





bright spots: city spas are generally
performing better than remote locations,
which have been hit by a sharp drop-off in
corporate business. “Some [companies]
haven’t got the money, but some of them
can’t be seen to be spending the money,” she
notes. “l think luxury at the moment is a
non-PC word.”

Spa revenues are likely to suffer as a result
of lower consumer spending, and many have
already started laying off staff in a bid to trim
costs. Research firm Intelligent Spas, in its
first Global Spa Benchmark Report published
in June, has downwardly revised its revenue
forecast for 2009 by 9.4% and expects spas
to cut their labor force by 15%. “All regions
are expecting decreases in average annual
revenue per spa during 2009,” comments
founder and managing director Julie Garrow.
“However, the outlook for 2010 is brighter,
with all regions expecting growth: 8% growth
for the Americas, 10% for Europe, 22.3%
for Asia Pacific and 31.1% for Middle East
and Africa.”

Bowing to the customer

In the meantime, spa owners are
responding by adapting their offer in a variety
of ways. Some are opening earlier and closing
later to accommodate clients with busy
working schedules, and offering shorter
treatments, with prices to match. “There are
all kinds of more condensed services. Even
your traditional destination spa now is
opening its doors for more day guests,” says
McNees at ISPA. “It's all about the value
add[ed], because the spa owners and
operators are very savvy about how to keep
those consumers coming back when the
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economy turns around.”

Experts say spa operators and managers
should concentrate on keeping a lid on fixed
costs, and avoid discounting. “By
discounting, you will never get your prices
back to where you want them,” argues
Wuttke. Harmsworth says the same holds
true for hotel and resort spas, even if room
rates have been so deeply slashed that a spa
treatment often costs more than an overnight
stay. “If you discount too much in the hotels,
you do get clients that then don’t do
secondary spend,” she cautions.

In return, hotels must make sure their
efforts to curb costs are not felt by customers,
who still expect the same quality of products,
amenities and staffing. “What really annoys
me is when the hotels cut back the things
that affect the guest, because the guest is still
paying a premium rate,” says Harmsworth.
“Obviously, we have to keep staffing very
tight, and most hotels have laid off a lot of
people, but at the same time, | don't like
using casual staff in spas, because they’re
not trained to the same degree as your
regular staff.”

An employee’s market

Layoffs have yet to ease the chronic labor
shortages besetting the spa industry as a
result of its fast expansion (the number of spa
locations in the US alone has grown by an
average of 17% annually over the last five
years, according to ISPA).

Indeed, many therapists are still holding
out for high salaries despite the changed
economic climate, notes Wuttke. “It’'s not
uncommon for an esthetician in New York
City to earn $100,000 a year—it’s ludicrous,”
he exclaimed, blaming hotels and resorts
for inflating industry wages. “They’ve created
a monster, because they have never been
seen as individual cost centers and as
a result of that, they’ve paid people whatever
wages they feel are appropriate to get
them in.”

However, even large hotel groups are
beginning to view their salary overheads as
unsustainable. Several have set about
eliminating group spa managers or merging
their duties into other divisions. Harmsworth
believes the shakeup will be beneficial. “I
think what is happening is people are valuing
their jobs more, so they’re not moving as
much, which is a very good thing for the
industry,” she comments. “I've always thought
that the industry was growing too fast, with
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too many people coming into it who
didn’t understand it.”

As the changes trickle down, anyone still
viewing the spa industry as a cash cow is
in for a rude awakening. “9/11 brought
everyone together, whereas | think the
economy now could end up being more
polarizing, because it's kind of survival of the
fittest,” says McNees.

While there are no reports as of yet of
widespread spa closures, companies ranging
from owner-operated spas to large brands
are looking for cash injections. Harmsworth,
who last year sold a 40% stake in her
company to Dubai-based private equity firm
Istithmar World Capital, said she was
preparing to acquire several of these
vulnerable brands, although she declined
to provide details. “There’s stuff on the
market,” she tells ICN. “I think there’s a lot of
companies in trouble, but obviously they’re
trying to either raise finance or they’re trying

“It’s all about the value added,
because the spa owners

and operators are very savvy
about how to keep those
consumers coming back when
the economy turns around”
ISFA president Lynne McNees

to get acquired, so | don’t think it's going to
show yet.”

Future growth is therefore likely to be more
modest than in the past. “Average revenue
per visit is likely to increase in 2010 as the
market picks up. However, I'd predict smaller,
single-digit growth rates as spas may be
cautious in increasing prices too quickly,
preferring to improve competitiveness via
increased visitor numbers and repeat
visitation rates,” says Intelligent Spas’ Garrow.

Meanwhile, the few hotel and resort owners
who still have cash to invest in a spa are
going to become increasingly demanding with
their suppliers. “Any of the projects that are
starting now are very tough. Everybody’s
fighting very hard on fees, on tender prices,
on all of those things, so the owners are
getting much better deals than they would
have a year ago,” says Harmsworth. “The
general consensus is that we’re not going
to come out of this quickly, and that we all
need to change our mindset in the way that
we do business.” B
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