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In no more than 500 words each, explain and 2-4 references:

· A hotel is almost fully booked during a holiday weekend. Several guests call on the same day requesting rooms.

· How can revenue management help the hotel maximize profit?
· What reservation strategy should the hotel apply?
· Why might room prices increase during this period?

How Revenue Management Helps Maximize Profit
Revenue management is a systematic process of allocating fixed, perishable capacity to the most profitable customer segments based on demand forecasts (Kimes, 1989). In a scenario where a hotel is nearly fully booked for a holiday weekend, the primary task is to distinguish between different types of demand to maximize yield. Rather than simply selling out rooms on a first-come, first-served basis, revenue management helps the hotel determine which booking requests to accept and which to reject. This is achieved through displacement analysis, which compares the revenue generated by a guest request against the opportunity cost of holding the room for a potential higher-paying or longer-staying guest (Weatherford & Kimes, 2003).
By segmenting customers into distinct groups based on booking lead time, price sensitivity, and length of stay, the hotel can apply capacity controls. For instance, leisure travelers tend to book far in advance and are highly price sensitive, whereas business or last-minute holiday travelers often book close to the arrival date and are willing to pay premium rates. Talluri and van Ryzin (2005) explain that revenue management systems calculate a 'bid price' or shadow price for each room night, representing the marginal value of that resource. If the revenue from a new request is below the bid price, the system rejects it, preserving the room for expected high-value demand. This method prevents the early sell-out of rooms at lower rates, ensuring that the remaining inventory is sold at the highest possible rate during peak periods.
Revenue management also shifts the focus from simple occupancy rates to metrics that measure profitability, such as Revenue per Available Room (RevPAR). During holiday weekends, when demand exceeds capacity, maximizing RevPAR requires holding out for guests who generate the highest overall yield. This yield includes not only the room rate but also auxiliary spending on food, beverage, or spa services, which can be forecasted and integrated into the booking decision.

Reservation Strategy for Peak Demand
When a hotel is almost fully booked for a holiday weekend, the reservation department must shift from passive booking acceptance to active capacity control. Two primary strategies are applied: length of stay restrictions and strategic overbooking.
Length of stay restrictions, specifically Minimum Length of Stay (MLOS), are necessary when managing peak demand periods. If a hotel allows guests to book only a single night, such as the Saturday of a holiday weekend, it risks leaving the adjacent Friday and Sunday nights vacant. Most travelers prefer multi-day stays during holidays (Kimes & Couch, 2003). By implementing an MLOS restriction (for example, requiring a minimum three-night stay), the hotel ensures that high-occupancy days pull demand into the lower-demand 'shoulder' nights. This maximizes total room revenue across the entire weekend rather than just a single day. Close to Arrival (CTA) restrictions can also be used, which prevent check-ins on specific days, forcing guests to arrive earlier.
The second strategy is capacity inflation through overbooking. Some guests cancel their reservations or fail to show up on the day of arrival. If the hotel maintains a strict 100% booking policy, cancellations result in empty rooms and lost revenue. To protect against this, hoteliers overbook the property based on historical cancellation rates and walk-in probabilities (Netessine & Shumsky, 2002). The optimal overbooking limit is determined by balancing the marginal revenue of selling an extra room against the marginal cost of 'walking' a guest to a competitor, which includes compensation, transport, and damage to reputation (Ivanov, 2014).
Lastly, the hotel should implement rate fences to secure reservations. Fences such as non-refundable prepayments and strict cancellation penalties reduce the probability of cancellations during high-demand periods (Beck et al., 2011). This ensures that the booked revenue is guaranteed before the holiday weekend begins.

Drivers of Room Price Increases
Room price increases during holiday weekends are driven by dynamic pricing, a revenue management strategy where prices fluctuate in real time based on demand patterns, capacity constraints, and consumer willingness to pay.
The primary cause is the imbalance between fixed supply and surging demand. In the short term, a hotel cannot add rooms to its physical capacity. When a holiday weekend approaches and demand rises, the market-clearing price naturally increases. Modern hotels use automated systems that employ dynamic pricing algorithms. These systems monitor booking velocity (the rate at which rooms are sold) and adjust prices upward as occupancy thresholds are crossed (El Haddad et al., 2008). If booking velocity is high, the algorithm increases rates to slow down the booking pace and avoid selling out too early at a lower rate.
From an economic perspective, this practice is a form of price discrimination designed to capture consumer surplus. During holiday weekends, travelers often have low price elasticity of demand. Their travel dates are fixed by the holiday calendar, making them less sensitive to price hikes (Abrate et al., 2012). Hotels exploit this inelastic demand by raising rates for late-booking guests who have few alternatives. Kimes (2016) notes that dynamic pricing has evolved from simple seasonal adjustments to real-time, data-driven pricing that responds to competitor behavior and local events.
In addition, changes in the inventory mix affect the average rate. As cheaper, standard rooms are booked first by early planners, only higher-tier rooms, such as suites or executive rooms, remain available. Consequently, the average rate for the remaining rooms increases because only premium inventory is left (Queenan et al., 2011). Through these mechanisms, dynamic pricing allows the hotel to maximize its Average Daily Rate (ADR) and overall revenue.
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