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InterContinental Hotels Group  

Strategy Analysis 

By: Ardha Prapanca Sugarda 

Executive Summary 

Final Suggestions: 

⇒ To buy the shares of InterContinental Hotel Group PLC (IHG) for the long terms 

investment (more than 2 years) and not to buy in the short terms investment.  

⇒ Recommendation for franchisee or hotel owners to invest in the IHG brands of 

Holiday Inn Hotel and Holiday Inn Express for the midscale and budget hotel 

segments in USA and outside USA especially China and India and Hotel Indigo in the 

Boutique Hotel segment and StayBridge Suites in the extended stay segment in USA. 

Main Findings: 

⇒ InterContinental Hotel Group PLC (IHG) is a hotel operator company that owns, 

lease, manage or franchises hotels with 7 strong brands image. 

⇒ The group’s core business is to manage and franchises hotels and has a competitive 

advantage of their franchising system compare to the competitors.  

⇒ The share price of the company are growing from first listed in NYSE on April 2003 

at US$ 6.50 until December 2007 at US$ 17.46 (more than 200% increase) compare 

to S&P500 indexes which only increase in the same period by 59%. 

⇒ The Ratios of IHG are more than double the ratios in the hotel industry on average 

of 5 years which is ROA 11.13% against 6.72%, ROI 25.53% against 8.98% and 

ROE 42.35% against 16.27%. 

⇒ Merger and Acquisition of the other chain hotel makes IHG growth faster and 

innovation on new segment in boutique hotel (Hotel Indigo) and extended stay hotel 

(StayBridge Suites) brings IHG the leader in that segment. 

⇒ Japan and Emerging markets such as China and India are the next target for the 

expansion of IHG brands through its aggressiveness to enter the market by making 

joint venture with the biggest hotel chain in Japan (ANA group) and to be the leader 

of international chain hotel market shares in China and India. 

⇒ This analysis are based on the core business of the company which is franchising 

business and made for the purpose of investors and Hotel Owner that are 

considering to take part as a franchisee of IHG brands.  
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COMPANY PROFILE 

InterContinental is the world’s largest hotel operator by bedroom numbers and it 

operates in the upscale, mid-market, budget and extended stay sectors. The group owns 

leases, manages or franchises around 3,600 hotels with 537,500 bedrooms in nearly 100 

countries. 

History 

1946  InterContinental Hotels Corporation founded by PanAmerican World Airlines 

1947  The first property, the Hotel Grande in Belem, Brazil, is inaugurated 

1981  InterContinental Hotels Corporation is sold to UK-based company Grand   

         Metropolitan 

1988  Grand Metropolitan sells InterContinental Hotels Corporation to Japanese based  

         Siason Group 

1998  Bass PLC (UK’s Brewers Company which have Holliday Inn and Staybridge Suites  

         in their portfolio) acquires InterContinental Hotels Corporation  

2000  The group sells Bass Brewers to a major Belgian brewer for £2.3 billion. It also  

         Involves the sale of the Bass name and a change or name to Six Continents PLC 

2003  Six Continents PLC separated the business between group’s hotels and soft drinks  

         businesses (to be called InterContinental Hotels Group PLC / IHG) from the retail  

         business (to be called Mitchells & Butlers plc). InterContinental Hotel Group PLC  

         is now a distinct, discrete company, listed in the UK and the US stock markets 

         In December, IGH adds the brand Candlewood Suites to its portfolio 

2004  IHG announces the introduction of a new brand, Hotel Indigo 

2005  IHG announces the disposal of 100% of its holding in Britvic plc and became a  

         company with a pure hotels focus 

2006  IHG signs an operating joint venture with All Nippon Airways (ANA) – IHG ANA   

         Hotels Group Japan 

 

Since its demerger from Six Continents (formerly Bass Plc) in 2003, IHG has been busy 

transforming itself from a hotel owner into a hotel management and franchise 

company. The group is primarily engaged in managing hotels owned by other parties 

and in franchising its hotel brands. That is, it sells its expertise in hotel management, 
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systems, and marketing, while leaving investment in real property, which is far more 

capital intensive, requires different skills, and has a different risk profile. This 

transformation make a significant impact on the growth of the company after IHG 

decided to focus on the Hotel business on 2003 and since then try to focus more on the 

branding, management and franchising and sells assets to the investors/franchisees. 

The group operates under seven hotel brands in which it’s located in America, Europe 

Middle East and Africa (EMEA) and Asia Pacific region (Exhibit 1), the brands are:  

• InterContinental Hotels and Resorts (upscale)  

• Crowne Plaza Hotels and Resorts (upscale)  

• Holiday Inn Express/Express by Holiday Inn (midscale to budget)  

• Holiday Inn Hotels and Resorts (midscale)  

• Hotel Indigo (upscale brand at affordable prices)  

• Staybridge Suites (extended stay)  

• Candlewood Suites (US mid-market extended stay) 

By the close of 2006, IHG had nearly completed its plan to sell 175 owned hotels (and 

return £2.75b to shareholders) in order to focus on branding, management and 

franchising. It had offloaded 145 properties for £2.3b (of which 126 remained in the IHG 

system) and had another 30 hotels on the market with a combined value of £600m. This 

left the group 25 owned hotels worth £900m in total (Exhibit 2). It intends to retain 

ownership of trophy hotels in strategic locations such as London, Paris, New York and 

Hong Kong.  

 

 

 

 

 

 Exhibit 1: IHG Location                                  Exhibit 2: IHG Ownership Type
1 
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BUSINESS ATTRACTIVENESS 

According to the stocks market, the IHG stocks price that’s been trade in NYSE and UK 

stock exchange since 2003 indicated a growth that is in comparison with their 

competitors shown the same trend but IHG share price are higher than the competitors 

since 2006 and always above the average of S&P 500 (Exhibit 3). 

 

 

 

 

 

 

 

 

 

Exhibit 3: Growth in share prices between IHG, MAR:Marriott, CHH:Choice, HLN:Hilton, HOT:Starwood and S&P5002 

 

In comparison to the Hotel Industry, the ratios of management effectiveness of the IHG 

group are still above industry’s average (Exhibit 4), which means that IHG is still 

attractive within the industry.  

Ratios IHG Hotel Industry 

ROA 11,13% 6,72% 

ROI 25,53% 8,98% 

ROE 42,35% 16,27% 

                                 Exhibit 4: Management Effectiveness ratio on 5 years average (2002-2006)3 

 

FRANCHISING SYSTEM 

The main driver for the franchising system in IHG is as follows: 

• Independent Association of Hotel Owners (IAHI) who operates IHG brands 

• Priority Reward Club (loyalty programme), more than 37 million members, no. 1 in 

the industry. 

• Web based booking channel, the fastest growing booking channel with more than 12 

languages and drives the revenue through e-commerce of US$ 2 billion. 
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• Sales forces, Global sales forces of more than 8,000 professionals 

• Property Improvement Plan (PIP) detailing actions a franchisee needs to take to 

bring their hotel up to mandatory brand standards. 

• Training programme for the franchisee, a consultation and advice service 

The Drivers for the franchising system in IHG (Exhibit 5). 

Room RevPAR Royalty Fees 

 
 

  

Drivers                      
Net System Growth 

Market Share 

Drivers                
Relative Brand 

Premia 

Drivers              
Price/Return   

Relationship with 
owner 

                    Exhibit 5: How the business works4 

Moreover it’s positioning amongst the other franchising brands competitors according 

the development cost per room of new hotel and the cost fixture, furniture and 

equipment cost (FF&E) shown that the group’s brand are very competitive especially in 

the upscale market (Crowne Plaza), new segments of boutique hotel (Indigo Hotel) and 

extended stay hotel (StayBridge Suites) and Midscale hotel without F&B / budget hotel 

(Holiday Inn Express). (Exhibit 6) 

 

 

 

 

 

 

 

 

 

 

  

 

 
 
 
 

 Exhibit 6: IHG brands (red color) according to the segments amongst competitors based on development cost per room      
                  (excluding land cost) and Fixture, Furniture and Equipment Cost (FF&E)5 
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In accordance to the franchise system, the royalty fee for each segment is 5% and 

marketing fee is varies between each segment. With strong competition came from 

Hilton Hotels, Marriott International and Choice Hotels. As indicated in (Exhibit 7), IHG 

brands in the red box still have competitive fees rate amongst other competitor in it’s 

segments such as Holliday in Express in the budget hotel segment have a less fees 

compare to Hampton Inn. 

 

 

 

 

 

 

 

 

 

 

 

 

 

  Exhibit 7: Royalty and Marketing Fee in each segment represent by IHG brands compare to their competitors
6 

 

EXTERNAL FACTORS 

• Economic growth factors in the world, especially in the emerging markets 

significantly form more mid-class people with more income to spend for holiday. And 

with the joint promotion between government and private company that promote 

the tourism in the country, influence more people to travel and stays in the hotel.  

• Technology and the growth in the web based reservation system encourage people 

to book via online and IHG with their fastest growing internet booking based will be 

and advantage to win the competition.  
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FURTHER EXPANSION 

As indicated in the table 

shown beside, the Asia 

Pacific region still has a 

significant growth of the 

RevPAR, with the 

dominant factor from 

Mumbai, India. As IHG is 

one of the biggest chain 

hotel operators in China 

and India, two of the 

most economic growth in the world. With the growth of the region market will 

strengthen the position of IHG and their market shares.7 

 

RECOMMENDATION 

• Ratios (ROI, ROE, ROA) of the IHG compare to hotel industry are more than double 

which means that IHG are more profitable within the industry. 

• The share price of IHG growth significantly over the last 3 years (200%) compare to 

the S&P500 indexes and to the other competitors. It’s recommended to buy the 

shares of IHG in NYSE in the long run, but not for the short term investment. 

• Holiday Inn Hotel and Holiday Inn Express in the midscale and budget segments and 

Crowne Plaza in upscale segments are the recommendation for the franchisee to 

invest outside USA and also new segment of Boutique Hotel (Hotel Indigo) and 

extended stay segment (StayBridge Suites) in USA. 

• With its strong brand image, strong presence in the worldwide market and proven 

franchising system makes IHG brands the best choice for hotel franchising business. 

Sources: 

                                                 
1 Source from InternContinental Hotel Group website (www.ihgplc.com) 
2 NYSE data of IHG PLC taken from Google finance http://finance.google.com/finance?q=NYSE%3AIHG 
3 Financial Statement data of 5 years performance taken from IHG website at www.ihgplc.com and Reuters  
  website at http://stocks.us.reuters.com/stocks/ratios.asp?symbol=IHG  
4 How our business works from IHG website http://www.ihgplc.com/index.asp?pageid=18  
5 Data’s from “HVS U.S. Hotel Franchise Development Cost Guide” by Rodolfo S. Carlos & Emily U. Smith  

  Consulting and Valuation Analyst, November 2007 
6 Hotel & Motel Management's 2005 Franchising-Fees Guide from BNet website at  

  http://findarticles.com/p/articles/mi_m3072/is_9_220/ai_n15727654  
7 Source from Delloite report from hsyndicate.org at http://www.hsyndicate.org/news//4032476.html  


