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Abstract

Revenue management has become the backbone of decision-making in the hospitality
industry. It enables hotels to strategically match supply and demand, set optimal prices,
and allocate capacity to the most profitable customer segments. This paper examines
revenue management fundamentals, historical development, dynamic pricing, customer
segmentation, forecasting, capacity constraints, and demand elasticity—drawing directly
from hospitality concepts presented in Lecture 6. The report further evaluates how hotels
benefit from revenue optimization through enhanced profitability, reduced operational
errors, and improved competitive positioning. Additionally, it critically analyses the unique
characteristics of hospitality products—intangibility, perishability, inseparability,
simultaneity, and heterogeneity—and demonstrates why these characteristics make
revenue management essential. This assignment concludes with a comprehensive
discussion on modern revenue management challenges and strategic recommendations
for maximizing revenue in hotels.

1. Introduction

Revenue management is one of the most influential strategic tools in the hospitality sector.
Hotels, airlines, restaurants, and event venues all operate under the constraints of fixed
capacity, perishable inventory, and high fixed costs, making correct pricing a crucial
determinant of profitability.

The fundamental purpose of revenue management
is to answer four essential managerial questions:
• Sell what? (capacity allocation)

• To whom? (profitable customer segments)

• At what price? (dynamic pricing strategies)

• At what time? (demand-based timing)



Originally developed by the airline industry in the 1970s after deregulation, revenue
management emerged as a survival tool. Airlines realized that discounting some seats
while protecting full-fare inventory maximized revenue. This concept quickly spread into
hotels, where room nights are equally perishable.

In a hotel, an unsold room tonight can never be sold again.

This perishability drives the need for precise, data-driven strategies to optimize booking
windows, capacity allocation, and pricing decisions.

2. Literature Review

Scholars define revenue management as the strategic application of pricing and
information systems to sell the right capacity to the right customer at the right time and at
the right price.

Key academic themes include:

2.1 Perishable Inventory

Hotels cannot store unused room nights. Perishability creates immediate pressure to
adjust prices dynamically to fill inventory before it loses value.

2.2 Limited Capacity

All hospitality businesses have a natural cap:
• hotels: total rooms

• restaurants: number of tables

• airlines: total seats

This fixed, immovable capacity means managers must prioritize high-value customers
during high demand periods.

2.3 Variable Demand

Demand continually changes due to:
• seasonality



• weekdays vs. weekends

• events, conferences, festivals

• economic conditions

Because demand is uneven, strategic price adjustments help stabilize revenue.

2.4 Market Segmentation

Revenue management assumes customers differ
by:
• budget

• travel purpose

• price sensitivity

• booking time

Segmentation enables targeted pricing such as business traveler rates, advance-purchase
discounts, or minimum-stay requirements during peak events.

2.5 Price Elasticity

Elastic segments change behavior with small price adjustments; inelastic segments
prioritize convenience over price.

2.6 Demand Forecasting

Accurate forecasting is considered the heart of revenue management.

3. Methodology

This assignment uses qualitative secondary analysis. Primary information is sourced from
the course PPT “Lecture 6 – Revenue Management” provided by EIIET. Additional insights
come from hospitality management research and industry examples.

4. Revenue Management Overview



Revenue management aligns demand with available capacity.

4.1 Right Capacity — reserve for high-value customers.

4.2 Right Customer — evaluate profitability of segments.

4.3 Right Price — dynamic pricing based on demand.

4.4 Right Time — optimize booking windows.

5. Fundamentals of Hotel Revenue Management

5.1 Perishable Inventory

5.2 Limited Capacity

5.3 High Fixed and Low Variable Costs

5.4 Fluctuating Demand

5.5 Demand Forecasting

5.6 Market Segmentation

5.7 Price Elasticity

5.8 Willingness-to-Pay

5.9 Advance Sales

6. Benefits of Revenue Management

6.1 Increased Revenue

6.2 Competitive Advantage

6.3 Reduced Operational Errors

7. Characteristics of Hospitality Products

7.1 Inseparability

7.2 Simultaneity



7.3 Perishability

7.4 Intangibility

7.5 Heterogeneity

8. Discussion

Modern industry trends:
• AI pricing engines

• real-time competitor tracking

• OTA dominance

• predictive modeling

Revenue management must extend to all hotel profit centers.

9. Conclusion

Revenue management is essential for hotels. Its principles—forecasting, segmentation,
dynamic pricing, and capacity control—enable optimal revenue outcomes.
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