
UNIT 1 

METRICS, CAPACITY MANAGEMENT, AND YIELD OPTIMIZATION 

 

OVERVIEW 

 

With an emphasis on how hotels strategically manage price, demand, and capacity to maximise 

revenue and profitability, this unit introduces students to the fundamentals of revenue 

management in the hotel sector. The first part of the chapter explains the concepts and 

development of revenue management, emphasising its applicability in service industries with 

demand-driven, capacity-constrained, and perishable inventory. 

In order to maximise room revenue, increase occupancy rates, and align pricing strategies with 

customer demand, the unit emphasises the importance of revenue management in hotels. 

Students look into the benefits of revenue management, such as improved market 

segmentation, more precise forecasting, improved financial performance, and data-driven 

decision-making. 

 

Understanding essential hotel indicators and KPIs, which serve as the foundation for revenue 

analysis and performance evaluation, takes up a significant portion of the unit. Students learn 

about demand curves and capacity forecasting methods, which helps them predict demand 

trends and efficiently handle room inventory. The unit further examines yield management 

strategies, including overbooking, discount allocation, rate fences, duration control, and length 

of stay (LOS) optimization, all of which help hotels balance demand fluctuations while 

maximizing yield. Finally, students are introduced to yield measurement techniques, covering 

concepts such as potential room rates, multiple occupancy percentage, rate spread, yield 

statistics, identical yield, equivalent occupancy, and industry-standard performance indicators 

like RevPAR, RevPAG, and GOPAR. By the end of this unit, students develop a strong 

analytical foundation necessary for advanced revenue management applications in hospitality 

operations. 

 

 Sub-Unit Learning Topics Key Learning Objectives 

1 Introduction to the 

Concept 
 Evolution of RM 

 Meaning of RM 

 Benefits of RM 

 Understand the 

concept, 

characteristics, and 

evolution of revenue 

management in 

hospitality 

2 The Three Pillars 

of RM 
 Metrics & KPI’s 

((ADR, 

Occupancy %, 

RevPAR, 

GOPAR, 

TREVPAR, 

NREVPAR) 

 Interpret key 

performance indicators 

used to measure hotel 

financial and 

operational 

performance  



 Capacity 

Management 

 Yield 

Optimisation 

 Discuss how to 

Maximise Capacity 

 Describe the elements 

for Yield Optimisation 

 

3 Using Yield 

Management 
 Key Concepts for 

making Strategies 

 High & Low 

Demand Tactics 

 Examine the high and 

low demand tactics for 

maximising yield  

4 Capacity 

Forecasting & 

Demand Curves 

 Capacity 

Forecasting & its 

elements 

 Elastic & inelastic 

Demand 

 Analyse the hotel 

Demand Curve 

 Compare the elastic & 

inelastic Demand  

5 Yield 

Management and 

Overbooking 

Strategies 

 Yield vs Load 

factor 

 Overbooking 

 Guidelines for 

safe overbooking 

 

 Apply yield 

management tools to 

optimize room 

inventory and pricing 

decisions 

  

6 Measuring Yield  

 

 

 Potential average 

single rate 

 Potential average 

double rate 

 Multiple 

occupancy 

percentage 

 Rate spread 

 Potential average 

rate 

 Achievement 

factor 

 Yield % 

 

 Calculate and analyze 

potential average single 

rate & double rate  

 Assess revenue 

potential from multiple 

occupancy 

 Evaluate the impact of 

multiple occupancy on 

room revenue 

 Analyze rate spread to 

understand pricing 

effectiveness 

 Compute potential 

average rate for yield 

evaluation 

 Measure how 

effectively actual rates 

meet potential rates 

 

 

1.1 INTRODUCTION: THE CONCEPT OF YIELD MANAGEMENT 

 

Yield management, or revenue management, is the process by which sales of a limited 

quantity of goods, such as hotel rooms, airline seats, apartment leasing, rental cars, or etc. are 

managed in order to maximize profits. Selling the product in a timely, competitively priced, 

and customer-focused way is the key to successful yield management. 



An economic concept first posited by Dr. Matt H. Keller, and first used by the airline industries 

beginning in the 1970s, yield management has evolved in more recent years as an important 

tool especially for the airline and hotel industries for staying economically competitive in 

otherwise saturated business playing fields. 

The basic concept of yield management is based in the economic principle of supply and 

demand:  

When Supplies Are Short, Prices Go Up; 

When Supply Is High, Prices Go Down. 

Yield management is a studied, 

systematic method by which managers can 

logically place customers within the supply 

demand spectrum, and thus gain the highest 

yield for their products. For example, a 

customer who has very little flexibility in his 

or her travel plans is the customer who is 

most likely to pay a higher price for airline 

tickets and hotel rooms. The customer with a 

great deal of flexibility is not as inclined to 

pay a higher price.  

Yield management is a set of techniques and procedures used to manipulate occupancy 

and/or ADR in order to maximise the hotel’s revenue. It takes into account as many factors 

influencing business trends as possible. It is also an evaluative tool that allows the FOM to use 

potential revenue as the standard against which actual revenue can be compared. Yield 

management or YM can be viewed as the application of tactics that predict or forecast consumer 

behaviour and effectively price highly perishable products like room nights to maximise 

RevPAR. The goal of YM is to consistently generate the highest possible revenue from the 

given number of rooms in a certain period of time. It therefore is a set of demand forecasting 

techniques used to determine whether room rates should be raised or lowered and when a 

reservation request should be accepted or rejected in order to maximise revenue. Hotel Chains 

and Yield Management Many hotels rate their success by their occupancy levels, but this isn't 

necessarily the best measure of success. Finding a hotel's REVPAR, or Revenue per Available 

Room, is another method of evaluating its performance. The entire room revenue is divided by 

the total number of rooms to determine REVPAR. For instance, a hotel with 100 rooms and a 

nightly revenue of $6,000 has a REVPAR of $60. The yield manager's task is to sell rooms to 

the right customers at the right price at the right time in order to maximise the revenue per 

available room. How does the Revenue manager carry out this fairly ambiguous task?  

Successful yield management arises from several factors: an understanding of what the 

hotel hopes to achieve (whether that is room occupancy, REVPAR, or some other 

measurement); a clear understanding of what kind of hotel the manager is working with, which 

will lead to an understanding of what a customer visiting the hotel wants in his or her hotel 

experience, and why customers choose their hotel over another hotel; an ability to measure 

group sales against the overall goals of the hotel (for example, a hotel whose main goal is 

occupancy will be happy to host a large group at a lowered rate, but a hotel whose main goal 



is revenue may turn down a larger group in favour of a smaller group who can pay a higher 

rate); and a knowledge of what will cause the market to fluctuate (such as holidays, regular 

regional and local events, etc.). The yield manager will ideally consider all these factors when 

creating different rates for hotel guests. Yield Management (Revenue Management) presents a 

more Basic Measure of Performance because it combines Occupancy Percentage with Average 

Daily Rate (ADR) into a Single Statistic called the Yield Statistic Yield Management is an 

evaluative Tool that allows the Front Office Manager to use Potential Revenue as the Standard 

against which Actual Revenue can be compared.  

1.1.1 WHAT IS REVENUE MANAGEMENT (RM)? 

 

The strategic and analytical process of optimising income from a fixed, perishable inventory 

through real-time price, demand, and capacity management is known as revenue 

management, or RM.  

The front office manager might utilise revenue management as an assessment tool to compare 

actual revenue to potential revenue. 

 

 
Figure 1: Revenue Management 

Thus, yield management is 

 Understanding 

 Anticipating & 

  Influencing 

Consumer behaviour in order to maximise revenue/profits from a fixed perishable resource 

In hospitality, it means: 

Selling the right room to the right guest, at the right price, through the right channel, at the 

right time. 



“Technique based on demand and supply used to maximize revenues by lowering prices to 

increase sales during periods of low demand and raising prices during periods of high 

demands.” 

It’s a blend of economics, analytics, marketing, and behavioural psychology — part science, 

part art. 

 

1.1.2 WHY HOTELS NEED RM 

 

Hotels operate under a unique set of constraints: 

 Fixed supply → 100 rooms today means exactly 100 rooms to sell. 

 Perishable inventory → a room unsold tonight = lost forever. 

 High fixed costs, low variable costs → even one more room sold contributes 

significantly to profit. 

 Variable demand → different guest types, occasions, and seasons affect buying 

behavior. 

Hence, the goal is to match demand to supply profitably using data, pricing, and forecasting. 

Therefore, hotels need revenue management because: 

 
Figure 2: Need of RM 

 

1. Fixed and Perishable Inventory      

 A hotel room unsold tonight can never be sold tomorrow — revenue is lost forever. 

 RM ensures those rooms are sold at the optimal price before the opportunity expires. 

2. Variable Demand 

 Demand changes daily (weekdays vs. weekends, events vs. off-season). 

 Capacity forecasting helps hotels anticipate and react to these changes dynamically. 

3. Segmentation and Price Differentiation 

 Guests differ in willingness to pay — corporate travellers, leisure tourists, groups. 



 Yield management uses rate fences and booking controls to capture more from each 

segment without alienating others. 

4. Performance Measurement 

 Both financial and operational efficiency are measured by KPIs like RevPAR (Revenue 

per Available Room) and GOPPAR (Gross Operating Profit per Available Room). 

5. Competitive Advantage 

 Hotels using RM outperform those that price reactively. 

 Example: Marriott’s adoption of airline-style RM in the 1980s increased revenue by 

millions annually. 

 

 

1.1.3 BENEFITS OF REVENUE MANAGEMENT IN HOTELS 

 

Benefit Explanation Example 

1. Maximized 

Revenue and 

Profit 

Dynamic pricing and demand 

forecasting ensure rooms are 

sold at optimal prices. 

During a festival, rates rise from 

₹6,000 → ₹8,000 with 95% 

occupancy, increasing RevPAR 

significantly. 

2. Optimized 

Occupancy 

Avoids both overbooking losses 

and empty rooms. 

Forecast predicts low demand Sunday; 

apply “Stay 3 Pay 2” to fill rooms. 

3. Better 

Forecasting 

Accuracy 

Historical trends and event 

calendars guide strategic 

decisions. 

Predicts compression nights (95%+ 

occupancy) during conventions. 

4. Enhanced 

Decision-Making 

Data-driven insights replace 

guesswork. 

A hotel uses IDeaS RMS to adjust 

rates hourly based on pickup trends. 

5. Segment 

Prioritization 

Accept high-yield bookings; 

reject low-value ones that cause 

displacement. 

Reject a $70/night request for Tue–

Wed if BAR is $100 and occupancy 

98%. 

6. Improved 

Profitability 

Metrics 

GOPPAR and Net RevPAR 

reflect true financial impact 

after distribution costs. 

OTA rate ($100, 20% commission) → 

Net RevPAR = $80; Direct booking 

($100, 0%) → $100. 

7. Informed 

Overbooking 

Strategy 

Reduces losses from 

cancellations or no-shows. 

100 rooms; 5% cancellations → safely 

overbook 5–8 rooms. 

8. Operational 

Efficiency 

Brings pricing, marketing, and 

operations into sync 

Staff scheduling and F&B prep adjust 

to forecasted occupancy. 

 

CHECK BACK QUESTIONS - I  

Q1. Explain why yield management is considered both an evaluative tool and a revenue 

optimization technique in hotel operations. 



Q2. “Occupancy alone is not a reliable indicator of hotel performance.” 

Justify this statement with reference to RevPAR and Yield Management. 

 

 

 

1.2 THE THREE PILLARS OF REVENUE MANAGEMENT 

Let’s now expand your subcomponents in depth — how they interconnect and drive hotel 

profitability. 

I. METRICS – Measuring Hotel Performance 

II. CAPACITY MANAGEMENT – Forecasting and Allocating Limited 

Inventory 

III. YIELD OPTIMIZATION – Turning Data into Profit 

 

1.2.1 METRICS – MEASURING HOTEL PERFORMANCE 

Metrics are the language of revenue management. 

They quantify how well pricing and capacity decisions convert into performance. 

 

Core Hotel Metrics 

S. No.   METRIC FORMULA MEANING / USE 

1 
Occupancy Rate 

(Rooms Sold ÷ Rooms 

Available) × 100 

Measures utilization of 

inventory. 

2 ADR (Average Daily 

Rate) 

Total Room Revenue ÷ Rooms 

Sold 

Indicates average room 

selling price. 

3 
RevPAR (Revenue per 

Available Room) 
ADR × Occupancy Rate 

Combines price & volume – 

key revenue efficiency 

metric. 

4 TRevPAR (Total 

Revenue per Available 

Room) 

(Room + F&B + Spa + 

Others) ÷ Rooms Available 

Shows contribution of all 

departments. 

5 GOPPAR (Gross 

Operating Profit per 

Available Room) 

Gross Operating Profit ÷ 

Rooms Available 

Indicates true profitability 

after costs. 

6 

Net RevPAR 

(Total Room Revenue − 

Distribution Costs) ÷ Rooms 

Available 

Reflects real channel 

profitability after 

commissions. 

 

1. Occupancy Rate 

Definition: Occupancy Rate measures the percentage of available rooms that are actually sold 

during a specific period. 

Formula: Occupancy Rate = (Rooms Sold / Total Rooms Available) × 100 

Example: If a hotel has 100 rooms and sells 75 rooms on a given day: Occupancy Rate = (75 

/ 100) × 100 = 75% 



Strategic Use: - Indicates demand level - Helps identify underutilization or overbooking risks 

- Informs discounting decisions during low demand 

 

2. Average Daily Rate (ADR) 

Definition: ADR reflects the average price paid per room sold. 

Formula: ADR = Total Room Revenue / Rooms Sold 

Example: Total Room Revenue for the day = $7,500 Rooms Sold = 75 ADR = $7,500 / 75 = 

$100 

Strategic Use: - Tracks pricing effectiveness - Used to benchmark against competitors - 

Should be analyzed alongside Occupancy Rate. 

 

 

3. Revenue per Available Room (RevPAR) 

Definition: RevPAR combines Occupancy Rate and ADR to show revenue performance 

relative to total available rooms. 

Formula: RevPAR = Occupancy Rate (%) × ADR (Or alternatively: Total Room Revenue / 

Total Rooms Available) 

Example: Occupancy = 75%, ADR = $100 RevPAR = 0.75 × $100 = $75 

Strategic Use: - Most commonly used KPI in revenue management - Reflects both pricing 

and occupancy efficiency - Core metric for daily, weekly, and monthly performance reviews 

 

4. Total Revenue per Available Room (TRevPAR) 

Definition: TRevPAR includes all sources of revenue, not just room sales. 

Formula: TRevPAR = Total Revenue (Rooms + F&B + Other) / Total Rooms Available 

Example: Room Revenue = $7,500; F&B = $3,000; Spa = $1,000 Total = $11,500; Rooms 

Available = 100 TRevPAR = $11,500 / 100 = $115 

Strategic Use: - Useful in resorts and full-service hotels - Encourages focus on ancillary 

revenue streams - Helps identify cross-department profitability. 

 

5. Gross Operating Profit per Available Room (GOPPAR) 

Definition: GOPPAR measures the profitability per room after accounting for operating 

expenses. 

Formula: GOPPAR = Gross Operating Profit / Total Rooms Available 

Example: Gross Operating Profit = $5,000; Rooms Available = 100 GOPPAR = $5,000 / 100 

= $50 

Strategic Use: - Reveals operational efficiency - Highlights cost-control issues - 

Complements RevPAR for profitability tracking. 

 

6. Net RevPAR 

Definition: Net RevPAR accounts for distribution costs such as commissions and OTA fees. 

Formula: Net RevPAR = (Room Revenue - Distribution Costs) / Total Rooms Available 

Example: Room Revenue = $7,500; OTA Commission = $750; Rooms = 100 Net RevPAR = 

($7,500 - $750) / 100 = $67.50 



Strategic Use: - Provides truer picture of revenue performance - Important for evaluating 

channel profitability - Supports shift to direct booking strategies 

 

 

TRIVIA 

 

REV PAR INDEX & STR 

 

RevPAR Index -  

RevPAR Index (RGI) measures a hotel’s RevPAR performance relative to its competitive 

set (comp set). 

It answers one brutal question every GM secretly fears: 

👉 “Are we outperforming our competitors or just feeling good about ourselves?” 

 

 Formula :        RevPAR Index=     Hotel RevPAR          × 100 

                                                          Comp Set RevPAR  

 

 How to Interpret RGI 

RevPAR Index Meaning 

> 100 Hotel is outperforming the market 

= 100 Hotel is performing at market average 

< 100 Hotel is underperforming the market 

 Example 

 Hotel RevPAR = ₹5,000 

 Comp Set RevPAR = ₹4,500 

RGI=(5,000/4,500)×100=111  

The hotel is beating its competitors by 11% 

 

 Why RGI Matters Strategically 

 Measures market share of room revenue 

 Removes “market demand excuses” 

 Used by: 

o Owners 

o Asset managers 

o Brands (Marriott, Hilton, IHCL) 

 Bonus trigger for many Revenue Managers  

 Golden Rule: 

High RevPAR with low RGI = market is strong 

Low RevPAR with high RGI = you’re doing something right 

 

How Hotels Improve RGI 

 Better pricing vs comp set 

 Smarter channel mix (Net RevPAR) 

 Segment prioritization 

 Yield + LOS + displacement decisions 

 Strong branding (emotional / functional fit) 

 



 STR  

What is STR? 

STR (Smith Travel Research) is the global benchmarking authority for hotel performance. 

STR does NOT manage hotels. 

STR measures hotels — brutally and objectively. 

 What Data Does STR Provide? 

STR reports hotel performance against a defined competitive set on: 

 Occupancy Index (MPI) 

 ADR Index (ARI) 

 RevPAR Index (RGI) 

 Together known as the Market Share Indices 

 

STR Index Formulas 

Index Formula 

MPI (Hotel Occ ÷ Comp Occ) × 100 

ARI (Hotel ADR ÷ Comp ADR) × 100 

RGI (Hotel RevPAR ÷ Comp RevPAR) × 100 

 

STR Daily / Monthly Report Structure 

Typical STR report shows: 

 Hotel performance 

 Comp set average 

 Market / Sub-market 

 Index values 

 Trends (YoY, MoM) 

STR reports are confidential & anonymized 

 

Strategic Use of STR in Revenue Management 

 Validate pricing decisions 

 Identify: 

o Rate vs volume problem 

o Discount overuse 

o Poor channel strategy 

 Owner & brand performance reviews 

 Used in GM appraisals and management contracts 

 



Figure 3: STR REPORT (Source: STR https://www.siteminder.com/r/hotel-star-reports) 

 

 

Figure 4 : Year wise comparison of KPI’s (Source: STR https://www.siteminder.com/r/hotel-star-

reports) 



 
Figure 5: Graphical view of performance (Source: STR https://www.siteminder.com/r/hotel-star-

reports) 

 

 

INTERPRETING METRICS IN DECISION-MAKING 

 High Occupancy + Low ADR → Rooms are under-priced or highly discounted. 

 Low Occupancy + High ADR → Rooms are overpriced or weak marketing. 

 High RevPAR + High GOPPAR → SWEET SPOT of revenue management success. 

Example: 

If your 100-room hotel has: 

 ADR ₹6,000 

 Occupancy 80% 

Then RevPAR = ₹4,800 

If you raise ADR to ₹6,500 but occupancy drops to 75%: 

RevPAR = ₹4,875 → Revenue still increases despite fewer rooms sold. 

👉 Lesson: It’s not about filling rooms — it’s about filling them profitably. 

 

1.2.2 CAPACITY MANAGEMENT – FORECASTING AND ALLOCATING LIMITED 

INVENTORY 

Hotels have a finite number of rooms each night, and cannot store or carry forward inventory. 

Hence, capacity management focuses on forecasting demand and deciding how to allocate 

those rooms among customer segments. 

 

Key Principles 

1. Forecasting Demand 



o Analyze historical occupancy, seasonality, booking pace, and local events. 

o Predict future demand curves and identify compression nights (where demand 

> supply). 

o Example: Tuesday–Thursday business travel surge vs. Sunday low leisure 

demand. 

2. Segment-Based Allocation 

o Decide how many rooms to reserve for high-paying business travelers vs. 

discounted OTA or group segments. 

o Prevent low-yield bookings from blocking higher-value ones. 

3. Overbooking Management 

o Controlled overbooking offsets cancellations and no-shows. 

o Based on historical patterns: if 5% cancel, sell 105 rooms for a 100-room 

hotel. 

4. Duration Control (LOS Optimization) 

o Manage length of stay to protect high-demand nights. 

o Example: Require a 2-night minimum stay over long weekends to avoid 

single-night gaps. 

 

Example – Capacity Trade-Off 

Hotel “BlueBay” has 100 rooms. 

Day Forecasted Demand BAR Rate Expected RevPAR Strategy 

Mon 50% ₹5,000 ₹2,500 Accept discounts 

Tue 95% ₹6,500 ₹6,175 Hold high-rate bookings 

Wed 98% ₹6,800 ₹6,664 Apply MinLOS 2 nights 

Thu 85% ₹6,000 ₹5,100 Maintain rates 

Fri 60% ₹5,200 ₹3,120 Offer weekend packages 

 

Result: Smart allocation increases total revenue even if average occupancy stays 

constant. 

 

1.2.2 YIELD OPTIMIZATION – TURNING DATA INTO PROFIT 

 

Yield Management is the practical engine of RM — it translates forecasts and metrics into 

optimal pricing and inventory decisions. 

 

Definition: 

Yield = Actual Revenue Earned ÷ Potential Revenue if all rooms sold at max rate 

Goal: Maximize yield without losing profitable demand. 

 

Key Yield Strategies 

1. Dynamic Pricing 



o Adjust rates in real time based on booking pace, demand, competitor rates, and 

events. 

o Example: During a music festival, raise rates from ₹5,000 → ₹7,500 as 

occupancy nears 90%. 

2. Rate Fencing 

o Create conditions for price differentiation to segment customers: 

 Early-bird (non-refundable) discounts 

 Corporate negotiated rates 

 MinLOS weekend packages 

 Loyalty-only rates 

3. Displacement Analysis 

o Compare potential revenue from a booking vs. opportunity cost of future high-

paying guests. 

o Reject a 2-night ₹70 booking if it blocks a ₹100 BAR night on compression 

days. 

4. Overbooking & Upsell Optimization 

o Slight overbooking ensures full occupancy. 

o Upselling premium rooms raises yield without increasing room count. 

 

 Example: Yield Optimization in Action 

Hotel “Sunscape” has 100 rooms, Max Rate ₹10,000. 

Rooms Sold ADR (₹) Total Revenue (₹) Yield (%) 

80 9,000 7,20,000 72% 

90 8,000 7,20,000 72% 

100 6,000 6,00,000 60% 

Even at full occupancy, yield drops because of aggressive discounting. 

Optimal yield is achieved at 80–90% occupancy, balancing price and demand. 

 

LINK BETWEEN CAPACITY AND YIELD 

 Capacity management tells how many rooms can be sold to whom. 

 Yield management decides at what price those rooms should sell. 

Together, they drive RevPAR growth and profit optimization. 

 

HOW THE THREE ELEMENTS WORK TOGETHER 

 

Stage Focus Output 

Metrics Measure performance Identify trends & opportunities 

Capacity Management Forecast and allocate rooms Prevent spoilage or overbooking 

Yield Optimization Dynamic pricing & controls Maximize revenue per room 

 

Hotel Example – Integrated RM System 



Imagine The Grand Orchid Hotel using Duetto RMS (Revenue Management System): 

1. Historical data → predicts 95% demand next Wednesday (compression night). 

2. System recommends +15% rate increase. 

3. LOS control restricts single-night stays. 

4. Direct-booking channel given loyalty-only discount (no OTA commission). 

5. Result: Higher RevPAR and Net RevPAR across channels. 

 

 

CHECK BACK QUESTIONS -II 

 

Q1. A 7 day data for a 100 room hotel is given as follows:  

 

Day 
Rooms 

Available 

Rooms 

Sold 

Room 

Revenue 

F&B 

Revenue 

OTA 

Commissions 

Day 1 

(Mon) 
100 60 6,000 3,000 600 

Day 2 

(Tue) 
100 85 11,050 4,200 1,105 

Day 3 

(Wed) 
100 90 12,600 5,100 1,260 

Day 4 

(Thu) 
100 70 7,700 3,500 770 

Day 5 (Fri) 100 55 5,225 4,000 523 

Day 6 (Sat) 100 95 14,250 7,500 1,425 

Day 7 

(Sun) 
100 50 4,250 2,200 425 

 

A . Calculate the following: 

a) Occupancy (%) = Rooms Sold ÷ Rooms Available × 100 

b) ADR (Average Daily Rate)= Room Revenue ÷ Rooms Sold 

c) RevPAR= Room Revenue ÷ Rooms Available (or Occupancy × ADR) 

d) TRevPAR= (Room Revenue + F&B Revenue) ÷ Rooms Available 

e) Net RevPAR = (Room Revenue – OTA Commissions) ÷ Rooms Available 

f) GOPPARAssume Gross Operating Profit margin = 40% of Total Revenue 

GOPPAR = (Total Revenue × 0.40) ÷ Rooms Available 

 

B. Which days show strong performance and why? 

(HINT: Look for: 

 High RevPAR  

 High ADR  

 High TRevPAR due to strong F&B ) 

C. Is there a trade-off between Occupancy and ADR? 

(HINT: observe: 

 Low occupancy & low ADR (soft demand days) 

 High occupancy & high ADR (compression nights)) 

D. Which channels or days are underperforming? 



(HINT: Look especially at: 

 High commissions → Lower Net RevPAR  

 Low F&B spend → Lower TRevPAR ) 

 Under-utilized rooms  

 

Q2. A hotel has fixed room capacity and receives booking requests from multiple 

segments with different willingness to pay. On certain nights, accepting discounted 

bookings may prevent the hotel from selling rooms later at higher rates. 

a) Define yield optimization in the context of hotel revenue management. 

b) Explain how forecasted demand data is used to make pricing and inventory 

decisions. 

c) Using a simple example, explain why a hotel might reject a low-rate booking 

request even when rooms are still available. 

 

Q3. What is capacity management in hotel revenue management? 

a) Explain the role of demand forecasting in managing limited room inventory. 

b) Discuss any two factors that are considered while forecasting room demand in 

hotels. 

 

 

 

 

1.3 USING YIELD MANAGEMENT 

 

In order to maximise the revenue industries use few tactics with fluctuating demand. To 

apply these tactics following concepts are important:  

 

1. Hurdle Rate 

Definition 

A hurdle rate is the minimum acceptable room rate a hotel is willing to sell at for a given 

night. 

If an incoming booking is priced below the hurdle rate, the system rejects it. 

It ensures you don’t sell low-rated rooms that displace higher-paying guests — especially 

on high-demand days. 

Example 

 Tuesday forecasted occupancy: 95% 

 Hotel sets hurdle rate = ₹7,000 

 A corporate client requests ₹5,800 

→ The booking is rejected, because accepting it would displace higher-paying 

demand. 

 

2. Minimum Length of Stay (MinLOS) 

Definition 

A restriction requiring guests to stay at least a specific number of nights to book. 

Used to protect high-demand nights and to improve shoulder night occupancy. 

Example 

For a long weekend (Fri–Sun) with heavy demand: 

Hotel applies MinLOS = 2 nights. 

A guest wanting to book Saturday only cannot — must book Sat + Sun. 



 

3. Average Length of Stay (ALOS) 

Definition 

The average number of nights each guest stays over a period. 

Formula 

ALOS = Total Room Nights ÷ Number of Reservations 

Example 

 100 room nights sold 

 40 bookings 

→ ALOS = 100 ÷ 40 = 2.5 nights 

Hotels aim for higher ALOS during soft periods to improve occupancy. 

 

4. Close to Arrival (CTA) 

Definition 

A restriction that blocks new arrivals on a specific date, but allows stay-through guests to 

remain. 

Used when: 

 the hotel expects high demand 

 but wants to avoid single-night stays that block multi-night reservations. 

Example 

Saturday has a wedding → 100% forecast. 

Hotel applies CTA on Saturday. 

A guest can book Fri–Sun or Thu–Sat, but cannot arrive on Saturday. 

 

5. Sell Through  

Definition 

Allows guests to arrive on any day as long as their stay includes a required core night. 

It protects key nights while offering more flexibility than MinLOS. 

Example 

Hotel wants to protect New Year’s Eve (Dec 31). 

Sell-through rule: 

Must stay through Dec 31. 

Guests can book: 

 Dec 30–31 

 Dec 31–Jan 1 

 Dec 30–Jan 2 

But cannot book Jan 1 only, because it does not pass through Dec 31. 

 

 

 

 

 

 

 

 

 

 

 



1.3.1 POTENTIAL HIGH DEMAND TECHNIQUES:  

 

 

Figure 6: High Demand Tactics  

 

 Try to define the Right Mix of Market Segments in order to sell out the Highest 

Possible Room Rates  

 Monitor New Business Bookings and use these changed Conditions to reassign Room 

Inventory (As Occupancy increases, consider 

closing out Low Room Rates and open them 

Only when Demand decreases)  

 Consider establishing a Minimum Number of 

Nights per Stay  

 Select the Group that offers the Highest Total 

Revenue  

 Try to displace Price-sensitive Groups to Low 

Demand Days  

 

 

 

 

 

 

 

 

 

 

FUN FACT  

“A full hotel with poor 

pricing is just as 

dangerous as an empty 

hotel with great pricing.” 



1.3.2 POTENTIAL LOW DEMAND TECHNIQUES:  

 

 

Figure 7: Low Demand Tactics  

 Carefully design a flexible Rating System that permits Sales Agents to offer lower Rates 

under Certain Situations  

 Strive to accurately project expected Market Mix  

 Management shall closely monitor Group Bookings and Trends in Transient Business 

 Do Not close off lower Rate and Market Segments arbitrarily  

 As Low Occupancy Periods become inevitable, open Lower Rate Categories, solicit 

Price Sensitive Groups, promote Corporate, Government, and other Special Discounts, 

and Develop New Rate Packages  

 Consider maintaining High Room Rates for Walk-in Guests  

 A Non-Financial Technique involves upgrading Guests to nicer Accommodations than 

they are entitled to by virtue of their Room Rate 

 

Key Takeaway 

Revenue Management = Data-driven decision-making that aligns price, demand, 

and availability to maximize both occupancy and profitability. 

It’s not just about filling rooms — it’s about selling value intelligently. 

 



CHECK BACK QUESTIONS - III 

Q1. Hotels experience fluctuating demand across different periods. 

a) What are high-demand periods and low-demand periods in hotels? 

b) Explain any two revenue management tactics used during high-demand periods. 

c) Explain any two revenue management tactics used during low-demand periods. 

Q2. a) Define the following terms: 

    i) Minimum Length of Stay (MinLOS) 

    ii) Average Length of Stay (ALOS) 

    iii) Sell-through 

b) Explain how MinLOS controls help hotels improve revenue during peak demand 

periods. 

c) How does sell-through information assist revenue managers in pricing and inventory 

decisions? 

 

1.4 CAPACITY FORECASTING AND DEMAND CURVES 

Objective: To give insight on the tools required to analyse demand trends, estimate hotel 

room demand using past data, and make proactive capacity and price decisions. In order to 

maximise inventory allocation, learning how to recognise peak times, predict booking 

behaviour, and use forecasting is essential. 

1.4.1. CAPACITY FORECASTING 

Definition: Capacity forecasting in hospitality involves predicting the number of rooms 

likely to be booked over a future period, based on historical data, market conditions, and 

event-based trends. 

Purpose: - Estimate demand in advance  

- Allocate rooms to high-paying segments strategically  

- Set appropriate pricing levels  

- Avoid under booking or overbooking 

 

1.4.2 KEY INPUTS FOR FORECASTING 

1. Historical Occupancy Data 

o Daily/weekly occupancy rates for the last 6–12 months 

o Seasonality patterns (weekends, holidays, events) 

2. Booking Lead Time Trends 

o Average days in advance that guests book for each segment 

o Helps assess how much future demand is already “visible” 

3. Segment Booking Patterns 

o Corporate bookings mid-week 



o Leisure bookings over weekends or holidays 

4. Market Intelligence 

o Local events, festivals, conferences 

o Competitor pricing or new hotel openings 

5. Cancellation Rates 

o Helps refine net demand estimates 

 

1.4.3 FORECASTING TECHNIQUES 

 
Figure: 8 Forecasting Techniques 

A. Naïve Forecasting - Use same-day demand from last week/month/year as a basic 

projection 

B. Moving Averages - Smooth out anomalies and seasonality by averaging a set of recent 

data points 

C. Regression-Based Forecasting - Predict demand using variables like day of week, rate, 

events, lead time 

D. Booking Curve Analysis (Pickup Forecasting) - Track daily pickups (new bookings per 

day) from a specific booking window - Estimate how much demand remains to be booked 

 

 



1.4.4 UNDERSTANDING DEMAND CURVES 

Demand curves show how room demand changes with pricing. 

Key Characteristics: 

 - Price-sensitive segments (leisure) exhibit steep demand drop with price hikes 

- Price-inelastic segments (corporate) show stable demand across moderate pricing changes 

Illustration:  

Understanding the Hotel Demand Curve 

Imagine a 100-room city hotel analysing how many rooms it can sell at different price points 

for two segments: 

 Corporate guests (business traveller’s → low price sensitivity) 

 Leisure guests (holiday traveller’s → high price sensitivity) 

PRICE (₹) LEISURE ROOMS DEMANDED CORPORATE ROOMS DEMANDED 

14,000 15 22 

12,000 30 21 

10,000 55 20 

8,000 80 19 

6,000 95 18 

 

INTERPRETATION OF THE DEMAND 

CURVE 

1. Leisure Demand is Highly Elastic (Steep 

Curve) 

As prices rise, leisure demand drops sharply. 

Example: 

 At ₹8,000 → 80 leisure rooms sold 

 At ₹12,000 → only 30 leisure rooms 

sold 

Why? 

Leisure travelers are: 

✔ price-sensitive 

✔ booking with personal money 



✔ flexible with dates 

✔ comparing on OTAs constantly 

Interpretation: 

If you increase price too aggressively on weekends → leisure demand collapses. 

 

2. Corporate Demand is Price-Inelastic (Flat Curve) 

Corporate demand stays stable even when prices increase. 

Example: 

 At ₹8,000 → 19 corporate rooms 

 At ₹14,000 → still 22 corporate rooms 

Why? 

Corporate travellers: 

✔ travel for work (mandatory) 

✔ expenses often reimbursed 

✔ book last minute 

✔ value convenience/location over price 

Interpretation: 

Hotels can increase midweek rates without losing many corporate bookings. 

 

3. Strategic Pricing Implications 

A. High-Demand Midweek (Corporate Days) 

→ Charge higher rates (inelastic corporate segment). 

Even a big jump (₹10k → ₹14k) barely reduces demand. 

B. Weekend Demand (Leisure Days) 

→ Keep prices competitive, or add value (breakfast, packages). 

A small jump in price causes big drop in demand. 

 

4. Blended Demand Curve for the Whole Hotel 

When combining both segments, the curve looks moderately sloped, not as steep as leisure 

but not flat like corporate: 

 At high prices → mostly corporate demand remains 

 At low prices → both segments engage strongly 

 Mid-range prices → strategic balance of volume + rate 

Interpretation: 

This blended curve helps hotels: 



 Identify optimal price 

 Maximize RevPAR (not just occupancy) 

 Decide when to target leisure vs corporate 

 Set BAR levels and promotional fences 

Demand curves are NOT just theory — they guide pricing decisions: 

SITUATION DEMAND BEHAVIOR PRICING ACTION 

Tuesday @ 95% forecast Corporate inelastic segment Raise rates 

Sunday @ 45% forecast Leisure elastic segment Discount or package 

Holiday long weekend Mixed demand Use rate fences 

Music festival week Highly inelastic demand Premium pricing 

FINAL SUMMARY  

Demand curve = relationship between price and rooms demanded. 

 Steep curve → sensitive (elastic) → mostly leisure. 

 Flat curve → insensitive (inelastic) → mostly corporate. 

Hotels use demand curves to decide: 

 When to raise prices 

 When to discount 

 Which segment to target 

 How to maximize RevPAR 

 

1.4.5 IDENTIFYING COMPRESSION NIGHTS 

Definition: Nights where demand is expected to exceed supply, leading to “compression.” 

Strategy:  

- Avoid discounting  

- Allocate rooms to high-paying segments  

- Apply stay restrictions (e.g., min. 2 nights)  

- Encourage upselling and package bundling 

Early Signal: When future occupancy forecast > 90% with lead time > 7 day 

 

1.5 YIELD MANAGEMENT AND OVERBOOKING STRATEGIES 

Objective: To introduce students to the principles of yield management in hospitality and 

develop the ability to make strategic pricing and inventory decisions. Students will also learn 

how overbooking can be used as a revenue strategy while balancing risks of guest 

dissatisfaction. 



1.5.1 YIELD MANAGEMENT 

Definition: Yield Management is the practice of selling the right room to the right customer 

at the right time for the right price to maximize revenue from a fixed inventory. 

Core Idea: 

 - Maximize revenue, not just occupancy  

- Recognize that not all bookings contribute equally to profitability 

 - Prioritize high-paying segments during peak demand 

Formula: Yield = Actual Revenue / Potential Revenue (if all rooms sold at max rate) 

Example: 100 rooms at $100 = $10,000 max revenue If actual revenue = $8,000 → Yield = 

$8,000 / $10,000 = 80% 

 

1.5.2 LOAD FACTOR VS. YIELD 

Load Factor (Occupancy Rate): Focuses on rooms sold irrespective of price 

Load Factor tell us about, how well inventory is utilized, whether rooms are being left empty 

and indicates operational efficiency in terms of staffing, housekeeping etc. However, Load 

factor fails to indicate whether the rooms were sold at the right price. Also, whether the hotel 

was able to earn good revenue and profit or not.  

Yield: Focuses on optimizing both price and volume. It measures how effectively the 

capacity is monetized. Yield influences: 

 Displacement Analysis     

 Minimum Acceptable Rate 

 Overbooking Strategy 

 Rate Fences Design 

 Channel Mix Decisions 

 

LOAD FACTOR THINKING 

(DANGEROUS) 

YIELD THINKING (RM MINDSET) 

“Let’s discount to fill the rooms” “Who should get the last room” 

“Empty rooms are wasted” “What is opportunity cost” 

“95% Occupancy is success” “Does this booking displace higher 

demand” 

Key Point: High occupancy with heavy discounts can lower yield — goal is balance 

A full hotel with low rates is 

just an expensive hostel with 

better pillows…. 



1.5.3 DEMAND-BASED PRICING STRATEGY 

Approach: - Increase rates during high-demand (compression) nights - Offer targeted 

discounts only when demand is soft - Use dynamic pricing based on booking pace and lead 

time. Example:  

DATE 
FORECASTED 

OCCUPANCY 
DEMAND LEVEL 

RECOMMENDED PRICING 

STRATEGY 

Tuesday 98% 
Compression / High 

Demand 
Premium Pricing 

Thursday 70% Moderate Demand Standard Rates 

Sunday 50% Low Demand 
Promotional Offers / 

Discounts 

 

 

1.5.4 OVERBOOKING STRATEGY 

Definition: Overbooking involves selling more rooms than the physical capacity based on 

expected cancellations and no-shows. 

Purpose: 

 - Offset revenue lost from last-minute cancellations  

- Increase occupancy yield 

Calculation Example: Hotel has 100 rooms - Expected cancellations: 5% - Expected no-

shows: 3% - Overbooking buffer: 5–8 extra bookings 

Risks: - Walked guests (damage to reputation and cost) - Service recovery costs (transfers, 

compensation) 

 

1.5.5 GUIDELINES FOR SAFE OVERBOOKING 

1. Use Historical Data: Know your cancellation and no-show rates by segment 

2. Segment-Specific Risks: Overbook low-risk segments only (e.g., leisure tourists) 

3. Time Buffer: Do not overbook past midnight unless confident in cancellations 

4. Partnerships: Maintain tie-ups with nearby hotels for relocation 

5. Recovery Plan: Pre-approved vouchers, transportation, apology scripts 

 

 

 

 

 



CHECK BACK QUESTIONS - IV 

 

Following Forecast & Booking Data is available for 100 room hotel. 

 

Day Forecasted Occupancy Expected Cancellations Expected No-Shows 

Monday 85% 4% 2% 

Tuesday 95% 3% 2% 

Wednesday 98% 2% 1% 

Thursday 75% 5% 3% 

Friday 90% 4% 3% 

 

Q1: Calculate Overbooking Buffer 

For each day: 

1. Calculate the expected number of cancellations 

2. Calculate the expected number of no-shows 

3. Determine the total overbooking buffer (rooms that can be safely overbooked) 

 

Q2: Decide Overbooking Levels 

Based on demand level: 

 Decide how many extra rooms (if any) you would overbook for each day 

 Clearly justify why overbooking is higher or lower on specific days 

 

Q3: Risk Assessment 

Answer the following: 

1. Which day carries the highest risk of walking guests? 

2. On which day would you avoid overbooking completely, and why? 

3. How does forecasted occupancy influence your overbooking decision? 

 

Q4. Assume that on Wednesday, 3 guests must be walked due to lower-than-expected 

cancellations. As the Revenue Manager, list any three service recovery actions the hotel 

should take to manage the situation. 

 

 

1.6 MEASURING YIELD 

 

Yield measures how effectively a hotel converts its room inventory into revenue, 

compared to its maximum possible revenue. 

Yield answers this question: 

“How much of the revenue potential did we actually achieve?” 

 

Key Concepts Used in Yield Measurement 

 Single Rate: Rate charged when 1 guest occupies a room 

 Double Rate: Rate charged when 2 guests occupy a room 

 Rate Spread: Difference between double and single rate 

 Potential Rates: Maximum possible average rates if all rooms were sold optimally 

 



METRIC MEANING FORMULA 

Potential Average Single 

Rate (PASR) 

Max average rate if all 

rooms sold at single 

rate 

        Single occ room revenue                    

No of rooms sold as single 

 

Potential Average 

Double Rate (PADR) 

Max average rate if all 

rooms sold at double 

rate 

Double occ room revenue 

No of rooms sold as double 

 

Multiple Occupancy %     

Number of rooms 

occupied by more 

than one person in 

comparison to no. of 

rooms occupied 

No of rooms sold on multiple occ  x 100 

No of occupied rooms 

Rate Spread 

Difference between 

Potential Average 

double Rate & 

Potential Average 

single rate 

Potential Average Double Rate – Potential 

Average Single Rate 

Potential Average Rate 

(PAR) 

Weighted avg of 

single & double 

potential 

(Multiple occupancy percentage x rate spread) 

+ potential avg single rate 

 

Achievement Factor 

(AF) 

% of potential rate 

achieved 

Actual Average room rate (ARR) 

Potential avg room rate (PAR) 

Yield 
Revenue efficiency vs 

full potential 

(Actual Room Revenue ÷ Potential Room 

Revenue) × 100 

OR 

Occupancy percentage x  Achievement factor 

 

 

1. Potential Average Single Rate (PASR) 

Potential Average Single Rate is the maximum possible average room rate that could be 

achieved if all single-occupancy rooms were sold at their highest applicable rack or published 

rate. 

Advantages 

 Establishes a benchmark for revenue potential from single occupancy. 

 Helps managers identify underpricing or weak rate realization. 

 Useful for performance comparison across periods or hotels. 

Disadvantages 

 Assumes ideal market conditions, which may not exist. 

 Ignores demand fluctuations and price sensitivity. 

 Can be misleading if used without occupancy context. 

 



2. Potential Average Double Rate (PADR) 

Potential Average Double Rate is the maximum achievable average rate assuming all double-

occupancy rooms are sold at the highest possible double rate. 

Advantages 

 Highlights revenue upside from double occupancy. 

 Encourages focus on pricing differentiation between single and double rooms. 

 Useful for capacity and pricing strategy evaluation. 

Disadvantages 

 Overlooks actual guest mix and booking behavior. 

 Not practical in markets with low double-occupancy demand. 

 Assumes no discounting or negotiated rates. 

 

3. Multiple Occupancy 

Multiple occupancy refers to rooms occupied by more than one guest, generating additional 

revenue through higher room rates or supplements. 

Advantages 

 Increases revenue per occupied room. 

 Improves yield without increasing capacity. 

 Effective in leisure, family, and group-driven hotels. 

Disadvantages 

 Depends heavily on demand profile and market segment. 

 May increase operational costs (housekeeping, utilities). 

 Limited relevance for business-focused hotels. 

 

4. Rate Spread 

Rate spread is the difference between the highest and lowest room rates sold during a given 

period. 

Advantages 

 Indicates effectiveness of market segmentation. 

 Shows ability to extract consumer surplus. 

 Helps evaluate pricing flexibility and discrimination. 

Disadvantages 

 A wide spread may signal over-discounting. 

 Can confuse customers if not managed carefully. 

 May cause brand dilution if low rates dominate. 

 

5. Potential Average Rate (PAR – Potential) 

Potential Average Rate represents the maximum average room rate achievable if all rooms 

were sold at their highest applicable rates, regardless of occupancy type. 

Advantages 

 Serves as an ideal revenue benchmark. 

 Helps measure lost revenue opportunity. 

 Useful for strategic pricing evaluation. 



Disadvantages 

 Unrealistic in highly competitive or price-sensitive markets. 

 Ignores demand constraints and seasonality. 

 Cannot be used alone for performance evaluation. 

 

6. Achievement Factor 

Achievement Factor is the ratio of actual average rate achieved to the potential average rate, 

expressed as a percentage. 

Advantages 

 Measures pricing efficiency. 

 Highlights rate leakage and discount dependency. 

 Useful for managerial performance assessment. 

Disadvantages 

 Sensitive to errors in potential rate estimation. 

 Does not reflect occupancy performance. 

 High achievement with low occupancy may still be undesirable. 

 

7.Yield %:   

Yield percentage measures actual room revenue achieved as a proportion of the maximum 

possible room revenue. 

Advantages 

 Combines rate and occupancy performance. 

 Provides a holistic view of revenue effectiveness. 

 Superior to occupancy-only measures. 

Disadvantages 

 Complex to calculate compared to ADR or occupancy. 

 Depends on accurate estimation of potential revenue. 

 Can mask issues if analyzed without segment-level detail. 

 

ILLUSTRATIONS:  

Illustration 1: Front office manager of Taj view hotel has   received the daily report with the 

following data. 

 Total rooms = 300 

 Rooms sold = 240 

 Rack rate     = 2000/- 

 85 rooms sold @ Rs 1,500/- 

 65 rooms sold @ Rs 1,000/- 

 90 rooms sold @ Rs 900/- 

  

 Determine the yield and yield % 

Solution:  

Yield = actual rev/ potential rev 

Actual rev=85x1500+65x1000+ 90x900=273500 



Potential rev = 300x2000 = 600000 

Yield = 273500 

     600000 

         = .45 

Yield %= .45x100 = 45% 

Interpretation: The rooms are underpriced because of which the yield is low.  

 

Question: Hotel royal inn has 200 single rooms & 400 double rooms. The rack rates are as 

follows: 

Single room sold on a single occupancy Rs. 5000/- 

Single room sold on double occupancy Rs. 6000/- 

Double room sold on single occupancy Rs. 8000/- 

Double room sold on double occupancy Rs. 9000/- 

The average ARR maintained by hotel is Rs. 5500/- at an occupancy % of 80%. Rooms on 

multiple occupancy are 300. 

Compute the following 

a) Rate spread 

b) PAR 

c) Achievement factor 

d) Yield 

 

Solution:  

METRIC FORMULA SOLUTION 

Potential 

Average 

Single Rate 

(PASR) 

        Single occ room revenue                    

No of rooms sold as single 

 

= (200 × 5000) + (400 × 8000) / 600 

 = 7000/- 

Potential 

Average 

Double Rate 

(PADR) 

Double occ room revenue 

No of rooms sold as double 

 

= (200 × 6000) + (400 × 9000) / 600 

= 8000/- 

Multiple 

Occupancy 

%     

No of rooms sold on multiple occ x 100 

No of occupied rooms 

= 300 / 480 

= 62% 

Rate Spread 
Potential Average Double Rate – 

Potential Average Single Rate 

= 8000 – 7000 

= 1000/- 

Potential 

Average 

Rate (PAR) 

(Multiple occupancy percentage x rate 

spread) + potential avg single rate 

 

= (62% × 1000) + 7000 

= 7620/- 

Achievement 

Factor (AF) 

Actual Average room rate (ARR) 

Potential avg room rate (PAR) 

5500 / 7620 

= 72% 



METRIC FORMULA SOLUTION 

Yield 

(Actual Room Revenue ÷ Potential 

Room Revenue) × 100 

OR 

Occupancy percentage x Achievement 

factor 

= 80% × 72% 

= 57% 

 

Interpretation: The above calculations are will lead to data backed decisions for acceptable 

price Ranges and how the revenue manager can increase the yield.  

CHECK BACK QUESTIONS 

Q1. Hotel Retreat has 300 guestrooms and collects an average of Rs.2000/- per room and is 

operating at 70% average occupancy. the hotel offers 100 one bedded and 200 two bedded 

room. The rates for the rooms are 

 One bedded room tariff Rs.3000/- when sold for single occupancy 

 One bedded room tariff Rs.4000/- when sold for double occupancy 

 Two bedded room tariff Rs.3500/- when sold for single occupancy 

 Two bedded room tariff Rs.4500/- when sold for double occupancy 

 Compute the following 

a. Potential average single rate 

b. Potential average double rate 

c. Rate spread 

d. Multiple occupancy % (105 rooms out of occupied rooms are on multiple occ) 

e. Potential average rate 

f. Achievement factor and yield % 

 

Q2. During a festival week, occupancy reaches 100% but yield falls compared to last year. 

What pricing or discounting mistake is most likely responsible? 

 

Q3. Why is it dangerous for managers to evaluate performance only using actual ADR 

instead of potential average rates? 

 

 

 

 

LET’s SUMUP 

The unit introduced the fundamental concepts of revenue and yield management in hotel 

industry emphasizing the management of fixed and perishable room inventory through strategic 

pricing and demand based decision making. Revenue management strategies are essential for 



revenue maximisation, improved forecasting, effective segmentation and better performance 

evaluation.  

The chapter also discussed hotel metrics and KPI’s along with capacity forecasting and demand 

curves that support informed inventory and pricing decisions. The chapter also discussed 

essential yield optimisation strategies including overbooking, discount allocation, and length 

of stay control.  

Finally, the unit focussed on measuring yield by comparing actual and potential revenues and 

related indicators enabling managers to assess performance accurately and continuously which 

will improve revenue outcomes.   

 

REVIEW QUESTIONS 

MULTIPLE CHOICE QUESTIONS (MCQs): Choose the correct answer 

1. Revenue Management in hotels primarily focuses on: 

a) Maximizing occupancy at any cost 

b) Selling the right room to the right customer at the right time and price 

c) Increasing discounts during low season 

d) Reducing operational expenses 

2. Which of the following best explains why hotel rooms are considered a perishable 

product? 

a) Rooms deteriorate quickly 

b) Rooms cannot be stored for future use 

c) Rooms require daily maintenance 

d) Rooms have high fixed costs 

3. Which KPI combines both pricing and occupancy performance? 

a) ADR 

b) Occupancy % 

c) RevPAR 

d) GOPPAR 

4. Overbooking is mainly used to: 

a) Increase ADR 

b) Reduce operational costs 

c) Offset cancellations and no-shows 

d) Improve guest satisfaction 

5. Which of the following is an example of a non-physical rate fence? 

a) Sea-view room 

b) Suite room 

c) Non-refundable advance purchase rate 

d) Club lounge access 

True or False Questions 

1. Revenue Management originated in the hotel industry. 

2. High occupancy always leads to high profitability. 

3. GOPPAR is a better indicator of profitability than RevPAR. 

4. Length of Stay (LOS) control is used mainly during high-demand periods. 

5. Rate fences help prevent high-paying customers from accessing discounted rates. 



 FILL IN THE BLANKS 

1. The average revenue earned per room sold is known as __________. 

2. RevPAR can be calculated by multiplying __________ and __________. 

3. Selling more rooms than the available inventory is called __________. 

4. The percentage that measures how effectively actual rates meet potential rates is 

called the __________ factor. 

5. The difference between the highest and lowest room rates sold is known as 

__________. 

 SHORT ANSWER QUESTIONS (Answer in 3–4 sentences) 

1. Define Revenue Management and explain its importance in the hotel industry. 

2. Why is forecasting critical in Revenue Management decision-making? 

3. Differentiate between ADR and RevPAR. 

4. What is the role of rate fences in market segmentation? 

5. Two hotels have identical occupancy, but Hotel A has a wider rate spread than Hotel 

B. What does this indicate about Hotel A’s segmentation and yield management 

approach?  

LONG ANSWER QUESTIONS (Answer in detail) 

1. Explain the evolution of Revenue Management from airlines to the hotel industry. 

Highlight the characteristics that make hotels suitable for RM. 

2. Discuss the importance of Revenue Management in improving hotel competitiveness 

and profitability with suitable examples. 

3. Explain the key hotel KPIs—ADR, Occupancy %, RevPAR, GOPPAR, TRevPAR, 

and Net RevPAR—and their strategic significance. 

4. If a hotel’s Potential Average Rate is high but actual ADR is low, what does this 

reveal about pricing discipline during high-demand periods? 

5. Explain with practical hotel examples. 

6. A hotel has 100 rooms. On a particular day: 

o Rooms sold = 80 

o Total room revenue = ₹4,00,000 

o Distribution cost = ₹40,000 

Calculate: 

a) Occupancy % 

b) ADR 

c) RevPAR 

d) Net RevPAR 

 

CASE STUDY 

THE GRAND AURORA HOTEL – MANAGING REVENUE IN A FIXED 

CAPACITY WORLD 

Hotel Background: The Grand Aurora Hotel is a 120-room upscale business hotel located 

in the central business district of a metro city. The hotel caters to business travellers during 



weekdays and leisure travellers on weekends. Despite strong demand in certain periods, the 

hotel’s annual profitability has been volatile. Senior management suspects that the issue is 

not lack of demand, but inefficient revenue management decisions. 

The General Manager has appointed a new Revenue Manager to review pricing, inventory 

allocation, and performance metrics. Following data is available:  

Room Inventory 

 Total rooms: 120 

 Room Types: 

o Standard Rooms: 90 

o Deluxe Rooms: 30 

Last Week’s Performance Data is given as follows: 

Day Occupancy ADR (₹) BAR (₹) Notes 

Mon 92% 6,800 7,200 High business demand 

Tue 95% 6,900 7,200 Compression night 

Wed 94% 7,000 7,200 Compression night 

Thu 85% 6,500 6,800 Moderate demand 

Fri 65% 5,800 6,200 Price-sensitive leisure 

Sat 55% 5,200 6,000 Low demand 

Sun 50% 5,000 5,800 Lowest demand 

Market Segment Mix (for an Average Week) is as follows: 
 

Segment Share Rate (₹) Characteristics 

Corporate 40% 6,500 Short LOS, low price sensitivity 

OTA Leisure 30% 5,800 High commission, price-sensitive 

Direct Leisure 20% 6,000 Longer LOS 

Groups 10% 5,200 Long LOS, negotiated 

OTA commission = 20% 

Following Market forecast is available for Next Week 

 City-wide international trade exhibition (Tue–Wed) 

 Forecasted demand: 105% on Tue & Wed 

 Sunday & Saturday forecast remains below 60% 

Management Concern: The GM is worried that: 

 The hotel is selling out on peak days but still losing revenue 

 Discounts may be applied without proper rate fences 

 Low-demand days remain underutilized 



 The team focuses on occupancy, not yield or profitability 

The new Revenue Manager is expected to justify: 

 Why Revenue Management is needed 

 How metrics should guide decisions 

 Which strategies should be applied across demand periods 

Using the case data,  

1. Explain why The Grand Aurora Hotel requires Revenue Management rather 

than relying only on high occupancy. 

2. Calculate the following for Tuesday: 

a) Occupancy % 

b) ADR 

c) RevPAR 

d) Net RevPAR (consider OTA commission) 

e) Explain why RevPAR and Net RevPAR are more meaningful than 

Occupancy alone for the Revenue Manager. 

3. Identify the compression nights for next week and justify your answer using 

forecast data. Explain how demand curves differ between: 

 Business travelers (Tue–Wed) 

 Leisure travelers (Sat–Sun) 

4. Recommend a pricing strategy for: 

 Compression nights 

 Low-demand nights 

5. The hotel is considering the following actions: 

 Offering a 15% discount on weekends 

 Accepting a group booking (20 rooms, ₹5,200) from Tue–Thu 

 Introducing a minimum length of stay (2 nights) for exhibition week 

Recommend accept / reject / modify for each action with justification. 

 

 

 

 

 

 



 

UNIT 2 

STRATEGIC SALES AND CHANNEL MANAGEMENT 
 

UNIT OVERVIEW 

 

Negotiating rates with corporate clients and group organizers is no longer about offering the 

lowest price; it is about creating value while safeguarding profitability. This chapter introduces 

students to practical negotiation approaches used by revenue managers to achieve this balance. 

By focusing on tiered pricing, intelligent bundling, and structured upselling, the discussion 

moves beyond room tariffs to a broader view of total revenue contribution. Realistic Indian 

hospitality contexts such as IT-driven corporate travel, airport hotels, resorts, and seasonal 

demand patterns are used to connect concepts with day-to-day hotel operations. The chapter 

also reflects current industry practice by highlighting how data and revenue management 

systems support informed negotiation decisions. Designed for final-year NCHM students, this 

unit strengthens analytical thinking and prepares learners to participate confidently in corporate 

and group rate discussions in a professional hotel environment. 

 

LEARNING OBJECTIVES 

 

S.No Sub-Unit Learning Topics Key Learning Objectives 

1. Channel Strategy 

and Distribution 

Management 

 Distribution 

channels  

 Understand the role and 

functioning of major hotel 

distribution channels, 

including direct, OTA, 

GDS, and offline channels. 

 Analyse how channel 

selection influences pricing 

control, reach, and revenue 

outcomes. 

 Develop the ability to align 

distribution strategy with 

market demand and hotel 

positioning. 

2. Optimize channel 

mix for profitability 

(Net RevPAR) and 

visibility 

 Dynamic pricing 

strategies 

 Technology & 

Data Analytics 

 Understanding 

Net RevPAR 

 Evaluate channel 

performance using metrics 

such as Net RevPAR, 

contribution margin, and 

acquisition cost. 

 Compare visibility-driven 

channels with profit-driven 

channels to achieve an 

optimal distribution 

balance. 

 Apply channel mix 

decisions to real hotel 

scenarios to improve net 

revenue performance. 



3. Group and Corporate 

Negotiation in 

Revenue 

Management 

 Role of Revenue 

Manager & Data 

Analytics 

 

 Explain the strategic 

importance of group and 

corporate business within 

the overall revenue mix. 

 Understand the negotiation 

process for corporate 

contracts and group 

bookings. 

 Assess how negotiated 

business impacts 

occupancy, ADR, and total 

hotel revenue. 

4. Evaluate pricing 

strategies for group 

bookings and 

corporate accounts 

 Displacement 

cost analysis to 

assess 

profitability of 

group vs. 

transient 

bookings 

 Volume 

agreements 

 RFPs 

 Blackout dates 

 Stay restrictions 

 Apply displacement cost 

analysis to compare the 

profitability of group 

bookings versus transient 

demand. 

 Understand the use of 

volume agreements, RFPs, 

blackout dates, and stay 

restrictions in contract 

pricing. 

 Recommend pricing 

strategies that balance 

guaranteed volume with 

protection of high-demand 

periods. 

5. Negotiation tactics  Tiered pricing 

 Bundling 

 Upselling 

 Revenue 

Integrity 

Controls 

 

 Understand how tiered 

pricing, bundling, and 

upselling enhance total 

revenue beyond room rates. 

 Identify appropriate stages 

in the guest and sales 

journey to apply each 

negotiation tactic. 

 Evaluate the financial and 

perceptual impact of these 

tactics on both the hotel and 

the customer. 

 

 

2.1 Channel Strategy and Distribution Management 

 

An intelligent revenue strategy unlocks the greatest potential for hotel profitability, blending 

loyalty programs, personalization, and guest choices to drive results. Strategic revenue 

management boosts asset value, attracts investors, and enhances operational efficiency. 

However, overlooking distribution costs can undermine these efforts, directly eroding net 

revenue. Hoteliers must grasp distribution's role, leverage smart data analytics, and optimize 

channels to balance visibility, costs, and profits. 



 

The Role of Distribution in Revenue Management 

Distribution has long intertwined with revenue management, but technology, big data, and new 

channels have elevated its strategic importance. Hotel executives now dedicate specialized 

roles to develop, execute, and measure distribution strategies amid complexities like pricing 

restrictions, add-ons, and commissions. Failing to track real costs—such as percentages, direct 

expenses, and revenue outcomes—leads to unprofitable results. Effective management ensures 

rooms reach diverse segments at the lowest distribution cost while maximizing Net RevPAR 

(revenue per available room minus distribution costs), a key metric in modern revenue 

strategies. 

Smart data, rather than just big data, powers profitability. Analytical tools integrating market 

intelligence, competitor pricing, online reputation, ancillary revenue, and historical trends help 

hoteliers analyse factors like ratings, loyalty rewards, and location. This data-driven approach 

fosters guest loyalty, personalizes experiences, boosts marketing ROI, and optimizes business 

mix—distinguishing revenue maximization from true profit growth. 

 

Defining Hotel Distribution Channels 

Hotel distribution channels are pathways making rooms and services available to guests via 

online and offline methods. They evolved from traditional travel agents to digital platforms, 

offering hoteliers options to optimize revenue, visibility, and reach. Channels vary in cost, 

audience, and conversion rates, requiring strategic allocation to maintain rate parity, minimize 

commissions, and ensure brand consistency. 

 

2.1.1 Various Hotel Distribution Channels  

 

2.1.1.1. Direct Channels:  

 

a) Hotel Website / Booking Engine 

 

The hotel website integrated with a booking engine is the most 

important direct distribution channel and forms the foundation of 

a hotel’s digital sales strategy. 

 

The booking engine enables guests to: 

 Check real-time room availability 

 Compare room categories and rate plans 

 Make instant confirmations with secure payment options 

 

The website is fully aligned with the hotel’s brand identity, showcasing room images, 

facilities, dining options, location advantages, and guest reviews. Integration with 

the Property Management System (PMS) and Channel Manager ensures accuracy in rates 

and inventory. 

 

Importance  

 Highest contribution margins due to zero OTA commissions 

 Full control over pricing, promotions, and packages 

 Direct capture of guest data, supporting CRM and loyalty programs 

 Opportunity for upselling and cross-selling (breakfast, spa, transfers, upgrades) 



From a revenue management perspective, the hotel website is the most profitable and 

strategically valuable channel. 

 

b) Phone/ Email Bookings 

 
 

 

Phone and email bookings represent traditional yet relationship-driven direct channels, still 

significant in hotel operations. 

These bookings are managed by the reservations department or front office, where guests 

interact directly with hotel staff.  

This channel is preferred for: 

 Corporate and government bookings 

 Long stays and negotiated rates 

 Group, banquet, and event enquiries 

 Guests seeking reassurance or customization 

 

Importance  

 Enables personalized communication, building trust and confidence 

 Particularly effective for senior guests and corporate clients 

 Allows staff to practice value-based selling instead of discounting 

 Supports repeat business and long-term client relationships 

Despite digital growth, phone and email remain critical for complex and high-value 

bookings. 

 

c) Social Media (Instagram, Facebook, etc.) 

 
 

 

Social media platforms act as demand generators and indirect booking facilitators for direct 

channels. 

Hotels use platforms such as Instagram and Facebook to: 



 Display visually appealing content (rooms, food, events, experiences) 

 Promote seasonal offers and limited-time deals 

 Share guest reviews and user-generated content 

 Redirect traffic to the hotel’s booking engine via links and ads 

Direct messages on social media often convert into bookings after personalized interaction. 

 

Importance  

 Strong influence on leisure travellers, millennials, and Gen Z 

 Cost-effective visibility compared to traditional advertising 

 Enables targeted promotions using demographics and interests 

 Enhances brand recall and emotional connection with guests 

Social media strengthens the top of the booking funnel, driving demand toward direct 

channels. 

 

Table 1. Direct Channels 

 

Direct Channel Role Strategic Benefit 

Website / Booking Engine Core booking platform 
Highest profitability, data 

ownership 

Phone / Email Personalized sales 
Trust, customization, 

relationship building 

Social Media 
Promotion and 

engagement 
Visibility, demand creation 

 

An effective hotel distribution strategy does not rely on a single channel. Instead, it integrates 

digital efficiency, human interaction, and social influence to maximize revenue, strengthen 

guest relationships, and reduce dependency on third-party intermediaries. 

 

2.1.1.2. Indirect Distribution Channels 

 

 

Indirect channels involve intermediaries that sell hotel rooms on behalf of the hotel. While 

these channels reduce direct control and involve commission costs, they significantly 

enhance market reach, demand generation, and occupancy, especially in competitive and 

international markets. 

 

a) Online Travel Agencies (OTAs) 

 
Online Travel Agencies (OTAs) such as Booking.com, Expedia, and Agoda act as digital 

marketplaces where hotels list their rooms alongside competitors. 

OTAs aggregate hotels globally and provide travellers with: 

 Price comparisons 



 Reviews and ratings 

 Instant booking and cancellation options 

Hotels pay commissions (typically 15%–25%) on each confirmed booking. 

 

Importance  

 

 Provide global exposure, especially to international travellers 

 Help new or independent hotels gain visibility quickly 

 Useful during low-demand periods to maintain occupancy 

 Act as a demand generator for destinations with high competition 

 

Limitation 

 High commission costs 

 Limited ownership of guest data 

 Rate parity restrictions may apply 

Examples 

Sites like Booking.com, Expedia, MakeMyTrip, and Agoda  

Commissions range 15-25% (e.g., $18 on a $120 booking at 15%).  

Benefits: high visibility and demand; drawback: margin erosion  

 

b) Global Distribution Systems (GDS) 

 

 

 

Global Distribution Systems (GDS) such 

as Amadeus and Sabre connect hotels 

with travel agents, Travel Management 

Companies (TMCs), and corporate clients. 

 

 

 

 

 

 

 

 

GDS platforms are primarily used for: 

 Corporate travel 

 Government bookings 

 Airline crew and long-stay business travellers 

 

Hotels load negotiated corporate rates into the system, which are accessed by authorized agents. 

 

Importance  

 

 Essential for business hotels and city hotels 

 Supports high-volume, repeat corporate bookings 

 Ensures steady weekday occupancy 

 Enhances presence in the managed travel segment 



 

Limitation 

 GDS fees plus travel agent commissions 

 Requires technical integration and rate management 

Examples: 

Networks like Amadeus, Sabre, Galileo connect to travel agents and corporates for 

business/international bookings, bundling with flights and cars. 

 

c) Metasearch Engines 

 
 

Metasearch engines such as Google Hotel Ads, Trivago, and TripAdvisor do not sell rooms 

directly. Instead, they compare prices across multiple channels. 

These platforms: 

 Display hotel prices from OTAs and direct websites 

 Redirect users to the chosen booking source 

 Operate on cost-per-click (CPC) or commission-based models 

 

Importance  

 Increase price transparency 

 Drive traffic to both direct channels and OTAs 

 Strengthen brand visibility in search results 

 Allow hotels to compete directly with OTAs for bookings 

 

Limitation 

 

 Requires continuous bid and performance monitoring 

 Conversion depends on landing page quality 

Examples: 

Google Hotel Ads, Trivago, and Kayak aggregate listings from searches (e.g., "hotels in Los 

Angeles"), driving traffic to sites or OTAs. 

 

d) Wholesalers / Bedbanks 



 

Wholesalers or bed banks (e.g., Hotelbeds) 

purchase hotel rooms in bulk at deeply 

discounted rates and resell them to travel 

agents or tour operators. 

This channel is commonly used for: 

 Leisure destinations 

 International group travel 

 Seasonal markets 

Rates are usually static and heavily 

discounted, with limited flexibility. 

 

 

Importance  

 

 Ideal for filling rooms during low season 

 Helps manage excess inventory 

 Ensures base occupancy in resort hotels 

 Reduces perishability of hotel rooms 

Limitation 

 Low average daily rate (ADR) 

 Limited control over end pricing and distribution 

Examples: 

Platforms like HotelBeds and TBO supply volume to tour operators and FIT (free independent 

travellers) packages, risking rate leakage to OTAs but securing bulk deals. 

e) Tour Operators / Destination Management Organizations (DMOs) 

 

 
 

 

Tour operators and DMOs bundle hotel stays with transportation, sightseeing, and meals to 

create packaged experiences. 

They focus on: 

 Destination-based travel 

 Group tours 

 Niche segments (religious, adventure, wellness, cultural tourism) 



Hotels contract with them at negotiated package rates. 

 

Importance  

 

 Strong presence in resort and leisure destinations 

 Attracts price-sensitive and experience-focused travellers 

 Supports destination branding and seasonality management 

 

Limitation 

 Lower margins 

 Less brand visibility to end guests 

 

f) Offline / Traditional Channels 

 
 

 

 

Despite digitalization, offline channels remain relevant. 

 

Includes 

 Local travel agents 

 Corporate travel planners 

 Event and wedding planners 

 Walk-in guests 

 

Importance  

 

 Important for local markets and SMEs 

 Useful for last-minute bookings 

 Builds trust through personal interaction 

 Still relevant in Tier-2 and Tier-3 cities 

 

Table 2. Indirect Channels 

 

Indirect Channel Key Role Main Benefit 

OTAs Online visibility Global reach 

GDS Corporate travel Consistent weekday demand 

Metasearch Price comparison Traffic generation 

Wholesalers Bulk sales Low-season occupancy 

Tour Operators Package travel Destination reach 



Indirect Channel Key Role Main Benefit 

Offline Local/custom bookings Personal trust 

 

 

IN A NUTSHELL: 

Channel Type Examples Key Advantages Key Costs/Risks 

Direct Website, app, phone 
Highest margins, full 

data control 

Limited reach without 

promotion 

OTAs Booking.com, Expedia Massive visibility 15-25% commissions 

GDS Amadeus, Sabre 
Corporate/business 

focus 

Inventory management 

needs 

Wholesalers HotelBeds, TBO High volume Rate leakage potential 

Meta-search 
Google Hotel Ads, 

Kayak 
Broad search exposure 

Traffic diversion to 

competitors 

 

Caselet: 
A resort in Central Goa, sold 70% of peak-season rooms via OTAs, resulting in 

achieving high occupancy. It was observed that the Net revenue was not as 

anticipated, mainly due to commissions that had to be paid to the OTAs.  

 

What can you do to improve the net revenue for the hotel to be able to make better 

profits. 

 

Inventory Allocation Models 

 

Hotels use structured models to apportion rooms across channels, balancing demand, costs, 

and revenue.  

 

Key approaches include  

 Fixed percentage allocation (e.g., 40% OTAs, 30% direct) 

o Fixed percentage allocation refers to a distribution approach where a hotel pre-

decides the share of inventory to be sold through each channel, such as 40% via 

OTAs, 30% through direct bookings, and the balance through GDS or offline 

sources. This method offers simplicity and predictability, making it easier to 

plan sales efforts and manage exposure across channels. However, because 

allocations remain unchanged, this approach may limit revenue potential during 

demand fluctuations, especially when one channel performs better than others. 

 

 Dynamic models adjusting via channel managers based on real-time performance 

o Dynamic distribution models rely on channel management systems that 

continuously adjust inventory and rates across channels based on real-time 

performance indicators such as pick-up pace, demand forecasts, and booking 

windows. Instead of fixed shares, availability is shifted toward channels 

delivering higher net revenue or stronger demand at a given time. This approach 

improves Net RevPAR and allows hotels to respond quickly to market changes, 

making it more suitable for competitive and demand-volatile markets. 

 



 Segmentation by guest type (leisure via OTAs, corporate via GDS).  

o Segmentation-based distribution assigns channels according to guest profiles 

and booking behaviour. Leisure travellers are often targeted through OTAs due 

to their price sensitivity and browsing habits, while corporate travellers are 

primarily sourced through GDS and negotiated corporate channels that 

emphasize convenience and policy compliance. By aligning channels with guest 

intent, hotels can improve conversion rates, control distribution costs, and 

deliver a more consistent booking experience across segments. 

 

Revenue management systems (RMS) automate this, preventing overbooking and rate parity 

issues while prioritizing high-margin direct channels. 

 

Length-of-stay (LOS) controls enhance models: minimum LOS (e.g., 2 nights during events) 

fills shoulder periods; maximum LOS caps long stays in peaks to free inventory.  

 

Steps for Effective Inventory Allocation: 

 

 Forecast demand using historical data, events, and economic indicators. 

 Set base allocations (e.g., 50% direct/corporate, 30% OTAs, 20% 

GDS/wholesalers). 

 Monitor KPIs like channel contribution to Net RevPAR; adjust dynamically 

(e.g., reduce OTAs in peaks). 

 Use incentives for direct bookings to shift mix. 

 

Examples 

Taj Mahal Palace, Mumbai (IHCL):  The hotel deploys IDeaS RMS for group/transient 

optimization across OTAs, GDS, and direct channels, boosting RevPAR via dynamic pricing 

and loyalty (Taj InnerCircle). Rooms drive 70% revenue; focuses on high-occupancy events 

like festivals. Source: hospitalitynet 

ITC Hotels: Leverages conglomerate synergies for digital bookings, social media, and OTA 

partnerships (e.g., MakeMyTrip). Multi-channel strategy emphasizes direct via apps/websites 

(high margins) and OTAs for leisure, with strong F&B diversification. Source: marketing91 

Oberoi Hotels: Achieves 28 times Return on Ad Spend via RateGain’s tools for direct 

bookings, blending OTAs/GDS with campaigns targeting luxury segments. Diversifies 

beyond rooms (35% revenue) into F&B (45%) and events. Source: ajuniorvc 

Budget Example: OYO with MakeMyTrip: Partners for OTA listings in India/Asia, 

allocating economy inventory to high-volume channels while pushing direct app bookings to 

cut commissions. Source: fortuneindia 

2.2. Optimize channel mix for profitability and visibility  

2.2.1. Channel Mix Optimization 



Hotels maximize revenue by analysing historical booking data to identify top-performing 

channels based on revenue yield and occupancy. Resources shift toward high-margin options 

like direct websites while negotiating lower commissions with OTAs and GDS providers 

through volume deals and partnerships. This reduces overall costs—such as 15-25% OTA 

fees—and boosts bottom-line results, ensuring inventory allocation matches demand 

segments like leisure or corporate guests. 

Regular reviews prevent over-reliance on costly channels; for instance, capping OTA share at 

40% during peaks favours direct bookings.  

 

CHECK-BACK QUESTIONS  

 Why might a hotel prefer a lower ADR on direct bookings over a higher ADR 

via OTA? Explain using Net RevPAR. 

 List three strategies to optimize channel mix and reduce distribution costs. 

 How does negotiating volume-based agreements with OTAs benefit a hotel's 

profitability? 

 What risks arise from poor inventory allocation across channels? 

 Differentiate RevPAR from Net RevPAR with a simple example. 

2.2.2. Dynamic Pricing Strategies 

Dynamic pricing adjusts rates in real-time using demand forecasts, competitor data, and events, 

powered by revenue management systems (RMS) integrated across channels. Rate parity 

across platforms maintains consumer trust and avoids undercutting, which erodes brand value. 

During high-demand periods like Diwali in India, rates rise on OTAs while direct channels 

offer loyalty perks to capture full margins. 

This approach fills rooms profitably: minimum length-of-stay controls protect peaks, and 

fences like non-refundable rates segment demand. 

2.2.3. Technology and Data Analytics 

Revenue management software links property management systems (PMS), channel managers, 

and analytics for seamless inventory updates and insights into booking patterns. Key metrics—

occupancy, ADR (average daily rate), RevPAR—track strategy effectiveness, refined by AI 

for predictive forecasting relevant to IHM curricula. Guest behaviour data tailors promotions, 

enhancing marketing ROI and personalization. 

2.2.4. Understanding Net RevPAR 

Net RevPAR measures true profitability: 

Net RevPAR = (Room Revenue – Distribution Costs) / Available Rooms  

Unlike RevPAR (room revenue per available room), it deducts commissions, GDS fees, and 

transaction costs for a net view – a crucial factor since highest RevPAR does not guarantee top 

profits. 



Example:  

The following data is available for a 120-room hotel: 

 OTA: ADR ₹7,000 at 18% commission → Net ₹5,740 per room. 
 Direct: ADR ₹6,500 (no commission) → Net ₹6,500. 

Total revenue ₹8,40,000 minus ₹1,26,000 costs  
 Net RevPAR ₹5,867 (vs. RevPAR ₹7,000). 

The calculations show the difference between the Net RevPAR and RevPAR. 

Scenario 
Total Revenue 

(₹) 

Commissions 

(₹) 

Net Revenue 

(₹) 

RevPAR 

(₹) 

Net RevPAR 

(₹) 

High OTA (50%) 2,00,000 40,000 1,60,000 1,667 1,333 

Balanced (30% 

OTA) 
2,00,000 24,000 1,76,000 1,667 1,467 

 

Key Strategies for Profitability and visibility 

 Drive Direct Bookings: 
Offer exclusive perks, loyalty discounts, or better experiences on your website 

to offset OTA convenience. 

Invest in strong SEO, user-friendly booking engines, and metasearch presence 

(like Google Hotel Ads) to capture organic traffic. 

 Smart OTA Management: 
Negotiate commission rates and use volume-based agreements to reduce costs. 

Set slightly higher rates on high-commission OTAs to maintain ADR while 

offsetting fees. 

Use channel managers to adjust inventory and pricing across channels in real-

time. 

 Dynamic & Data-Driven Pricing: 
Adjust rates based on demand, seasonality, competitor pricing, and length of 

stay using RMS/AI tools. 

Implement channel-specific pricing, e.g., lower rates direct, higher rates OTA 

to protect margins. 

 Maximize Ancillary Revenue: 
Upsell room upgrades, packages (spa, dining), and add-ons to increase total 

guest spend beyond just the room rate.  

Key Strategies for Visibility 

 Diversify Distribution: Be present on key OTAs (Booking.com, Expedia), 

metasearch, and GDS, but prioritize those with better terms. 

 Enhance Direct Booking Platforms: Improve website UX, speed, and 

mobile experience to convert visitors. 

 Strategic Marketing: Use targeted digital marketing and personalized guest 

experiences to build brand awareness and loyalty 

 



Example: 

 

Caselet:  

Impact of Distribution Mix on Net RevPAR 

 

A 120-room midscale business hotel operating in a metropolitan market was heavily 

dependent on Online Travel Agencies (OTAs) for room sales. While topline revenue 

remained stable, management observed erosion in profitability due to high commission 

payouts. The hotel decided to strategically rebalance its distribution mix by reducing OTA 

dependency and strengthening direct channels. 

 

Initial Situation (OTA-Heavy Mix) 

OTA contribution: 55% 

Direct bookings (website, phone, corporate): Low 

Room revenue remained constant, but distribution costs were high 

 

Mix Type Revenue (₹) Distribution Cost (₹) Net RevPAR (₹) 

OTA-Heavy 2,00,000 40,000 1,333 

Key Issue: 
Although gross room revenue was ₹2,00,000, high OTA commissions significantly 

reduced net realizable revenue, resulting in a lower Net RevPAR. 

 

Strategic Intervention 

Hotel management implemented the following measures: 

 Reduced OTA dependence from 55% to 40% 

 Strengthened direct booking channels (hotel website, phone reservations) 

 Introduced direct-only offers and value-added packages 

 Improved booking engine visibility and conversion 

 Focused on guest data capture and repeat bookings 

 

Post-Intervention  

1. Balanced Distribution Mix 

 

Mix Type Revenue (₹) Distribution Cost (₹) Net RevPAR (₹) 

Balanced 2,00,000 24,000 1,467 

 

Outcome: 
With a more balanced mix, distribution costs dropped significantly while revenue remained 

unchanged. This resulted in a Net RevPAR increase of 10% compared to the OTA-heavy 

scenario. 

 

2. Direct-Focused Distribution Mix 

 

Mix Type Revenue (₹) Distribution Cost (₹) Net RevPAR (₹) 

Direct-Focused 2,00,000 16,000 1,533 

 



Outcome: 
By aggressively growing direct bookings to 25%, the hotel achieved: 

 Lowest distribution cost 

 Highest Net RevPAR 

 Improved profitability without increasing room rates or occupancy 

Impact on sales 

 OTA share reduced from 55% to 40% 

 Direct bookings increased to 25% 

 Net RevPAR improved by 18% 

 Same revenue, higher retained income 

 

Key Takeaways  

 Gross revenue alone does not indicate profitability in hotels. 

 Distribution costs directly affect Net RevPAR, a more meaningful performance 

metric. 

 Reducing OTA dependency can improve profits without increasing occupancy. 

 A strong direct channel strategy enhances margin, guest relationships, and long-

term sustainability. 

 Revenue management decisions must focus on net contribution, not just volume. 

 

True/False  
1. Net RevPAR ignores distribution costs.  

2. Direct channels always yield lowest RevPAR.  

3. Dynamic allocation uses AI forecasts.  

4. OTAs suit only leisure guests.  

5. Rate parity prevents undercutting.  

 

IN A NUTSHELL 

Term Formula Purpose Example 

ADR Room Revenue ÷ Rooms Sold 
Pricing 

strength 
₹12,000 

RevPAR ADR × Occupancy 
Room 

efficiency 
₹9,500 (79% occ.) 

Net RevPAR (RevPAR - Costs) ÷ Rooms True profit ₹7,800 after 18% OTA 

 

2.3 Group and Corporate Negotiation in Revenue Management 

 

Corporate rate negotiations form a cornerstone of strategic sales, where revenue managers 

blend data analytics, market insights, and client needs to secure profitable long-term deals. 

Revenue managers forecast demand, manage inventory, and drive negotiations to maximize 

revenue while ensuring competitiveness and satisfaction. Group and corporate segments differ 

from transients by offering bulk stability but requiring displacement analysis to avoid revenue 

loss. 

 

2.3.1. Role of Revenue Manager and Data Analytics 

Revenue managers lead negotiations using data analytics for market trends, competitor 

benchmarking, and client profiling – essential in India's dynamic hospitality sector amid events 

like IT conferences in Hyderabad or Bengaluru. Key components include historical forecasting, 



customer segmentation, and AI tools for scenario simulations, enabling precise occupancy and 

revenue predictions. 

 

CHECK-BACK QUESTIONS 

 What data sources support effective corporate rate preparation? 

 How does displacement cost influence group acceptance decisions? 

 Differentiate static vs. dynamic corporate rates with examples. 

 Why include ancillary revenue in volume agreements? 

 Explain RFP's role in securing group business. 

 

Negotiation Strategy – Phases 

 

Phase 1: Preparation 
Gather historical data on past contracts, occupancy trends, and guest feedback; benchmark 

against competitors using RMS tools. 

 

Phase 2: Competitive Offers 
Design dynamic pricing (linked to BAR minus discount), bundled services (e.g., Wi-Fi, 

breakfast), and tiered volume discounts (e.g., 0-500 rooms at ₹6,000; 1,000+ at ₹5,300). 

 

Phase 3: Client Engagement 
Present data-backed proposals, customize for needs (e.g., IT firms' dynamic rates), and 

emphasize mutual gains like predictable revenue. 

 

Phase 4: Finalisation 
Document terms including rate caps, blackouts, and reviews; monitor via analytics for 

adjustments. 

 

2.4 Evaluate Pricing Strategies for Group Bookings and Corporate 

Accounts 
 

Pricing strategies for group and corporate accounts demand a delicate balance between 

securing guaranteed occupancy and protecting lucrative transient revenue. Group bookings—

weddings, seminars, conferences—deliver bulk room nights with predictable patterns but 

typically lower rates. Corporate accounts, representing ongoing company travel, offer volume 

stability through annual contracts. Revenue managers must deploy sophisticated frameworks 

to maximize total revenue contribution while mitigating opportunity costs. 

 

Core Concepts: Strategic Pricing Frameworks 

 

1. Static vs. Market-Linked Corporate Rates 

In hotel revenue management,  Static Corporate Rates are fixed, unchanging prices set for a 

period (like a year) for corporate clients, offering predictability but missing peak revenue, 

while Market-Linked (or Dynamic) rates adjust in real-time based on demand, competition, 

and events, maximizing profit but adding complexity, essentially contrasting rigid pricing with 

flexible, data-driven pricing to capture varied guest budgets and market conditions.  

 

Static Corporate Rates 



 Definition: A fixed rate agreed upon with a corporate partner for a set duration, 

typically a year, independent of daily market fluctuations. 

 Pros: Predictable revenue, simpler budgeting for both hotel and client, easy to manage, 

and provides price certainty for partners. 

 Cons: Can miss significant revenue during high-demand periods (like events) and 

might appear uncompetitive or overpriced during low seasons. 

 

Market-Linked (Dynamic) Corporate Rates 

 Definition: Corporate rates that fluctuate based on real-time market data, occupancy, 

area demand, seasonality, and competitor pricing, similar to public rates. 

 Pros: Maximizes revenue by charging more during peaks and less during troughs, 

adapts to market shifts, and captures guests with varied budgets. 

 Cons: More complex to manage, requires sophisticated systems, and can be less 

predictable for the corporate partner. 

  

Key Difference 

 

The core difference lies in flexibility versus rigidity; static rates provide stability at the 

potential cost of revenue, whereas market-linked rates offer dynamic optimization but require 

constant monitoring. Modern revenue managers often blend strategies, using static for stable, 

high-volume accounts and dynamic for others to balance consistency and profit.  

Static pricing locks a fixed rate (e.g., ₹6,200/night) across the contract term, providing 

budgeting certainty for clients like government agencies. However, demand surges are handled 

differently. 

Market-linked (dynamic) rates peg discounts to the Best Available Rate (BAR): 

 

Formula:  

Corporate Rate = BAR × (1 - Discount %) 

 

Example: BAR ₹9,500 - 18% = ₹7,790. Ideal for volatile markets like India's IT sector. 

 

2. Progressive Volume Incentives (Tiered Structures) 

 

A tiered structure in hotel revenue management  involves setting distinct price points (tiers) for 

rooms based on factors like occupancy, demand, room type, or market segment, allowing for 

strategic price adjustments to maximize revenue, moving beyond simple fixed pricing to more 

dynamic, demand-driven strategies. Instead of a single rate, it creates levels, such as BAR1, 

BAR2, BAR3, where lower tiers represent higher prices (less availability/more demand), and 

higher tiers are lower prices, often managed automatically by Revenue Management Systems. 

 

How it Works 

 Definition: Tiers are different rate levels setup by the revenue manager within the 

RMS. 

 Link to Demand: The system uses real-time data (occupancy, booking pace, market 

conditions) to automatically adjust which tier is active. 

 Sell Strategically: As demand increases, lower, higher-priced tiers become available; 

as demand falls, higher, lower-priced tiers are offered.  

Examples of Tiers & Factors 

 Occupancy-Based: Tiers (e.g., Level 0 for high demand, Level 3 for low). 



 Market Segment: Corporate, group, OTA (Online Travel Agency), loyalty, 

promotional rates. 

 Room Type: Standard, Deluxe, Suites. 

 Channel Specific: Tiers for direct bookings vs. OTAs.  

Benefits 

 Maximize Revenue: Captures more revenue by charging more in high-demand periods 

and stimulating demand in low periods. 

 Automation: Reduces manual work and errors with integrated systems. 

 Flexibility: Supports dynamic and open pricing, allowing independent rate setting for 

different room types and segments.  

 In essence, a tiered structure provides a framework for sophisticated pricing, allowing 

hotels to respond intelligently to market conditions and guest behaviour.  

 

3. Package Engineering and Ancillary Optimization 

 

Package Engineering and Ancillary Optimization are critical components of modern "Total 

Revenue Management" in the hotel industry, designed to maximize revenue beyond standard 

room sales (RevPAR) by focusing on total revenue per available room (TRevPAR). 

While traditional revenue management focuses on room rates and occupancy, this 

comprehensive approach leverages data to boost profit margins by 10-15% or more, 

particularly through high-margin extras like spa, F&B, and curated experiences.  Pure room 

pricing ignores 40-50% of group revenue from F&B, AV, spa.  

 

1. Package Engineering 

Package engineering involves bundling room nights with ancillary services to increase the 

total transaction value (TTV) and create a unique value proposition for guests.  

 Internal Packages: Bundling hotel-controlled services such as accommodation + spa 

treatments, breakfast-inclusive rates, or romantic dinner packages. 

 External/Third-Party Packages: Collaborating with local operators to offer guided 

tours, hiking adventures, or transportation (e.g., airport transfers) to boost 

commission-based income. 

 Targeted Segmentation: Tailoring packages to specific guest personas (e.g., business 

travellers wanting high-speed WiFi and laundry; families needing poolside cabanas). 

 Dynamic Packaging: Using technology to adjust package prices based on demand 

and availability, increasing conversion rates.  

 

4. Ancillary Optimization Strategies 

Ancillary optimization focuses on maximizing revenue from non-room products and services, 

which often carry higher profit margins (60-90%) than room rates.  

 Dynamic Pricing for Ancillaries: Adjusting prices for spa treatments or dining based 

on peak demand, similar to room pricing. 

 Pre-Arrival Upselling: Using automated email or mobile app notifications to offer 

room upgrades, early check-in, or late check-out, which can increase upgrade sales by 

40-60%. 

 In-Stay AI & Personalization: Utilizing AI voice agents (like "Bellboy") or QR 

codes to suggest services (e.g., poolside service) during the guest's stay, creating a 

150-200% increase in ancillary revenue. 

 Menu Engineering: Analysing F&B data to optimize restaurant menus for higher 

profitability and introducing seasonal or theme-based, higher-margin items. 



 Minibar Reinvention: Stocking minibars with local, artisanal, or wellness-focused 

items to justify higher prices and increase consumption.  

 

5. Key Data & Metrics for Optimization 

 

To effectively optimize these areas, hotels track specific key performance indicators (KPIs): 

 TRevPAR: Total Revenue Per Available Room. 

 TRevPOR: Total Revenue Per Occupied Room. 

 GOPPAR: Gross Operating Profit Per Available Room. 

 Attachment Rate: The percentage of guests who purchase an additional service or 

package. 

 Conversion Rate: Percentage of guests who accept an upselling or cross-selling 

offer.  

 

Benefits of Optimization 

 Higher Profit Margins: Ancillary services often have significantly higher margins 

than room revenue, offsetting rising operational costs. 

 Enhanced Guest Experience: Provides personalized options that increase guest 

satisfaction and loyalty. 

 Reduced Dependency on OTAs: Increases direct revenue, helping hotels reduce 

reliance on high-commission online travel agencies. 

 Mitigating Risk: Diversifying income streams protects against fluctuations in room 

occupancy, especially during low-demand seasons.  

 Effective implementation involves using data-driven insights to understand guest 

spending patterns, ensuring that the right offer is made to the right customer at the 

right time.  

 

2.4.1. Displacement Cost Analysis 

 

 It quantifies the opportunity revenue sacrificed when accepting lower-rate group business 

displaces higher-paying transient guests. This systematic evaluation prevents occupancy 

obsession from eroding profitability. 

It is a technique to decide if accepting a lower-paying group booking is more profitable than 

holding out for potentially higher-paying individual (transient) guests for the same rooms and 

dates, by calculating the revenue lost (displaced) from the transient segment. It compares the 

estimated total revenue (room & non-room) from the group against the projected revenue from 

individual bookings to avoid revenue leakage and optimize the overall booking mix for 

maximum profitability, especially crucial during high-demand periods.  

 

Core Concept 

 

 Displacement: The revenue potential (room revenue, F&B, meeting space, etc.) lost 

by accepting a discounted group booking that takes the place of potentially higher-

priced individual guests. 

 The Dilemma: A guaranteed group booking provides certainty but often at a lower 

rate, while transient guests offer higher potential rates but less certainty.  

 

How It Works (Steps) 



 Forecast Transient Revenue: Estimate the total revenue (rooms + ancillary spending) 

you'd likely earn from individual guests for the same dates, using historical data and 

market forecasts. 

 Calculate Group Revenue: Sum the anticipated revenue from the group, including 

rooms, meeting space rentals, catering, and other potential spending. 

 Compare & Decide: 
o If Group Revenue > Transient Revenue: Accept the group. 

o If Transient Revenue > Group Revenue: Decline or renegotiate the group to 

minimize displacement, potentially holding out for better terms or transient 

demand.  

 Example: 

o Step 1: Forecast transient revenue = Rooms × Nights × ADR × Occupancy % 

o Step 2: Calculate group total = (Rooms × Nights × Group Rate) + F&B revenue 

o Step 3: Displacement cost = Transient Revenue - Group Total 

o Step 4: Decision rule—Accept if Group Total > 90% of Transient Revenue 

 

Key Factors to Consider 

 Total Revenue: Don't just focus on room rates; factor in all revenue streams (F&B, 

meeting space) for both segments. 

 Demand Periods: Analysis is vital during high-demand periods when every room 

commands a premium, but may be less risky in low season. 

 Shoulder Nights: Consider the impact on the nights before and after the group's stay. 

 Data Accuracy: Accurate forecasting of transient demand is key to reliable analysis.  

 

Example: 

Caselet:  Group Displacement Analysis at Mumbai Business Hotel 

 

The Grand Mumbai Plaza, a 250-room business hotel, receives a group RFP from TechCorp 

India for 20 rooms for 3 nights during the Diwali week (Oct 28-30). The forecast shows 95% 

transient occupancy at BAR ₹9,000 due to festival demand. 

 

Group Proposal: 

Room rate: ₹5,500/room night 

Total room revenue: 20 × 3 × ₹5,500 = ₹3,30,000 

F&B estimate: ₹50,000 (banquet setup) 

Total group value: ₹3,80,000 

Transient Forecast (same rooms): 

20 rooms × 3 nights × ₹9,000 ADR × 90% occupancy = ₹4,86,000 

Displacement Cost: ₹4,86,000 - ₹3,80,000 = ₹1,06,000 LOST 

 

Decision Matrix Analysis 

Scenario 
Transient 

Revenue 

Group 

Revenue 
Decision Key Factors 

Peak Diwali ₹4,86,000 ₹3,30,000 REJECT 
High BAR ₹9,000; 95% 

forecast 

Shoulder Nights (Oct 

25-27) 
₹2,40,000 ₹3,80,000 ACCEPT 

F&B ₹50K uplift; 65% 

occupancy 



Scenario 
Transient 

Revenue 

Group 

Revenue 
Decision Key Factors 

Annual Volume Deal ₹3,60,000 ₹4,20,000 ACCEPT 
1,000 nights/year 

commitment 

Revenue Manager's Decision: REJECT Peak, Counter Shoulder Offer 

 

Final Strategy: 

 

Phase 1 – Preparation: Decline Diwali peak as this protects ₹1.06L displacement 

Phase 2 – Competitive Offers: Counter with Oct 25-27 (shoulder nights) at same rate 

Phase 3 – Client Engagement: Add tiered volume: 1,000 nights/year → 5% extra discount 

Phase 4 – Finalisation: Bundle: Breakfast + meeting room included 

 

Results (6 months later): 

 Shoulder occupancy: 82% vs. forecast 65% 

 Annual TechCorp contract: 1,200 nights @ tiered rates 

 Net RevPAR impact: +12% from ancillary revenue 

 Relationship built: Repeat MICE business secured 

 

Outcomes:  

 During high-demand peaks, reject groups below 75% of BAR unless ancillaries 

exceed 30% of room revenue. Shoulder periods + volume commitments to create a win-

win scenario. 

Think it over: 

If TechCorp offers ₹7,500 rate (no F&B), would you accept the Diwali peak? 

 

Assignment: Read the article & submit a report 
https://www.mylighthouse.com/resources/blog/displacement-analysis-for-your-hotel 

 
2.4.1 Displacement Cost Analysis to Assess Profitability of Group vs. Transient 

Bookings 
Displacement cost analysis quantifies the opportunity revenue sacrificed when accepting 

lower-rate group business displaces higher-paying transient guests. This systematic evaluation 

prevents occupancy obsession from eroding profitability. 

 

Core Calculation Framework: 

Displacement Cost = (Transient Rooms × Nights × ADR × Forecast Occupancy) - (Group 

Rooms × Nights × Rate + Ancillary Revenue) ± Incremental Costs (setup, commissions) 

Acceptance Rule: Accept if Group Total > 90% Transient Forecast (industry threshold). 

 

Practical Example (Peak Wedding Season): 

 
Transient Forecast: 25 rooms × 2 nights × ₹11,000 ADR × 88% = ₹4,84,000 

Group Proposal:   25 rooms × 2 nights × ₹7,200 + ₹1,20,000 banquet = ₹4,80,000 

Net Displacement: ₹4,84,000 - ₹4,80,000 = ₹4,000 (Accept - marginal) 

Key Evaluation Factors: 

Seasonality weight: Peak periods demand 110% threshold 

Shoulder night impact: Groups may cannibalize pre/post revenue 

Ancillaries: F&B margins (65%) offset room discounts 



Acquisition costs: OTA transients vs. direct corporate 

Future value: Repeat events vs. one-off weddings 

  

2.4.2 Volume Agreements 

 
Volume agreements commit corporate clients to minimum annual room nights in exchange for 

preferential rates and priority access. These stabilize shoulder/low seasons while building long-

term partnerships. 

They are also known as Company Volume Guaranteed Rates (CVGR). 

 

Caselet:  

Corporate Annual Rate Agreement with Performance Bands 

 

A 220-room business hotel located in a major Indian metro is negotiating an annual corporate 

rate agreement with an IT services company that generates steady weekday demand. The 

objective is to secure base occupancy while protecting the hotel from underperformance risk. 

 

Annual Commitment: 1,200 room nights 

Pricing Structure: 
Corporate rate fixed at BAR – 18%, applied dynamically against the prevailing Best Available 

Rate (BAR). 

Value Inclusions: 
Complimentary breakfast for all staying guests 

Meeting room credits applicable toward half-day conference room usage 

 

Performance Band Mechanism 

To safeguard revenue, the hotel introduces a performance-linked rate review clause: 

90%–100% of committed room nights achieved 
Corporate rate remains at BAR – 18% for the next review cycle 

Below 80% of committed room nights achieved 
Discount is reduced, and the rate reverts to BAR – 12% 

This structure incentivizes the corporate client to concentrate bookings while limiting revenue 

dilution for the hotel. 

 

Revenue Management Perspective 

 Risk Mitigation: Dynamic BAR linkage ensures the hotel benefits from market rate 

increases. 

 Volume Assurance: Performance bands encourage consistent pickup across the year 

rather than sporadic usage. 

 Ancillary Upside: Breakfast and meeting credits stimulate incremental F&B and 

banqueting revenue. 

 Negotiation Leverage:  

o The hotel retains the right to reprice based on actual performance rather than 

promised volume. 

o Inclusions: Complimentary breakfast, meeting credits 

 Strategic Benefits: 

o Occupancy floor: Guarantees 25-35% stable business 

o Forecasting accuracy: Enables precise transient protection 

o Relationship capital: Evolves to MICE/event business 



 

2.4.3 RFPs – Request for Proposals 
 

An RFP (Request for Proposal) is a formal, structured inquiry sent by corporate travel planners 

or event organizers to hotels, requesting competitive bids for negotiated rates, room blocks, 

and meeting spaces. It serves as a primary tool for securing group, corporate, or MICE 

(Meetings, Incentives, Conferences, and Exhibitions) business.  

 

Key Aspects of Hotel RFPs: 
Purpose: To outline specific needs (dates, room count, amenities) to receive tailored proposals. 

Revenue Impact: Used by revenue managers to secure high-volume, contracted business to 

fill inventory during specific periods. 

Components: Includes meeting space requirements, desired amenities, and proposed rates. 

Speed & Strategy: Fast response times are critical for winning bids, making centralized 

management essential for revenue optimization.  

 

 

Hotel Request for Proposal (RFP) Form 
 

Please fill out this form to request a proposal from our hotel for your upcoming event 

or stay. We look forward to assisting you! 

Your Information 
Full Name 

First Name: ___________________ Last Name: ________________________ 

Email Address: ________________________ 

Phone Number: ___________________  

Company/Organization Name: _____________________________________ 

Event Details 

Event Name: ___________________________ 

Event Type  

 

    Conference       Meeting      Wedding       Social Event     Other 

 

Event Date(s) : DD/ MM/ YYY 

Number of Attendees: _______ 

Preferred Setup Style  

 

    Theatre       Classroom        Banquet          U – Shape        Boardroom 
 

Accommodation Requirements 

 
Room Type Preferences  

 

    Single          Double        Suite        No preferences         
 

Check-in Date:   DD/ MM/ YYY 

Check-out Date: DD/ MM/ YYY 

  

Number of Rooms Required: 

               

               

            



 

Catering Requirements 
Will you require catering services?          Yes            No    

 

Preferred Meal Types  

    Breakfast       Lunch       Dinner      Snacks        Beverages 
 

Additional Services 
What additional services do you require?  

 

 

 

 

 

 

 

 

Budget Information 
Estimated Budget for Accommodation (Rs.) ______________________ 

Estimated Budget for Catering (Rs.) _____________________________ 

 

Additional Notes or Requests 
Please provide any additional information or special requests.  
Source: https://www.jotform.com/form-templates/hotel-rfp-form-template 
 

 

RFP Components: Example 

• Room block: 150 rooms × 4 nights 

• F&B minimum: ₹25 lakhs 

• Setup: 5 breakout rooms + AV 

• Dates: Oct 15-19 (Dasara festival overlap) 

 

Hotel Response Strategy: 

Check for 

Gap analysis: Match vs. competing properties 

Value proposition: Differentiate via loyalty points, local experiences 

Protective clauses: Blackouts for conflicting peaks 

Blackout Dates: Exclude discounted rates from 10-15 high-demand windows 

 

2.4.4. Blackout Dates: 

 

Blackout dates in hotel revenue management are specific, high-demand periods—such as 

holidays, festivals, or conferences—when hotels restrict or block certain rates, promotions, or 

loyalty rewards to maximize revenue. By enforcing these restrictions, hotels ensure that rooms 

are sold at full, premium prices rather than discounted rates. These dates are crucial for 

optimizing profitability during peak seasons, managing inventory for loyal customers, and 

protecting against unprofitable, low-rate bookings.  

 

Key Aspects of Hotel Blackout Dates 

      

               



Purpose: To prevent discount usage during peak times, ensuring higher Average Daily Rates 

(ADR) and Revenue Per Available Room (RevPAR). 

Common Applications: Used during major holidays (Christmas, New Year’s, Thanksgiving), 

local events, concerts, or sporting events. 

 

Examples of common Indian Blackout dates 

• Diwali (Oct/Nov): 5 nights 

• New Year: Dec 31-Jan 2 

• Regional festivals: Ugadi, Onam 

• Major events: IPL finals, concerts 

 

 

Types of Restrictions: 

 Promotional Blackouts: Discounts, coupons, and third-party deals are disabled. 

 Rate Class Blackouts: Specific negotiated corporate rates may not apply. 

 Availability Closures: Rooms may be closed to specific channels or entirely (sold out). 

 Operational Benefits: Beyond revenue, they allow time for maintenance, renovations, 

or owner usage. 

 Management Tools: Implemented via Property Management Systems (PMS) or 

Channel Managers to control inventory across different booking platforms.  

 Best Practices for Implementation 

 Strategic Planning: Identify high-demand dates early to set, rather than react to, price 

increases. 

 Transparent Communication: Inform guests and staff clearly to prevent complaints 

about unavailable discounts. 

 Value-Add Alternatives: Instead of just denying a discount, offer value-added 

packages (e.g., free breakfast) to maintain goodwill while keeping the rate high.  

 

Assignment: 

https://blog.hotelogix.com/hotel-blackout-dates/ 

Submit a report on blackout dates, after reading the blog.. 

 

2.4.5. Stay Restrictions 
Stay restrictions shape demand patterns through inventory controls implemented via RMS: 

Restriction Type Purpose Peak Example 

MLOS Extend stays 3 nights Fri-Sat 

Max-LOS Free inventory 5 nights max Diwali 

CTA Arrival control Closed Oct 29 arrivals 

Advance Booking Last-minute sales <90 days only 

Length Of Stay Not Available 

(LOSNA) 
Specific lengths Close 1-2 nights; open 4+ 

 

https://blog.hotelogix.com/hotel-blackout-dates/


 
 

CHECK-BACK QUESTIONS 

True/False 

 Displacement ignores ancillary revenue. (False) 

 Volume agreements guarantee occupancy floors. (True) 

 RFPs specify only room rates. (False) 

 Blackouts protect shoulder seasons. (False) 

 MLOS extends average stay length. (True) 

 

2.4.5. Revenue Integrity Controls 

 

Revenue Integrity Controls in hotel revenue management are essential measures to prevent 

revenue leakage, ensure pricing consistency (rate parity), and maintain financial 

accuracy and brand trust, involving strict oversight of discounts, voids, channel pricing, 

and data reconciliation, supported by technology like RMS and income auditing, to safeguard 

profits and align pricing with business goals.  

Key Components of Revenue Integrity Controls: 

 Rate Parity & Channel Management: Ensuring consistent pricing across your 

website, OTAs, and other channels to prevent guests from finding lower rates 

elsewhere and to protect direct bookings. 

 Discount & Void Control: Strict authorization and recording processes for 

complimentary rooms, discounts, and voids to prevent unauthorized revenue loss. 

 Pricing Accuracy: Keeping all rates, fees, and charges accurate and up-to-date on all 

platforms, building guest trust. 

 Data Reconciliation: Daily checks matching revenue from different systems (PMS, 

POS) to catch discrepancies quickly. 

 Length-of-Stay (LOS) Controls: Implementing minimum stay requirements during 

high-demand periods to avoid blocking longer, more profitable bookings. 

 Hurdle Rates: Setting minimum acceptable rates to filter out low-value bookings and 

protect revenue on shoulder nights.  

 

Why They Matter (Benefits): 

 Increased Profitability: Prevents money from being lost through leaks or 

undercutting. 

 Enhanced Brand Trust: Consistent, fair pricing makes guests trust your brand. 

 Smarter Decisions: Accurate data enables better forecasting and strategy. 

 Operational Efficiency: Streamlines processes and reduces manual errors.  

 

Multiple Choice Questions 

Instructions: Select the most appropriate answer. 



1. Market-linked rates adjust based on: 

a) Fixed government tariffs 

b) Best Available Rate (BAR) [Correct] 

c) OTA commissions only 

d) Seasonal staff costs 

2. Tiered pricing primarily benefits: 

a) Single-night leisure guests 

b) High-volume corporate clients [Correct] 

c) Wedding planners 

d) Walk-in tourists 

3. Optimal group acceptance threshold: 

a) Any occupancy fills rooms 

b) >80% transient BAR equivalent [Correct] 

c) Below market rates always 

d) Unlimited blackouts 

4. Conference packages emphasize: 

a) Room discounts only 

b) High-margin F&B/AV integration [Correct] 

c) Extended check-out 

d) Free laundry 

5. Blackout dates protect: 

a) Corporate loyalty programs 

b) Peak transient revenue [Correct] 

c) Shoulder season occupancy 

d) Budget traveler access 

6. Tier Gold discount typically offers: 

a) BAR - 5% 

b) BAR - 20-25% [Correct] 

c) BAR + premium 

d) Fixed ₹4,000 

7. Dynamic rate formula example (BAR ₹10,000, 15% discount): 

a) ₹11,500 

b) ₹8,500 [Correct] 

c) ₹6,000 fixed 

8. MLOS restriction targets: 

a) Daily housekeeping 

b) Weekend demand protection [Correct] 

c) Airport shuttles 

Answer Key: 1-b, 2-b, 3-b, 4-b, 5-b, 6-b, 7-b, 8-b 

 

 

2.5 Negotiation Tactics in Revenue Management 

 
Negotiation tactics in revenue management transform standard rate discussions into strategic 

revenue opportunities. Tiered pricing, bundling, and upselling leverage behavioural 

economics and data insights to extract higher value from corporate clients, groups, and 

individual guests. These tactics shift focus from "room rate discounts" to "total revenue 

contribution", aligning with emphasis on holistic profitability over occupancy obsession. 

 

2.5.1 Tiered Pricing 



Tiered pricing structures progressive discounts based on volume commitments, creating 

psychological incentives for deeper partnerships: 

 

Tiered Pricing Tactics 

Tiered pricing rewards higher volume commitments with progressive discounts, motivating 

corporates to secure more room nights for better rates. This volume-based approach balances 

occupancy with margins, common for IT firms in any city. 

 

Example Structure (Annual Room Nights): 
Tier 1: 0–500 nights → ₹6,500 

Tier 2: 501–1,000 → ₹6,200 

Tier 3: 1,001+ → ₹5,800  

 

Tactics include the decoy effect—adding an unattractive mid-tier to spotlight premium 

options—and loyalty-exclusive tiers to drive enrolment.  

 

CHECK-BACK QUESTIONS 

 How does tiered pricing encourage higher volume commitments? 

 Explain the decoy effect in a three-tier room package. 

 Why integrate loyalty programs with tiered rates? 

 Compare static vs. tiered pricing for a manufacturing corporate. 

 What data supports setting tier thresholds? 

 

2.5.2 Bundling 

Bundling packages rooms with high-margin services, increasing perceived value while 

boosting average check value. 

 

Bundling Tactics 

Bundling packages rooms with add-ons like breakfast, Wi-Fi, transfers, or lounge access at a 

consolidated rate, increasing perceived value and average check while easing price 

comparisons. This counters commission-heavy OTAs by favouring direct sales. 

 

Example: 

Mumbai Airport Hotel  
Room + buffet breakfast + 2-way transfer + lounge = ₹9,200 (vs. ₹12,500 à la carte). 

Saves guests money, lifts revenue 25-30% via ancillaries. 

Strategies: Simplify choices via apps, target segments (e.g., business bundles with meeting 

credits), and test bundles dynamically based on occupancy forecasts. In India, festive packages 

(Diwali spa + meal) excel for leisure groups. 

 

Example:  

Corporate Business Bundle (Mumbai Airport Hotel): 

Room Only: ₹8,500 

vs. 

Complete Package: ₹10,200 

├── Deluxe Room + Buffet Breakfast 

├── Unlimited Wi-Fi + Printer Access   

├── Return Airport Transfer 

└── Executive Lounge (2 hrs) 



Value Equation: ₹13,200 separate → ₹10,200 bundled = 23% client savings, 35% 

hotel margin uplift. 

 

Example of Integrated packages bundle: 

 

 Corporate Executive: Room + breakfast + Wi-Fi + shuttle (₹10,200 vs. 

₹13,800 unbundled) 

 Conference Block: Rooms + ballroom + coffee breaks + projector 

 Contribution Margin Analysis: 

F&B margins (65%) > Rooms (35%) → Prioritize packages. 

 

2.5.3 Upselling 

Upselling converts base bookings to premium options through targeted touchpoints. 

 

Upselling Tactics 

Upselling converts base bookings to higher-value options by highlighting incremental 

benefits, adding ₹500-₹2,000 per room via targeted prompts. 

 

Techniques: 

Guest Journey Touchpoints: 

Pre-arrival emails: "Offer to check in to a sea-view room for ₹800 more?" 

Check-in: Front desk pitches premium from deluxe (₹7,500 → ₹8,500; +₹1,000 revenue). 

Digital Kiosk (Day 2): "Spa Package or Late Checkout?" 

Success Metrics: 8-12% conversion rate yields ₹800-1,500 incremental revenue per  

upgraded room. 

 

Tactic Application Point Example Gain Best for Segments 

Tiered Pricing Negotiation Volume discounts Corporates (IT) 

Bundling Booking/Packages + 25% ancillaries Airport hotels 

Upselling Check-in/Email ₹1,000/room Leisure groups 

Decoy Effect Website tiers Higher tier choice Transients 

 

Integrating Tactics for Maximum Impact 

Combine tactics:  

 Offer tiered bundles (e.g., Tier 3 corporate gets breakfast + transfer package) with 

upsell paths.  

 AI analytics predict success rates, personalizing for profiles (families: suites; 

business: Wi-Fi upgrades).  

 Track via KPIs like upsell conversion (target 5-10%) and bundle uptake. 

 

 

 

Caselet: TICS Hyderabad Contract Optimization 
Scenario: TICS Hyderabad negotiates 1,800 annual room nights. Initial demand: 

flat ₹6,800 rate. 

 



Revenue Manager's 3-Tactic Strategy: 

Tiered Structure Deployed: 

Tier 1 (0-400): ₹8,900 (BAR-10%)   

Tier 2 (401-900): ₹8,200 (BAR-18%) 

Tier 3 (901+): ₹7,600 (BAR-25%) ← TCS Target 

 

Business Bundle Added: ₹1,400/room uplift 

├── Breakfast + Wi-Fi + Shuttle 

└── 2 Meeting credits/month 

 

Upsell Engine: Executive floor conversion (12% 

target) 

 

Results in 12 Months: 

 

Contract Value: ₹1.58 Cr (vs ₹1.22 Cr flat rate) 

Occupancy Contribution: 28% (stable base) 

Ancillary Revenue: ₹42 lakhs (37% F&B mix) 

Upsell Success: 11.2% → ₹28 lakhs incremental 

Total Revenue Impact: +₹64 lakhs (52% uplift) 

Key Learning: Tier 3 + Bundle + 11% upsell converted risky volume into premium 

partnership revenue. 

 

LET’S SUM UP 

Channel strategy and distribution management equip students with essential frameworks to 

maximize hotel profitability through intelligent distribution channel selection and revenue 

optimization. This chapter explores major channels: direct booking platforms (websites, apps) 

deliver highest margins with complete guest data control; Online Travel Agencies 

(OTAs) provide massive visibility at 15-25% commission cost; Global Distribution Systems 

(GDS) serve corporate travel agents; meta-search engines capture organic search traffic; 

and wholesalers supply bulk inventory to tour operators. 

Core concepts include Net RevPAR – the true profitability metric surpassing traditional 

RevPAR. Students master channel mix optimization prioritizing direct bookings (target 40-

50%), displacement cost analysis comparing group business against transient 

revenue potential, and protective strategies like blackout dates, volume agreements, Request 

for Proposals (RFPs), and stay restrictions (Minimum Length of Stay, Closed to Arrival). 

Negotiation tactics – tiered pricing (progressive volume discounts), bundling (rooms + high-

margin F&B/services), and upselling (8-12% conversion) – transform rate discussions into 

total revenue opportunities. AI-powered Revenue Management Systems enable real-time rate 

parity, predictive displacement analysis, and dynamic inventory allocation across all platforms. 

The chapter shifts focus from occupancy obsession to total revenue contribution, blending 

strategic sales expertise with data-driven distribution mastery—essential skills for modern 

Rooms Division leadership. 

 

REVIEW QUESTIONS: 

 

Fill-in-Blanks  

1. Revenue managers use ____ analytics for client ____. 

2. Phase 1 involves historical ____ and competitor ____.  

3. Contracts include rate ____ and periodic ____.  



4. ____ segments differ by bulk vs. flexible demand.  

5. AI tools simulate ____ scenarios.  

 

True/False  
1. Displacement ignores ancillaries.  

2. RFPs guarantee wins.  

3. Blackouts apply to direct only.  

4. Volume pacts ensure occupancy.  

5. Max LOS frees peaks.  

 

Match the following: 
A. Decoy → 1. Bundles 

B. Incremental ₹800 → 2. Tiered 

C. Room + breakfast → 3. Upsell 

D. 1,000 nights discount → 4. Unattractive tier 

 

SHORT TYPE ANSWER QUESTIONS  

1. Define Net RevPAR and differentiate it from RevPAR with a simple example. 

2. List the five major hotel distribution channels and identify which yields highest profit 

margins. 

3. What is displacement cost analysis? State its basic formula. 

4. Differentiate static vs. dynamic corporate rates with one advantage each. 

5. Name three negotiation tactics in revenue management with their primary purpose. 

LONG TYPE ANSWER QUESTIONS  

1. Propose a channel mix for a leisure hotel targeting 50% direct bookings. 

2. List three Indian blackout dates with rationale for exclusion from group rates. 

3. Design a three-tier pricing structure for 1,200 annual corporate room nights (BAR 

₹10,000). Show rates as % discounts. 

4. Explain the decoy effect in tiered pricing with a practical hotel example. 

5. Outline RFP response steps for a 100-room MICE event during peak season. 

 

CASE STUDY  

1. Ginfosys RFP: 800 nights at ₹7,000 static rate during peaks (BAR ₹11,000, 90% 

forecast). Conduct displacement analysis and recommend accept/reject with contract 

modifications including blackout dates and bundling. 

2. IT corporate demands Tier 3 rates (BAR-25%) for only 500 nights commitment. 

Design counter-offer integrating all three negotiation tactics (tiered pricing, bundling, 

upselling) achieving 95% of Tier 3 revenue at Tier 2 volume levels. 

GLOSSARY 

ADR (Average Daily Rate) 
Total room revenue divided by the number of rooms sold in a given period. Measures pricing 

effectiveness, excluding unsold or complimentary rooms. 

BAR (Best Available Rate) 
The highest unrestricted public room rate available at any point in time, serving as the 

benchmark for dynamic pricing across all channels. 

Blackout Dates 
High-demand dates during which discounted corporate, group, or promotional rates are not 

applicable. 



Bundling 
Packaging rooms with value-added services (F&B, transfers, spa, Wi-Fi) to increase total 

revenue per booking without reducing room rates. 

CTA (Closed to Arrival) 
A restriction where new check-ins are not permitted on specific dates, though in-house guests 

may continue their stay. 

Channel Manager 
Software that synchronizes room inventory, rates, and availability across multiple distribution 

channels (OTAs, GDS, brand website) in real time. 

Corporate Rate 
Negotiated discounted rate offered to companies in exchange for consistent or contracted 

business volume. 

Decoy Effect 
A pricing strategy where a deliberately unattractive option is introduced to steer customers 

toward a more profitable preferred choice. 

Displacement Cost 
The revenue lost when lower-rated group business replaces higher-rated transient demand 

during high-occupancy periods. 

Dynamic Pricing 
Flexible pricing strategy where room rates change in real time based on demand, market 

conditions, competitor rates, and forecasting models. 

GDS (Global Distribution System) 
Reservation networks such as Amadeus or Sabre that connect hotels with travel agents and 

corporate buyers worldwide. 

LOS (Length of Stay) 
Minimum or maximum number of nights a guest is required to book during specific periods. 

MLOS (Minimum Length of Stay) 
A mandatory minimum number of nights imposed to optimize occupancy and reduce short-

stay inefficiencies. 

Net RevPAR (Net Revenue Per Available Room) 
Net room revenue after deducting distribution costs (commissions, fees) divided by total 

available rooms; reflects true profitability. 

OTA (Online Travel Agency) 
Third-party booking platforms (e.g., Booking.com, Expedia, MakeMyTrip) that provide 

market reach in exchange for commission. 

PMS (Property Management System) 
Core hotel system managing reservations, guest profiles, billing, housekeeping, and inventory; 

integrates with RMS and channel managers. 

Progressive / Tiered Pricing 
Pricing structure offering increasing discounts based on higher volume commitments or longer 

stay thresholds. 

Rate Parity 
Practice of maintaining consistent room rates across all distribution channels to protect brand 

integrity and avoid contractual penalties. 

RevPAR (Revenue Per Available Room) 
Room revenue divided by total available rooms, or ADR × Occupancy; measures overall room 

revenue performance. 

RevPAG (Revenue Per Available Guest) 
Total revenue generated per guest, including rooms, food & beverage, spa, and other ancillary 

services. 



RFP (Request for Proposal) 
Formal document issued by corporate or group clients outlining accommodation requirements 

and inviting rate quotations. 

RMS (Revenue Management System) 
AI-enabled system that forecasts demand, recommends pricing, manages inventory controls, 

and optimizes revenue decisions. 

Static Rate 
A fixed room rate that does not change with market demand or competitive conditions; 

common in legacy contracts. 

Upselling 
Encouraging guests to upgrade to higher room categories or add paid services to increase 

booking value. 

Volume Agreement (CVGR) 
Contractual arrangement guaranteeing a specific number of room nights in exchange for 

negotiated pricing. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



UNIT 3 

DECISION MAKING 

OVERVIEW 

Revenue Management is presented in this document as a strategic decision-making discipline 

that enables hotels and other service businesses to optimize revenue in environments 

characterized by fixed capacity, perishable inventory, high fixed costs, and uncertain demand. 

Unlike traditional pricing approaches, Revenue Management integrates economic principles, 

consumer behaviour, forecasting, and capacity control to determine how limited inventory 

should be priced, allocated, and protected over time. The document establishes the economic 

foundations of Revenue Management by examining the implications of perishability, 

contribution margins, and fluctuating demand patterns, and explains how supply–demand 

dynamics operate differently in hospitality markets where short-term supply is perfectly 

inelastic. Building on this foundation, the discussion explores customer willingness to pay and 

price sensitivity, highlighting why different segments—such as business and leisure 

travellers—respond differently to pricing and restrictions. The concept of consumer surplus is 

introduced to explain why single-price strategies are suboptimal and how segmentation can 

improve revenue outcomes. The document further explains the role of rate fences as practical 

mechanisms that enable differential pricing without undermining fairness or brand integrity. In 

addition, it covers key Revenue Management tools such as demand forecasting, booking 

curves, length-of-stay controls, overbooking, displacement analysis, and channel strategy. 

Together, these concepts demonstrate how Revenue Management supports data-driven 

decisions that align pricing, capacity, distribution, and technology to maximize revenue and 

profitability. 

 

LEARNING OBJECTIVES 

 

S.No. Sub Unit Learning Topics Key Learning Objectives/At the end of 

the sub-unit, learners will be able to 



1 The 

Economic 

Imperative – 

Why RM 

Matters 

 Supply and 

demand 

dynamics 

 Critical Role of 

Forecasting 

 Willingness to 

Pay and Price 

Sensitivity 

 Consumer 

Surplus 

 Analyse the fundamental 

economic forces that 

influence hotel pricing 

 Evaluate customer willingness 

to pay across different market 

segments 

 Assess price sensitivity 

variations among guest 

profiles 

2 Rate Fences  Advance 

Purchase 

 Length of Stay 

 Booking 

Channel 

 Corporate 

Negotiated 

Rates 

 Construct effective rate fences 

to segment demand by 

willingness to pay 

 Apply rate fences to simple 

booking scenarios 

 Differentiate between 

customer segments targeted 

by each rate fence. 

3 Optimizing 

Demand Curves 

 Why this 

matters 

profoundly for 

Hotels 

 Moving from 

Demand Curve 

to Revenue 

Curve 

 Explain why understanding 

demand curves is critical for 

hotel pricing 

 Translate a demand curve into 

a revenue curve by linking 

price, quantity and revenue 

 Identify the price point that 

maximizes revenue 

4 Elastic vs. 

Inelastic 

Demand 

 Increasing 

Prices during 

Inelastic 

Demand 

 Offering 

Discounts 

during Elastic 

Demand 

 

 Differentiate between elastic 

and inelastic demand 

 Explain why increasing prices 

during inelastic demand periods 

can raise revenue without 

materially reducing bookings. 

 Apply elasticity-based logic to 

recommend pricing actions for 

peak vs. low-demand scenarios 



 

3.1 THE ECONOMIC IMPERATIVE: WHY REVENUE MANAGEMENT MATTERS 

Revenue Management (RM) is not merely a tactical pricing tool; it is a strategic necessity born 

out of the unique economic characteristics of the hospitality and travel industries. These 

characteristics create both a challenge and an opportunity that RM directly addresses: 

Fixed and Perishable Inventory: A hotel room, an airline seat, or a restaurant cover is 

a classic example of perishable inventory. Unlike manufactured goods, this inventory 

cannot be stored or sold later. If on a particular day, these hospitality products go unsold, 

the revenue is lost forever and cannot be compensated, at any point of time in future. 

High Fixed Costs and Low Variable Costs: The hotel industry is capital-intensive. The 

costs of land, construction, furniture, fixtures, and equipment (FF&E), and a large 

portion of staff salaries are fixed costs that do not fluctuate significantly with 

occupancy. The variable cost of servicing one additional guest (cleaning supplies, 

toiletries, minimal utilities) is relatively low, often estimated at only 10-30% of the 

room rate.  

5 Room Inventory 

Segmentation 

 Why 

Segmentation 

is a Strategic 

Imperative 

 Segmentation 

by Room 

Type 

 Segmentation 

by Rate 

Category 

 Segmentation 

by Allotment 

 Explain why room inventory 

segmentation is a strategic 

imperative for maximizing 

hotel revenue and control 

 Differentiate inventory 

segmentation by room type, 

rate category, and 

allotment/distribution. 

 Apply inventory segmentation 

logic to allocate rooms across 

segments 

6 Revenue 

Maximization 

and Excel 

Solver 

 Deconstructin

g Problem 

Statement 

 Solving the 

Problem 

 Solve with 

Excel Solver 

 Deconstruct a revenue 

maximization problem by 

identifying the objective 

function, decision variables, 

and constraints 

 Formulate the revenue 

optimization model 

mathematically using hotel 

inventory and rate data 

 Solve the optimization problem 

using Excel Solver to determine 

optimal room allocation or 

pricing decisions 



Fluctuating and Uncertain Demand Patterns: Hotel demand is rarely stable. It 

exhibits predictable fluctuations (seasonality, day-of-week patterns for business hotels, 

weekends for leisure resorts) and unpredictable variations (due to weather, local events, 

or economic conditions). 

 

 

 

 

 

 

 

 

3.1.1 Supply and Demand Dynamics – The Core Engine of Pricing 

 

Figure 1 : Illustration of Supply and Demand Dynamics 

 

The principle of supply and demand is the most fundamental concept in economics, and in 

Revenue Management, it is the dynamic engine that drives all pricing decisions. However, in 

the context of RM, this classic model is applied with a unique twist: the supply is 

fundamentally fixed and perishable, while demand is highly variable and time-sensitive. 

This creates a pricing environment that is both constrained and opportunistic. 

The RM Interpretation of Supply and Demand: 
In traditional markets, an increase in price typically incentivizes producers to increase supply 

Key Implication: Because hotel inventory is fixed and perishes daily, every unsold room 

represents irreversible lost revenue, making proactive demand management essential. High fixed 

costs mean profitability depends far more on pricing and mix than on cost control alone. Since the 

marginal cost of selling an extra room is low, it is often rational to accept discounted business 

during low-demand periods to contribute toward fixed costs. At the same time, fluctuating demand 

requires prices to vary by day, segment, and booking window rather than remain static. RM 

therefore shifts the focus from “filling rooms” to selling the right room to the right customer at 

the right price and time. Without RM, hotels either leave money on the table during peak demand 

or suffer unnecessary spoilage during low-demand periods. In essence, RM converts demand 

uncertainty from a risk into a revenue opportunity. 

 



over time. In hospitality, this is nearly impossible. A 100-room hotel cannot create a 101st 

room for a busy night. Therefore, the supply curve is perfectly inelastic in the short term—it 

is a vertical line. The entire focus shifts to understanding and influencing the demand curve. 

The hotel’s inventory (supply) is a finite pool that must be allocated and priced across 

different customer segments and time periods to generate the maximum possible revenue 

before it perishes. 

Now, let’s dwell upon following two scenarios that we widely see being used by revenue 

managers across sectors of hospitality: 

1. High Demand + Low Supply → Increase Rates: This is the scenario of constrained 

supply. When forecasted or realized demand approaches or exceeds available capacity 

(e.g., a major city-wide conference, New Year's Eve, a popular festival), the hotel has 

more potential buyers than rooms. In economic terms, a seller's market exists. The 

strategic imperative is to capitalize on this scarcity. 

Mechanism: The hotel will systematically increase its prices, starting with 

closing out the lowest fare buckets (e.g., advance purchase discounts) and 

moving the publicly available "Best Available Rate" (BAR) upward. The goal 

is to find the price point at which demand just fills the remaining capacity. This 

price is often significantly higher than the annual average rate. This practice, 

sometimes perceived negatively as "price gouging," is economically rational; it 

allocates scarce resources to those who value them most (have the highest 

willingness to pay) and maximizes revenue for the asset owner. 

Example Elaboration - New Year’s Eve: This is a canonical example of 

inelastic demand. Celebrations are date-specific, and alternatives are 

limited. A hotel in a prime location can "aggressively raise rates" 

because consumer price sensitivity plummets. A guest paying 

₹20,000 for a room they might book for ₹8,000 on a regular 

weekend is not just paying for the room; they are paying for 

the experience, location, and social capital associated with that 

specific night. The hotel's RM system uses historical data from past 

New Year's periods, current booking pace (how quickly rooms are 

selling), and competitor pricing to determine the optimal, revenue-maximizing 

rate, which may be adjusted daily or even in real-time. 

2. Low Demand + High Supply → Use Promotions to Stimulate Bookings: This is the 

scenario of excess capacity. Typical periods include the off-season for resorts, mid-

week days for business hotels, or periods with negative demand shocks (e.g., bad 

weather, political unrest). Here, a buyer's market prevails. The marginal cost of selling 

an additional room is low, and the risk of spoilage (empty rooms) is high. 

Mechanism: The RM strategy pivots from rate maximization to volume 

stimulation. This involves opening lower-rate buckets, creating targeted 

promotional packages, and offering value-added deals. The objective is to shift 

the demand curve outward—to attract a different, more price-sensitive segment 

of the market that would not have booked at the standard rate. Promotions are 

not just about lowering price; they are about repositioning the value 

proposition. A "Bed & Breakfast" package or a "Stay 3 Nights, Pay for 2" offer 

maintains perceived value while effectively reducing the nightly rate. 

A hotel can be 100% full 

and still be losing money 

— RevPAR doesn’t pay 

the bills, GOPPAR does. 



Example Elaboration - Mid-Week Off-Season: For a business hotel, weekends 

represent low demand from their core segment. The RM system identifies this 

pattern. Lowering the rate from ₹6,000 to ₹3,500 is a strategic move to tap into 

the leisure segment—locals seeking a "staycation," visiting relatives, or 

bargain-hunting travelers. This rate must be carefully calculated: it must be low 

enough to stimulate new demand (not just cannibalize guests who would have 

paid more) but high enough to exceed variable costs and make a positive 

contribution to fixed costs and profit. The use of rate fences (like requiring a 

Friday or Saturday night stay) is crucial here to ensure this low rate does not 

leak into the business traveler segment. 

 

 

3.1.2 The Critical Role of Forecasting: 
The decision to raise or lower prices cannot be reactive; it must be predictive. This is 

where demand forecasting becomes the critical input. RM systems use complex algorithms 

that analyze: 

 

 

 

 

 

 

 

 

 

 

 

By synthesizing this data, the RM system or revenue manager forecasts future demand levels, 

allowing for proactive price adjustments rather than last-minute, desperate discounts. 

 

 

 

 

 

 

Figure 2: Forecasting Factors that RM analyses 

Check Back Questions 

1. How do high fixed costs and low variable costs change the risk of leaving rooms unsold? 

2. Why is raising rates during periods like New Year’s Eve economically rational, even if prices seem 

unusually high? 

Caselet: A 90-room city hotel usually sells at an average rate of ₹6,000 with 65% weekday 

occupancy. Three weeks before arrival, a large trade fair is announced, and bookings surge rapidly, 

pushing expected occupancy to 95%. Several rooms are still being sold at discounted advance-

purchase rates. The revenue manager must decide whether to keep these rates open or adjust pricing 

immediately. 

1. Why is raising room rates in this situation economically rational, even if it risks slower bookings? 

2. Which forecasting signals should the revenue manager rely on to justify closing discounted rate 

buckets? 

 



3.1.3 Willingness to Pay and Price Sensitivity – The Psychology of the Market 

If supply and demand provides the macro framework, Willingness to Pay (WTP) and price 

sensitivity provides the micro foundation — the understanding of individual consumer 

behaviour that makes segmentation and differential pricing possible. 

Willingness to Pay (WTP): When it comes to pricing a product under the principles of 

Revenue Management, we often solely focus upon just the single aspect of income levels of 

the target market, however tend to miss out on a very essential aspect that actually lays, or 

rather should lay the foundation of pricing. It is something that we call it as Willingness to Pay 

(WTP). Let’s try and understand the concept below: 

This is the maximum price a specific customer (or segment) is prepared to pay for a good or 

service. It is not a single number for a product but a distribution across the population. It is 

influenced by a multitude of factors: 

1. Personal Income and Budget: The fundamental ability to pay. 

2. Context and Urgency (Trip Purpose): This is the most critical factor for 

segmentation. A traveler flying to close a business deal has a high urgency and a high 

WTP, often backed by a corporate budget. A family planning a vacation a year in 

advance has lower urgency and a more flexible, price-sensitive budget. 

3. Perceived Value and Alternatives: How does the customer perceive the hotel's quality, 

brand, and amenities relative to competitors? What other options are available? 

4. Emotional and Social Factors: The desire for a luxury experience, a special 

celebration, or peer influence. 

We shall now try and understand this with the help of an example:  

A business traveler has an early morning meeting and must stay near the office. 

He is willing to pay ₹8,000 for a hotel room to avoid traffic and stress. 

A leisure traveler booking the same room for a weekend getaway is only willing to pay ₹4,500. 

The room is identical, but the value of the stay is different for each guest. 

That maximum amount each guest is willing to pay is called Willingness to Pay (WTP). 

Revenue management tries to charge each guest as close to their WTP as possible—without 

losing them. “WTP isn’t about how nice your room is—it’s about how badly the guest needs 

it.” 

Price Sensitivity (Elasticity of Demand): This measures how much the quantity demanded 

changes in response to a change in price. It is the practical manifestation of WTP across a 

segment. 

Price Sensitivity can also be referred to as the customer’s reaction to pricing changes. In 

general, a revenue manager’s role is to maximize revenues for the hotel, which often comes 

with a bias for higher prices. On the other hand, guests would prefer lower rates or a perceived 

high value for the prices paid. However, not all the guests have the same price sensitivity. 

Let’s see to this through this example: a family of four going to visit relatives on a weekend 

might choose the hotel based on the lowest rate available in the area even if they have to drive 

a bit more since they are paying for their room themselves. A business traveller, on the other 

hand, might choose the hotel for its proximity to the office or to his clients, and since the 

company will eventually reimburse travel expenses, the price of the room is less relevant to the 

traveller making the decision to book. Now, consider if the hotel decided to increase the rates 



of the room by ₹3,000 - ₹4,000 for the same room the same day. What is the likelihood that the 

family would continue shopping for a cheaper room or that the business traveller would book 

the same room? 

 A price-insensitive (inelastic) segment will book almost the same number of rooms 

even if the price increases significantly. Their demand curve is 

steep. 

 A price-sensitive (elastic) segment will dramatically 

change their booking behaviour based on price. Their 

demand curve is flatter. 

Example Elaboration – Business vs. Leisure Travelers: 

 Business Travelers (Low Price Sensitivity): Their demand 

is derived demand—it is necessary for their employment. Key 

characteristics drive low sensitivity: 

Short Booking Windows: Plans change frequently, requiring flexibility (free 

cancellation, changes). 

Expense Reimbursement: The cost is often borne by a company, not the 

individual. 

Location and Convenience: Proximity to a client's office or conference centre 

is paramount. 

Time Sensitivity: Their schedule is inflexible. 

Goal for RM: To capture value from this segment by offering the flexibility 

they need at a premium price. The focus is on rate, not volume. 

 Leisure Travelers (High Price Sensitivity): Their demand is discretionary. Key 

characteristics drive high sensitivity: 

Long Planning Horizons: They can shop months in advance for the best deal. 

Personal Budget: The cost comes directly from their pocket. 

Flexibility: They can often shift dates, choose alternative destinations, or stay 

in different accommodation types (e.g., vacation rentals). 

Goal for RM: To stimulate volume from this segment by offering attractive, 

fenced discounts that appeal to their planning behaviour and budget 

consciousness. The focus is on filling capacity during soft periods. 

 

The Strategic Goal: Segmentation and Surplus Capture 
The existence of these differing WTP profiles creates both a challenge and an opportunity. The 

challenge is that a single price for all is suboptimal: 

 A single high price captures surplus from business travelers but excludes leisure 

travelers, leaving rooms empty. 

 A single low price fills the hotel but gives away massive consumer surplus to business 

travelers who would have paid much more. 

A hotel's supply is "perfectly 

inelastic" in the short term, 

meaning even if a billion-dollar 

delegation arrives, a 100-room 

hotel cannot physically create a 

101st room for the night. 



The opportunity, therefore, is to segment the market and design different product-price 

combinations to cater to each segment's WTP and behaviour, thereby capturing more of the 

total available revenue in the market. This leads directly to the concept of consumer surplus. 

 

3.1.4 Consumer Surplus – The "Money Left on the Table" 

 

Definition and Economic Significance: 
Consumer Surplus is a core microeconomic concept 

defined as the difference between the total amount 

consumers are willing and able to pay for a good 

or service (their total WTP) and the total amount 

they actually do pay (the market price multiplied 

by quantity). Graphically, it is the area below the 

demand curve and above the market price line. 

For an individual, it's the feeling of getting a "good 

deal." For the hotel, it represents potential revenue 

that was not captured. 

 

Illustrative Example Deep Dive: 
The example states: A business traveler is willing to 

pay ₹10,000, but the rate is ₹7,000, creating a ₹3,000 

consumer surplus. 

 Let's expand this: Imagine 100 such identical business travelers. Their collective WTP 

for a room is ₹10,000 each. If the hotel sets one price of ₹7,000, all 100 books. The 

hotel earns ₹700,000. However, the total value this group placed on the rooms was 

₹1,000,000 (100 rooms * ₹10,000 WTP). The aggregate consumer surplus is 

₹300,000. This is the "money left on the table." 

The Hotel's Strategic Dilemma – A Deeper Analysis: 
This outlines the dilemma of choosing one price. Let's analyze it with numbers: 

 Scenario A: Set a High Price (₹10,000). This captures the full WTP from business 

travelers. However, leisure travelers with a WTP of, say, ₹6,000 or less will not book. 

If there are 50 leisure travelers willing to pay between ₹6,000 and ₹3,500 (the variable 

cost), they are turned away. The hotel earns ₹10,000 * 100 business travelers = 

₹1,000,000, but the 50 potential leisure rooms spoil. Could total revenue be higher? 

 Scenario B: Set a Low Price (₹6,000). This attracts both segments. All 100 business 

travelers book (now enjoying a ₹4,000 surplus each), and all 50 leisure travelers book. 

Revenue = ₹6,000 * 150 rooms = ₹900,000. This is less than Scenario A, despite selling 

more rooms. The hotel has captured business from the leisure segment but has given 

away even more surplus to the business segment. 

 Scenario C: The RM Ideal – Price Discrimination. This is the solution. Charge the 

business travelers ₹10,000 and the leisure travelers ₹6,000. Total Revenue = (₹10,000 

Figure 3: Consumer Surplus - The Revenue 

Opportunity Gap 



* 100) + (₹6,000 * 50) = ₹1,000,000 + ₹300,000 = ₹1,300,000. This is a 30% increase 

over the next best single-price scenario. 

 

The "Goal" Re-stated in Economic Terms: 
The goal of RM is to minimize aggregate consumer surplus by moving from a single-point 

pricing model to a multi-point pricing model that approximates the downward-sloping 

demand curve. In practice, a hotel cannot have 100 different prices, but it can have 3-5 well-

designed rate products (BAR, Corporate, Advance Purchase, Package) that target the major 

"steps" in the market's WTP distribution. Each rate product, defended by appropriate rate 

fences, is designed to appeal to a specific segment and capture a portion of the market closer 

to its respective WTP. 

This process transforms the hotel's revenue from a simple "Price x Quantity" calculation into a 

more complex but far more lucrative optimization of ∑ (Priceₛ × Quantityₛ) across all 

segment’s 's', subject to capacity constraints. This directly sets the stage for the next principle: 

the use of Rate Fences to make this segmentation operational. 

 

 

 

 

 

 

 

Check Back Questions 

1. How would an elastic segment react differently from an inelastic segment to a ₹3,000–

₹4,000 price increase? 

2. Why are business travellers generally less price-sensitive than leisure travellers? 

Caselet: A city hotel offers a room at ₹9,000 for last-minute bookings and ₹5,500 for an advance-

purchase, non-refundable rate booked 21 days earlier. On the same night, a business traveller books 

the ₹9,000 rate for proximity to a client meeting, while a family books the ₹5,500 rate after 

comparing multiple hotels online. Both guests stay in identical rooms and use the same facilities. 

1. Which guest segment demonstrates higher willingness to pay, and what behavioural 

factors explain this difference? 

2. If the hotel sold all rooms at ₹5,500, what type of economic value would the hotel be 

giving away, and to which segment? 

 

Figure 4: Hotel's Pricing Dilemma - Available Alternatives 



3.2 RATE FENCES – THE STRATEGIC WALLS 

The Fundamental Problem and Solution: 

The economic dilemma presented earlier—how to charge different prices to different segments 

for the same basic room—requires a practical mechanism. This mechanism is the rate fence. 

Rate fences are the rules, restrictions, and product differentiations that create separate 

"pens" within the market, allowing customers to self-select into the price category that aligns 

with their willingness to pay (WTP) and travel behaviour. Without effective fences, high-WTP 

customers would simply "trade down" to the lowest available price, destroying the revenue 

optimization strategy. 

A rate fence must satisfy two key economic criteria: 

1. It must be costly for the high-WTP segment to circumvent. The inconvenience or 

restriction must outweigh the monetary savings. 

2. It must be justifiable and transparent to avoid customer alienation and potential legal 

issues (it cannot discriminate based on protected characteristics like race or gender). 

Detailed Analysis of Example Rate Fences: 

3.2.1 Advance Purchase (Non-Refundable, Booked 30 Days Early) 

 Economic Principle: This fence exploits differences in planning horizon and risk 

tolerance. It separates the price-sensitive, flexible leisure planner from the time-

sensitive, uncertain business traveler. 

 Industry Practice & Case: This is a cornerstone of airline and hotel RM. Consider the 

airlines, GoAir (and then, Go First) in the Indian domestic market. They were quite 

famous for offering "Early Bird" fares that were 40-50% cheaper than their standard 

fare, but were strictly non-refundable and require booking 60-90 days in advance. 

How it Works: A family planning a Diwali vacation to Goa 3 

months out will happily accept the restriction to save ₹8,000 on 

flights. A corporate travel manager booking a trip for a sales 

team next week cannot possibly meet the advance purchase 

requirement and must pay the higher, flexible fare. The fence 

is effective because the business traveler's cost (the 

impossibility of knowing travel needs 90 days ahead) is far 

greater than the benefit (the discounted fare). 

 Hotel Application: A resort in Kerala offering a "Monsoon 

Magic" package at 35% off, booked 30 days in advance, with full pre-payment. 

This targets domestic tourists planning a getaway, while walk-in or last-minute 

international travelers pay the full BAR. 

3.2.2 Length of Stay (Minimum Night Requirements) 

 Economic Principle: This fence differentiates based on trip purpose. It effectively 

filters out short-stay business travelers (who typically stay 1-2 nights) in favour of 

leisure travelers (who often stay longer). 

 Industry Practice & Case: This is critical during peak demand periods. A classic 

example is hotels in Las Vegas during major conventions like CES. A hotel might 

impose a 4-night minimum stay for the dates spanning the convention. 

Two guests in the 

same room can pay 

wildly different 

prices and both feel 

they got a deal 



How it Works: An attendee of CES must be in Las Vegas for those specific 

dates. If their trip is only for 3 nights, the 4-night minimum either forces them 

to pay for an unused night or choose another hotel. This ensures the hotel 

maximizes revenue per booking during the ultra-high-demand period. The 

leisure tourist simply avoids these dates. The fence works because the business 

traveler's need for specific dates is inelastic, while the leisure traveler's dates are 

flexible. 

 

3.2.3 Booking Channel (Website-Only Offers) 

 Economic Principle: This fence segments customers by distribution cost and tech-

savviness. It incentivizes direct bookings, which have zero or low commission costs 

(~5-15% for loyalty programs vs. 15-25% for OTAs), by offering an exclusive price. 

 Industry Practice & Case: The "Best Price Guarantee" or "Member Exclusive 

Rate" used by chains like Marriott Bonvoy and IHG. They offer a discount of 5-10% 

(or bonus loyalty points) for bookings made directly on their website or app. 

How it Works: This creates a price fence that is only visible to those who go 

directly to the brand's channel. It targets the brand-loyal, tech-comfortable 

customer who values the direct relationship (and the points). The casual traveler 

who starts their search on an OTA like MakeMyTrip may never see this rate. 

The hotel saves on OTA commission, and the guest gets a slightly better deal—

a win-win that strengthens the direct channel. The fence is the slight extra effort 

required to go to the hotel's specific website instead of using an aggregator. 

 

3.2.4 Corporate Negotiated Rates 

 Economic Principle: This is a volume-for-price trade. It creates a separate, opaque 

price for a specific, high-volume segment (a company) in exchange for guaranteed 

room nights and simplified billing. 

 Industry Practice & Case: A large IT company like Infosys or TCS negotiates a 

year-long corporate rate with a chain like Taj or Hilton for all its employee travel in 

Bengaluru. This rate might be ₹6,500, while the public BAR is ₹8,500. 

How it Works: The rate is accessible only via a unique booking code or through 

the company's dedicated travel desk. It is often flexible (fully refundable) to 

accommodate changing business schedules. For the hotel, this provides a base 

of predictable, year-round demand that stabilizes occupancy. The fence is the 

requirement of being an employee of the contracted company and using the 

approved booking method. A regular tourist cannot access this rate. 

Elaboration on the Provided Example: 

 BAR (₹7500): The publicly available, flexible rate for the unsegmented, last-minute, 

or brand-agnostic guest. 

 Advance Purchase (₹6000): A 20% discount for the price-sensitive planner who 

assumes cancellation risk. 



 Weekend Promo (₹6200): Targets local leisure "staycation" market, using the 

minimum stay to ensure decent revenue per booking. 

 Corporate Rate (₹6800): A 9% discount for the valuable volume business, balancing 

yield with relationship management. 

The Strategic Outcome: These fences collectively create a "price waterfall" or "rate 

grid" that methodically captures revenue from different parts of the demand curve, moving the 

hotel's pricing from a single point to a multi-tiered structure that mirrors market heterogeneity. 

 

Figure 5: Rate Fences - Crossing or Navigating Obstructions 

 

To Summarize: This image illustrates that while both guests receive the exact same room, the 

"path" to buy it determines the price. The high rate buys a "red carpet" experience of total 

flexibility, while the low rate requires navigating "fences"—restrictions like advance booking 

or no refunds that business travelers typically cannot accept. 

 

 

 

 

 

 

 

 

 

Check Back Questions 

1. What two economic criteria must a rate fence satisfy to be effective? 

2. How does an "Advance Purchase" restriction distinguish between business and 

leisure travellers? 

Caselet: A 140-room hotel offers a ₹5,800 Advance Purchase rate and a ₹7,500 BAR for the 

same room. The advance rate is refundable and available until one day before arrival. During 

a high-demand weekday, several last-minute business travellers book the lower advance rate 

instead of BAR. The hotel sells out but reports lower-than-expected ADR. 

1. Why did the Advance Purchase rate fail as an effective rate fence in this scenario? 

2. What specific change to the rate fence would prevent high-WTP guests from 

trading down? 

 



3.3 OPTIMIZING DEMAND CURVES  

The Demand Curve as a Strategic Map: 

The demand curve is not merely an academic graph; it is the fundamental predictive 

model for RM. It visually and mathematically represents the relationship between price and 

the quantity of rooms the market will purchase over a specific future period (e.g., for next 

Tuesday night). Its downward slope is a universal truth: as price increases, the number of 

willing buyers decreases, and vice-versa. 

 

Figure 6: Demand Curve - Bridge to Optimize Revenue 

 

3.3.1 Why This Matters Profoundly for Hotels: 
A hotel manager's intuition about price is often linear: "Higher price = more money." The 

demand curve reveals this is false beyond a critical point. The goal is not to sell at the highest 

possible price, but at the price that yields the maximum area under the price-quantity 

rectangle—that is, Total Revenue (TR) = Price (P) × Quantity (Q). This optimal point (P*) 

is found where the marginal revenue from selling one more room equals zero. 

Deep Dive into Sample Pricing Data: 

Following segment presents a crucial exercise: 

 At ₹4,000 → 90 rooms sold = ₹3,60,000 

 At ₹5,000 → 70 rooms sold = ₹3,50,000 

 At ₹6,000 → 50 rooms sold = ₹3,00,000 



Analysis: Here, ₹4,000 is the revenue-maximizing price among these three options. However, 

a skilled revenue manager would probe deeper: 

1. Is this the full demand curve? What about ₹4,500? It might sell 80 rooms, generating 

₹3,60,000—the same revenue but with higher profit (as servicing 10 fewer rooms 

lowers variable costs). 

2. What is the cost structure? If the variable cost per room is ₹1,000, the profit at each 

point is: 

o ₹4,000: (₹4,000 - ₹1,000) * 90 = ₹2,70,000 

o ₹5,000: (₹5,000 - ₹1,000) * 70 = ₹2,80,000 ← Higher Profit 

o ₹6,000: (₹6,000 - ₹1,000) * 50 = ₹250,000 

This reveals that ₹5,000 may be the profit-maximizing price, not ₹4,000. RM 

software calculates contribution margin, not just top-line revenue. 

3. How was this data derived? In practice, hotels use: 

Historical Transient Data: What happened last year on a similar night? 

Booking Pace Analysis: How many rooms have already 

been sold at what prices? 

Price Elasticity Testing: Running A/B tests on 

low-risk dates (e.g., two identical Tuesdays) with 

different prices on different OTA channels or to 

different customer groups. 

Market Benchmarking: Using tools like STR or 

Duetto to see competitor pricing and estimated 

occupancy. 

3.3.2 Moving From Demand Curve towards Revenue Curve: 

The Revenue Curve is derived directly from the demand curve. For each price point (P), you 

plot the corresponding total revenue (P × Q). This curve is typically concave (an inverted U-

shape), clearly showing the revenue-maximizing "peak." The revenue manager's job is to 

identify and price at or near this peak. Modern RMS software automatically models this curve 

and suggests optimal rates. 

Practical Industry Application – The "Open Pricing" Model: 
Traditional RM used a nested, class-based system (like airlines). The modern approach, enabled 

by technology, is "Open" or "Continuous" Pricing. Here, the demand curve is dynamically 

modelled in real-time. The system doesn't just open or close a predefined "Discount" bucket; it 

calculates an optimal price for each future date continuously, based on: 

 Remaining inventory 

 Time until arrival 

 Competitive set pricing 

 Real-time demand signals (web traffic, search volume, pick-up pace) 

Case Example: A Hotel in Connaught Place, Delhi. 

Overbooking is not 

greed — it’s a 

statistical hedge 

against human 

indecision 



 90 Days out: Base price set at ₹7,000. Low pick-up. System holds rate steady. 

 45 Days out: A major corporate group inquires for 30 rooms. System immediately 

raises the public BAR for those dates by 15% to ₹8,050, knowing demand is 

materializing and scarcity is increasing. 

 21 Days out: The corporate group books 25 rooms. Public bookings are strong. System 

raises BAR further to ₹9,000 and closes advance-purchase discounts. 

 3 Days out: Hotel is 95% sold out. System applies a "last-minute premium" of 

₹10,500, targeting desperate last-minute travelers and budget-agnostic walk-ins. 

This entire sequence is a real-time walk along the demand curve, adjusting price as the actual 

quantity demanded at different price points becomes clearer. 

 

 

 

 

 

 

 

 

 

 

3.4 ELASTIC VS. INELASTIC DEMAND – THE STRATEGIC LEVERS OF PRICING 

This is the operational heart of tactical RM. Price elasticity of demand measures 

the responsiveness of quantity demanded to a change in price. The formula is: Elasticity (E) 

= (% Change in Quantity Demanded) / (% Change in Price). 

 Elastic Demand (|E| > 1): Quantity changes more than price. A 10% price cut leads to 

a >10% increase in rooms sold. Typical of leisure, discretionary travel. 

 Inelastic Demand (|E| < 1): Quantity changes less than price. A 10% price increase 

leads to a <10% decrease in rooms sold. Typical of business, mandatory, or event-

driven travel. 

Check Back Questions 

1. What universal truth does the downward slope of the demand curve represent? 

2. What are three key data sources used to model demand in practice? 

Caselet: A 100-room hotel tests three prices for a midweek night. At ₹4,200 it expects to 

sell 85 rooms; at ₹5,200, 65 rooms; and at ₹6,200, 45 rooms. The variable cost per occupied 

room is ₹1,000. The GM argues for the lowest price to “maximize volume,” while the 

revenue manager disagrees. 

1. Which price point maximizes total revenue, and which maximizes profit? 

Explain briefly. 

2. Why does the demand curve invalidate the assumption that “higher occupancy 

always means better performance”? 

 

 



 

3.4.1 Strategy 1: Increasing Prices During Inelastic Demand – Capturing Scarcity Value 

Detailed Case Examples: 

1. Business Travelers (Bengaluru Tech Hotel): 

 Context: A hotel near Manyata Tech Park has a core clientele of IT professionals. 

Demand is inelastic Monday-Thursday. 

 Action: The RM system doesn't just raise the rate from ₹5,000 to ₹7,000. It employs 

a multi-pronged approach: 

Dynamic Corporate Rates: The negotiated rate with Infosys might stay at 

₹6,000 (honouring the contract), but the public BAR and the rates for smaller 

companies without contracts are raised aggressively. 

Close-Out Tactics: As the hotel fills for a Wednesday night, it will first close 

the lowest "Non-refundable Saver" rate, then the "Flex" rate, leaving only the 

high "Flexible Executive" rate open. This is a systematic price increase through 

inventory control. 

Justification: The hotel provides value beyond the room: reliable high-speed 

WIFI, a 24-hour business centre, quick breakfast service, and proximity. The 

business traveler's employer is paying for productivity, not just a bed. 

 

2. Mega-Events (G20 Summit - Delhi): 

 Context: An event creating a massive, 

fixed-demand spike in a supply-constrained 

city. 

 Action: Hotels apply event pricing 

algorithms. They analyze: 

o Historical Precedents: What 

happened during such events of 

extreme importance, example: Commonwealth Games, BRICS Summit etc. 

Figure 7: Adjusting Prices for Demand Elasticity 

Figure 8: G20 Summit, New Delhi 



o Official Delegation Blocks: Governments book huge blocks at negotiated but 

high rates, for delegation traveling from various foreign countries. 

o Shadow Demand: Ancillary support and personnel related to Media, security, 

corporate sponsors, and NGOs, also form a part of potential guest list during 

such important events. 

 

 Implementation: Rates are set 6-12 months in advance at 3-5x the normal BAR. Pre-

payment in full and non-refundable clauses are strictly enforced. This is pure 

inelasticity: attendees must be in Delhi on those dates; there are no substitutes. The 

price increase has almost no effect on the volume of demand from the official attendee 

pool. 

3. Holiday Seasons (Goa Beach Resort at New Year's): 

 Context: Peak leisure demand where the date is the product. December 31st is unique. 

 Action: Pricing follows a "calendar pricing" model. The entire month of December 

is tiered, with the pinnacle on the 30th, 31st, and 1st. Resorts often sell compulsory 

"gala dinner packages" for hundreds of dollars per person, bundling the room with 

F&B to extract maximum revenue. 

 Consumer Psychology: This demand is inelastic due to social and emotional factors. 

A family's desire for a "perfect New Year's Eve" makes them far less sensitive to a 

₹6,000 price hike. The hotel is selling a memory, not just accommodation. 

 

3.4.2 Strategy 2: Offering Discounts During Elastic Demand – Stimulating Latent 

Demand 

Detailed Case Examples: 

1. Off-Season Monsoon Promotions (Munnar Hill Resort): 

 Problem: July and August see heavy rains, deterring the typical leisure crowd. Demand 

is highly elastic; a small price drop could attract a different segment. 

 Advanced Action: A savvy resort doesn't just offer "30% off." It creates a themed 

package to change the value proposition. 

o "Monsoon Mist Magic" Package: Includes the room, all 

meals, a guided indoor spice workshop, yoga sessions, board games, 

and a free late checkout. The advertised "value" is high, but 

the incremental cost to the resort for the activities is low. 

o Target Audience: Writers, couples, domestic tourists on a 

budget, and locals seeking a short break. This doesn't just lower price; 

it reframes the reason to visit from "outdoor adventure" to "cozy, cultural 

retreat." 

o Channel: Heavily marketed via Instagram and Facebook ads targeting users 

within a 300km radius, using visuals of cozy interiors and steaming tea, not rain-

soaked gardens. 

Discounting without 

a rate fence is just 

setting money on 

fire, politely 



2. Weekend Discounts for Business Hotels (Gurgaon Hotel): 

 Problem: A 90%+ occupancy Monday-Thursday crashes to 30% on Friday-Saturday 

nights. The existing business demand is gone. 

 Action: The "Weekend Staycation" offer. The discount must be fenced to avoid 

cannibalization: 

o Fence 1: Booking Channel. Offer only on the hotel's 

website and specific local deal sites (like Little Black Book 

Delhi), not on global OTAs used by business travelers. 

o Fence 2: Package Inclusions. Bundle with spa vouchers 

(which have high markup) and kids' activities. A business 

traveler on a solo trip derives little value from this. 

o Fence 3: Minimum Stay. Require a 

Friday and Saturday night stay. This attracts the true 

weekend getaway segment. 

 Economic Impact: The hotel transforms dead inventory 

into revenue. The spa gets guaranteed customers, increasing 

overall outlet profit. The variable cost of the room is covered, 

and the hotel builds relationships with a new local leisure 

segment. 

3. Advance Purchase Offers (Hotel Chain-wide): 

 Mechanism: This is a powerful tool to improve forecast accuracy and generate 

early cash flow. By offering a 25% discount for booking 30+ days out, the hotel "locks 

in" demand early. 

 Strategic Benefit: This allows the RM system to see the "baseline" occupancy early. If 

advance purchase sales for a future date are weak, the hotel knows it needs to be more 

aggressive with other promotions later. If they are strong, it can confidently hold or 

raise rates for last-minute bookers. 

 Risk Transfer: The deep discount is the customer's reward for assuming the risk of 

cancellation (the rate is non-refundable). This reduces the hotel's own risk of last-

minute spoilage. 

 

 

 

 

 

 

 

Check Back Questions 

1. What does a Price Elasticity of Demand greater than 1 (|E| > 1) indicate about customer 

behaviour? 

2. What is the primary risk that "fencing" prevents when a business hotel offers weekend 

staycation discounts? 

Caselet: A 120-room business hotel in Gurgaon sells at ₹7,500 on a Wednesday when corporate 

demand is strong and booking pace is fast. For the same hotel, Friday night demand drops 

sharply, with only 35% rooms booked at the same price. The revenue manager raises rates 

midweek by closing discounted tiers but introduces a fenced weekend staycation package at 

₹5,200 with a two-night minimum. 

1. Why is raising prices on Wednesday unlikely to reduce demand, while discounting on 

Friday can increase bookings? 

2. How do rate fences in the weekend package prevent cannibalization of high-WTP 

weekday guests? 

 

Figure 9: Illustration of Fencing Discounts 

to optimize Revenue 



3.5 ROOM INVENTORY SEGMENTATION – THE ARCHITECTURE OF REVENUE 

Moving Beyond Physical Rooms: The Concept of Revenue "Buckets" 

A hotel's inventory is not merely a collection of physical rooms; it is a portfolio of revenue-

generating opportunities. Room inventory segmentation is the process of categorizing this 

portfolio into distinct, manageable "buckets" based on product type, price category, and 

distribution channel. This architecture is fundamental because it allows revenue managers to 

apply different pricing and control strategies to each bucket, optimizing total revenue rather 

than just filling rooms. 

3.5.1 Why Segmentation is a Strategic Imperative: 

1. Precision in Pricing: You cannot optimize what you do not measure. Segmenting 

demand allows you to track the price sensitivity, booking pace, and cancellation 

behaviour of each group independently. 

2. Improved Forecast Accuracy: Forecasting demand for "business travelers" is more 

accurate than forecasting undifferentiated "demand." Each segment has its own 

historical patterns and leading indicators. 

3. Optimal Allocation (The Core RM Problem): It answers the critical question: "How 

many of my 100 rooms should I sell to discounted groups today, knowing I might turn 

away higher-paying transient guests tomorrow?" Segmentation provides the framework 

to make this trade-off analytically. 

4. Channel Cost Management: By segmenting by distribution channel, a hotel can 

actively steer demand toward lower-cost channels (direct website) and away from high-

commission channels (certain OTAs), improving Net Revenue (RevPAR after 

distribution costs). 

Three Dimensions of Segmentation: 

3.5.2 Segmentation by Room Type (Product Differentiation) 

This is segmentation based on the physical attributes and perceived value of the room itself. 

The goal is to create a product ladder that matches different WTP levels. 

 Standard Room: These types of rooms are always considered as the base product. 

Targets price-sensitive leisure travelers and cost-conscious corporate travelers. 

o Industry Practice: Often the most abundant inventory. Used as the "anchor" 

for promotional rates. In upscale hotels, even the standard room is of high 

quality, but it has the least desirable view (e.g., parking lot) or location. 

 Deluxe Room: A modest upgrade, often 10-20% larger, with slightly better amenities 

(e.g., a sitting chair vs. none) or a better view. 

Pricing Strategy: It is typically priced 15-25% above standard. It appeals to 

guests seeking a "little extra" without the suite price tag. A key upsell target at 

check-in. 

 Suite: A significant upgrade with a separate living/sleeping area. Targets multiple 

segments: high-end leisure (families, celebratory couples), corporate 

executives (needing space for in-room meetings), and long-stay guests. 



Revenue Management Nuance: Suites have their own, much flatter demand 

curve. Their price elasticity is often lower. A hotel might hold a suite empty at 

a high rate rather than sell it at a deep discount, as downgrading a suite guest to 

a deluxe room risks dissatisfaction, and the suite's revenue potential is high. 

 Family Room / Connecting Rooms: A product defined by configuration, not just 

size. Targets a specific, high-value need state. 

Case Example: A resort in Bali. During European summer holidays, demand 

for family rooms and connecting rooms spikes. The RM system will increase 

the price premium for these room types significantly during these periods, as 

the alternative for a family is booking two separate rooms, which is more 

expensive for the guest and less efficient for the hotel. The fence is the physical 

configuration itself. 

 Executive Floor / Club Rooms: This segmentation adds service and access to the 

physical room. It includes a private lounge with complimentary breakfast, evening 

cocktails, and concierge service. 

Economic Rationale: This is a brilliant RM tool. The incremental cost of 

providing lounge access is low (food and beverage cost), but the perceived value 

is high. It allows the hotel to: 

 Charge a 25-40% Premium: Business travelers expense it for 

productivity/meeting space; leisure guests value the experiential perk. 

 Protect Corporate Rates: A company may have a negotiated rate for a 

standard room, but the executive floor rate is excluded, allowing the 

hotel to still capture premium revenue from that company's senior staff. 

 Manage Upgrade Requests: Instead of giving away a suite for free to 

a loyal guest, they can be upgraded to the executive floor, which feels 

luxurious but has lower marginal cost. 

3.5.3 Segmentation by Rate Category (Price Differentiation) 

This is the segmentation based on the commercial conditions attached to the room sale. This 

is where rate fences are applied to create different products for different segments. 

 BAR (Best Available Rate): The publicly available, flexible, rack-rate equivalent. It is 

the anchor price from which all discounts are measured. It is highly dynamic, changing 

daily or more frequently based on demand. It targets the unsegmented, last-minute, 

or brand-agnostic guest. 

 Corporate Negotiated Rate: As discussed, a static or semi-static rate for a contracted 

company. Its primary role is to secure baseline demand. In RM systems, corporate rate 

demand is often forecasted and "netted out" of inventory first, as it is considered 

guaranteed, lower-yield business. 

 OTA Rate (Online Travel Agencies): A critical and complex segment. While the rate 

might be similar to BAR, it is managed as a separate segment due to its high 

cost (commission) and opaque pricing (rates can be masked). 

Advanced Practice: "Rate Parity" agreements with OTAs often require the 

public BAR to match the OTA rate. To circumvent this and drive direct 

bookings, hotels create "Member Exclusive" rates on their site (a fence based 



on a free-to-join loyalty program) or offer value-adds ("Book on our site and 

get a free spa credit") that are not available on OTAs. 

 Advance Purchase Rate: A deeply discounted, prepaid, non-refundable rate. This is 

a tool for demand shaping and risk reduction. It pulls demand forward in the booking 

window and provides early cash flow. 

 Group Rate: This is a distinct segment with its own RM sub-discipline. A group (e.g., 

a wedding, conference, tour) blocks a set of rooms at a fixed price. 

o The Critical RM Decision: Group vs. Transient 

"Displacement Analysis." Should you accept a 

group request for 50 rooms at ₹5,000 per night for 

a future date? The RM system analyzes the 

forecast for that date: if transient (individual) 

demand is expected to fill 80 rooms at an average 

rate of ₹7,000, accepting the group 

would displace 30 rooms of higher-yielding 

business. The decision hinges on comparing the total, 

guaranteed revenue of the group against the forecasted, 

but risky, revenue of the transient segment. Contracts 

include attrition clauses (penalties if the group doesn't fill its block) and cut-

off dates (when unsold rooms are released back for general sale). 

 Package Rate: This is a powerful tool to increase Total Revenue Per Guest and 

combat price sensitivity. By bundling the room with F&B, spa treatments, or activities, 

the hotel can: 

o Maintain a Higher Perceived Value while effectively discounting the room 

component. 

o Drive Revenue to Other Departments (which have high profit margins). 

o Attract Specific Segments (e.g., "Romance Package" with champagne, "Golf 

Package" with green fees). 

3.5.4 Segmentation by Allotment / Distribution (Channel Management) 

This is segmentation based on how and where the room is sold. It is crucial for managing 

costs and production. 

 Transient (FIT – Free Independent Traveler): This is the core, day-to-day individual 

business. It is subdivided into all the rate categories above (BAR, Corporate, AP, etc.). 

It is the most profitable segment on a per-room basis when managed well. 

 Group Blocks: Inventory physically set aside in the Property Management System 

(PMS) for a specific group. Managed with pick-up reports and cut-off dates. 

 Wholesalers / Tour Operators: These intermediaries buy rooms in bulk at very deep 

discounts (often 50% off BAR) and package them for sale through travel agents. They 

provide volume during off-seasons but at very low yield. 

o RM Strategy: Strictly limit allotments to wholesalers and only for dates with 

very low forecasted transient demand. Never allow wholesaler inventory to be 

available during peak periods. 

Guests hate dynamic 

pricing — until they 

realize airlines trained 

them to accept it 



 Last-Minute / Walk-in: This segment has unique characteristics. While often paying 

a high BAR, they consume inventory that could have been sold 

earlier. Modern RM uses "last-minute deals" on apps like 

HotelTonight to sell distressed inventory without diluting the 

public BAR too far in advance. 

Integration: The Segment Cube 
A sophisticated RM view is three-dimensional: Room Type x Rate 

Category x Distribution Channel. For example: "How many Deluxe 

rooms sold via Advance Purchase on our website for dates in June?" 

This granular view is what enables true profit optimization. 

 

 

 

 

 

 

 

 

 

 

 

3.6 THE MAXIMIZATION PROBLEM & EXCEL SOLVER  

Translating Strategy into a Mathematical Model 

The entire practice of RM culminates in solving an optimization problem. This section 

presents a simplified version that captures the essence of this challenge: allocating a fixed 

number of rooms across different segments to maximize total revenue, subject to real-world 

constraints. 

3.6.1 Deconstructing the Problem Statement: 

1. Objective Function: Maximize Total Revenue 

o This is the goal. Total Revenue = (Price₁ × Rooms₁) + (Price₂ × Rooms₂) + ... + 

(Priceₙ × Roomsₙ) for all *n* segments. 

2. Decision Variables: Allocated rooms to each type 

Check Back Questions 

1. What is "Displacement Analysis," and why is it used when deciding whether to accept 

a Group booking? 

2. How does segmenting by distribution channel help a hotel improve its Net Revenue? 

Caselet: A 110-room upscale hotel has 70 Standard rooms, 30 Deluxe rooms, and 10 Suites. 

For an upcoming Thursday, demand is strong from business travellers booking BAR and 

corporate rates, while a tour operator requests 25 Standard rooms at a deep discount. The 

hotel also expects last-minute high-paying transient demand closer to arrival. 

1. Why should the revenue manager evaluate this situation using revenue buckets rather 

than total rooms available? 

2. Which segment is most likely to be displaced if the discounted group is accepted, and 

why? 

 

Figure 10: Illustration of 

Special pricing for bookings 

made last minute 



o These are the unknown quantities we are solving for: How many rooms do we 

give to the "Weekend Package"? How many to "Long Stay"? How many to 

"Regular" rate? 

3. Constraints: The real-world limits that make the problem meaningful. 

o Total rooms <= All available rooms: The Capacity Constraint. You cannot sell 

more rooms than you have. This is the fundamental scarcity. 

o Allocation for Each room type <= Max allocation limit: The Demand 

Constraint. You cannot allocate more rooms to a segment than the forecasted 

demand for that segment. For example, you might forecast maximum demand 

for "Weekend Packages" to be 40 rooms. Allocating 50 is pointless and would 

distort the solution. 

o Allocation for Each room type >= Min allocation limit: The Strategic or 

Contractual Constraint. This is a critical business rule. Examples: 

 Contractual: You have guaranteed a tour operator at least 15 rooms 

every Saturday. 

 Strategic: You want to ensure a minimum presence in the "Long Stay" 

segment to build that market, so you set a floor of 10 rooms. 

 Example: Weekend Package + Long Stay ≥ 20 Rooms is a composite 

strategic constraint. It likely represents a management directive to 

ensure a strong mix of leisure business (deemed strategically important 

for weekend occupancy), even if, in a pure, unconstrained revenue 

calculation, those rooms might go to higher-paying transient guests. 

 

3.6.2 Solving the Problem: The Role of Linear Programming & Excel Solver 

This type of problem—a linear objective function with linear constraints—is a Linear 

Programming (LP) problem. For decades, this has been the mathematical backbone of RM 

systems. Excel Solver is a tool that performs LP optimization. 

 

Detailed Walk-Through of the Imploded Excel Exercise: 

Let's reconstruct and expand the problem with assumed data: 

Scenario: A 100-room hotel for a future Saturday night. 

Segments & Data: 

1. Regular (R): Price = ₹6,000. Forecasted max demand = 60 rooms. No minimum. 

2. Weekend Package (WP): Price = ₹4,500. Forecasted max demand = 40 rooms. 

Minimum (per strategic constraint) part of combined leisure ≥20. 

3. Long Stay (LS): Price = ₹3,800 (effective nightly rate for a 3-night stay). Forecasted 

max demand = 30 rooms. Minimum part of combined leisure ≥20. 

Constraints: 

 C1: R + WP + LS ≤ 100 (Capacity) 



 C2: R ≤ 60; WP ≤ 40; LS ≤ 30 (Demand Forecasts) 

 C3: WP + LS ≥ 20 (Strategic Leisure Mix) 

 C4: All allocations ≥ 0 (Non-negativity) 

The "Greedy Algorithm" vs. Optimal Solution: 
A naive approach would be to simply fill the hotel with the highest-paying segment first: 

1. Allocate 60 rooms to Regular (₹6,000). Revenue = ₹3,60,000. Rooms left = 40. 

2. Allocate 40 rooms to Weekend Package (₹4,500). Revenue adds ₹180,000. Total = 

₹5,40,000. 

3. But this violates no constraints and seems fine. However, what if the forecast for 

Regular demand is uncertain? The constraint WP + LS ≥ 20 forces us to protect 

inventory for lower-rated business. Why? 

The Real-World Reasoning Behind Constraint C3: 

 Risk Management: The "Regular" segment often books late and has high cancellation 

risk. The "Weekend Package" and "Long Stay" segments book earlier and are pre-paid. 

By guaranteeing 20 rooms to these segments, the hotel secures early, guaranteed 

revenue and reduces the risk of having empty rooms if last-minute "Regular" demand 

fails to materialize. 

 Market Mix & Seasonality: On a Saturday, pure business ("Regular") demand might 

be weak. The hotel knows its weekend vitality depends on leisure packages. 

 

3.6.3 Solving with Excel Solver: 

The Image below shows a comprehensive summary, of how to use the excel solver followed 

by detailed explanation of how set it up. 



 

Figure 11: Step by Step Guide to Use Excel Solver 

 

1. Set Up the Spreadsheet: 

o Cells B2, B3, B4: Variables for # of rooms allocated to R, WP, LS. 

o Cell B5: =B2+B3+B4 (Total Rooms Allocated). 

o Cell C2, C3, C4: Prices for each segment. 

o Cell D2: =B2*C2 (Revenue from R). Copy down to D4. 

o Cell D5: =SUM(D2:D4) (Total Revenue - This is our Objective Cell). 

2. Launch Solver: 

o Set Objective: $D$5 

o To: Max 

o By Changing Variable Cells: $B$2:$B$4 

o Subject to the Constraints: 

 $B$5 <= 100 (C1) 

 $B$2 <= 60; $B$3 <= 40; $B$4 <= 30 (C2) 

 $B$3 + $B$4 >= 20 (C3) 

 $B$2:$B$4 >= 0 (C4) 

o Select Solving Method: Simplex LP 



3. Interpret the Optimal Solution: 
The Solver will find the allocation that maximizes revenue while respecting all 

constraints. The likely optimal solution for this setup would be: 

o R = 60 (Fill all high-rate demand) 

o WP = 20 (Meets the minimum leisure constraint exactly) 

o LS = 0 (Since WP is cheaper and meets the constraint, no need for LS) 

o Total Rooms = 80 

o Total Revenue = (60*6000)+(20*4500) = ₹3,60,000 + ₹90,000 = ₹4,50,000 

An Important Insight: 
Notice the solution does not fill the hotel to 100 rooms. Why? Because the only remaining 

segments (WP and LS) have rates (₹4,500, ₹3,800) that are lower than the shadow price of 

the capacity constraint. In economic terms, the opportunity cost of using one of the last 20 

rooms for a WP guest is too high, given the risk profile and the potential (even if forecasted 

as low) that a last-minute Regular guest might appear. The hotel is better off holding 20 

rooms empty as protection for potential high-yield business than selling them at a deep 

discount. This is the essence of capacity allocation in RM. 

From Simple Exercise to Real-World RMS: 
A real Revenue Management System runs thousands of these optimization models 

simultaneously—one for each future night of inventory. It incorporates the following: 

 Stochastic (Probabilistic) Demand Forecasts: Not just a single "max demand" 

number, but a probability distribution. 

 Nested Allocation: As discussed earlier, protecting inventory for higher classes. 

 Network Effects: For multi-night stays (like the "Long Stay" segment), it optimizes 

over the entire stay duration, not just a single night. 

 Cancellation and No-show Overbooking: Adding another layer of optimization on 

top of the allocation. 

 

Conclusion of the Mathematical Section: 
The Excel Solver exercise is a powerful pedagogical tool. It demystifies the "black box" of 

RM software, showing that at its core, RM is a disciplined, mathematical process of 

constrained revenue maximization. It forces future managers to think in terms of trade-offs, 

opportunity costs, and strategic constraints, moving beyond the simplistic mindset of 

"filling rooms" to the sophisticated mindset of optimizing a portfolio of perishable assets. 

 

 

 

 

 

Check Back Questions 

1. What specific mathematical method does Excel Solver use to calculate the 

optimal room allocation? 

2. Why might an optimal solution suggest leaving rooms empty rather than filling 

them with low-paying guests? 

 



Let’s Sum Up 

 

At the core of revenue management lie fundamental economic principles, particularly supply 

and demand dynamics, willingness to pay, price sensitivity, and demand optimization. Room 

rates are not static; they respond directly to demand levels relative to available supply. When 

demand is high and inventory is scarce—such as during festivals, conferences, or peak travel 

seasons—hotels can increase rates without significantly reducing bookings. Conversely, when 

demand is weak and supply exceeds demand, price reductions, promotions, or value-added 

offers are required to stimulate bookings. Effective revenue management therefore requires 

continuous monitoring of demand patterns and proactive adjustment of prices rather than 

reactive discounting. 

A critical concept in RM is willingness to pay (WTP), which varies across customer segments. 

Business travelers, for example, typically display low price sensitivity due to the importance 

of flexibility, location, and timing, while leisure travelers tend to be more price-sensitive and 

responsive to discounts and packages. This variation creates consumer surplus—the gap 

between what a customer is willing to pay and what they actually pay. From a revenue 

management perspective, the objective is not to eliminate consumer surplus entirely, but to 

reduce it strategically by capturing higher value from high-WTP guests without excluding 

lower-WTP segments. A single uniform price cannot achieve this balance, as raising prices 

risks losing price-sensitive demand while lowering prices sacrifices potential revenue from less 

price-sensitive customers. 

The primary solution to this dilemma is the use of rate fences. Rate fences allow hotels to 

charge different prices for the same room by attaching conditions or restrictions that align with 

customer behaviour and willingness to pay. These fences can include advance purchase 

requirements, non-refundable bookings, minimum length of stay rules, booking channel 

restrictions, or negotiated corporate agreements. Properly designed rate fences ensure that 

price-sensitive guests can access lower rates while preventing high-WTP guests from trading 

down. For example, an advance purchase, non-refundable rate appeals to leisure travelers who 

plan early, while business travelers booking closer to arrival are more likely to pay the Best 

Available Rate. Rate fences thus enable effective market segmentation without diluting overall 

pricing integrity. 

Another foundational tool in revenue management is the demand curve, which represents the 

relationship between price and quantity demanded. Demand curves are typically downward 

sloping, indicating that as prices rise, the number of rooms demanded falls. However, the 

steepness of this curve varies by segment and time period. Elastic demand—common among 

leisure travelers—responds strongly to price changes, whereas inelastic demand—typical of 

business travelers during peak periods—shows relatively little response. By analyzing demand 

curves, revenue managers identify price points that maximize total revenue rather than simply 

maximizing occupancy or average rate in isolation. The optimal price is the point at which the 

product of price and quantity sold is highest, and this price may differ significantly across dates 

and segments. 

Understanding elasticity allows hotels to apply differentiated pricing strategies. During periods 

of inelastic demand, such as weekday business travel or citywide events, prices can be 

increased with minimal impact on occupancy, improving RevPAR. During periods of elastic 

demand, such as off-season weekends, targeted discounts or packages can stimulate demand 



and improve utilization. These decisions are increasingly supported by historical data analysis, 

booking pace trends, and Revenue Management Systems (RMS), which help forecast demand, 

estimate elasticity, and test pricing scenarios. 

 

 

Review Questions 

 

Multiple Choice Questions (MCQs): Choose the Correct Answer 

1. Which of the following best defines Revenue Management in hospitality? 

a) Maximizing occupancy at any given price 

b) Selling rooms only through direct channels 

c) Selling the right room to the right customer at the right time for the right price 

d) Offering discounts during low-demand periods 

 

2. Why is hotel room inventory considered perishable? 

a) Rooms physically deteriorate if unsold 

b) Unsold rooms cannot be carried forward to future dates 

c) Variable costs increase over time 

d) Demand is unpredictable 

 

 

3. Which customer segment typically exhibits the most inelastic demand? 

a) Backpackers 

b) Leisure tourists on holiday 

c) Corporate business travelers 

d) OTA bargain hunters 

 

4. Consumer surplus is best described as: 

a) The difference between BAR and discounted rate 

b) The profit earned by the hotel per room 

c) The difference between willingness to pay and price actually paid 

d) The additional revenue earned through upselling 

 

 

5. Which of the following is an example of a non-physical rate fence? 

a) Suite vs standard room 

b) Sea-view vs city-view room 

c) Non-refundable advance purchase rate 

d) Executive floor access 

 

Fill in the Blanks Questions 

1. Revenue Management originated in the __________ industry before being adopted by 

hotels. 



2. The gap between what a customer is willing to pay and what they actually pay is known as 

__________ __________. 

3. Demand is considered __________ when price changes result in large changes in quantity 

demanded. 

4. A graphical representation showing rooms sold at different price points is called a 

__________ __________. 

5. Rate fences help hotels offer __________ prices for the same room without diluting 

revenue. 

 

True or False Questions 

1. Revenue Management focuses on maximizing occupancy rather than revenue. 

2. Business travelers are generally more price-sensitive than leisure travelers. 

3. Rate fences prevent high willingness-to-pay customers from accessing discounted 

rates. 

4. Inelastic demand allows hotels to increase prices with minimal loss of bookings. 

5. A single uniform room rate is the most effective way to maximize total hotel revenue. 

Short Answer Type Questions 

1. Explain why high fixed costs make revenue management critical for hotels. 

2. Define willingness to pay and explain its importance in pricing decisions. 

3. What is consumer surplus, and why do hotels try to reduce it? 

4. Briefly explain the difference between elastic and inelastic demand with a hotel-

related example. 

5. Why are rate fences preferred over across-the-board discounting? 

 

Long Answer Type Questions 

1. Discuss the economic principles underlying revenue management in the hotel 

industry. 

2. Explain how hotels use rate fences to segment customers based on willingness to pay. 

Illustrate with examples. 

3. Describe the concept of demand curves and explain how they are used to determine 

optimal pricing. 

4. Analyze the trade-off faced by hotels when setting a single price versus multiple 

segmented prices. 

5. Using suitable examples, explain how understanding price elasticity helps hotels 

maximize RevPAR. 

 

Case Study 1 

The Conference Week Dilemma 

The Urban Vista Business Hotel is a 120-room upscale business hotel located near a major 

convention center. 



For the first week of September, a large international technology conference has been 

announced, expected to significantly increase weekday demand (Monday–Thursday). 

Current situation: 

 Historical weekday occupancy during this period: 65–

70% 

 Forecasted occupancy during conference week (before 

pricing changes): 95–100% 

 Standard BAR last year during normal weeks: ₹7,500 

 Corporate negotiated rate (fixed): ₹6,200 

 Advance Purchase rate: ₹6,000 (non-refundable, 21 

days in advance) 

As bookings begin to accelerate, the revenue manager notices 

that many rooms are being booked early at the Advance 

Purchase rate, while last-minute demand from conference 

delegates is expected to be high and price-insensitive. 

The hotel must now decide how to adjust pricing and inventory 

controls for the remaining rooms. 

Questions  

1. Which customer segment during the conference week is likely to exhibit inelastic 

demand, and why? 

2. Why might continuing to sell the Advance Purchase rate during this period lead to lost 

revenue opportunity? 

3. What rate fences should the hotel strengthen or close as demand builds, and what 

economic logic supports this decision? 

4. How does consumer surplus arise in this situation, and how can Revenue 

Management reduce it? 

5. Should the hotel prioritize full occupancy or higher ADR during the conference week? 

Justify your answer. 

 

 

 

 

 

 

 

 

 

Figure 12: Case Study - The 

Conference Week Dilemma 



Case Study 2 

The Weekend Occupancy Problem 

The Green Leaf City Hotel is a 150-room hotel primarily serving 

corporate travellers from Monday to Friday. 

While weekday occupancy averages 85–90%, weekend 

occupancy drops sharply to 35–40%. 

Key details: 

 Average weekday BAR: ₹6,800 

 Weekend BAR (unchanged): ₹6,800 

 Variable cost per occupied room: ₹1,200 

 Market research indicates strong price sensitivity among 

weekend leisure travellers. 

 Competing hotels have started offering weekend 

packages priced around ₹4,500–₹5,000. 

Management is concerned that discounting may damage the hotel’s pricing image and 

cannibalize weekday business demand. 

Questions  

1. Is weekend demand for this hotel more likely to be elastic or inelastic? Explain your 

reasoning. 

2. Why might leaving rooms unsold on weekends be more harmful than selling them at a 

discounted rate? 

3. What type of rate fences could the hotel use to stimulate weekend demand without 

affecting weekday corporate rates? 

4. How can inventory segmentation help the hotel manage weekend discounts 

strategically? 

5. From a revenue optimization perspective, why might a package-based discount be 

preferable to a simple price cut? 
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UNIT IV 

UNDERSTANDING PRICING STRATEGY 

OVERVIEW 

Unit IV, Understanding Pricing Strategy, offers a clear and comprehensive perspective on how 

pricing decisions are developed and applied within hospitality revenue management. Moving 

beyond traditional cost-based or demand-driven calculations, the unit presents pricing as a 

strategic, customer-centric, and research-oriented function that shapes market positioning, 

brand perception, and long-term profitability. It explores the integration of pricing with 

marketing strategy, highlighting how pricing influences consumer behaviour, demand patterns, 

and competitive advantage, while emphasizing the shift from product-focused thinking to value 

creation based on customer needs and expectations. The concept of willingness to pay is 

examined to explain how varying consumer profiles affect price sensitivity and perceived 

value, enabling more aligned and effective pricing decisions. The unit also addresses market 

segmentation and brand architecture in multi-brand hotel chains, illustrating how differentiated 

pricing supports distinct brand positions across various market segments. Finally, it 

underscores the importance of market research, competitive analysis, and data-driven insights 

in formulating integrated pricing strategies that respond to market dynamics while supporting 

sustainable revenue growth in contemporary hospitality environments. 

LEARNING OBJECTIVES 

 

S. No. Sub-units Learning Topics Key Learning Objectives 

1. 

 

 

 

 

 

 

 

 

 

 

 

Pricing Strategy 

and Integrated 

Marketing Strategy 

 

 

 

 

 

 

 

 

 

 

 Concept of pricing strategy and its    

         integration with marketing strategy 

 Analyse how pricing decisions    

               influence business outcomes,  

               consumer demand, and  

               competitive positioning 

 Distinguish between product-     

             focused and customer-centric  

             pricing approaches in hospitality. 

 

 

 

 

 

 

 Develop a clear understanding of 

pricing strategy as a core 

managerial decision and 

recognise how it is closely linked 

with overall marketing strategy in 

the hospitality industry. 

 Examine how pricing decisions 

affect hotel performance by 

influencing business results, 

shaping consumer demand, and 

determining a property’s 

competitive position in the 

market. 

 Differentiate between traditional 

product-focused pricing and 

customer-centric pricing 

approaches, with particular 

reference to how hospitality 



S. No. Sub-units Learning Topics Key Learning Objectives 

  organisations respond to guest 

expectations and perceived value. 

2. 

 

 

 

 

 

 

 

 

Role of Price in 

Market Dynamics 

 

 

 

 

 

 

 

 Role of price in creating market 

pull and influencing customer 

behaviour 

 Assess how pricing can act as a 

strategic barrier to entry for new 

competitors in the hospitality 

industry. 

 

 

 

 

 

 

 

 Explain how price functions as 

a powerful market signal that 

attracts customers, stimulates 

demand, and influences 

booking decisions in the 

hospitality industry. 

 Evaluate how pricing strategies 

can be used strategically to 

create barriers for new 

competitors, particularly by 

strengthening market position 

and discouraging entry in 

highly competitive hospitality 

markets. 

3. 

 

 

 

 

 

 

 

 

 

 

 

Willingness to Pay 

(WTP) and Price 

Sensitivity 

 

 

 

 

 

 

 

 

 

 

 Analyse the concept of 

willingness to pay 

 Evaluate how consumer profiles, 

travel purpose, and value 

perception influence price 

sensitivity 

 Apply WTP concepts to align 

pricing strategies with customer 

expectations and revenue goals. 

 

 

 

 

 

 

 Analyse the concept of 

willingness to pay by 

examining how customers 

determine the maximum price 

they are prepared to pay for 

hospitality products and 

services. 

 Estimate the influence of 

consumer profiles, purpose of 

travel, and perceived value on 

price sensitivity, highlighting 

why different guests respond 

differently to the same price. 

 Apply the concept of 

willingness to pay to design 

pricing strategies that align 

customer expectations with 

organisational revenue 

objectives. 

4. 

 

 

Market 

Segmentation, 

Brand Architecture 

and Pricing 

 Understand the relationship 

between market segmentation, 

brand architecture, and pricing 

strategy 

 Comprehend how market 

segmentation, brand 

architecture, and pricing 

strategy are interrelated, and 

how their alignment helps 



S. No. Sub-units Learning Topics Key Learning Objectives 

 

 

 

 

 Evaluate pricing approaches 

across economy, mid-scale, 

upscale, and luxury segments 

within multi-brand hotel chains. 

hospitality organisations 

target the right customers and 

communicate clear brand 

value. 

 Assess the pricing approaches 

adopted across economy, 

mid-scale, upscale, and 

luxury segments within multi-

brand hotel chains, with 

reference to how each 

segment supports distinct 

customer expectations and 

brand positioning. 

5. 

 

 

 

 

 

 

 

 

Market Research 

and Pricing 

Decision-Making 

 

 

 

 

 

 

 Apply market research tools,          

         competitive benchmarking, and       

         consumer insights to formulate  

         effective pricing strategies 

 Develop integrated, data-driven  

         pricing decisions aligned with  

         organisational objectives and market  

         conditions. 

 

 

 

 Relate market research tools, 

competitive benchmarking 

techniques, and consumer 

insights to design pricing 

strategies that are both 

market-responsive and 

customer-oriented. 

 Improve integrated, data-

driven pricing decisions that 

align organisational 

objectives with prevailing 

market conditions and support 

sustainable business 

performance. 

 

 

4 .1 PRICING STRATEGY AND INTEGRATED MARKETING STRATEGY 

4.1.1 Concept of Pricing Strategy and its Integration with Marketing Strategy 

Pricing strategy refers to the systematic approach adopted by hotels to decide how much to 

charge for their rooms, food and beverage offerings, banquet services, and other facilities in 

order to achieve business objectives such as revenue growth, market penetration, and brand 

positioning. In the hospitality industry, pricing is not just about covering costs or matching 

competitors’ rates; it is a strategic decision that reflects the hotel’s brand image, target market, 

and value proposition. For example, a luxury hotel does not compete on low prices but instead 

justifies higher rates through superior service, exclusivity, ambience, and personalized guest 

experiences. 



Marketing strategy, on the other hand, focuses on how a hotel presents and communicates its 

offerings to the market. This includes branding, promotion, distribution channels, and customer 

engagement. Pricing and marketing strategies must work together, as price is one of the most 

visible and powerful elements of the marketing mix. A well-integrated pricing and marketing 

strategy ensures that the price charged matches the promise made through marketing 

communications. 

In hotels, integration of pricing with marketing strategy can be clearly seen through 

segmentation-based pricing. For instance, business travellers booking weekday stays are 

often charged higher room rates because they value location, convenience, and time efficiency, 

whereas leisure travellers are offered discounted weekend packages that include breakfast, late 

checkout, or sightseeing options. Here, pricing supports the marketing objective of attracting 

different customer segments without diluting the brand value. 

Another example is promotional pricing aligned with marketing campaigns. During festive 

seasons or off-peak periods, hotels may introduce special offers such as “Stay 2 Nights, Get 1 

Free” or bundled packages combining accommodation, spa, and dining experiences. These 

prices are not random discounts; they are carefully designed to increase occupancy, stimulate 

demand, and reinforce the marketing message of value and experience. 

Pricing strategy also plays a critical role in brand positioning. Budget hotels adopt 

competitive, value-based pricing to communicate affordability and efficiency, while premium 

and luxury hotels maintain higher price points to signal exclusivity and superior quality. If a 

luxury hotel aggressively discounts its rooms without proper marketing alignment, it may 

damage its brand image and customer perception. Therefore, pricing decisions must always 

support the long-term marketing strategy of the hotel. 

In today’s digital environment, pricing and marketing integration is further strengthened 

through online distribution channels. Rates displayed on hotel websites, Online Travel 

Agencies (OTAs), and mobile apps are aligned with marketing content such as images, guest 

reviews, and promotional messages. Dynamic pricing, loyalty discounts, and member-only 

rates are used to support marketing goals like direct bookings and customer retention. 

An Integrated Marketing Strategy (IMS) means that all elements of marketing work together 

consistently — product, price, promotion, place (distribution), branding, and communication 

— to deliver one clear value message to the customer. 

In the explanation provided above, integration is covered in these ways: 

 Price aligned with brand positioning 

o Luxury hotels maintaining higher prices to signal exclusivity 

o Budget hotels using value pricing to communicate affordability 

👉 This shows price + branding + positioning working together 

 Price supporting marketing campaigns 

o Festive offers, packages, bundled deals 

👉 This links price + promotion 



 

 

 Segmentation-based pricing 

o Business vs leisure travellers with different rates and offers 

👉 This integrates price + target market + product design 

 Online platforms and loyalty pricing 

o Website rates, OTA pricing, member-only prices 

👉 This integrates price + distribution + communication 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.1 Pricing and Marketing strategy integration 



 

In summary, pricing strategy 

in hotels is closely linked 

with marketing strategy and 

should be treated as a unified 

decision-making process. 

When pricing reflects 

customer expectations, brand 

values, and marketing 

objectives, hotels are able to 

attract the right customers, 

optimize revenue, and build 

long-term brand loyalty. 

 

4.1.2 Analysing how Pricing Decisions influence Business outcomes, Consumer Demand             

         and Competitive Positioning 

 

Pricing decisions play a crucial role in determining the overall success of a hotel. The price at 

which a hotel sells its rooms, food and beverage services, or event spaces directly affects 

business outcomes, customer demand, and the hotel’s position in the competitive market. 

Unlike manufacturing industries, hotel rooms are perishable products—once a night passes, an 

unsold room cannot be stored or sold later. Therefore, pricing decisions must be carefully 

planned and continuously adjusted. 

Influence of Pricing on Business Outcomes 

Business outcomes such as occupancy rate, revenue, profitability, and customer loyalty are 

strongly influenced by pricing decisions. For example, if a hotel prices its rooms too high 

during a low-demand period, occupancy may fall, leading to revenue loss. On the other hand, 

if prices are set too low during high-demand periods, the hotel may achieve full occupancy but 

lose the opportunity to maximize revenue. 

Illustration: 

During an off-season month, a city hotel reduces its room tariff from ₹6,000 to ₹4,500 and 

introduces a complimentary breakfast. This pricing decision increases occupancy from 45% to 

70%, improves cash flow, and helps cover fixed operating costs. Here, pricing directly 

improves business performance. 

Effective pricing also supports long-term outcomes such as brand trust and repeat business. 

Fair and transparent pricing builds customer confidence, whereas frequent deep discounts 

without strategy may damage brand value. 

Influence of Pricing on Consumer Demand 

Consumer demand in hotels is highly price-sensitive, but this sensitivity varies across 

customer segments. Leisure travellers, group tourists, and students are usually more sensitive 



to price, while business travellers and corporate clients are often less sensitive because their 

priority is convenience, location, and service quality. 

Illustration: 

A hotel charges higher room rates on weekdays to business travellers and offers discounted 

weekend packages to families and leisure guests. As a result, weekday demand remains stable 

due to corporate bookings, while weekend demand increases due to attractive leisure pricing. 

This shows how pricing influences when and why customers choose to stay. 

Pricing also affects customer perception of value. Guests often associate price with quality. 

A very low price may raise doubts about service standards, while a premium price can signal 

luxury and exclusivity when supported by superior service. 

Influence of Pricing on Competitive Positioning 

Pricing is one of the most visible tools for positioning a hotel against competitors. Hotels use 

pricing to communicate whether they are budget-friendly, mid-scale, premium, or luxury. 

Competitive positioning does not always mean being the cheapest; it means being 

appropriately priced for the target market. 

Illustration: 

In a city with multiple hotels, a budget hotel prices rooms at ₹2,500, a mid-scale hotel at ₹4,500, 

and a luxury hotel at ₹9,000. Each hotel attracts a different customer segment based on price, 

service level, and brand promise. If the luxury hotel suddenly matches the budget hotel’s price, 

it may confuse customers and weaken its premium positioning. 

Strategic pricing also helps hotels respond to competitors. If a nearby competitor lowers prices 

during a slow period, a hotel may respond by offering value-added packages instead of 

reducing room rates, thereby protecting brand image while remaining competitive. 

 

 



In summary, pricing decisions act 

as a powerful link between the 

hotel’s internal objectives and 

external market realities. Well-

planned pricing improves 

business outcomes, stimulates 

demand across different customer 

segments, and strengthens 

competitive positioning. Poor 

pricing decisions, however, can 

lead to low occupancy, reduced 

profitability, and brand dilution. 

Therefore, pricing must be treated 

as a strategic decision supported 

by market analysis, customer 

understanding, and long-term 

business goals. 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.2 Analysing-pricing decisions in hospitality 



 

4.1.3 Distinguishing between Product-Focused and Customer-Centric Pricing  

         approaches in Hospitality 

Pricing in the hospitality industry can broadly follow two approaches: product-focused 

pricing and customer-centric pricing. Understanding the difference between these two 

approaches is essential because pricing directly affects guest satisfaction, revenue generation, 

and brand perception. 

Product-Focused Pricing Approach 

Product-focused pricing is a traditional 

approach where prices are primarily 

determined based on the cost of the 

product and the hotel’s internal 

considerations. In this approach, the 

hotel focuses on the room, service, or 

facility itself rather than on who the 

customer is or how much value the 

customer perceives. This approach is 

commonly seen in small independent 

hotels or properties with limited 

revenue management systems.  

Hotels using this approach often 

calculate prices by adding a fixed margin over costs such as room maintenance, staff salaries, 

utilities, and overheads. Prices remain relatively fixed, with little variation across customer 

segments or demand periods. 

Example: 

A hotel fixes its room rate at ₹5,000 per night based on operating costs and expected profit 

margin, and charges the same rate to all guests throughout the year, regardless of season, 

demand, or customer type. Even during low-occupancy periods, the price remains unchanged. 

Limitations: 

 May lead to low occupancy during off-peak periods 

 Ignores customer expectations and willingness to pay 

 Limited flexibility in competitive markets 

Customer-Centric Pricing Approach 

Customer-centric pricing focuses on the value perceived by the customer rather than only on 

the cost of the product. Prices are set based on factors such as customer needs, preferences, 

booking behaviour, willingness to pay, and purpose of travel. 



Hotels adopting this approach adjust 

prices dynamically according to demand 

patterns, market conditions, and 

customer segments. This approach 

recognizes that different guests value the 

same room differently. This approach is 

widely used by chain hotels and 

revenue-managed properties.  

Example: 

A business traveller booking a room at 

the last minute on a weekday may be 

charged ₹7,000 because of high demand 

and low price sensitivity, while a leisure 

traveller booking the same room in 

advance for a weekend may pay ₹4,500 as part of a promotional package. The room is the 

same, but the price differs based on customer value perception. 

Advantages: 

 Maximizes revenue and occupancy 

 Enhances guest satisfaction through perceived fairness 

 Strengthens competitive positioning and brand loyalty 

In today’s competitive hospitality environment, customer-centric pricing is more effective than 

product-focused pricing. While product-focused pricing provides simplicity and cost control, 

it often fails to respond to market dynamics and customer expectations. Customer-centric 

pricing, supported by revenue management systems and market research, enables hotels to 

optimize revenue, improve guest satisfaction, and sustain long-term profitability. 

 

 

 

 

 

 

 

 

 

Figure 4.3 Pricing approaches in hospitality - comparison 



 

CHECK-BACK QUESTIONS 

1. How does pricing strategy support and strengthen a hotel’s overall marketing strategy? 

2. In what ways can pricing decisions influence a hotel’s occupancy, revenue, and 

profitability? Give one hotel-based example. 

3. How do different customer segments (such as business and leisure travellers) respond 

differently to pricing changes? 

4. How can pricing be used as a tool to position a hotel as budget, mid-scale, or luxury in 

a competitive market? 

5. What is the key difference between product-focused pricing and customer-centric 

pricing, and which approach is more suitable for modern hotels? Why? 

CASELET 

A city hotel charges a fixed room rate of ₹3,500 throughout the year based only on room size 

and facilities. Later, the hotel introduces different prices for business travellers, weekend 

families, and online bookings, adjusting rates based on demand and guest expectations. 

1. Which pricing approach is reflected in the fixed-rate system, and why? 

2. How does the revised pricing strategy reflect a customer-centric approach? 

 

4.2 ROLE OF PRICE IN MARKET DYNAMICS 

4.2.1 Role of Price in Creating Market Pull and Influencing Customer Behaviour 

Price plays a powerful role in shaping market dynamics in the hospitality industry. It does not 

only determine how much a guest pays, but also strongly influences customer interest, booking 

decisions, and buying behaviour. In hotels, price often acts as the first signal that attracts 

customers and creates what is known as market pull. 

Role of Price in Creating Market Pull 

Market pull refers to the ability of price to attract customers towards a hotel or service. An 

attractive price can encourage customers to explore, compare, and ultimately choose a 

particular hotel over competitors. Hotels often use price strategically to stimulate demand 

during low-occupancy periods or to introduce new services. 

Example: 

During the off-season, a resort introduces a special “Monsoon Getaway Package” at a reduced 

rate, including breakfast and a spa discount. This attractive pricing creates interest among 

leisure travellers and encourages bookings, thereby pulling customers into the market who may 

otherwise postpone travel. 

Price-based promotions such as early-bird discounts, limited-time offers, and bundled packages 

are commonly used to create market pull by providing perceived value rather than just lowering 

prices. 



Role of Price in Influencing Customer Behaviour 

Price directly affects how customers behave before and during the booking process. Customers 

often compare prices across hotels and channels before making a decision. A reasonable or 

competitive price can reduce hesitation and speed up purchase decisions. 

Example: 

A guest comparing two similar hotels finds one offering a slightly higher room rate but 

including complimentary breakfast and airport transfer. The guest perceives greater value and 

chooses that hotel, showing how price combined with value influences customer behaviour. 

Price also affects timing and booking patterns. Higher prices during peak periods may 

encourage customers to book early, while discounted prices may motivate last-minute or 

spontaneous bookings. 

Psychological Influence of Price 

Price has a psychological impact on customers. Lower prices can signal affordability, while 

higher prices often signal better quality, comfort, or exclusivity. Hotels use this perception 

carefully to match their brand image. 

Example: 

A luxury hotel maintains premium pricing to convey exclusivity and superior service. Guests 

are willing to pay higher prices because they associate the price with luxury and personalized 

experience. 

In summary, price acts as a powerful tool in creating market pull and influencing customer 

behaviour in the hospitality industry. By setting the right price at the right time, hotels can 

attract customers, influence booking decisions, and shape demand patterns while maintaining 

brand value and competitiveness. 

 

 



 

 

 

 

 

 

 

 

 

 

Figure 4.4 Role of Price in customer behaviour 

 

4.2.2 PRICING AS A STRATEGIC BARRIER TO ENTRY IN THE HOSPITALITY      

         INDUSTRY 

 

In the hospitality industry, pricing can act as a powerful strategic barrier to entry, making it 

difficult for new competitors to enter and survive in the market. A barrier to entry refers to any 

factor that prevents or discourages new hotels from competing effectively with established 

players. Strategic pricing helps existing hotels protect their market share, brand image, and 

profitability while limiting the ability of new entrants to attract customers. 

Role of Pricing as a Barrier to Entry 

Established hotels often have advantages such as strong brand recognition, loyal customers, 

economies of scale, and efficient cost structures. These strengths allow them to adopt pricing 

strategies that new entrants may find difficult to match without incurring losses. By offering 

competitive prices while maintaining service quality, established hotels reduce the 

attractiveness of the market for new players. 

Example: 

A well-known mid-scale hotel chain is able to offer room rates of ₹4,500 because of bulk 

purchasing, efficient operations, and high occupancy levels. A newly opened independent hotel, 

with higher costs and lower demand, cannot match this price without compromising quality or 

profitability. As a result, the new hotel struggles to attract customers, creating a natural barrier 

to entry. 

 



Premium Pricing as a Barrier 

Pricing can also act as a barrier through premium positioning. Luxury hotels maintain high 

prices to signal exclusivity, superior service, and brand prestige. New entrants find it difficult 

to enter this segment because customers associate premium prices with established brands 

and trusted service standards. 

Example: 

A luxury hotel charging ₹15,000 per night discourages new competitors from entering the 

luxury segment unless they can offer comparable facilities, reputation, and service 

excellence. Without brand credibility, a new entrant cannot justify similar prices and may fail 

to attract high-end guests. 

Predatory and Defensive Pricing Strategies 

In some cases, established hotels may temporarily reduce prices during periods of new 

competition to defend their market position. While not illegal when done ethically, such 

defensive pricing discourages new hotels by lowering profit potential in the short term. 

Example: 

When a new hotel opens nearby, an existing hotel may introduce value-added packages such 

as complimentary meals or discounted long-stay rates. This keeps customers loyal and 

reduces the new hotel’s ability to gain market share. 

Loyalty-Based and Contract Pricing 

Hotels also use loyalty programmes, corporate contracts, and negotiated rates as indirect 

pricing barriers. These pricing agreements lock in repeat customers and corporate clients, 

making it difficult for new entrants to compete on price alone. 

Example: 

A hotel offering special negotiated rates to corporate clients and loyalty discounts to frequent 

guests prevents new hotels from easily attracting these customers, even if they offer lower 

published rates. 



Pricing acts as an effective 

strategic barrier to entry in 

the hospitality industry by 

leveraging cost advantages, 

brand positioning, customer 

loyalty, and strategic 

discounting. Established 

hotels use pricing not only to 

generate revenue but also to 

protect their competitive 

position and discourage new 

entrants. For new 

competitors, overcoming 

such pricing barriers requires 

strong differentiation, 

innovation, and long-term 

investment rather than price 

competition alone. 

 

Check-Back Questions 

1. How does price help in creating market pull for a hotel during low-demand periods? 

2. In what ways does price influence customer booking behaviour and decision-making? 

Give an example. 

3. Why can a very low or very high price affect customer perception of a hotel? 

4. How can established hotels use pricing as a strategic barrier to entry for new 

competitors? 

5. Why is it difficult for new hotels to compete with established brands on price alone? 

 

4.3 WILLINGNESS TO PAY (WTP) 

4.3.1 Willingness to Pay (WTP) 

Willingness to Pay (WTP) refers to the maximum price that a customer is prepared to pay for 

a product or service before deciding not to purchase it. In the hotel industry, WTP represents 

the highest room tariff or service price that a guest finds acceptable based on their needs, 

expectations, and perceived value. If the hotel’s price is equal to or lower than the guest’s 

willingness to pay, the booking is likely to happen. However, when the price exceeds the 

guest’s willingness to pay, the guest will search for alternative accommodation options. 

In the hotel industry, willingness to pay varies significantly among guests due to differences in 

income level, travel purpose, personal preferences, and situational factors. For example, a 

business traveller visiting a city for official work usually has a higher willingness to pay 

because comfort, location, internet connectivity, and time efficiency are important. If such a 

traveller’s willingness to pay for a night’s stay is around ₹6,000, they will comfortably book a 



room priced at ₹5,500 but may reject the same room if it is priced at ₹6,500. In this case, ₹6,000 

becomes the upper limit of the guest’s willingness to pay. 

On the other hand, leisure tourists and families on vacation generally have a lower willingness 

to pay because they are spending their own money and are more price-conscious. For instance, 

a family planning a holiday may have a willingness to pay of ₹3,500 per night and will prefer 

a reasonably priced three-star hotel rather than a higher-category hotel charging ₹5,000. This 

example clearly shows that willingness to pay is not fixed and differs from one guest segment 

to another. 

Several factors influence willingness to pay in the hotel industry. The purpose of stay plays a 

major role, as business travellers usually exhibit a higher willingness to pay compared to leisure 

travellers or backpackers. The category and brand image of the hotel also influence willingness 

to pay, with guests being ready to pay more for luxury or well-known hotel brands. Seasonal 

demand further affects willingness to pay, as guests are generally willing to pay higher prices 

during peak seasons, festivals, or major events, while their willingness reduces during off-

season periods. Urgency of travel also matters, since last-minute bookings often increase a 

guest’s willingness to pay. Additionally, perceived value such as sea views, complimentary 

breakfast, spa access, superior service quality, and location can significantly raise a guest’s 

willingness to pay. 

Understanding willingness to pay is extremely important for hotel management while making 

pricing decisions. When hotels correctly estimate how much different types of guests are 

willing to pay, they can avoid underpricing their rooms and losing revenue, as well as 

overpricing and losing customers. For example, if a hotel identifies that business travellers are 

willing to pay up to ₹7,000 while leisure travellers are comfortable paying only up to ₹4,000, 

it can charge higher tariffs on weekdays and offer discounted packages on weekends. This 

approach helps hotels maximize revenue while keeping different customer segments satisfied. 

Hotels also use the concept of willingness to pay to design different room categories and service 

packages. The same room can be sold at different price points by adding value. For example, a 

basic room may be priced at ₹4,000, a room with breakfast at ₹4,800, and a premium package 

including breakfast, spa access, and dinner at ₹6,500. Guests choose the option that best 

matches their willingness to pay. Thus, willingness to pay helps hotels align their pricing 

strategies with guest expectations and market conditions. 

4.3.2 Influence of Consumer Profiles, Travel Purpose, and Value Perception on Price  

         Sensitivity 

 

Price sensitivity in the hotel industry is strongly influenced by the type of consumer, the 

purpose of travel, and the value perceived by the guest. Different guests react differently to 

price changes, and understanding these differences helps hotels design effective pricing 

strategies. 

Consumer profiles play a major role in determining price sensitivity. Budget travellers, 

students, backpackers, and middle-income families are generally highly price sensitive. These 

consumers carefully compare prices across online travel platforms and are quick to change 

their booking decisions if prices increase even slightly. For such guests, affordability is a key 

concern, and discounts, promotional offers, and value deals significantly influence their 



choices. In contrast, high-income guests and luxury travellers are usually less price sensitive. 

They focus more on comfort, exclusivity, privacy, and brand reputation rather than price alone. 

A moderate increase in room rates may not affect their decision as long as the service quality 

meets their expectations. 

Travel purpose is another critical factor influencing price sensitivity. Business travellers tend 

to be less price sensitive because their trips are often essential and time-bound. Since 

accommodation expenses are frequently paid by their companies, these travellers prioritize 

location, connectivity, and convenience over cost. As a result, they are less likely to cancel or 

change hotels due to small price increases. On the other hand, leisure travellers are more price 

sensitive because they plan trips in advance and pay from their personal budgets. They actively 

look for discounts, seasonal offers, and package deals. A rise in room tariff may lead them to 

shorten their stay, change travel dates, or select a lower-category hotel. 

Value perception significantly 

shapes how guests respond to prices. 

When guests believe that the price 

charged is justified by the quality of 

service, facilities, ambience, and 

overall experience, their price 

sensitivity decreases. For example, a 

guest may willingly pay a higher 

room rate at a beachfront resort if it 

offers scenic views, premium 

amenities, personalized service, and 

memorable experiences. In such 

cases, the perceived value reduces 

resistance to higher prices. 

However, if guests feel that the price 

does not match the quality offered, 

even a small increase in tariff can lead to dissatisfaction and switching behavior. This is 

commonly seen when hotels fail to maintain service standards while increasing prices. 

The interaction of consumer profile, travel purpose, and value perception ultimately determines 

how sensitive a guest is to price changes. A leisure traveller with a limited budget and low 

perceived value will be highly price sensitive, whereas a business traveller staying at a reputed 

hotel with strong perceived value will show low price sensitivity. Therefore, hotels must 

carefully analyze their target market segments and align pricing with guest expectations. By 

offering differentiated services, tailored packages, and value-added benefits, hotels can reduce 

price sensitivity and build long-term customer loyalty. 

 

 

 

 

 



 

 

 

 

Table 4.1 Type of guests Vs Price sensitivity 

Factor 
Guest 

Category 

Level of Price 

Sensitivity 
Reason 

Hotel Industry 

Example 

Consumer 

Profile 

Budget 

travellers / 

students 

High 

Limited budget and 

frequent price 

comparison 

Choose ₹2,500 

hotel over ₹3,000 

hotel 

 Middle-income 

families 

Moderate to 

High 

Value conscious, 

seek deals 

Prefer family 

packages and 

discounts 

 Business 

travellers 
Low 

Company-paid stay, 

focus on 

convenience 

Accept higher 

weekday room 

rates 

 Luxury 

travellers 
Very Low 

Focus on exclusivity 

and experience 

Pay premium for 

suites and branded 

hotels 

Travel Purpose Business travel Low 
Travel is essential 

and time-bound 

Book near 

workplace despite 

high price 

 Leisure travel High 
Flexible plans and 

self-funded 

Change dates or 

hotels for lower 

prices 

 
Event / 

conference 

travel 

Low 
Limited alternatives 

and urgency 

Accept surge 

pricing during 

conferences 

 Holiday / 

vacation 
High 

Advance planning 

and budget focus 

Prefer off-season 

discounts 

Value 

Perception 

High perceived 

value 
Low 

Price justified by 

quality and 

experience 

Pay more for sea 

view, spa, fine 

dining 

 Moderate 

perceived value 
Moderate 

Balance between 

price and benefits 

Choose hotels with 

breakfast included 

 Low perceived 

value 
High Price seen as unfair 

Switch hotels if 

price increases 

Service 

Differentiation 

Unique location 

/ heritage hotel 
Low Limited substitutes 

Guests accept 

premium pricing 

 Standard city 

hotel 
High 

Many alternatives 

available 

Guests compare 

prices online 



4.3.3 Applying Willingness to Pay (WTP) to align Pricing Strategies with Customer    

        Expectations and Revenue Goals 

 

Applying the concept of willingness to pay (WTP) helps hotels design pricing strategies that 

meet customer expectations while also achieving revenue objectives. Since different guests are 

willing to pay different prices for the same hotel service, understanding WTP allows hotels to 

charge prices that guests consider fair, while maximizing overall revenue. When pricing is 

aligned with WTP, guests feel satisfied with the value they receive, and hotels avoid losses 

caused by underpricing or overpricing. 

One important way hotels apply WTP is through market segmentation. Hotels identify different 

customer segments such as business travellers, leisure tourists, families, and luxury guests, and 

estimate how much each segment is willing to pay. For example, business travellers staying on 

weekdays are usually willing to pay higher room rates due to company sponsorship and time 

constraints. Hotels therefore charge higher weekday tariffs while offering lower weekend rates 

to attract leisure travellers with lower willingness to pay. This approach helps hotels maintain 

high occupancy throughout the week while optimizing revenue. 

Hotels also apply WTP through room categorisation and product differentiation. The same 

hotel property can offer rooms at different price levels based on features such as size, view, 

floor level, and included services. For instance, a standard room may be priced at ₹4,000 for 

guests with moderate willingness to pay, while a sea-view or executive room may be priced at 

₹6,500 for guests who value comfort and exclusivity. By matching room prices to varying 

willingness to pay levels, hotels ensure that different customer expectations are met without 

losing potential revenue. 

Another practical application of WTP is the creation of value-added packages. Instead of 

lowering room prices, hotels bundle additional services such as breakfast, airport transfers, spa 

access, or sightseeing tours. For example, a guest who is unwilling to pay ₹6,000 for a room 

alone may be willing to pay the same amount if breakfast and dinner are included. In this way, 

hotels align pricing with customer expectations of value while protecting their average room 

rates. 

WTP is also widely applied in dynamic and seasonal pricing strategies. During peak seasons, 

festivals, conferences, or major events, guests’ willingness to pay increases due to limited 

availability and higher demand. Hotels respond by increasing room tariffs to capture higher 

revenue. During off-peak periods, when willingness to pay is lower, hotels reduce prices or 

offer promotional deals to stimulate demand. This flexible pricing approach ensures optimal 

revenue generation across different seasons. 

In food and beverage operations, WTP guides menu pricing decisions. Guests are often 

willing to pay more for dishes that offer superior ambience, presentation, or unique dining 

experiences. For example, a rooftop restaurant may charge a premium for a signature dish not 

because of higher food cost, but because guests are willing to pay more for the experience. By 

understanding customer willingness to pay, restaurants can price menu items to maximize 

contribution margins while maintaining guest satisfaction. 

Overall, applying willingness to pay enables hotels to strike a balance between customer 

expectations and revenue goals. When hotels understand what guests value and how much they 



are willing to pay for it, pricing decisions become more strategic and customer-centric. This 

results in higher occupancy, improved guest satisfaction, and sustainable revenue growth, 

making WTP a critical tool in hospitality pricing strategy. 

Applying willingness to pay helps hotels design pricing strategies 

that satisfy customers while maximizing revenue by matching 

prices with perceived value and guest expectations. 

Table 4.2 Dynamics of Willingness to Pay (WTP 

WTP-Based 

Strategy 

Customer 

Segment 

Customer 

Expectation 

Pricing 

Application 
Revenue Outcome 

Market 

segmentation 

Business 

travellers 

Convenience, 

location, comfort 

Higher weekday 

room tariffs 

Higher ADR and 

stable occupancy 

Differential 

pricing 

Leisure 

travellers 

Affordable stay 

and value 

Lower weekend 

and off-season rates 

Improved 

occupancy during 

low demand 

Room 

categorisation 

Luxury and 

premium guests 

Exclusivity and 

superior comfort 

Premium pricing 

for suites and sea-

view rooms 

Increased room 

revenue 

Value-added 

packaging 

Families and 

tourists 

More benefits for 

money 

Room + meals + 

activities bundle 

Higher total spend 

per guest 

Dynamic 

pricing 

Event and 

peak-season 

guests 

Guaranteed 

availability 

Surge pricing 

during festivals and 

conferences 

Revenue 

maximization 

Menu pricing 

(F&B) 

Experiential 

diners 

Ambience and 

dining 

experience 

Premium pricing 

for signature dishes 

Higher 

contribution 

margin 

Add-on 

services 

Wellness-

focused guests 

Personalised 

experiences 

Paid spa, airport 

transfers, upgrades 

Incremental 

revenue 

CHECK BACK QUESTIONS 

1. What is meant by willingness to pay (WTP) in the hotel industry? 

2. How does price sensitivity affect a guest’s booking decision? 

3. Why are business travellers generally less price sensitive than leisure travellers? 

4. How does perceived value influence a guest’s willingness to pay in hotels? 

5. How can hotels use willingness to pay to achieve their revenue goals? 

 

4.4 MARKET SEGMENTATION, BRAND ARCHITECTURE AND PRICING 

Market segmentation, brand architecture, and pricing refer to the process by which 

hospitality organisations divide their customers into groups, structure their brands, and fix 

prices in a way that matches customer needs, brand positioning, and revenue objectives. 



In the hospitality industry, not all customers are the same, and therefore a single pricing 

approach cannot suit everyone. Hotels and tourism organisations serve different types of guests 

such as budget travellers, business executives, families, and luxury seekers. To manage this 

diversity effectively, hotels use market segmentation to group customers based on similar 

characteristics such as income, travel purpose, and behaviour. Each segment has different 

expectations and willingness to pay. 

To serve these segments without confusing customers, hospitality companies design a clear 

brand architecture. This means creating different hotel brands or sub-brands under the same 

parent company, each targeting a specific market segment. For example, a budget brand offers 

basic services at lower prices, while a luxury brand under the same group offers premium 

experiences at higher prices. This helps customers easily understand what to expect from each 

brand. 

Pricing plays a crucial role in connecting market segmentation and brand architecture. Once 

the target segment and brand position are decided, prices are set to reflect the value promised 

by the brand. Budget brands follow competitive pricing, mid-scale brands focus on value 

pricing, and luxury brands adopt premium pricing. When segmentation, brand architecture, and 

pricing work together, hotels are able to attract the right customers, meet their expectations, 

and achieve sustainable revenue growth. 

4.4.1 Relationship between Market Segmentation, Brand Architecture, and Pricing    

         Strategy 

Market segmentation, brand architecture, and pricing strategy are closely connected concepts 

in the hospitality industry, and together they help hotels serve different types of customers 

effectively. Market segmentation is the first step, where hotels divide the market into distinct 

groups based on factors such as income level, travel purpose, lifestyle, and spending behaviour. 

Each segment has different expectations, needs, and willingness to pay. For example, budget 

travellers look for affordability, business travellers seek convenience and efficiency, while 

luxury guests expect exclusivity and superior service. 

Once market segments are identified, hotels design an appropriate brand architecture to cater 

to each segment without creating confusion. Brand architecture refers to how a hotel company 

organises and positions its different brands or offerings under one umbrella. A single hotel 

group may operate a budget brand, a mid-scale brand, and a luxury brand, each clearly targeted 

at a specific market segment. This helps customers easily understand what level of service, 

comfort, and experience they can expect from each brand. 

Pricing strategy is then developed based on the target segment and brand position. Prices are 

not fixed randomly; they are carefully aligned with the expectations of the chosen market 

segment and the value promised by the brand. Budget brands follow lower and competitive 

pricing to attract price-sensitive guests, while mid-scale brands adopt value-based pricing to 

balance cost and comfort. Luxury brands, on the other hand, use premium pricing to reflect 

exclusivity, personalised service, and high perceived value. 

The relationship between these three elements is sequential and logical. Market segmentation 

identifies who the customer is, brand architecture defines what the brand offers, and pricing 

strategy communicates how much the customer should pay for that value. If pricing does 

not match the brand position or the target segment, customers may feel confused or dissatisfied. 



For example, if a budget hotel charges luxury-level prices, it may lose customers, while a 

luxury hotel charging very low prices may damage its brand image. 

Therefore, successful hotels ensure strong alignment between market segmentation, brand 

architecture, and pricing strategy. When these elements work together, hotels attract the right 

customers, meet their expectations, maintain brand clarity, and achieve sustainable revenue 

growth. This alignment is essential for long-term competitiveness in the hospitality industry. 

 

 

 

Figure 4.5 Relationship between Market segmentation, brand architecture and pricing     

                 strategy 

 



4.4.2 Pricing Approaches across Economy, Mid-scale, Upscale, and Luxury Segments in    

         Multi-Brand Hotel Chains 

Multi-brand hotel chains operate different hotel brands under one corporate umbrella to serve 

diverse market segments. Each segment follows a distinct pricing approach based on target 

customers, service levels, brand promise, and willingness to pay. Evaluating pricing across 

economy, mid-scale, upscale, and luxury segments helps understand how hotels balance 

affordability, value, and exclusivity while maximising revenue. 

Economy Segment – Price-Driven Approach 

Economy hotels follow a competitive and cost-focused pricing approach. Prices are kept 

low and stable to attract highly price-sensitive guests such as budget travellers, students, and 

short-stay business guests. The focus is on essential services like clean rooms, basic amenities, 

and convenient locations rather than luxury features. 

Example: 

A budget brand under a large hotel group may price rooms between ₹2,000–₹3,000 per night 

in city locations. The pricing remains similar across seasons, with occasional discounts during 

low demand. Guests choose these hotels primarily for affordability rather than experience. 

Mid-Scale Segment – Value-Based Pricing Approach 

Mid-scale hotels adopt a value-based pricing strategy, offering a balance between price and 

comfort. Target customers include families, domestic tourists, and business travellers seeking 

comfort without premium pricing. Prices reflect added value such as better room quality, in-

house dining, and limited recreational facilities. 

Example: 
A mid-scale brand may charge ₹4,000–₹6,000 per night, positioning itself as “good value for 

money.” Pricing is flexible, with higher rates during weekends or holiday seasons and 

discounted corporate or package rates during off-peak periods. 

Upscale Segment – Premium Value Pricing 

Upscale hotels follow a premium pricing approach, where prices are higher but justified by 

superior service quality, ambience, location, and brand reputation. Guests in this segment are 

less price sensitive and expect personalised services, well-designed interiors, and strong food 

and beverage offerings. 

Example: 
An upscale business hotel in a metro city may price rooms between ₹7,000–₹10,000 per night. 

Weekday tariffs remain high due to business demand, while weekend leisure packages are 

offered to maintain occupancy without diluting brand value. 

 



Luxury Segment – Prestige and Experience-Based Pricing 

Luxury hotels use prestige or experience-based pricing, where prices are determined by 

exclusivity, brand heritage, personalised services, and emotional value rather than cost. Guests 

are willing to pay a premium for privacy, status, and memorable experiences. Price sensitivity 

is very low in this segment. 

Example: 
A luxury heritage or palace hotel may charge ₹20,000 or more per night. Prices remain high 

even during off-season, with emphasis on curated experiences such as spa therapies, fine 

dining, and bespoke services rather than discounts. 

 

Evaluation of Pricing across Segments 

The pricing approaches across hotel segments reflect a clear progression from cost and 

affordability in economy hotels to value and balance in mid-scale hotels, premium 

justification in upscale hotels, and exclusivity and prestige in luxury hotels. Multi-brand hotel 

chains carefully align pricing with brand positioning to avoid overlap or customer confusion. 

Successful chains ensure that each brand clearly communicates its value proposition through 

its pricing, thereby attracting the right customer segment and achieving sustainable revenue 

growth. 

Table 4.3 Evaluation of pricing across segments 

Hotel 

Segment 
Target Market Pricing Approach 

Indian Hotel 

Chain Examples 

International 

Hotel Chain 

Examples 

Economy 

Budget travellers, 

students, short-stay 

guests 

Cost-based & 

competitive pricing; 

limited services 

Ginger (Taj 

Group) 
Ibis, Motel 6 

Mid-Scale 

Families, domestic 

tourists, value-

seeking business 

travellers 

Value-based 

pricing; balance of 

comfort & price 

Lemon Tree 

Hotels, Pride 

Holiday Inn (IHG 

Hotels & Resorts) 

Upscale 

Corporate 

executives, premium 

leisure guests 

Premium pricing 

justified by service 

quality & location 

Vivanta (Taj 

Group), 

Welcomehotel 

Mercure, Hilton 

Luxury 

High-net-worth 

individuals, 

destination & 

experiential 

travellers 

Prestige / 

experience-based 

pricing; very low 

price sensitivity 

Taj Hotels, 

Oberoi Hotels, 

The Leela 

Ritz-Carlton, St. 

Regis, JW 

Marriott 

 

 



 

 

 

 

 

 

Caselet 1: Taj Group – Segment-Based Brand Architecture and Pricing 

The Taj Group follows a clearly layered brand architecture to serve different market segments 

while maintaining strong brand equity. At the economy and mid-scale level, Ginger targets 

budget-conscious travellers with affordable, competitive pricing and limited services. Vivanta 

operates in the upscale segment, offering premium comfort and contemporary experiences at 

mid-to-high price points suitable for business and leisure travellers. At the luxury end, Taj 

Hotels and The Leela (often benchmarked in the same luxury space in India) focus on heritage, 

personalised service, and exclusivity, using prestige-based pricing. 

Pricing across Taj brands reflects customer willingness to pay. Ginger competes on price, 

Vivanta balances value and quality, while Taj luxury hotels charge premium rates justified by 

brand legacy, service excellence, and emotional value. This segmentation-based pricing helps 

the Taj Group maximise revenue without brand dilution. 

Key Learning: 
Taj aligns pricing with brand promise—affordable pricing for economy brands and premium 

pricing for luxury brands—to serve diverse customer segments effectively. 

 

Caselet 2: Marriott International – Multi-Brand Global Pricing Strategy 

Marriott International is one of the world’s largest hotel groups, operating a wide portfolio of 

brands across all segments. Fairfield by Marriott serves the mid-scale segment with value-

based pricing, targeting price-conscious business and leisure travellers. Courtyard by 

Marriott operates in the upscale segment with premium pricing justified by business-friendly 

services and locations. At the luxury end, St. Regis and Ritz-Carlton use experience-based 

and prestige pricing, focusing on personalised services, exclusivity, and brand status. 

Marriott applies dynamic pricing across all brands, adjusting room rates based on demand, 

location, and season, while still maintaining clear price differentiation between segments. 

Customers clearly understand what to expect from each brand, reducing confusion and 

strengthening brand loyalty. 

Key Learning: 
Marriott’s success lies in using strong brand architecture to support differentiated pricing 

strategies across segments while maximising global revenue. 



 

 

 

 

 

 

Caselet 3: Accor – Value and Affordability through Brand Segmentation 

Accor adopts a segment-driven pricing approach supported by a wide brand portfolio. Ibis 

operates in the economy segment with cost-based and competitive pricing, attracting budget 

travellers and young professionals. Novotel targets the mid-scale segment with value-based 

pricing, offering comfort, family-friendly services, and business amenities. In the luxury 

segment, Accor’s premium brands focus on design, exclusivity, and experience, using higher 

price points. 

Accor ensures that pricing clearly reflects the service level and brand positioning. Economy 

brands emphasise affordability, mid-scale brands emphasise value for money, and luxury 

brands justify premium pricing through unique experiences. This clear alignment helps Accor 

attract diverse customer groups without internal competition between brands. 

Key Learning: 
Accor demonstrates how clear market segmentation and pricing alignment can help global 

hotel chains cater to both budget and luxury markets successfully. 

 

 

CHECK BACK QUESTIONS 

1. What is meant by market segmentation in the hotel industry? 

2. Explain brand architecture with an example from a multi-brand hotel chain. 

3. How does pricing strategy differ between economy and luxury hotel segments? 

4. Why is it important for pricing to align with brand positioning in hospitality? 

5. Evaluate how multi-brand hotel chains use different pricing approaches to serve 

diverse customer segments. 

 

4.5 MARKET RESEARCH AND PRICING DECISION-MAKING 

Market research plays a vital role in effective pricing decision-making in the hospitality 

industry. It involves the systematic collection and analysis of information related to customer 



preferences, demand patterns, competitor prices, and market trends. Through market research, 

hotels understand how much guests are willing to pay, how sensitive they are to price changes, 

and what factors influence their buying decisions. 

Pricing decisions based on market research help hotels set room rates and service prices that 

are competitive, fair, and profitable. By studying customer feedback, booking behaviour, 

seasonal demand, and competitor positioning, hotels can avoid overpricing or under-pricing 

their offerings. Market research also supports dynamic pricing, promotional offers, and 

segmentation-based pricing strategies. 

In summary, market research acts as the foundation for informed pricing decisions in 

hospitality. When pricing is guided by accurate market insights, hotels are better able to meet 

customer expectations, strengthen brand positioning, and achieve sustainable revenue growth. 

4.5.1 Applying Market Research Tools, Competitive Benchmarking, and Consumer  

         Insights for Pricing Strategies 

 

In the hospitality industry, pricing decisions should not be based on guesswork. Hotels use 

market research tools, competitive benchmarking, and consumer insights to design pricing 

strategies that are competitive, customer-oriented, and revenue-focused. When these three 

elements are applied together, hotels are able to set prices that reflect market realities and guest 

expectations. 

 

Market Research Tools 

Market research tools help hotels collect and analyse data related to customer behaviour, 

demand patterns, and market trends. Common tools include guest surveys, feedback forms, 

online reviews, booking data analysis, and demand forecasting reports. For example, by 

analysing booking data, a hotel can identify peak booking days, preferred room types, and price 

ranges that guests commonly accept. This information helps the hotel decide suitable base room 

rates and seasonal pricing levels. 

Competitive benchmarking 

Competitive benchmarking involves comparing a hotel’s prices with those of similar hotels in 

the same market segment and location. Hotels regularly monitor competitors’ room tariffs, 

packages, and promotional offers through online travel agencies and rate shopping tools. For 

instance, if nearby hotels of the same category charge between ₹6,000 and ₹6,500 per night, a 

hotel may price its rooms at ₹6,200 to remain competitive while highlighting unique value 

additions. Competitive benchmarking prevents overpricing, which may reduce occupancy, and 

underpricing, which may reduce profitability. 

Consumer insights 

Consumer insights focus on understanding why guests are willing to pay a certain price. This 

includes analysing customer preferences, perceived value, price sensitivity, and willingness to 

pay. For example, research may show that guests are willing to pay higher prices for rooms 

with complimentary breakfast, better views, or flexible check-in options. Instead of increasing 

room tariffs directly, hotels may bundle such features into packages to align pricing with 

customer expectations. 



When market research, benchmarking, and consumer insights are combined, hotels can 

formulate effective pricing strategies such as dynamic pricing, segmented pricing, and value-

based pricing. During high-demand periods, research may indicate low price sensitivity, 

allowing hotels to increase prices. During low-demand periods, consumer insights may suggest 

offering discounts or value-added packages to attract bookings. Thus, pricing becomes both 

market-driven and customer-centric. 

Overall, applying market research tools, competitive benchmarking, and consumer insights 

enables hotels to make informed pricing decisions. This approach helps achieve a balance 

between customer satisfaction and revenue goals, making pricing strategies more effective and 

sustainable in a competitive hospitality environment. 

The following table clearly exhibits the types of market research tools used in pricing; 

Table 4.4 Market research tools and its utilization 

Type of Market 

Research Tool 
Purpose Method Used 

Hospitality 

Example 
Pricing Use 

Guest Surveys 

Understand 

customer 

preferences and 

satisfaction 

Questionnaires, 

feedback forms 

Post-stay guest 

feedback survey 

Decide 

acceptable room 

price 

Online Reviews 

Analysis 

Identify guest 

perceptions and 

value expectations 

Review mining 

from OTAs 

Analysis of 

reviews on 

booking 

platforms 

Adjust pricing 

based on 

perceived value 

Booking Data 

Analysis 

Study demand 

patterns and 

booking behaviour 

PMS and CRS 

reports 

Peak vs off-peak 

booking trends 

Dynamic and 

seasonal pricing 

Focus Group 

Discussions 

Gain deeper 

insights into guest 

expectations 

Group interviews 
Discussion with 

frequent guests 

Package and 

value-based 

pricing 

Competitive 

Rate Shopping 

Compare prices 

with similar hotels 

OTA monitoring 

tools 

Tracking 

competitor room 

rates 

Competitive 

pricing decisions 

Market Trend 

Reports 

Understand 

industry-wide 

pricing trends 

Industry reports, 

tourism data 

Tourism 

department 

statistics 

Long-term 

pricing strategy 

Customer 

Segmentation 

Analysis 

Identify different 

customer groups 
Data analytics 

Business vs 

leisure guest 

analysis 

Segment-based 

pricing 

Test Pricing / 

Pilot Offers 

Check customer 

response to new 

prices 

Limited-time 

offers 

Trial weekend 

discounts 

Optimize final 

price levels 

 



 

Below is a clear, application-oriented mapping table that shows how each market research tool 

directly supports a specific pricing strategy in the hospitality industry. 

 

 

Table 4.5 Mapping research tool with pricing strategy 

Market Research 

Tool 

Key Insight 

Generated 

Pricing Strategy 

Supported 

Hotel Industry 

Application 

Guest Surveys 

Customer expectations, 

satisfaction, perceived 

fairness 

Value-Based 

Pricing 

Setting room rates that 

match guest-perceived 

value 

Online Reviews 

Analysis 

Perceived quality, 

service gaps, 

experience value 

Premium / 

Prestige Pricing 

Justifying higher prices 

for highly rated hotels 

Booking Data 

Analysis 

(PMS/CRS) 

Demand patterns, 

booking lead time, 

seasonality 
Dynamic Pricing 

Increasing prices during 

peak demand, lowering 

during off-season 

Competitive Rate 

Shopping 

Competitor room tariffs 

and offers 
Competitive 

Pricing 

Pricing rooms in line with 

similar hotels in the 

market 

Focus Group 

Discussions 

Deep insights into 

willingness to pay 
Value-Based & 

Package Pricing 

Designing bundled offers 

(room + meals + spa) 

Market Trend 

Reports 

Industry pricing trends, 

macro demand 
Strategic / Long-

Term Pricing 

Annual tariff planning 

and rate positioning 

Customer 

Segmentation 

Analysis 

Differences between 

business, leisure, 

luxury guests 

Segmented 

Pricing 

Different prices for 

corporate, leisure, and 

group bookings 

Test Pricing / Pilot 

Offers 

Customer response to 

new price points 

Promotional & 

Penetration 

Pricing 

Trial discounts before 

finalising rates 

 



Figure 4.6 Flow-chart indicating steps in pricing decisions 

 

 



 

4.5.2 Develop integrated, data-driven pricing decisions aligned with organisational  

         objectives and market conditions. 

 

In the hospitality industry, pricing decisions are most effective when they are data-driven, 

integrated across departments, and aligned with organisational objectives and market 

conditions. Integrated pricing means that hotels do not rely on a single factor such as cost or 

competition, but combine market research data, internal performance data, and strategic 

goals to arrive at optimal pricing decisions. 

 

Meaning of Integrated, Data-Driven Pricing 

 

Integrated, data-driven pricing refers to the use of multiple data sources—such as demand 

data, customer insights, competitor prices, and revenue targets—to fix room rates and service 

prices. These pricing decisions are aligned with organisational objectives such as revenue 

maximisation, market share growth, brand positioning, or occupancy stabilisation, while also 

responding to external market conditions like seasonality, competition, and economic trends. 

 

Organisational Objectives Influencing Pricing 

Hotels set prices based on what they aim to achieve as an organisation. Common objectives 

include: 

 Maximising room revenue and profit 

 Achieving target occupancy levels 

 Strengthening brand positioning 

 Entering new markets or customer segments 

 Managing demand during peak and lean periods 

For example, a newly opened hotel may adopt penetration pricing to build occupancy, while 

an established luxury hotel may focus on premium pricing to protect brand image. 

Role of Market Conditions in Pricing Decisions 

Market conditions such as demand levels, competition, seasonality, and economic environment 

strongly affect pricing. During high-demand periods like festivals or conferences, hotels 

increase prices as guests show lower price sensitivity. During low-demand periods, hotels 

reduce prices or add value to stimulate bookings. 

How Data Is Integrated for Pricing Decisions 

Hotels integrate data from different sources before finalising prices: 

Key Data Inputs 

 Historical booking data (PMS/CRS) 

 Market demand trends 

 Competitive benchmarking data 

 Customer willingness to pay 



 Organisational revenue targets 

Step-by-Step Flow: Integrated Pricing Decision Process 

Step 1: Collect internal data (occupancy, ADR, RevPAR) 

Step 2: Analyse external market data (competitor rates, demand trends) 

Step 3: Understand consumer insights (WTP, price sensitivity) 

Step 4: Align with organisational objectives (revenue, brand, occupancy) 

Step 5: Select appropriate pricing strategy 

Step 6: Implement and monitor pricing performance 

Hotel Industry Example – Integrated Pricing 

A city business hotel sets a weekday objective of maximising revenue from corporate 

travellers and a weekend objective of improving occupancy through leisure demand. 

 Weekdays: Higher room rates based on strong business demand 

 Weekends: Discounted leisure packages (room + breakfast + sightseeing) 

This pricing decision integrates demand data, customer segment behaviour, and revenue 

goals. 

Table 4.6: Data Inputs and Pricing Decisions 

Data Source Insight Generated Pricing Decision Supported 

Booking history Peak and off-peak trends Dynamic pricing 

Competitor pricing Market rate position Competitive pricing 

Customer feedback Perceived value Value-based pricing 

Revenue targets Profit expectations Premium / penetration pricing 

Seasonality data Demand fluctuations Seasonal pricing 

 

 

 

 

 

 



Table 4.7 Organisational Objectives and Pricing Alignment 

Organisational Objective Pricing Approach Used Hotel Example 

Increase occupancy Penetration / promotional pricing New hotel launch offers 

Maximise revenue Dynamic pricing Festival season tariffs 

Protect brand image Premium pricing Luxury hotels 

Attract new segments Segmented pricing Student / senior discounts 

Manage demand Differential pricing Weekday vs weekend rates 

 

Use of Technology in Data-Driven Pricing 

Technology plays a crucial role in enabling hotels to make accurate, fast, and integrated 

pricing decisions. Modern hotels rely on Revenue Management Systems (RMS), Property 

Management Systems (PMS), and data analytics tools to process large volumes of data and 

support strategic pricing. For example, a resort uses RMS to increase prices automatically when 

occupancy crosses 80% and reduce prices during sudden demand drops. 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.7 Technology in pricing decisions 



Key Uses and Advantages of Technology in Pricing 

 Real-time demand forecasting 
Technology analyses booking pace, cancellations, and historical data to predict future 

demand and recommend suitable room prices. 

 Dynamic pricing automation 
Revenue management systems automatically increase or decrease room rates based on 

occupancy levels, seasonality, and demand fluctuations. 

 Competitor rate monitoring 
Rate shopping tools track competitor prices across online travel agencies, helping 

hotels stay competitively priced in the market. 

 Customer segmentation and personalised pricing 
Technology helps identify different guest segments (business, leisure, group, loyalty 

members) and supports customised pricing and offers. 

 Revenue optimisation 
Systems calculate key performance indicators such as ADR, RevPAR, and occupancy 

to optimise pricing decisions and maximise revenue. 

 Integration with distribution channels 
Pricing updates are instantly reflected across OTAs, hotel websites, and GDS 

platforms, ensuring rate consistency. 

 Scenario analysis and pricing simulations 
Hotels can test different pricing scenarios (e.g., price increase vs occupancy drop) 

before implementing changes. 

 Reduction of human error 
Automated pricing decisions reduce guesswork and errors that may arise from manual 

pricing. 

 Support for strategic decision-making 
Technology aligns pricing with organisational goals such as revenue growth, market 

expansion, or brand positioning. 

Benefits of Integrated, Data-Driven Pricing 

 Improved Revenue and Profitability 

Integrated data-driven pricing helps hotels charge the right price at the right time, leading to 

higher revenue and profit. 

Example: 
A city hotel analyses booking data and identifies high demand on weekdays. By increasing 

room rates for corporate travellers during these days, the hotel improves its Average Daily Rate 

(ADR) without affecting occupancy. 

 Better Alignment with Customer Expectations 

By using customer insights, hotels can set prices that guests perceive as fair and value-driven. 

Example: 
Guest feedback shows that travellers value complimentary breakfast. Instead of increasing 

room tariffs, the hotel bundles breakfast into the room price, increasing guest satisfaction while 

maintaining revenue. 



 Reduced Risk of Overpricing and Under-pricing 

Data-driven pricing minimises guesswork and reduces the risk of charging prices that are either 

too high or too low. 

Example: 
Competitive benchmarking reveals that similar hotels are charging ₹6,000 per night. The hotel 

prices its rooms at ₹6,200, avoiding under-pricing while remaining competitive. 

 Effective Demand Management 

Integrated pricing helps hotels manage demand during peak and off-peak periods. 

Example: 
During festival season, a resort increases prices based on demand forecasts. During the 

monsoon season, it offers discounted packages to attract leisure travellers and maintain 

occupancy. 

 Support for Strategic Organisational Goals 

Pricing decisions can be aligned with long-term goals such as brand positioning, market 

expansion, or customer loyalty. 

Example: 
A newly launched hotel adopts penetration pricing to build occupancy and brand awareness in 

the first year, even if margins are initially lower. 

 Enhanced Competitive Advantage 

Hotels that use data-driven pricing respond faster to market changes than competitors. 

Example: 
When a nearby hotel drops its prices suddenly, a data-enabled hotel quickly adjusts its rates 

using RMS, preventing loss of bookings. 

 Increased Operational Efficiency 

Automated pricing systems save managerial time and reduce manual errors. 

Example: 
Instead of manually updating prices across OTAs, the hotel’s system automatically updates 

rates in real time across all platforms. 

 Improved Forecasting and Planning 

Data-driven insights help hotels plan future pricing strategies more accurately. 

Example: 
Historical data shows consistent high demand during a particular conference period. The 

hotel plans premium pricing well in advance for the next year. 



CHECK BACK QUESTIONS 

1. Why is market research important for effective pricing decisions in the hospitality 

industry? 

2. How do competitive benchmarking and consumer insights support pricing strategy 

formulation? 

3. Explain how integrated, data-driven pricing aligns organisational objectives with 

market conditions. 

4. What role does technology play in developing data-driven pricing decisions in hotels? 

5. How do integrated pricing decisions help hotels manage demand during peak and off-

peak periods? 

 

LET’S SUM UP 

After reading all the topics, the learners now understand how pricing decisions play a crucial 

role in the success of hospitality organisations. They have gained insight into how pricing 

strategies influence business outcomes, customer demand, and competitive positioning in the 

hospitality industry. The learners are able to differentiate between various pricing approaches, 

including cost-based, market-based, demand-based, and value-based pricing, and understand 

their application in different hospitality contexts. They have also learned how willingness to 

pay and price sensitivity vary across customer segments and how these concepts help hotels 

align prices with customer expectations and revenue goals. Further, the learners now 

understand the relationship between market segmentation, brand architecture, and pricing 

strategy, and how multi-brand hotel chains adopt different pricing approaches across economy, 

mid-scale, upscale, and luxury segments. They are able to evaluate how pricing supports brand 

positioning and helps hotels serve diverse market segments effectively. 

The unit also enables learners to appreciate the importance of market research and competitive 

benchmarking in pricing decision-making. Learners have gained knowledge about the use of 

market research tools, consumer insights, and technology to develop integrated, data-driven 

pricing decisions aligned with organisational objectives and changing market conditions. 

Overall, this unit equips learners with a comprehensive understanding of hospitality pricing 

strategy, enabling them to make informed, customer-centric, and strategic pricing decisions 

that contribute to sustainable revenue growth and long-term competitiveness. 

 

REVIEW QUESTIONS 

Multiple Choice Questions (MCQ): Choose the Correct Answer 

1. Which of the following best explains the role of pricing in hospitality businesses? 

A. Pricing only helps in covering costs 

B. Pricing influences demand, revenue, and competitive position 

C. Pricing is fixed and cannot be changed 

D. Pricing is unrelated to customer behaviour 



 

2. Willingness to Pay (WTP) refers to: 

A. The minimum price set by a hotel 

B. The maximum price a customer is ready to pay 

C. The price charged by competitors 

D. The cost incurred by the hotel 

3. Luxury hotels generally follow which pricing approach? 

A. Cost-based pricing 

B. Competitive pricing 

C. Penetration pricing 

D. Prestige-based pricing 

4. Which hotel segment is most likely to adopt value-based pricing? 

A. Economy segment 

B. Mid-scale segment 

C. Budget hostels 

D. Luxury heritage hotels 

5. Which of the following tools helps hotels adjust room rates based on demand fluctuations? 

A. Guest satisfaction survey 

B. Focus group discussion 

C. Booking data analysis 

D. Brand positioning statement 

 

Fill in the Blanks  

1. Pricing decisions in hospitality influence business outcomes, consumer demand, and 

__________ positioning. 

 

2. Willingness to Pay helps hotels determine the __________ price level that balances 

customer acceptance and revenue goals. 

 

3. Luxury hotels adopt __________-based pricing primarily to communicate exclusivity, 

experience, and brand value rather than cost. 

 

4. Market segmentation enables hotels to align pricing strategies with customer 

expectations and __________ objectives. 

 

5. Data-driven pricing decisions are formulated by integrating market research, 

competitive benchmarking, and __________ insights. 

 



State True or False  

1. A pricing strategy that increases occupancy but damages brand positioning may still 

be considered effective in the long run.(T/F) 

 

2. Two guests staying in the same hotel room may have different willingness to pay 

based on purpose of travel and perceived value.(T/F) 

 

3. In a multi-brand hotel chain, using similar prices across economy and luxury brands 

can create brand dilution.(T/F) 

 

4. Upscale hotels rely primarily on cost-based pricing rather than value or experience to 

determine room tariffs.(T/F) 

 

5. Integrated, data-driven pricing decisions reduce reliance on managerial intuition by 

aligning pricing with market conditions and organisational objectives.(T/F) 

 

Short Answer type Questions  

1. How do pricing decisions influence the competitive positioning of a hotel? 

2. What is the role of willingness to pay in setting room prices in hotels? 

3. Why is it important to align pricing strategy with brand architecture in a multi-brand 

hotel chain? 

4. How does pricing differ between economy and luxury hotel segments? 

5. How does market research support effective pricing decision-making in the hospitality 

industry? 

Long Answer type Questions  

1. Analyse how pricing decisions influence business performance, consumer demand, 

and competitive positioning in the hospitality industry. Illustrate your answer with 

suitable hotel examples. 

2. Explain the concepts of willingness to pay and price sensitivity. Evaluate how 

consumer profiles, travel purpose, and value perception affect pricing decisions in 

hotels. 

3. Discuss the relationship between market segmentation, brand architecture, and pricing 

strategy in the hospitality industry. Explain how misalignment among these elements 

can affect brand image and revenue. 

4. Evaluate the pricing approaches adopted across economy, mid-scale, upscale, and 

luxury segments within multi-brand hotel chains, using suitable Indian and 

international hotel examples. 

5. Examine how market research, competitive benchmarking, consumer insights, and 

technology contribute to developing integrated, data-driven pricing decisions aligned 

with organisational objectives and market conditions. 

 



Open Book Exam type Questions  

Question 1: Data-Driven Pricing and Market Alignment 

Caselet: 
A newly opened mid-scale business hotel in a metropolitan city is facing fluctuating occupancy 

levels. During weekdays, corporate demand is strong, but weekends show low occupancy. The 

management currently follows a uniform pricing policy throughout the week. Customer 

feedback indicates that leisure travellers find the hotel overpriced on weekends, while corporate 

clients are willing to pay higher rates on weekdays. The hotel has access to booking data, 

competitor pricing information, and guest feedback but has not integrated these data sources 

into its pricing decisions. 

Questions: 

a) Analyse the pricing issue faced by the hotel using the concepts of willingness to pay and 

price sensitivity. 

b) Evaluate how market research and competitive benchmarking can help the hotel redesign 

its pricing strategy. 

c) Propose an integrated, data-driven pricing strategy aligned with the hotel’s organisational 

objectives. 

d) Justify how your proposed pricing strategy will improve both occupancy and revenue. 

Question 2: Brand Architecture and Segment-Based Pricing 

Caselet: 
A multi-brand hotel chain operates economy, mid-scale, upscale, and luxury brands in the same 

city. Recently, the chain introduced heavy discounts across all its brands during the off-season 

to boost occupancy. While occupancy improved temporarily, the luxury brand began to receive 

negative feedback, with guests questioning the brand’s exclusivity and value. At the same time, 

the economy brand struggled to compete with independent budget hotels. 

Questions: 

a) Analyse the impact of uniform discounting on different hotel segments within a multi-

brand chain. 

b) Evaluate the relationship between brand architecture and pricing strategy in this scenario. 

c) Recommend differentiated pricing approaches for each segment based on market 

segmentation and willingness to pay. 

d) Assess how data-driven pricing and consumer insights could prevent brand dilution in the 

future. 

ACTIVITY 

1. Students, working in small groups, will visit three hotels of different segments—economy, 

mid-scale, and luxury—located in the same city, either physically or virtually through 

Online Travel Agencies (OTAs). They will collect data on room tariffs for weekdays and 

weekends, peak and off-peak seasons, and available packages or inclusions. After data 

collection, students will prepare a comparative report analysing how pricing varies across 



hotel segments and how these pricing differences reflect brand positioning and target 

markets. The findings of the study will be presented to the class as part of the learning 

activity. 

 

2. Students, working in groups, must design a short questionnaire to study willingness to pay 

and price sensitivity among peers or potential hotel guests. The data collected should be 

analysed using basic statistical tools such as percentages, mean, or simple charts. Based on 

the analysis, students will submit a brief research note explaining how consumer perceptions 

influence pricing decisions in hotels. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

UNIT 5 

APPLICATION OF AI IN REVENUE MANAGEMENT 

 

UNIT OVERVIEW 

  This chapter explores the transformative role of 

Artificial Intelligence (AI) and digital 

technologies in modern revenue management, 

with a specific focus on how data-driven tools enable 

more accurate forecasting, dynamic pricing, and 

personalized revenue strategies in the hospitality 

industry. As traditional rule-based and manual 

approaches become insufficient in increasingly 

volatile and competitive markets, revenue managers 

are now relying on intelligent systems to make 

faster, more precise, and more strategic decisions. 

Figure 1 Source : 

https://www.subscriptionflow.com/wp-  

content/uploads/2020/10/ai-and-

revenue-1.jpg 

The first section examines AI-Based Dynamic Pricing and Forecasting, highlighting how 

machine learning algorithms leverage historical booking data, real-time demand signals, 

competitor pricing, and market trends to generate accurate demand forecasts and dynamically 

adjust room rates. This section emphasizes the importance of real-time predictions in 

maximizing KPIs while responding proactively to changing market conditions. 

The chapter then focuses on Automated Personalization and Guest Segmentation, 

illustrating how AI tools analyse large volumes of guest data to create granular, behaviour-

based segments. By automating segmentation and personalization, revenue managers can offer 

tailored prices, packages, and promotions to different customer segments without eroding 

overall rate integrity. This section also discusses how automation streamlines routine revenue 

management tasks, allowing professionals to shift from operational execution to strategic 

planning and performance optimization. 

The final section addresses Technology in Revenue Management, providing an applied 

understanding of commonly used tools such as revenue management software, Excel Solver, 

and Generative AI. Students and practitioners will learn how Gen AI enhances decision-

making through scenario analysis, insight generation, and communication support. The section 

also highlights the importance of human oversight, ethical considerations, and responsible use 

of technology in revenue management. 

https://www.subscriptionflow.com/wp-%20%20content/uploads/2020/10/ai-and-revenue-1.jpg
https://www.subscriptionflow.com/wp-%20%20content/uploads/2020/10/ai-and-revenue-1.jpg
https://www.subscriptionflow.com/wp-%20%20content/uploads/2020/10/ai-and-revenue-1.jpg


Overall, this chapter equips learners with both conceptual clarity and practical insight into 

how AI and advanced technologies are reshaping revenue management, preparing them to 

operate effectively in data-driven hospitality environments. 

 

 

 

 

Learning Objectives: 

 

S. 

No. 

Sub-Unit Learning Topics Key Learning Objectives 

1 AI-Based Dynamic 

Pricing & 

Forecasting 

 Use of AI in real time 

for RM 

 Use of parameters like 

historical data, 

competition, trends 

etc 

 

The students will be able to  

 Enlist different ways AI can 

improve performance 

 Identify Kay data inputs 

 Interpret AI Forecast Outputs 

 Apply dynamic pricing 

decisions 

 Evaluate Real- Time Forecast 

Accuracy 

 

2 Automated 

Personalization & 

Segmentation 

 Use of AI for guest 

segmentation & 

creation of 

personalised 

packages/offers 

 

The students will be able to  

 Define and differentiate 

between traditional rule based 

& AI driven segmentation  

 Apply segmentation to 

Personalized decisions 

 Evaluate Business impact 

 

3 Use of Technology 

in Revenue 

Management  

 The application of 

Traditional 

Technology to 

Generative AI in RM 

 

The students will be able to  

 Differentiate between the 

various tools 

 Generate & compare revenue 

insights using these tools 

 Demonstrate data ethics and 

responsible technology use 

 

 

Introduction  



The role of Artificial Intelligence and advanced technologies in modern revenue 

management, is major. It focuses on how data-driven tools are transforming pricing, 

forecasting, and decision-making in the hospitality industry. In this chapter, it will be examined 

how AI-based dynamic pricing and forecasting use real-time data, historical trends, and 

competitor insights to predict demand and optimize room rates. The chapter will also explore 

automated personalization and guest segmentation, demonstrating how AI enables tailored 

pricing and offers while streamlining routine revenue management tasks. Finally, the unit will 

cover the practical use of revenue management software, Excel Solver, and Generative AI, 

highlighting how these tools support optimization, scenario analysis, and strategic decision-

making in today’s competitive hospitality environment. 

 

 

 

5.1  Application of AI in Revenue Management 

Artificial Intelligence (AI) has transformed revenue management by enabling organizations to 

predict demand accurately, optimize pricing, and maximize profitability through data-driven 

decisions. AI systems analyse large volumes of historical and real-time data far more efficiently 

than traditional methods, helping businesses respond quickly to market changes.  

 

Figure: 2 ( Source: https://www.prismetric.com/wp-content/uploads/2024/07/AI-Use-

Cases-and-Applications-in-the-Hospitality-Industry.jpg) 

AI can be used as a tool to assist in the following: 

 Demand Forecasting 

AI uses machine learning algorithms to analyse past sales, seasonality, customer 

behaviour, weather patterns, events, and market trends. This results in highly accurate 

https://www.prismetric.com/wp-content/uploads/2024/07/AI-Use-Cases-and-Applications-in-the-Hospitality-Industry.jpg
https://www.prismetric.com/wp-content/uploads/2024/07/AI-Use-Cases-and-Applications-in-the-Hospitality-Industry.jpg


demand forecasts, allowing businesses to plan inventory, staffing, and pricing more 

effectively. 

 Dynamic Pricing 

AI-powered dynamic pricing adjusts prices in real time based on demand, competition, 

booking patterns, and customer willingness to pay. This is widely used in airlines, 

hotels, ridesharing, and e-commerce to maximize revenue while remaining competitive. 

 Customer Segmentation & Personalization 

AI identifies different customer segments based on preferences, purchasing behaviour, 

and price sensitivity. Businesses can then offer personalized prices, promotions, and 

packages, improving conversion rates and customer satisfaction. 

 Inventory Optimization 

AI helps allocate limited inventory (such as hotel rooms or airline seats) to the most 

profitable customer segments at the right time and price. This reduces wastage, 

overbooking risks, and lost revenue opportunities. 

 Competitive Analysis 

AI tools continuously monitor competitor pricing, promotions, and market positioning. 

Revenue managers can respond proactively rather than reactively, ensuring optimal 

pricing strategies. 

 Automation of Revenue Decisions 

AI automates routine revenue management tasks such as rate updates, forecasting, and 

reporting. This allows revenue managers to focus on strategic planning rather than 

manual data analysis. 

 Scenario Planning & Risk Management 

AI can simulate multiple market scenarios (economic changes, demand shocks, events) 

and recommend the best pricing or inventory strategies, helping organizations minimize 

risks and protect revenue. 

 

5.2 AI-Based Dynamic Pricing & 

Forecasting 

AI-based dynamic pricing and forecasting are 

two of the most powerful applications of 

Artificial Intelligence in Revenue Management, 

especially in hospitality, airlines, and tourism. 

 

5.2.1  AI-Based Dynamic Pricing 

Dynamic pricing refers to adjusting prices in 

real time based on changing market conditions.   Figure 3 (Source:  

https://www.nevistas.com/ul/4/2019/07/08/05.jpg ) 

AI enables: 

https://www.nevistas.com/ul/4/2019/07/08/05.jpg


 Automatic price adjustments based on demand levels 

 Real-time response to competitor price changes 

 Pricing optimization by customer segment and booking channel 

 Maximum revenue from limited inventory 

To make the predictions and for dynamic pricing, AI considers factors such as: 

 Booking pace 

 Remaining inventory 

 Time left before the date of stay/travel 

 Customer willingness to pay 

 Prevailing socio-economic conditions 

 Weather forecasts 

 Guest Segmentation 

Benefits: 

 Maximizes revenue during peak demand 

 Improves occupancy during low-demand periods 

 Ensures competitive yet profitable pricing 

Example: Airline ticket prices increase as seats fill up or as the departure date approaches. 

5.2.2. AI-Based Demand Forecasting 

AI systems analyse large volumes of data to accurately predict future demand. These include: 

 Historical sales and booking data 

 Seasonality and trends 

 Local events, festivals, and holidays 

 Weather conditions 

 Market demand and competitor activity 

Using machine learning algorithms, AI continuously learns from new data and improves 

forecast accuracy over time. 

Benefits: 

 As a result of this generative AI, more accurate occupancy and revenue forecasts are 

possible. 

 As it is accurate, fast and precise better planning of pricing and inventory 

 Reduced risk of under-pricing or overpricing 



Example: A hotel predicts higher room demand during a city-wide event and prepares pricing 

strategies in advance. 

5.2.3. Integration of Forecasting & Dynamic Pricing 

AI links forecasting and pricing to: 

 Anticipate demand changes in advance 

 Set optimal prices automatically 

 Adjust strategies continuously without manual intervention 

This integration allows businesses to move from reactive pricing to predictive and proactive 

revenue management. 

5.2.4 How AI Uses Data for Revenue Management 

Artificial intelligence (AI) uses vast amounts of data to enable more accurate demand 

forecasting, dynamic pricing, and personalized customer experiences in revenue management. 

This shifts the practice from relying on human intuition and historical data alone to making 

real-time, data-driven decisions.  

Key Insights 

 Data Volume and Speed: AI systems can process massive, multi-dimensional datasets 

(internal and external) at a speed far exceeding human capabilities, enabling real-time 

adjustments to market conditions. 

 Accuracy: By analysing diverse data sources, including booking history, competitor 

pricing, and social media trends, AI significantly improves the accuracy of demand 

forecasts, with some reports showing error reductions of up to 50% compared to 

traditional methods. 

 Efficiency and Strategy: Automation of data analysis and routine pricing adjustments 

frees up revenue managers to focus on strategic initiatives, complex negotiations, and 

innovative approaches to revenue generation. 

 Profitability: Businesses adopting AI-powered revenue management systems have 

reported substantial benefits, including an average revenue increase of 7.2% (Cornell 

study) to 17% (McKinsey report), along with boosts in occupancy and operational 

efficiency.  

 

 

 

 

 

 



How AI Uses Data for Revenue Management 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure:  4 Use of data for revenue management 

 

AI uses data for revenue management in a sequential manner to produce desired output. 

Following order is used for processing: 

1. Use of Historical Data 

 

AI analyses past data such as: 

Historical Data 

(past bookings, seasonality) 

↓ 

Competitor Pricing Data 

(market rates, OTAs) 

↓ 

Market Trends & Events 

(festivals, demand signals) 

↓ 

AI / ML Engine 

(Demand Prediction & 

Pricing Algorithms) 

↓ 

Real-Time Demand Forecast 

↓ 

Dynamic Room Pricing 

(Rate increase / decrease) 

↓ 

Optimized Occupancy & Revenue 

 



 Previous room bookings 

 Occupancy levels 

 Seasonal demand patterns 

 Past pricing and revenue performance 

How AI helps: 

 Identifies demand trends (high season / low season) 

 Predicts future demand based on past behaviour 

 Learns customer booking patterns and price sensitivity 

Example: AI learns that weekends and festivals consistently show higher occupancy. 

 

2. Use of Competitor Rates 

AI continuously tracks competitor prices from: 

 Online Travel Agencies (OTAs) 

 Hotel websites 

 Market rate reports 

How AI helps: 

 Compares own room rates with competitors 

in real time 

 Identifies overpricing or under-pricing 

 Suggests competitive yet profitable pricing 

strategies 

Example: If nearby hotels increase rates due to high demand, AI recommends a price 

adjustment. 

3. Use of Market Trends 

AI considers external and real-time factors such as: 

 Local events and conferences 

 Festivals and holidays 

 Market demand trends 

 Economic and travel trends 

How AI helps: 

 Anticipates demand spikes or drops 

Do you know? 

 77% of devices being used have 

some form of AI. 

 9 out of 10 organizations 

support AI for a competitive 

advantage. 

 AI is projected to contribute 

$15.7 trillion to the global 

economy by 2030 

 



 Adjusts pricing strategies in advance 

 Helps hotels plan promotions during low-demand periods 

Example: AI increases room prices during a city-wide event due to expected demand surge. 

4. AI Integration for Revenue Optimization 

AI combines all data sources using machine learning algorithms to: 

 Forecast real-time demand 

 Automatically adjust room prices (dynamic pricing) 

 Optimize inventory across booking channels 

 

 

5.3 Introduction to Automated Personalization & Segmentation 

In today’s dynamic and competitive market, it is essential to truly know your customer. 

Traditional segmentation methods were ideal in the past but in the present hypersensitive and 

data saturated world, the contribution od Artificial Intelligence becomes inevitable. With the 

use of this technology, extremely refined segmentation with precise characteristics can be 

identified. Apart from working on basic demographics and transactional segmentation, AI 

covers behavioural patterns, motivations, willingness to pay etc with real time shifts. AI 

delivers unmatched accuracy as it considers browsing habits, intent signals, purchase frequency 

and even sentiment. By covering micro segments, hospitality industry can target niche 

clientele, thus creating value.  

Once the segmentation is done clearly, accordingly satisfying customer experiences can be 

provided by catering to the exact needs of the customer. Apart from optimised targeting, AI 

also enhances user experience.  

5.3.1 Automated Guest Segmentation 

CHECK BACK QUESTIONS- V 

Q. How has Artificial Intelligence changed the way organizations approach revenue 

management compared to traditional methods? 

Q. In what ways does AI enable businesses to respond more quickly to market changes? Can 

you think of examples where speed is critical? 

Q. Reflect on the potential challenges or limitations of relying on AI for revenue 

management. How might organizations address these challenges? 

Q. What are some real-world examples of AI-driven dynamic pricing or forecasting that you 

have observed or read about? How did these examples impact business outcomes? 

 

 



AI replaces static, traditional demographic segmentation with dynamic, behavioural-based 

segmentation. By clustering customers based on purchasing behaviour, browsing history, and 

price sensitivity, companies can create highly specific, automated micro-segments. AI 

algorithms analyse vast datasets (booking history, online behaviour, past interactions) to 

identify distinct segments like business travellers, families, or luxury guests, creating detailed 

guest profiles. If the guest segmentation is done at micro level, data can be analysed to predict 

detailed forecasting and thus help to create a strategy for future for every department to boost 

profits. 

 

 

Figure: 5   Source: https://brightbid.com/wp-content/uploads/2023/09/7-Benenefits-of-

Customer-Segmentation-with-AI-1.png.webp 

5.3.2 AI-Driven Personalization  

AI personalizes the guest experience by analysing guest data. Based on the data provided by 

the guest and on the requirements mentioned by the guest, specific personalized prices are 

offered for rooms and other products. AI personalizes hotel stays by analysing guest data to 

tailor everything from room settings (lighting, temp) to dining/activity suggestions and targeted 

marketing, creating customized experiences via chatbots, voice assistants, and predictive 

analytics for seamless check-ins and proactive service, boosting satisfaction and loyalty. Hotels 

https://brightbid.com/wp-content/uploads/2023/09/7-Benenefits-of-Customer-Segmentation-with-AI-1.png.webp
https://brightbid.com/wp-content/uploads/2023/09/7-Benenefits-of-Customer-Segmentation-with-AI-1.png.webp


use AI to build 360° guest profiles from booking history, spending, and reviews, allowing for 

hyper-personalized offers, smart concierge services, and operational efficiencies like predicting 

room readiness.  

Key Applications of AI in Guest Personalization: 

 Pre-Arrival: 

o Predictive Check-in: AI predicts arrival times from flight data for smoother 

room allocation and faster readiness. 

o Personalized Welcome: Automated videos or messages introduce amenities, 

tailored to guest preferences. 

 During the Stay: 

o In-Room Automation: Voice assistants and smart systems adjust lighting, 

temperature, and entertainment via voice commands. 

o AI Concierge: Chatbots and virtual assistants handle service requests, provide 

local info, and offer tailored recommendations for dining or activities 24/7. 

o Mood Detection: AI analyses voice/text to help staff adjust service level to 

guest's mood. 

 Throughout the Journey: 

o Data-Driven Marketing: AI creates targeted campaigns with personalized 

offers and upgrades based on behaviour. 

o Unified Guest Profiles: Aggregated data (booking history, reviews, spending) 

creates a 360° view for consistent personalization. 

o Sentiment Analysis: Analysing reviews to understand likes/dislikes and 

generate tailored responses. 

 Operational Enhancements: 

o Predictive Maintenance: AI monitors equipment (HVAC, elevators) to prevent 

failures, ensuring guest comfort. 

o Streamlined Operations: Optimizes housekeeping and staff allocation for 

efficient service delivery.  

Benefits: 

 Increased Satisfaction & Loyalty: Guests feel valued through tailored experiences. 

 Enhanced Revenue: Personalized offers drive upgrades and direct bookings. 

 Operational Efficiency: Automation reduces staff workload, allowing focus on high-

touch guest needs. 

 Memorable Experiences: Turns standard stays into unique, positive memories.  

 



5.3.3 AI-Driven Personalised Pricing and Offers 

Instead of "one-size-fits-all," AI allows for 1:1 personalization. AI engines can offer tailored 

promotions, such as room upgrades for high-value guests or specialized product 

recommendations based on individual browsing habits.  

AI personalizes hotel pricing and offers by analysing guest data to  

 predict preferences,  

 enabling dynamic pricing,  

 tailored loyalty rewards (like discounts for loyal guests or special packages for new 

ones),  

 customized upsells (spa, upgrades, dining), and  

 targeted marketing,  

 boosting satisfaction,  

 direct bookings, and  

 revenue through hyper-relevance.  

It optimizes rates in real-time based on demand, competitors, and guest history, moving beyond 

one-size-fits-all strategies to offer unique value to each traveller.  

How AI enables personalized pricing & offers: 

 Data Analysis: AI algorithms process vast guest data (booking history, browsing 

behaviour, feedback) to understand individual patterns and predict future needs. 

 Dynamic Pricing: Room rates adjust automatically based on real-time demand, market 

conditions, competitor pricing, and even predicted guest willingness to pay. 

 Personalized Loyalty Programs: Rewards and perks are tailored (e.g., free breakfast 

for foodies, discounts on family activities) to match guest interests, fostering loyalty. 

 Targeted Upselling/Cross-selling: AI suggests relevant upgrades (better view, suite), 

spa treatments, or dining reservations during booking or pre-arrival, increasing revenue. 

 Customized Marketing: AI creates personalized ads and emails, showing relevant 

offers (e.g., romantic packages for couples) to specific guest segments, driving direct 

bookings. 

 Predictive Offers: Hotels can create limited-time, on-the-spot deals for guests based 

on predicted booking patterns, filling rooms efficiently.  

 

5.3.4 Benefits of AI-Driven Segmentation and Personalization 

 Increased Revenue and ROI: Companies leveraging AI-driven personalization see 

revenue increases of 10% to 30%. 

 Enhanced Customer Experience and Loyalty: Personalized experiences make 

customers feel understood, leading to higher satisfaction, increased loyalty, and reduced 

churn. 



 Operational Efficiency and Speed: Automation of revenue management processes 

allows businesses to handle larger volumes of data and transactions with greater speed 

than human teams. 

 Reduced Revenue Leakage: AI identifies and eliminates unproductive discounts and 

segments that do not contribute to profit.  

 Predictive Demand Forecasting: AI analyses historical data and external variables 

to predict future demand with high accuracy. This minimizes revenue loss from 

overstocking or understocking and helps identify the most profitable product mix. 

 Ancillary Revenue Optimization: AI identifies opportunities for upselling and 

cross-selling, such as offering spa treatments to guests who previously booked 

wellness services.  

5.3.5 Real-World Examples of AI in Action 

 Hospitality (Marriott): Uses AI-powered chatbots and data-driven insights to provide 

personalized recommendations for guests, improving satisfaction and loyalty program 

enrolment. 

 E-commerce (Amazon): Employs AI for dynamic pricing and personalized 

recommendations, with intelligent suggestions reportedly generating 35% of sales. 

 Travel (Delta Air Lines): Uses AI to segment customers by travel frequency and 

booking behaviour, offering personalized promotions to maximize revenue. 

 Retail (Sephora): Implemented AI-driven segmentation, resulting in a 10% increase in 

sales and a 15% boost in customer satisfaction.  

 

5.4 Technology in Revenue Management -use of software, Excel Solver and Gen AI 

Technology in Revenue Management (RM) has evolved from Excel to AI-driven systems, 

using software for core functions like demand forecasting and dynamic pricing, Excel Solver 

for specific optimizations, and Generative AI for personalized content, with modern AI 

providing real-time, scalable intelligence beyond traditional methods, enhancing efficiency and 

profit. AI/ML platforms integrate market data, automate decisions, and continuously learn, 

while Gen AI promises new levels of personalized guest experiences and complex automation.  

5.4.1.  AI-driven Software (RMS) 

 Core Function: Advanced platforms that use machine learning to integrate demand 

forecasting, dynamic pricing, and automation. 

 Capabilities: Analyse vast data (bookings, events, market conditions) to predict demand 

and set optimal prices in real-time. 

 Benefits: Increase efficiency, respond to market shifts, maximize revenue (RevPAR), 

and integrate with PMS/Channel Managers. 



 Examples: IDeAS, Aiosell, Lighthouse.  

5.4.2.  Excel Solver (Traditional) 

 Role: A legacy tool for specific optimization problems, providing a foundational step 

in RM. 

 Limitations: Lacks real-time processing and scale compared to modern AI, relying 

more on manual input and analysis.  

5.4.3. Generative AI (Gen AI) (Emerging) 

Gen AI (Generative AI) is a type of artificial intelligence that creates new, original content like 

text, images, music, or code by learning patterns from vast datasets, enabling it to produce 

unique outputs in response to user prompts, unlike traditional AI that primarily classifies or 

predicts. It uses deep learning and large language models to understand complex relationships 

in data and then generate novel material 

 Application: Creating personalized marketing copy, automating complex decision-

making, and enhancing customer interactions. 

 Potential: Further personalizing guest experiences and streamlining complex revenue 

strategies beyond current AI capabilities.  

The Evolution 

 From Spreadsheets to AI: Excel allowed for initial organization and calculation, but AI 

now handles the complexity and speed needed for dynamic markets. 

 AI's Necessity: AI is transforming RM from a manual/semi-automated process to a 

necessity for competitive advantage, offering deeper insights and automation 

 

 

 

 

 

 

 

 

 

Figure:  6 (Source: https://masterofcode.com/wp-content/uploads/2023/12/Im-13.png) 

https://masterofcode.com/wp-content/uploads/2023/12/Im-13.png


 

 

 

5.5 Ethical Considerations of AI in Revenue Management 

The chapter emphasizes that while AI brings significant benefits to revenue management—

such as improved forecasting, dynamic pricing, and personalized customer experiences—it 

also introduces important ethical responsibilities.  

Key Ethical Issues 

1. Human Oversight 

 AI systems should not operate entirely autonomously. Human oversight is necessary to 

ensure that decisions made by AI align with organizational values and ethical standards, 

especially when those decisions impact pricing, customer segmentation, and 

personalized offers. 

2. Responsible Use of Technology 

 Revenue managers must use AI responsibly, avoiding practices that could exploit 

customers or erode trust. This includes ensuring that dynamic pricing algorithms do not 

result in unfair price discrimination or manipulation.  

3. Data Privacy and Security 

 AI relies on large volumes of customer data for segmentation and personalization. 

Organizations must safeguard this data, comply with privacy regulations, and be 

transparent about how customer information is used.  

4. Transparency and Fairness 

 Decisions made by AI—such as pricing adjustments or personalized offers—should be 

explainable and fair. Customers should not be disadvantaged by opaque algorithms or 

biased data inputs. 

CHECK BACK QUESTIONS- V 

Q. How does AI-driven segmentation differ from traditional demographic segmentation 

in the hospitality industry? 

Q. What are the benefits of using behavioural and real-time data for guest segmentation 

and personalization? 

Q. What are the key benefits of integrating AI/ML platforms into revenue management 

processes? 

Q. How has the evolution from manual tools such as Excel Solver to AI-driven revenue 

management systems—including the use of Generative AI—changed the role and 

responsibilities of revenue managers in the hospitality industry?  

 

 

 

 

   

Q.  What ou foresee with the adoption of Generative AI in hospitality revenue 

management? 

 



5. Avoiding Bias 

 AI algorithms must be designed and monitored to prevent bias in segmentation, pricing, 

and personalization. This ensures that all customer groups are treated equitably and that 

offers are not unfairly targeted.  

Why These Considerations Matter 

Ethical use of AI is crucial for maintaining customer trust, regulatory compliance, and long-

term business success. As AI becomes more integrated into revenue management, 

organizations must balance technological innovation with ethical responsibility.

 

 

 

5.6 Conclusion 

The chapter demonstrates that Artificial Intelligence has become essential in modern revenue 

management, especially in the hospitality industry. By leveraging real-time data, predictive 

analytics, and automation, AI enables organizations to optimize pricing, forecast demand more 

accurately, and personalize customer experiences. This shift from manual, reactive approaches 

to proactive, data-driven strategies leads to smarter decisions, increased profitability, and 

enhanced customer satisfaction. As technology continues to evolve, responsible and ethical use 

of AI will be crucial for sustaining competitive advantage and operational excellence in revenue 

management. 

 

CHECK BACK QUESTIONS- V 

Q. What are some real-world examples of AI-driven dynamic pricing or forecasting that you have 

observed or read about? How did these examples impact business outcomes? 

Q. Consider the ethical implications of AI-driven pricing. What safeguards should be in place to 

ensure fairness and transparency? 

Q. Why is human oversight important when implementing AI systems in revenue management? 

Q. How can organizations ensure data privacy and security when using AI for guest segmentation 

and personalization? 

 

 



 

REVIEW QUESTIONS 

MULTIPLE CHOICE QUESTIONS (MCQs): Choose the correct answer 

Q1: What is a key advantage of AI-based dynamic pricing in the hospitality industry? 

A) Fixed pricing for all customers 

B) Real-time price adjustments based on demand 

C) Manual rate updates 

D) Ignoring competitor prices 

Q2: What is the main benefit of integrating forecasting and dynamic pricing with AI? 

A) Reactive pricing 

B) Predictive and proactive revenue management 

C) Eliminating data analysis 

D) Manual intervention for every price change 

Q3: How does AI-driven segmentation differ from traditional segmentation? 

A) Uses only demographic data 

B) Relies on static segments 

C) Utilizes dynamic, behaviour-based segmentation 

D) Ignores customer motivations 
 

Q4: What is the main limitation of Excel Solver compared to AI-driven software? 

A) Real-time processing 

B) Manual input and analysis 

C) Automated decision-making 

D) Integration with PMS 
 

CHECK BACK QUESTIONS- V 

1. A hotel chain wants to increase direct bookings and guest loyalty. How could AI-driven 

segmentation and personalization be used to design targeted marketing campaigns and 

personalized offers for different guest segments? 

2. Imagine you are a revenue manager and notice that family travellers and business travellers 

have different booking patterns. How would you use AI to identify micro-segments and 

tailor packages for each group? 

3. A guest complains about unfair pricing after discovering that their room rate was higher than 

another guest’s. How should the hotel address this concern, and what ethical safeguards should 

be in place to prevent such issues? 

4. Imagine an AI system starts showing bias in segmenting guests based on nationality. How 

would you identify and correct this issue to ensure fairness and transparency? 

 

 



Q5: What does Generative AI (Gen AI) do that traditional AI does not? 

A) Classifies data only 

B) Creates new, original content 

C) Ignores user prompts 

D) Only predicts outcomes 

Identify whether True or False: 

1. AI-based dynamic pricing enables hotels to adjust prices in real time based on demand 

and market trends. 

 

2. AI can create unified guest profiles by aggregating data from bookings, reviews, and 

spending. 

 

3. AI-driven segmentation and personalization have no impact on revenue or guest 

satisfaction. 

 

4. Transparent algorithms and human review are safeguards against unfair pricing. 

 

5. Hotels should ignore data privacy when collecting guest information for AI applications 

 

FILL IN THE BLANKS 

 

1. AI-based __________ allows hotels to adjust prices in real time based on demand and 

market trends. 

 

2. Machine learning algorithms in revenue management use historical booking data, 

competitor pricing, and __________ to generate accurate demand forecasts. 

 

3. Excel Solver is considered a __________ tool in revenue management, lacking real-

time processing compared to AI-driven platforms. 

 

4. Generative AI (Gen AI) can create new, original __________ such as text, images, or 

music by learning patterns from large datasets. 

 

5. Ethical use of AI in revenue management requires human oversight, responsible use 

of technology, and protection of __________. 

 

SHORT ANSWER QUESTIONS (Answer in 3–4 sentences) 

1. What is dynamic pricing, and how does AI improve its effectiveness in the hospitality 

industry? 

2. List two types of data commonly used by AI for demand forecasting in revenue 

management. 

3. How does AI-driven segmentation differ from traditional segmentation methods? 

4. Name one ethical concern associated with the use of AI in revenue management. 

5. What is the role of Generative AI (Gen AI) in modern revenue management systems? 



 

LONG ANSWER QUESTIONS (Answer in detail) 

1. Explain the process of AI-based demand forecasting in revenue management. Discuss 

the types of data used and the benefits it provides to hospitality businesses. 

2. Describe how AI enables automated personalization and segmentation in the hospitality 

industry. Include examples of how guest experiences are enhanced through these 

technologies. 

3. Discuss the technological evolution in revenue management, comparing manual tools 

like Excel Solver with AI-driven platforms. What are the advantages and limitations of 

each approach? 

4. Evaluate the ethical considerations involved in implementing AI for revenue 

management. How can organizations ensure fairness, transparency, and data privacy 

when using AI systems? 

5. Analyse a practical scenario where a hotel uses AI-driven segmentation and 

personalization to increase direct bookings and improve guest satisfaction. What steps 

should the hotel take to ensure responsible use of guest data? 

 

Case Study 1: Dynamic Pricing at UrbanStay Hotels 

Background: 

UrbanStay Hotels is a mid-sized hotel chain operating in several major cities. Traditionally, the 

company set room rates manually, updating prices seasonally or during major events. Recently, 

UrbanStay implemented an AI-powered dynamic pricing system that analyses real-time data, 

including booking pace, competitor rates, local events, and weather forecasts. 

Scenario: 

Within three months of using the AI system, UrbanStay noticed a 12% increase in average daily 

rate (ADR) and a 9% increase in occupancy. However, some loyal customers complained about 

price fluctuations, and the reservations team struggled to explain the new pricing logic to 

guests. Additionally, the revenue manager is concerned about the ethical implications of AI-

driven pricing, especially regarding fairness and transparency. 

Questions for discussion: 

1. What are the main benefits UrbanStay experienced by adopting AI-based dynamic 

pricing? 

2. Identify and discuss two challenges the hotel faced after implementing the system. 

3. How can UrbanStay address customer concerns about price fairness and transparency? 

4. What ethical safeguards should be in place when using AI for pricing decisions? 



5. Suggest ways the reservations team can better communicate the value of dynamic 

pricing to guests. 

 

Case Study 2: Personalization and Data Privacy at Seaside Resorts 

Background: 

Seaside Resorts is a luxury property that recently integrated an AI-driven personalization 

platform. The system collects guest data from previous stays, online reviews, and spending 

patterns to create unified guest profiles. Using this information, Seaside Resorts offers tailored 

room amenities, personalized dining recommendations, and targeted marketing offers. 

Scenario: 

After launching the platform, guest satisfaction scores improved, and direct bookings increased 

by 15%. However, a few guests expressed concerns about how their data was being used. The 

management team wants to ensure that the use of AI remains ethical and compliant with data 

privacy regulations. 

Questions for Students: 

1. How did AI-driven personalization benefit Seaside Resorts and its guests? 

2. What types of guest data are being collected, and how is it used to enhance the guest 

experience? 

3. Discuss the potential risks associated with collecting and using guest data for 

personalization. 

4. What steps should Seaside Resorts take to ensure data privacy and build guest trust? 

5. How can the resort balance personalization with ethical considerations and regulatory 

compliance? 

 

REFERENCES 

1. Rohan, J. (2026). Revenue management in hotel industry. (1st ed.). CBS Publishers and    

   Distributors 

 

2. Hayes, D. K., & Miller, A. (2010). Revenue management for the hospitality industry. John  

    Wiley & Sons. 

 

3. Szende, P. (Ed.). (2020). Hospitality revenue management: concepts and practices. Apple  

    Academic Press. 

 

4. Forgacs, G. (2017). Revenue management: maximizing revenue in hospitality operations.  

   American Hotel & Lodging Association. 

 

 



5. Baker, R. J. (2014). Pricing on purpose: creating and capturing value. Business Expert  

   Press. 

 

6. Ye, F. (2018). Strategic choice of sales channel and business model for hotels: Cooperation  

     with Online travel agencies. International Journal of Hospitality Management, 72, 73–84.  

     https://doi.org/10.1016/j.ijhm.2018.01.003  

 

7. Guillet, B. D., & Mohammed, I. (2015). Revenue management research in hospitality and  

    tourism: A critical review of current literature and suggestions for future research.    

    International Journal of Contemporary Hospitality Management, 27(4), 526–560.  

   https://doi.org/10.1108/IJCHM-06-2014-0287  

 

8. Noone, B. M., Enz, C. A., & Canina, L. (2013). Strategic pricing and distribution channels  

    in hotels. Cornell Hospitality Quarterly, 54(1), 67–79.  

    https://doi.org/10.1177/1938965512468232  

 

9. O’Connor, P. (2010). Managing a hotel’s image on TripAdvisor. Journal of Hospitality  

    Marketing & Management, 19(7), 754–772. https://doi.org/10.1080/19368623.2010.508007  

 

10. Toh, R. S., Raven, P., & DeKay, C. F. (2011). Selling rooms: Hotels vs. third-party  

       Websites Cornell Hospitality Quarterly, 52(2), 181–189.    

       https://doi.org/10.1177/1938965511400409  

 

11. Anderson, C. K., & Xie, X. (2010). Improving hospitality industry sales: Twenty-five years   

      of revenue management. Cornell Hospitality Quarterly, 51(1), 53–67.  

       https://doi.org/10.1177/1938965509354697  

12. Talluri, K. T., & van Ryzin, G. J. (2004). The theory and practice of revenue  

     management. Springer. 

 

13. Gallego, G., & Topaloglu, H. (2019). Revenue management and pricing analytics  

     (International Series in Operations Research & Management Science). Springer. 

14. Yeoman, I., & McMahon-Beattie, U. (2011). Revenue management: A practical pricing    

      perspective. Palgrave Macmillan. 

 

15. Kimes, S. E. (2008). Hotel revenue management: Today and tomorrow (Cornell  

      Hospitality Report). Cornell University, School of Hotel Administration. 

 

 

 

 

 

 

https://doi.org/10.1016/j.ijhm.2018.01.003
https://doi.org/10.1108/IJCHM-06-2014-0287
https://doi.org/10.1177/1938965512468232
https://doi.org/10.1080/19368623.2010.508007
https://doi.org/10.1177/1938965511400409
https://doi.org/10.1177/1938965509354697


 

 

 

 

 

 

 

 

 

 

 

 

 


