviews, and those effects can persist

beyond the period where you “saved” labor cost.

Similarly, raising prices can boost revenue per cover, but too aggressive a move can change demand mix and
reduce frequency. A restaurant can become a destination for higher spenders, but if the customer base shrinks

faster than costs rise, the math fails.

Procurement decisions can also backfire. Switching suppliers for cost reasons might protect margin on paper, then
increase spoilage, returns, or inconsistent product quality. I've seen kitchens cut costs by changing vendors only to
spend months rebuilding reliability. During that time, the kitchen’s performance degrades, ticket times slip, and

service suffers.
The best decisions are usually the ones that improve predictability:

® tighter forecasting

® better training for the most variable tasks
* simplification where guests will not notice
® inventory discipline

® equipment maintenance that prevents breakdowns and emergency labor

Predictability is margin. Chaos is cost.

How margins behave when occupancy swings

When occupancy or covers decline, fixed costs become heavier per unit. That is why margin can compress quickly
during slow periods. A property can be “busy enough to look fine” while still losing money if it cannot keep labor

and supply usage aligned with demand.

But some operators outperform during downturns because they plan for swings. They build staffing models that
scale with the arrival curve, not with optimism. They cross-train staff so coverage is possible without resorting to
expensive overtime. They reduce waste by managing prep quantities to expected demand rather than last week's

reality.



Hotels also face a different swing: room turn rate. If housekeeping output is slow, the property can lose revenue
from delayed rooms. Guests experience it as a check-in issue, but the financial impact shows up as unusable rooms

and a cascade of rescheduling costs.

Restaurants have their own swing. When demand drops, the temptation is to reduce prep and hope speed
improves. Sometimes it does. More often, the kitchen needs enough activity to maintain consistency and avoid
quality drift. The margin path is usually more about right-sizing staffing and tightening ordering discipline than

slashing everything at once.

Pricing strategy: protect rate, but don’t ignore responsiveness

Pricing decisions should reflect market elasticity. In some segments, customers will pay more for convenience and
quality. In others, price sensitivity is immediate. The hospitality industry is not uniform. A boutique hotel with a

loyal base might protect rate better than a generic property in a saturated market.

Restaurants can price by value and experience, not just economy recovery by cost. That does not mean using
slogans. It means pairing pricing with measurable quality signals: portioning consistency, service speed, ambiance,

and menu clarity. People pay for predictability, too.

The most disciplined operators review pricing at the level of contribution, not just revenue. The question is not
only, “Can we sell at this rate?” It is, “Will the rate cover the incremental costs of fulfilling demand, including labor

intensity and waste risk?”

What to expect next: a cautious, uneven environment

| would not expect hospitality margins to return to a simple “normal” where costs are stable and demand is
predictable. The industry is still adjusting to higher baseline expense levels and the operational reality of staffing

constraints.

At the same time, demand tends to persist where guests find value in staying local, taking short trips, and
prioritizing experiences over material upgrades. Restaurants can remain resilient when menus deliver fast,

consistent quality and when operators manage labor with scheduling discipline.

The more likely scenario is uneven performance across segments and geographies. Some markets will run hotter
because of corporate travel, events, or tourism patterns. Other markets will struggle with excess supply, weak

group bookings, or a smaller local customer base.
The best guidance | can offer is to watch leading indicators that show up before the financial statements do:

® booking pace and length of stay trends

® cancellation rates and average booking window

® labor schedule adherence versus actual arrivals

* waste and spoilage rates in F&B

® review sentiment around service speed and room quality

® rate integrity across channels, meaning discounts without a plan

Financial results often lag decisions by weeks or months. These signals show you whether the margin story is

improving or deteriorating before it hits cash flow.

Practical moves operators are making now
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The most effective changes | see are the ones that reduce uncertainty. Operators are investing in scheduling
systems, tightening inventory controls, and training staff in ways that improve consistency rather than just speed.
They are also getting more serious about maintenance planning. A property that avoids breakdowns avoids
emergency overtime and guest disruption.

On the revenue side, hotels are increasingly disciplined about direct booking incentives and about channel cost.
Restaurants are getting better at menu engineering, portion consistency, and using data to forecast prep needs.
None of these moves is flashy. They're the kind of work that feels slow until you realize how much money it

prevents you from losing.
If you run a hospitality business, the uncomfortable truth is that margin is built in the mundane details:

® how accurately you know tomorrow’s arrivals
* whether your prep list matches your real forecast
® whether your team can hit standards on the busiest nights

® whether your maintenance calendar prevents last-minute failures

Those details are not glamorous, but they are what protect profitability when conditions get rough.

Closing perspective: profit is a system, not a slogan

Hospitality margins are not determined by one factor. They emerge from how revenue and cost decisions interact,
day by day. A market can be busy and still squeeze profit if cost volatility outpaces revenue response. A market

can soften and still hold profitability if an operator keeps operational discipline and protects the guest experience.

The outlook, in practical terms, is that the best performers will be the ones with a stable cost base relative to
volume, strong control over labor productivity, and a revenue strategy that respects value. They will still feel
pressure. They will still have bad weeks. But they will have enough margin resilience to survive them without

damaging the brand.

If you want a single takeaway, it is this: focus on predictability. Hospitality rewards operators who can run

smoothly when demand is uneven, because smooth operations convert revenue into profit.



