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 Hotels offer an intriguing paradox to the urban planner. They are a foundation of 

the highly promoted and cherished tourism sector. They accommodate visitors coming to 

a community to spend money – most of whom require little in the way of public services. 

And they generate significant tax revenues for local and state governments. Yet, as a 

group, workers in these vessels of capitalism earn some of the lowest wages of any 

sector, requiring these workers to seek federal aid and other services for subsistence. This 

paper looks at the hotel paradox and considers two important questions about these 

valuable assets; 1) are the low-wage hotel workers that operate and maintain these 

economic engines a negative externality, or, despite their sub-living wages, is their labor 

a positive input into the local economy, and 2) what is the capacity of hotel operations to 

increase wages to a living standard? The paper is organized along these two lines of 

inquiry. The first section analyzes the inner-workings of a hotel property, evaluates the 

impact of tourism on counties and cities in the Commonwealth of Virginia, reviews the 

literature on sustainable economies and externalities, and concludes that labor of low-

wage hotel workers, albeit undervalued, is a significant positive input into local 

economies. The second section considers the remarkable flexibility and resiliency of the 

hotels – from the venerable roadside walk-up, to the modern business-class property – 

and concludes that the unique qualities of this asset class provide local officials with a 

significant opportunity to advocate, bargain, and if necessary legislate, living wages for 

all hotel workers. The paper concludes with a suggestion to explore the nature of all 

buildings, and the capacity of each to accommodate local living wage initiatives.    
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Negative externality or positive input? 
 

Montevallo, Alabama 

The first step in understanding the economic contributions of hotel workers is to evaluate 

the cash flow of the properties they operate and maintain. Local planners need not 

construct these financial models from the ground-up. There are thousands of cities that 

have commissioned feasibility reports and financial projections for hotel properties in 

their communities. A good example to work with is a model prepared for Montevallo, 

Alabama by Interim Hospitality Consultants (Interim Hospitality Consultants, 2013). 

This model is particularly helpful because it breaks out employee expenses by 

classification and wage rates, where most models use a percentage of revenues to 

estimate employee expenses. This detail makes it simple to determine any gap between 

planned wages and subsistence wages (also referred to as “living wages”).  

 The Montevallo model estimates a 70-room hotel in this community would 

generate $2,342,000 in annual revenue. This revenue would be allocated as follows: 

 Profit: $567,000 (24%) 

 Taxes: $273,000 (12%) 

 Fees: $246,000 (11%) 

 Expenses: $734,000 (31%) 

 Wages: $522,000 (22%) 

The profit, or return on investment, goes to 

investors. Most hotels are owned by 

individuals and partnerships and not by one of 

the major chains (Hilton, Holiday Inn, Marriot, 

24%

12%

11%
31%

22%

Montevallo Hotel
Projected Revenue

Profit Taxes Fees Expenses Wages

Figure 1: Split of Hotel Revenue 
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etc.). It is more than likely that investors do not live in the same community where the 

hotel is located, therefore, profit would not typically benefit the local community. Taxes 

are collected by local and state governments on property valuation and hotel revenues. 

This revenue stream is a significant benefit to local communities. Fees are charges by 

third parties, typically out-of-town corporations, for use of a corporate brand, marketing 

support, and management coordination. The major chains derive a significant portion of 

their revenue from these fees. Fees do not benefit local communities. Expenses cover 

utilities, supplies, insurance, repairs, remodeling, etc. It is likely that a portion of these 

expenditures are made in the local community. Wages consist of the pay and benefits that 

go to local employees. This can be a significant benefit for local communities if the wage 

is sufficient for the employee to support themselves and family without government 

assistance. If the wage does not cover living expenses, then government or non-profit 

resources would have to be accessed to make ends meet for the employee’s family.  

 To assess whether the wages in his model benefit or hurt the local community, I 

determined a subsistence wage for Montevallo using the living wage calculator 

maintained by MIT. Using a family of two wage earners and one child, the living wage in 

this community is $11.23 per hour (Glasmeier, 2016). Several employees in this model 

earned below this hourly rate. I calculated the total shortfall in living wages at $77,000 

per year based on this approach. This deficit can be contrasted with the $273,000 

collected in local taxes, and $567,000 in profit and return on investment for foreign 

(outside) investors. Although this wage gap gets little attention in the research on tourism 

(discussed in more detail below), one scholar points out that the skillset of hotel workers 

in generally undervalued in comparison with workers in other industries handling similar 
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duties. Nevertheless, the conclusion reached is that despite empirical evidence to support 

better pay, the industry will not voluntarily sacrifice profits for wage equity (Sturman, 

2001).   

 The Montevallo model is instructive for policy makers considering options to 

push for living wages in hotel operations. An increase of $77,000 in operational expenses 

(eliminate the living wage deficit) has several potential consequences. Adjusting for this 

increase by raising room rates 3% ($77,000/$2,342,000) would likely dampen sales and 

result in decreased revenues. Adding this expense, while maintaining the planned room 

rates would require the private investors to reduce their projected profits by 13.6% 

($77,000/$567,000) and perhaps scuttle the project. For a project that has not yet been 

built, it is unlikely investors would accept this as a condition of development. The only 

realistic option to increase wages by $77,000 is for the local government to provide the 

employer with an offset against the yet-to-be received local taxes. This results in a 28% 

decrease in projected tax revenues ($77,000/$273,000).  It is easy to see why none of 

these options are typically considered during the development of a new hotel. Future 

employees are rarely organized or considered in the planning process. Once built 

however, there is a defined employee group, and the liquidity of the investor’s capital is 

clouded by future regulatory action. These factors result in the power, for setting wage 

rates, shifting to government and its resident workers. This power shift is discussed in 

more detail in the second part of this report.  

 

Tourism in the Commonwealth 
 Hotels are a foundational element of the travel industry. Understanding the 

interplay between this industry, the local economy, and hotel properties is the second step 
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in understanding contributions of hotel workers. The travel industry is heavily promoted 

by every level of government through marketing campaigns, public-private partnerships, 

and facility development (e.g. convention centers, stadiums, museums). In the 

Commonwealth of Virginia, the responsibility for promoting tourism falls to the Virginia 

Tourism Corporation (VTC), a department under direction of the Governor. The 

corporation still operates under a vision plan adopted in 2002 (Virginia Tourism 

Corporation, Commonwealth of Virginia, 2002). The plan sets out the goal, objectives, 

and strategies for developing tourism. Calvin Jamison, Chairman of the VTC at the time, 

wrote in his cover letter to the plan that it “it highlights how dedicated funding, smart 

marketing, effective use of technology, a better trained workforce, improved 

infrastructure and well-supported tourism products will significantly increase visitor 

spending throughout the Commonwealth.”  James Wordworth, Vice Chairman of the 

VTC hailed the vision plan as “fundamentally sound and actionable; inclusive, 

comprehensive, border to border, a realistic playbook that equips Virginia for 21st 

century competition.” Table 1 Below is a table outlining the components of the plan: 
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Table 1: Virginia Tourism Corporation Vision Plan 

Goal:   To increase tourism market-share and annual visitor spending in Virginia. 

Objectives 
 

· Increase visitor volume, length-of-stay and spending in Virginia. 

· Increase tourism funding annually, including identification of new sources, to advance 

tourism marketing and development. 

Strategies:  
 

1. Strengthen the Virginia brand. 

2. Develop and execute collaborative statewide marketing programs. 

3. Educate elected officials and key opinion leaders on the economic importance of 

tourism and encourage investment in the industry. 

4. Advance the use of technology in marketing and tourism products. 

5. Expand hospitality workforce training. 

6. Improve infrastructure that supports tourism. 

7. Support existing tourism product of all sizes, including high revenue generating 

destinations, and support the development of new tourism product. 

8. Promote Virginia’s existing and expanding meeting and convention facilities. 

9. Market Virginia’s tourism assets to the film and video industry through the Virginia 

Film Office. 

 

 The VTC, relying on data from the tourism industry, publish reports on all travel 

related expenditures, employment, and tax collections at the County and City level. The 

VTC reports claim that tourism generated $5.1 billion in wages in 2014 in the 

Commonwealth, and employed 216,000 residents. These are impressive numbers to be 

sure, but dividing one impressive number by the other, yields an average hourly rate of 

just $11.65 per hour, or just over $24,000 per year.  For a prototypical household – 

couple, both working, with one child – it is estimated that each would have to earn 

$13.58 an hour to sustain their family. This means that the living wage gap, based on the 
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State’s data, is $831.7 million annually in Virginia’s travel industry1. Offsetting this 

employee wage deficit, taking a broad view of public benefits, is $1.5 billion in annual 

State and local taxes generated by the industry. So, from both an industry perspective, 

and through analyzing the inner-workings of a small hotel in Montevallo, the same 

dynamic is at play. Hotel workers operate and maintain a significant revenue maker for 

investors and public agencies, yet are compensated with substandard wages – both from a 

living wage standard, and in comparison with other industries. Not surprisingly, there is 

some correlation between travel-related economic activity in Virginia and higher levels 

of poverty (see appendix for exploratory quantitative analysis).   

   

Economic Sustainability and Wages 
 

Travel and tourism researchers have a wide range of opinions on labor rates and the 

economic sustainability component of hotel development. Most explicitly skirt the topic 

(Dwyer, Forsyth, & Dwyer, 2010, Cawley & Gillmor, 2008), while some make it the 

center of their research – studying the Pro-poor Tourism (PPT) model encouraged by the 

United Nations and humanitarian organizations. The divide in research, puzzlingly, falls 

roughly along the lines of economists on one side omitting arguments for living wages 

and economic sustainability, with all other social scientists (e.g., political scientists, 

sociologists, anthropologists) on the other side incorporating economic sustainability.  

Studies by economists typically focus on policies to encourage tourism. They look for 

“strategies to increase their residents’ attitudes toward tourism development, how 

residents perceive themselves to be empowered or disenfranchised through tourism, and 

 
1 $13.58/hour less $11.65/hour multiplied by 2,080 work hours in a year, multiplied by 216,000 
employees. 
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promote the indirect personal economic benefits of tourism, including tax burden relief 

and the services subsidized by tourism dollars.” They do not look at the wages earned by 

local residents or local ownership of tourist facilities (Boley, McGehee, Perdue, & Long, 

2014).  They admonished readers not to focus on low-wage jobs created in this sector, but 

instead encourage thought on “how to improve the employment structure in the industry” 

(Fainstein & Stokes, 1998).  

Researchers with an interest in economic sustainability, study both specific issues 

and take a broad view of its application. Economic leakage and conversion of economic 

benefits are two examples of specialized areas of study. Determining and managing 

leakage (financial benefits that leave the local area) is a critical part of sustainability. 

Researchers contend that to pursue economic sustainability, communities with a high 

level of leakage, must stem these losses before expanding tourism (you don’t add ships to 

a fleet if most are currently taking on water). One study, drawn from reverse engineering 

28 economic impact studies, looked at operating expenditures (local vs. non-local 

suppliers) and ownership of hotel properties (local vs. foreign investors), and spending of 

tourists (local vs. corporate owned stores). They found that 20% to 40% of the economic 

activity from tourism leaves their local economy to the benefit of foreign interests 

(Garrigos-Simon, Galdon-Salvador, & Gil-Pechuan, 2015). 

Sanchez-Rivero et al. (2013), considered the connection between economic 

development and a population’s social condition. In brief, they concluded that economic 

growth produces varying levels of economic benefits, with the less developed countries 

converting growth to benefits more efficiently than nations with mature economies. 

(Sanchez-Rivero, Pulido-Fernandez, & Cardenas-Garcia, 2013). Identifying the 
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efficiency factors for converting economic growth to benefits is noteworthy for 

practitioners. Their findings indicate that a community does not have to accept the 

consequences of development, but rather, can take an active role in shaping its outcomes. 

 Beyond these specific issues, social scientists study broader application of the 

concept of economic sustainability. This is especially true with international researchers. 

For example, Choi and Sirakaya (2006) used a Delphi technique to survey expert 

researchers on sustainability measures applicable to tourism. They selected their panel 

using a snowball method, and then trimmed the participants to those willing to participate 

in several rounds ranking measures. (Choi & Sirakaya, 2006). Another researcher 

conducted a systematic review of the literature to identify the most common measures 

affiliated with economic sustainability (Franzoni, 2015).  Professional organizations have 

also compiled measures for economic sustainability. And although these measures are not 

part of the academic literature, they are included here to establish common ground 

between academia and practitioners. Several of these measures could be collected as 

descriptive measures to establish baselines for municipal governments interested in 

economic sustainability. The organizations include the United Nations Environment 

Programme, World Trade Organization, American Planning Association and National 

League of Cities (NLC). 

 The United Nations Environment Programme and World Trade Organization 

published a policy guide specific to the tourism industry, with a stated goal to “ensure 

viable, long-term economic operations, providing socio-economic benefits to all 

stakeholders that are fairly distributed, including stable employment and income-earning 

opportunities and social services to host communities, and contributing to poverty 
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alleviation. (United Nations Environment Programme and World Trade Organization, 

2005).  The American Planning Association, whose guidance on sustainability primarily 

addresses non-economic issues, has issued guidelines for planners to favor local 

businesses over out-of-area corporations, and “encourage businesses that meet human 

needs fairly and efficiently. (“APA Policy Guide on Planning for Sustainability,” 2000, 

Godschalk & Rouse, 2015).  The NLC has partnered with the non-profit STAR 

Communities to promote all forms of sustainability. STAR employs a rating system to 

assess and award communities for their commitment to sustainability (STAR 

Communities, 2015). Table 2 provides several examples of economic sustainability 

measures identified by the researchers and associations above. 
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 Table 2: Examples of Economic Sustainability Measures  

Category Measurements  Author 

Employee 

Wages 

Comparative ratio of new wages to local average wage Choi & Sirakaya 

Local GDP and % generated by tourism Franzoni 

Income per capita of the resident population Franzoni 

Average income of a worker in the tourism sector Franzoni 

Demonstrate that 80% of incomes in the jurisdiction meet or exceed living wage STAR (NLC) 

Enact a living wage policy for local government employees and contractors.  STAR (NLC) 

Annual progress towards eliminating poverty by 2025 STAR (NLC) 

Support living wage campaigns in the community STAR (NLC) 

Employment 

Rate 

Rate of employment (by sector) Franzoni 

Ratio of part time to full time employment in tourism Franzoni 

Local unemployment rate in low season Franzoni 

% of employment of the community in the last three years Franzoni 

Local 

Businesses 

Percent of income leakage from the community Garrigos-Simon  

Entrepreneurial opportunities for local residents Garrigos-Simon et 

al, Choi & Sirakaya 

No. of tourism firms in the community Franzoni 

Longevity of tourism firms (rate of turnover) Franzoni 

Economic and social benefits (employment) United Nations 

fulfill local employment and consumer needs without degrading the environment APA 

promote financial and social equity in the workplace APA 

Income generated by the community Franzoni 

Taxes Local government revenue Choi & Sirakaya 

 Revenue from income tax Franzoni 

 Net tourism revenues accruing to the community Franzoni 

 Revenue from business permits and taxation Franzoni 

Land-use Measure effects on existing business United Nations 

 Utilization of existing business capacity United Nations 

 Utilization of existing buildings United Nations 

 Plans for after-use of sites. United Nations 

 % of increase/decrease in the prices of land  Franzoni 

 
 

Externalities, Inputs and Exploitation  
 
 The literature on externalities in land use date back to 1833 with William Forster 

Lloyd’s writings on the tragedy of the commons. In his example, the unregulated grazing 

on shared lands produced negative externalities (depletion of crops) for the community, 
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while enriching the life of a few business owners (Hardin, 1968). Nobel Laureate Ronald 

Coase contributed to the literature on the subject in his seminal work, The Problem of 

Social Cost (1960). Coase argued that the optimal way to address negative impacts of 

economic activity, was to let impacted property owners negotiate a settlement. He used a 

simple analogy of conflicting business practices between a confectioner and a dentist 

working side-by-side. It wasn’t necessarily the best example, but it stirred significant 

discussion on how to limit (or avoid) the role of government intervention in addressing 

externalities of business operations (Coase, 1960).    

 Other researchers in this field have contemplated the value of non-compensated, 

or undervalued contributions to the economy.  Entomologists have made the case that 

wild insects provide $57 billion worth of free ecological services annually to the United 

States. The services of the insects include dung burial, pest control, pollination and 

wildlife nutrition. The scientist suggest that, based on their findings, more funding should 

be directed toward conservation of insects (Losey & Vaughan, 2006).  Researchers 

looking at the “human” volunteer sector have quantified non-compensated time using at 

least three methods; the opportunity cost approach, the replacement cost approach, and 

the societal benefits approach. Opportunity costs quantify what volunteers would gain 

financially if they pursued other employment. The replacement cost approach quantifies 

the expense of contracting workers to replace volunteers, and the societal benefits 

approach attempts to quantify the benefits of volunteer labor.   (Orlowski & Wicker, 

2015). All three approaches can be used to evaluate undervalued compensation as well.  

 One additional perspective worth noting here is Karl Marx’s thoughts on surplus 

labor and rate of exploitation. Marx’s labor theory would claim that the Montevallo hotel 
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worker’s “socially necessary labor time” of $522,000 per year, creates$2,342,000 in 

value, of which $1,820,000 is surplus (value less labor), for a rate of exploitation of 3.5 

($1,820,000/$522,000). Marx’s theory assumed that workers would receive a living wage 

(no more or no less) and did not deduct the capitalist’s expenditures on materials and 

equipment (Marx, 1867, pp. 127–141). Perhaps to modernize his theory, it is best to 

describe the surplus value at $840,000 (private profit and public tax), and the labor 

contribution as the living wage deficit, providing a modern rate of exploitation of 10.9 

($840,000/$77,000). Even more useful, however, might be considering the government 

exploitation rate alone. As an example, the planned rate of government exploitation in 

Montevallo is 3.6 ($273,000 in taxes, divided by $77,000 wage deficit). The government 

exploitation rate places the relationship between government and its resident workers in 

perspective, and may stimulate some reflection by government institutions on the 

intersection of fiscal policy and poverty.     

Conclusion 

Are low-wage hotel workers, who drive the nation’s lucrative travel industry, but 

yet are paid sub-living wages, a negative externality, or positive input into the economy? 

Does their need for taxpayer-funded public assistance create a significant drag on the 

economy, or does the role they play in generating taxes for State and local government 

cancel out the negative effects of their public assistance?  I argue that, because these 

workers operate and maintain facilities that import revenue to the community and 

produce significant contributions to the tax base, they should be viewed as a positive 

input into the economy from a State and local perspective. The gap between their wages 

and subsistence should be viewed as uncompensated labor that provides a significant 

societal benefit. Local governments gain $1.5 billion in tax revenues, while the federal 
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government is required cover the $800 million wage shortfall through social service 

programs. From the Federal perspective, however, the workers are a negative externality, 

as the Federal government receives little in the way of taxes, and must cover the entire 

shortfall in wages with Federal programs. From a collective perspective, taking into 

account both local and federal viewpoints, the net contribution of $700 million taxes by 

these workers should earn them a distinction as a positive input into the economy. Local 

government officials should consider raising the public perception of these workers, 

eliminating references to “low-wage and low-skill,” and instead consider them “critical 

workers” that support the image and financial well-being of the community. This change 

in perspective would be an important step in recognizing the value of this large segment 

of our workforce, and it would help position these workers to negotiate a living wage – 

either though owner-investors in a Coasean-style market transaction (Coase, 1960), or 

through local government and a Pigouvian tax response (Pigou, 1920).   

 
Can Hotels Internalize Living Wages?  
 

 Within place-based and service sectors, local governments start in a strong 

position to mitigate negative impacts of sub-living wages, either through bargaining or 

coercion.  Businesses in these sectors have no refuge. They are anchored in the 

community by resources or local markets. To answer the question, “can hotels internalize 

wage increases,” it is necessary to consider the nature of hotel operations. Previously, I 

reviewed the inner-workings of a prospective hotel in Montevallo, Alabama. That 

analysis was primarily aimed at understanding the cash flow of hotel operations. Now, I 

review the potential of a hotel to absorb economic shocks, including an increase in 

wages. For this review, consider the contrast in the two buildings pictured below. Both 



THE NATURE OF HOTELS; MARKET FIT, RESILIANCE AND LIVING WAGES 16 

are approximately fifty-year old buildings, and are located side-by-side on a state 

highway in Richmond, Virginia. One is a hotel and the other houses a retail operation. 

The hotel is well landscaped and rather pristine in appearance. The retail building is 

worn, marked with hand-written signage and strewn with trash. No blackboard 

economics are needed here. The hotel has clearly weathered changes in traffic patterns 

and market demands better than the retail structure. A drive down similar roads in other 

parts of the country will yield similar results. It is evident that each building type operates 

in a completely different economic framework.  Hotels are driven financially by a high 

volume of short-term rental housing agreements. This creates an extremely well 

diversified revenue stream (tourists, business trips, short-term housing, etc.) that is not 

subject to the same perils as other commercial buildings. Hotels have more in common 

with rental housing, than a retail center. In contrast, retail buildings succeed by obtaining 

Photo 1 and 2: Fifty-year old hotel and adjacent retail building illustrate significant differences in resiliency. 
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revenue from a single long-term rental agreement, which in turn, is secured by one or 

more businesses that compete with several other merchants selling goods and services.  

Retail buildings house an intermediary seeking customers, whereas Hotels house 

customers. The size and dimensions of the retail building, neighboring businesses, and 

the economics of the surrounding community all play a part in defining the success, and 

value of the retail building. It is evident by looking at the two images, that imposing 

higher wages on employees within the retail building would decrease operating revenue, 

impair the ability of the tenant to pay rent, and in turn devalue an already low-value 

building. If a wage increase in this retail operation drove a foreclosure event (tenant 

cannot pay rent, owner cannot pay loan on building), the next investor would be 

searching for a new intermediary from a slightly improved position (lower purchase price 

for building), but their tenant is still subject to the same pressures as the previous 

merchant. The prospect for increasing wages on the neighboring hotel seem infinitely 

better.   

 To validate this assumption, that a hotel is better positioned to accept wage 

increases, it is important to consider the resiliency of the capital structure behind hotel 

financing. Figure 3 below is a chart that illustrates the relationships between the capital 

structure of a hotel and the regulatory actions of a state or local government. The “y” axis 

captures the valuation of the hotel asset, and “x” axis illustrates the impact of regulation. 

The slope between the two illustrates the declining valuation of the hotel asset as 

additional regulatory burdens are added. Most hotel valuations start below the maximum 

level because of an almost universal imposition of room taxes. Virtually every urban area 

in the United States imposes some form of transient occupancy tax. The capital structure, 
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the amount of equity and debt used to finance a hotel acquisition or development, is set 

based on the existing regulatory environment. Investors purchase, or cap development 

costs, at an amount that enables them to, based on projected net operating income, pay 

their mortgage, and obtain, at a minimum, a market rate return on their equity (cash) 

investment. Built into the calculation of net operating income, as was the case in 

Montevallo, is a component of sub-living wages.  

 Local governments that imposes new regulatory costs after the development or 

acquisition of a hotel, push down the value of the hotel by virtue of increasing operating 

costs, which in turn, reduces net operating income and the return on equity for the owner-

investors. For example, if an owner-investor expected a 15% annual return on a $2.0 

million hotel investment, they would need to clear $300,000 annually to make their 

target. If a local government were to increase the regulatory burden by $100,000 per year, 

the investors net operating income would drop to $200,000 a year, or a 10% annual return 

on the initial equity investment. If the local government increased the new regulatory 

burden to $300,000 per year, the investor would be receiving no return on their equity. 

Any costs beyond this amount would result in negative cash flow for the property and 

impair the investor’s ability to make the mortgage payment. A likely result of this 

scenario is a bankruptcy filing to permit the investor, or a new owner, the opportunity to 

reform the capital structure to meet the new regulatory environment. If the lender were to 

take over the property during the bankruptcy procedure, they would likely continue 

operating the hotel in order to protect the market position and value of their collateral. 

The turmoil associated with the reformation of the capital structure would likely be 

invisible to customers staying at the property.   
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 The theoretical limit to imposing regulatory costs on an existing hotel property is 

the point where the impaired revenues only meet operating expenses and there is no cash 

flow to pay a return on investor capital. At this point, the owner-investor owns a real 

estate asset with no value, and further operation of the property would only continue on 

speculation that revenues would eventually increase.  Observation tells us that this limit 

has rarely been met. There are virtually no abandoned hotels, outside of those solely 

dependent on gaming revenue, to be found in any urban community. So, as to the 

question of whether or not hotel properties can internalize the cost of a living wage for 

employees, the answer is, in virtually all cases, yes. Like any adjustment in a regulatory 

environment, whether it be environmental or economic, there are financial consequences 

to the institutions that placed money at risk. This risk is part of the investor’s world and 

they typically diversify portfolios to mitigate these type of events. Today, with an ever 

increasing number of local governments adopting living wage ordinances, this risk is 

Figure 2: Hotel asset valuation and operation 
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known and should be priced into the decisions of real estate investors and lenders. 

Adopting a living wage requirement for hotel workers will have little to no effect on 

tourism or government revenues because the shock of the labor increase primarily 

impacts the valuation of the property. The financial impact to the investment community 

should be mitigated by portfolio diversification and previous write-downs to 

accommodate prospective regulatory actions.  

     

Toward a theory of building resiliency  
 
 Hotels are just one of the many types of buildings local planning officials deal 

with on a daily basis. There is tremendous variety in type, size and use within the built 

environment. These characteristics define how planners locate new buildings or consider 

reuse of existing buildings. They help public finance officials plan for tax revenues, 

public safety officials space fire stations and police precincts, and librarians and parks 

officials plan services. Corporations and real estate executives go beyond this typology 

and consider market fit, adaptive reuse value (for exit strategies) and operational costs 

(i.e., employee wages).  These private factors, along with form of ownership, explain the 

observed resilience of various buildings, and inform local officials on the capacity of 

different uses to accept regulation. From the examples above, it was demonstrated that an 

existing hotel likely had capacity to absorb additional regulation.  The weathered retail 

building, however, surely lacks the capacity to internalize any addition costs and was 

teetering on the edge of complete obsolescence. In between, there are a wide variety of 

uses, market conditions, ownerships structures and labor relations that impact the utility 

and resiliency of buildings.  Additional research and investigation into the built 
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environment could result in a market-based, “building resiliency theory” that local 

officials could use to; 1) assess capacity of buildings to internalize living wages, and 2) 

assess the opportunities and cost of reusing the non-compliant and obsolete.  

 The foundation of a building resiliency theory could include a typology of 

building structures based on their combination of market fit, conversion value, ownership 

structure, while subtracting for employee density (Table 3). High scores would indicate 

potential for coercing owner or tenants into paying living wages, and low scores could 

suggest opportunities for converting or clearing buildings, or incentivizing changes in 

ownership structure. 
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Table 3: Elements of a Building Resiliency Theory 
 

 

Building Resiliency  Examples 

Elements Details 

Montevallo 
Hotel 

Proposed 

Roadside Hotel 
Richmond 
Existing 

Roadside Retail 
Richmond 
Existing 

Chain 
Restaurant 

Market Fit 

Building location, 
design, and dimension 
relative to the market. 
This protects building 
value during periods 
of economic distress. 

High 
Housing needed 

at all price 
points and 
durations 

High 
Housing needed at 
all price points and 

durations 

Low 
Several 

generations of 
retail have 
surpassed 

standalone format 

High 
Food service 

remains a 
destination. 

Adaptive 
Reuse 
Value 

Potential of building to 
be repurposed for 
better market fit or 
residential use. This 
creates asset value to 
draw upon during 
financial distress. 

None 
Not yet built. 

High 
Change brands or 
convert to housing 

 

Moderate 
Convert to 
housing or 

assemble with 
other properties 

 
Moderate 
Based on 

location and 
access to target 

market 

Ownership 
Structure 

Foreign ownership 
leaks profits from the 
community and 
reduces income 
available for wage 
increases 

 
Foreign 

Moderate  
 

Foreign 
Moderate 

Local 
No impact 

 Format is primary 
driver 

 
Foreign 

Moderate  

Employee 
Density 

Number of employees 
per building square 
foot. The more low-
wage employees per 
sf, the less likely the 
capacity to absorb 
living wage.  

Low Low Low 

 
 
 

Medium 

Living 
Wage 

Potential 

Market fit plus 
conversion value, less 
employee density.  

Moderate-Low 
(prospectively) 

High Low 

 
Moderate 

(with change in 
ownership) 

 

 Allies for testing this theory are labor unions, affected employees, and 

associations that have taken up the banner of economic sustainability. In the latter 

category, low-wage employees and their advocates have an ally in the American Planning 

Association (APA), the professional organization for local planning professionals across 

the United States. Although the preponderance of planning guidance that comes from the 
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APA addresses non-economic issues, they have issued guidelines for planners to favor 

local businesses over out-of-area corporations (Godschalk & Rouse, 2015), and 

“encourage businesses that meet human needs fairly and efficiently; enterprises that: 1) 

fulfill local employment and consumer needs without degrading the environment, 2) 

promote financial and social equity in the workplace, and 3) create vibrant community-

based economies with employment opportunities that allow people economic self-

determination and environmental health” (“APA Policy Guide on Planning for 

Sustainability,” 2000). With this language, APA creates a strong ally to test reformation 

of the relationship between labor, city planners, and tax policy.  

 Exploring local strategies along these lines to facilitate living wages is 

particularly relevant given the dramatic 

shift in our nation’s economy over the 

past sixty years. Locally controlled 

economic activity (measured by 

employment) has increased from forty 

percent (40%) to sixty-four percent 

(64%) during this time-frame. Local 

economic activities include place-based industries that are constrained by geographical 

limitations or legal restrictions and cannot practically relocate (e.g., mining, tourism-

related, state governments, universities), service sectors which depend on income from 

local residents (e.g., stores, shops, construction), and local government and utility 

subsectors that are funded by local taxes and user fees. Employment based on national 

industries, includes those jobs associated with manufacturing that are subject to global 

Figure 2 The local economy has expanded dramatically over the past 60 
years. Data from U.S. Census Bureau. 
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competition and import wealth into a community. In 2010 there were 52 million working 

in national industries (e.g., automobile manufacturers, food processors) over which local 

governments exercise little control, and 91.3 million employees working in local-based 

sectors. There has never been a time in our nation’s history where local jurisdictions had 

such potential to control the economic fate of their residents. Urban planners should seize 

this opportunity and ensure that elected officials know the full range of options available 

to exercise this control. A building resilience theorem could be an important element for 

this discourse.  
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Appendix  
 

Statistical Analysis of Virginia Tourism Sector by County Equivalent 

 

An analysis of data was performed with tourism data compiled by the Virginia Tourism 

Corporation, and economic and demographic data from the U.S. Census Bureau’s 

American Community Survey. The objective of the analysis was to determine if tourism 

activity had a positive or negative impact on communities. The dependent variable for the 

analysis was aggregate Income Deficit. This is the sum of values from cases where an 

individual’s income does not meet the poverty level. For example, if an individual earns 

$9,000 in a year, and the poverty level is $10,000, that individual has an income deficit of 

$1,000. The Income Deficit is an aggregation of all individual income deficits within a 

defined area. The independent variable that were tested included the concentration of 

tourism employees, the Theil-t measure of income inequality, and aggregate income per 

capita.  

 

 

The only significant finding with the t-test was with income deficit per capita between 

communities with travel expenditures more or less than 10% of aggregate community 

income. There was a significant difference in income deficit per capita for communities, 

in a negative direction, with travel related expenditures that exceed 10% of aggregate 

income (M = $358, SD = $156) and communities with less than 10% (M = $260, SD = 

$110; t (122) = 3.977, p = .000, two-tailed). The magnitude of the differences in means 

(means difference = $98.91, 95% CI: $49.91 to $148.14) was strong (eta squared = .124).  

 
In addition, a Pearson Product-moment Correlation was calculated for travel spending 

Key Variables for Independent T-Tests 
Variables Type Data Set 
Income Deficit Per Capita 
Concentration of Travel Employees 
Concentration of Accommodation Sector 
Employees 

Dependent 
Variables 

2014 American Community Survey 
Virginia Tourism Corporation 
2014 American Community Survey 

Positive/Negative Income from Tourism 
Over/Under 10% of Expenditures on 
Tourism 

Groups Virginia Tourism Corporation 
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variables against community income variables. The correlations in aggregate community 

income and travel related spending were insignificant. There was, however, similar to the 

t-test, a statistically significant negative correlation between Income Deficits and the 

concentration of travel expenditures. There was also a minor correlation between Income 

Deficits and travel employee concentration.  

 
 

Pearson Product-moment Correlations Aggregate Income 

Per Capita 

Income Deficit Per 

Capita 

Travel Spending as a % of Aggregate Income -.035 --.335** 

Concentration of Travel Employees in 

workforce 
.153 --.195* 

** Correlation is significant at the .01 level 

* Correlation is significant at the .05 level 

 
 

One possible explanation for not finding stronger negative correlations is the tremendous 

economic diversity in some of the larger population centers in Virginia, which feature 

high incomes and stable government employment. A more thorough design and plan of 

analysis, using linear regression techniques, may produce different results. Here are some 

descriptive statistics for the counties that were analyzed: 

 
Descriptive Statistics 

 
N Mean Minimum Maximum Std. Deviation 

Population 127 63,690 2,297 1,118,884 125,025 

Aggregate 
Income 

127  $ 2,147,942,416   $ 60,850,200   $ 57,123,236,100   $ 5,778,018,313  

Aggregate 
Income Per 
Capita 

127 26,694.16 14,118 60,352 8,184 

Travel Spending 
as % of 
Aggregate 
Income 

127 9.8% 0.3% 173.7% 16.2% 

Income Deficit 
per Capita 

127  $286                         $ 94   $ 690   $ 131  

Taxes less 
Living Wage 
Deficit Per 
Capita 

127  $274                           $ (1,866)  $ 7,956   $ 1,053  
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