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Executive Summary
This report is a critical analysis of how price elasticity, market equilibrium and dynamic pricing are relevant in the determination of the performance of the tourism business. It focuses on airlines and hotels and particularly in the German tourist market. The two elasticities considered in the analysis are the Price Elasticity of Demand (PED) and Income Elasticity of Demand (YED) in the luxury travel industry and low-priced hospitality. It will also look at the effect of inflation, exchange rates and government policies on tourism pricing and demand. Lufthansa and Accor are utilized in order to assess dynamic pricing as a price management and capacity management tool. Nevertheless, price adjustments may spark issues regarding fairness, transparency and customer trust. The report recommends the use of human judgment in combination with forecasting and pricing technology of demand within tourism managers. Good communication on pricing and regular gauging of customer satisfaction should also be in place in order to create a balance between profitability and long-term sustainability of demand.
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[bookmark: _Toc240657009]1. Introduction
Tourism players have a high level of competition in the marketplace; prices which impact customer demand directly affect your revenues and long time sustainability. Airlines and hotels are forced to change prices based on how consumer tastes change, their seasonal wants and income and market conditions. In this respect the concept of price elasticity of demand (PED), income elasticity of demand (YED) and market equilibrium can be seen as issues that need to be understood as they are not always adequate to respond to price changes equally across the tourism segments. Increasing digital technology has also changed the conventional fixed-pricing to fluctuating pricing principles where companies are adopting real-time information to modify prices as per demand and supply (Reddypogu & Prasad, 2025). Revenue management is becoming a more popular tool among German tourist companies in the airline industry and hotel operators in order to increase capacity use and revenues. Nonetheless, the new regular price modifications can affect the perception of fairness and value among the customers.
This report is a critical analysis of the effects of price mechanisms, consumer behaviour and concerns about the elasticity of demand on the tourism market equilibrium and revenue strategies. It analyses the use of dynamic pricing using airline and hotel case analysis and offers managerial suggestions as to the ways of striking the balance between profit and customer demand over the long term.
[bookmark: _Toc240657010]2. Microeconomic Analysis & Market Structure
[bookmark: _Toc240657011]2.1 Understanding Price Elasticity of Demand (PED) in Tourism
Price Elasticity of Demand (PED) is the responsiveness of the quantity demanded of a product needed in tourism to price variations. It determines the degree of responsiveness of customers to changes in price and it aids businesses in knowing whether an increase or a decrease in price will enhance revenues (Shojaeddini et al., 2024). PED is significant in tourism markets since airlines, hotels and travel companies are prone to changing demand conditions. Even a slight price rise will result in a significant decline in bookings when there are numerous alternatives (Williams, 2022). As a result other services will adopt a slow change in demand as they are viewed by customers as having to be performed or as very useful.
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Figure 1: Demand curve for tourism services
Source: (Self-developed)
Figure 1 shows the trend between the price and the quantity demanded in the tourism markets. The downward-sloping demand curve indicates that as prices fall, the number of customers seeking tourism services, including hotel rooms increase. This relationship assists companies to be sensitive to prices of the customers and implement appropriate strategy of taking price depending on customer elasticity of demand. 
There are a number of factors that influence tourism demand, which dictate the price sensitivity level. The presence of substitutes is one of the important factors as travellers have time to compare various airlines, destinations and accommodation providers to make decisions (Çakar et al., 2025). To illustrate this, a customer travelling in Europe might take the option of Lufthansa or other airlines or rail transit due to the price variations. This implies that leisure travellers can be more flexible in their demand, making it susceptible to becoming more elastic due to airline demand. PED is also dependent on the purpose of travel. Business travellers are generally less price sensitive as their decisions about travelling are usually based on schedules, meetings and necessities of their operations and not necessarily only on the cost of the tickets (Crosby et al., 2025). Conversely, leisure tourists might postpone travel, change to cheaper options or travel less frequently in case the prices go up (Bursa, 2024). Thus, the tourism companies need to recognize various segments of customers prior to implementing pricing strategies. Elasticity also has differences that arise due to seasonality. The level of elasticity of demand can reduce during peak seasons, when there are fewer options available to customers, such as holidays and major events. Nonetheless in periods of low demand, companies might require reduced prices in order to lure their customers.
[bookmark: _Toc240657012]2.2 Factors Affecting PED in Luxury Travel and Budget Hospitality Markets
Luxury Travel Market
Customer income, perceived value and brand reputation are some of the factors that affect price elasticity of demand in luxury travel. Service quality, exclusivity and personalised experience are what luxury travellers are looking at more than just price (Christodoulides et al., 2025). This could lead to less price elasticity in demand since customers might have an opinion that a higher price indicates superior value. An illustration is that in cases of exclusivity in services, good reputation, and quality services, a premium hotel brand is able to sustain a higher room rate. However price changes do not entirely impact luxury tourism. Customers can be influenced by economic uncertainty, changes in consumer confidence and competition from other luxury providers (Harba et al., 2021). Travellers with high income can also have comparison about various destinations and services and then transform into spending. Hence, luxury enterprises have to consider the tradeoff between high prices and ongoing enhancement of customer experience.
Budget Hospitality Market
The customers are more sensitive to price variance and high price elasticity is characteristic of budget hospitality. Visitors within this category tend to negotiate the charges of accommodation, discounts and the alternative alternatives prior to making a reservation.  Um et al. (2025) recommends that even minor shifts in room prices can impact demand because clients have the ability to quickly alternate between low-end hotels, hostels and short-term rental services. High levels of substitutes in this market have a significant influence on elasticity. For example, in Germany low-cost hotels compete with low-cost accommodation providers and online booking solutions, which will raise the number of customers having freedom of choice. With the heightened competition, businesses might be forced to adopt competitive pricing approaches to reach out to price-sensitive customers.
	Aspect
	Luxury Travel Market
	Budget Hospitality Market

	Customer focus
	Quality, exclusivity and unique experiences
	Affordability and value for money

	Price sensitivity
	Lower PED due to higher perceived value
	Higher PED due to strong price comparison

	Key factors
	Brand reputation, service quality and income level
	Price, discounts and available alternatives

	Pricing approach
	Premium pricing with personalised services
	Competitive pricing to attract customers


Table 1: Luxury Travel vs Budget Hospitality Market
Source: (Self-developed)
Segmentation focuses on customers in the tourism industry to enable them to understand the various demand reactions. Quality and experience may justify higher prices for luxury travellers whereas cost-effective customers might be more focused on cost.
[bookmark: _Toc240657013]2.3 Income Elasticity of Demand (YED) and Tourism Consumption
The income Elasticity of Demand (YED) is a concept that describes the effect of raising or reducing consumer income on the demand of tourism products and services. It assists companies to realize that customers are either spending more or less in traveling as their finances vary. The tourism industry is predominantly regarded as an income-elastic sector as holidays, overseas tourism and quality lodging are frequently affected by the levels of disposable income (Nguyen, 2021). The YED of luxury travel tends to be positive and high, as it rises sharply as the income of consumers goes up. The premium airlines, the luxurious hotels and exclusive experiences offered to higher-income customers can cost more. In a period of economic uncertainty though, this segment can face slow demand as customers might not take pricey holidays or might switch to cheaper options. The YED of budget hospitality markets is usually low when compared to luxury tourism since these markets involve customers who are more concerned with affordability (Stråle, 2022). When there is sluggish growth in income demand, the demand for budget hotels might not decline since travellers do not entirely shun travelling but seek lower prices. This opens possibilities for low-end providers in adverse economic times.
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Figure 2: Comparison among luxury, mid-range and budget travel
Source: (Self-developed)
The above graph shows the correlation of income levels with tourism demand in various segments of the market. For luxury travel, the elasticity of income is very high and when income goes up, demand also increases drastically. The changes in income are more sensitive to mid-range travel and less sensitive to budget travel. This emphasizes the fact that premium tourism consumption is most sensitive with respect to income growth as opposed to budget services. Pricing and marketing strategies can be designed by tourism businesses under YED understanding (Nelson et al., 2021). Luxury providers get an opportunity to work on value-adding and customised services, whereas it only allows the budget operators to concentrate on cost-efficiencies and affordability. Income demand variation analysis is therefore useful in terms of enabling companies to react to varying group customers and the dynamic economic environment.
[bookmark: _Toc240657014]2.4 Market Equilibrium and Price Mechanisms in Tourism
Market equilibrium is a condition that arises when customers need an amount of tourism services and businesses provide the same amount at a given price. In tourism this position may vary rapidly as the demand is influenced by the seasons, holidays, events and customer income. At peak times when there is an increase in demand for rooms in hotels and reserved seats on airlines, the demand curve moves to the right (Alrawabdeh, 2021). This results in a greater equilibrium price in cases where the available capacity is not able to increase at the same rate.
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Figure 3: Tourism Market Equilibrium
Source: (Self-developed)
Demand and supply of tourism intersect at point F in figure 1 that forms an equilibrium price and quantity of 600 rooms/seats at the price of €150. At this level, companies can be able to sell available capacity without overcapacity or deficiency. This equilibrium can assist tourism companies to charge on the basis of prevailing market demand.
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Figure 4: Increase in Tourism Demand During Peak Periods
Source: (Self-developed)
Fig. 4 illustrates that the demand curve D1 changes to D2 as a result of peak-season demand. The growth in the number of customers increases the equilibrium price to €220 instead of €150, and the quantity to 600 to 800 rooms/seats. With the peak season, tourism business owners have the opportunity to charge higher prices and maximise their revenue as they manage the limited capacity.
[bookmark: _Toc240657015]3. Macroeconomic Environment & Policy Impact 
[bookmark: _Toc240657016]3.1 Impact of Inflation on Tourism Pricing
Inflation also has an impact on the pricing of tourism by raising the operating costs of the airlines, hotels and other tourism establishments. Natural price increases in the cost of fuel, energy, food, labour and maintenance tend to make companies push prices higher to maintain profit margins (Ghosh, 2023). However, with a higher price, customer demand is also decreased particularly among price sensitive travellers and pricing decisions are made more complex. A pertinent example is Germany which offers pressure on inflation on tourism-related services. By August 2026, the level of inflation in Germany had reached 2.9%, the highest it had been since April (Trading Economics, 2025). The price of package holidays rose by 4.6% and restaurant and accommodation services rose by 3.8 % over the same year (Destatis, 2025). These increases place a strain on the hotels and travel operators since the cost of inputs may also increase and the selling price has to be increased.
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Figure 5: Inflation rate in Germany
Source: (Trading Economics, 2025)
Dynamic pricing is another aspect of tourism that is affected by inflation. The frequency of price adjustments in hotels and airlines is also likely to increase in response to fluctuating costs and demand. As an illustration, in times of high operating costs, companies can apply the method of demand based pricing so that when demand is strong there are high costs to be recovered and when demand is low the prices are reduced (Jullien & Sand-Zantman, 2021). Thus, tourism companies should strike a balance between the cost recovery measures and affordability of customers to ensure long-term demand and competitiveness.
[bookmark: _Toc240657017]3.2 Exchange Rates and International Tourism Demand
Exchange rates have an impact on international tourism as they dictate the cost of travelling internationally (Tung & Thang, 2022). This is because as the euro depreciates with the domestic currency of a tourist, Germany can be cheaper for the tourist. Hotels, restaurants and local attractions will thereby be able to receive an improved demand. However, fluctuations in exchange rates can also lead to an increase in the expenses of travelling abroad among the citizens of Germany. International tourism is still important to Germany. In 2025, 83.8 million foreigner overnights or 16.8% of the total overnights. This was 1.8% lower than 2024 (Destatis, 2026). 
The fall cannot be attributed solely to exchange rates, as Germany was a host of the UEFA Euro 2024 that had brought more foreigners to the country the previous year (Chen, 2024). Exchange rates also influence the demand for tourism besides events, prices of travel and destination appeal. There was also quite a bit of international air travel. The airport of Munich also retained its tenth position as one of the busiest airports in Europe, receiving 43.4 million passengers in 2025 (Munich Airport, 2025). Hotels and airlines have to monitor currency variations when working with foreign-based clients so as to apply dynamic prices.
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Figure 6: Top 10 airports in Europe 2025
Source: (Munich Airport, 2025)
[bookmark: _Toc240657018]3.3 Government Policies and Tourism Market Stability
Government policies determine the stability of the tourism market by determining the cost of businesses, competition, consumer confidence and aggregate demand situations. The tourism industry in Germany is developed in a controlled landscape in which policies and other issues like taxation, transport infrastructure and sustainability issues have a direct impact on pricing decisions. Effective policies will contribute to stabilization of the market, but sudden changes in the regulations may increase new costs for businesses (Braunerhjelm, 2022). Tourism support and recovery measures in Germany after it faced economic shocks are one of them. Government of Germany has provided support programmes on platforms such as the German National Tourist Board (GNTB) to create international tourism need and market Germany as a destination (Borzyszkowski, 2023). The significance of such activities is that tourism firms are normally put under outside strain like inflation, evolving travelling behaviour and global rivalry.
The regulations help in deterring all types of unfair competition in the market and assist in the maintenance of competitive tourism markets in which airlines and hotels have not been able to exercise extreme market power by trying to dictate order-around prices. The policies of sustainability are gaining in importance as well. In the short term, environmental policies can make business more costly within the tourism industry (Baloch et al., 2023). This is because they might force them to make investments on energy efficiency and other environmental conservation mechanisms. 
[bookmark: _Toc240657019]4. Empirical Data & Case Study Analysis
[bookmark: _Toc240657020]4.1 Case Study 1: Dynamic Pricing in Airlines
A good example of businesses that apply dynamic pricing is working in airlines since seats are a perishable and limited product. Once a flight has passed the unsold seats will not yield any further revenue. Thus, air companies modify ticket costs depending on the demand and the booking trends, the remaining space and the readiness of the customers to pay (Abdella et al., 2021). The strategy will help the airlines to make more profits whenever there is high demand and gain more customers whenever there is low demand. Revenue management practice is applied in the Lufthansa German airline where the price of different customer markets is adjusted. The airline applies demand forecast systems and pricing systems to control seat availability and fare categories. In 2025, Lufthansa Airlines transported 65,706 thousand passengers, with a load factor of 83.4% and a revenue of €17.1 billion (Lufthansa Group, 2025). 
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Figure 7: Comparison of key figures of Lufthansa (2024 vs 2025)
Source: (Lufthansa Group, 2025)
The large load factor means that the company has a chance to maximise the utilisation of the seats. However, the choice of pricing is vital as extremely low fares will result in increased passenger volumes and reduced profits. With dynamic pricing, Lufthansa is able to differentiate customers based on price sensitivity (Meyer et al., 2025). Travellers on business, booking nearer to travel days might be ready to pay higher prices since they have fewer options. Leisure travellers are further ahead in time and they are likely to be price sensitive. Fare classification helps the airline to get more money by having customers willing to pay in different classes. However, dynamic pricing raises perception problems on the part of the customers (Nunan & Di Domenico, 2022). Changing prices frequently can lead travellers to believe that some people are being unjust in terms of price and when they see varying prices charged on the same flight. 
This has the ability to impact on customer satisfaction and trust. The airlines have to thus strike a compromise between revenue maximisation and effective communication and perceived justice. The effectiveness of dynamic pricing can be affected by extrinsic factors as well. Lufthansa stated that its passenger revenue operations have increased by 3% to 15.7 billion Euro in 2025, and profits dropped by 2.1% due to the stricter price pressure in Europe and the impact of exchange rates (Lufthansa Group, 2025). This underlines the fact that market forces cannot be completely eradicated at the cost of dynamic pricing.
[bookmark: _Toc240657021]4.2 Case Study 2: Dynamic Pricing in Hotels
Hotels are incorporating dynamic pricing, as inventory of the rooms is not unlimited and they do not have storage to be sold at a later time. By not recording a room in a certain night, the revenue will be lost forever. Therefore, hotel businesses are sensitive to demand and charge of individual rooms based on the number of persons accommodated in the hotel, observing changes in reservation and season and local events (Guizzardi et al., 2022). This strategy assists the hotels to enhance its revenue generation whilst dealing with varying customer demand. The revenue management systems are used at the Munich-based German hotels that are managed by Accor and run under brands such as ibis, Novotel and Mercure. Accor reported that its Revenue per Available Room (RevPAR) has increased 4.2% in 2025, which can be explained by the fact that prices have improved and the organization operates very well. The group had revenue of 5.639 billion euros in 2025 and had 5,836 hotels and 881,427 rooms all over the world (Accor, 2026).
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Figure 8: Comparison of key figures of Accor (2024 vs 2025)
Source: (Accor, 2026)
Dynamic pricing can be described to mean offering customers different prices to accommodate their demand and booking behaviour. Considering this, a hotel at Berlin can set higher room rates during major events, trade fairs or high tourist seasons since demand is greater and people have no alternative. Default promotion offers or lowering prices are appropriate when demand is low to stimulate demand and boost occupancy (Lima Santos et al., 2024). Nonetheless, hotel dynamic pricing brings about the same customer perception challenges as airline pricing. The visitors would be interested in knowing why a given room would be of different prices on various days. It can affect confidence and brand loyalty in case the changes in prices seem unfair to the customers. 
[bookmark: _Toc240657022]4.3 Consumer Surplus, Deadweight Loss and Customer Perception
[bookmark: _Hlk240654735]The approach to dynamic pricing has the ability to transform the allocation of benefits of tourism transactions between customers and businesses. Consumer surplus is created when they are required to pay less than maximum price. Dynamic pricing also enables airlines and hotels to achieve massive demand and charge a high price (Williams, 2022). Pricing becomes an issue when the price is too high and customers that will purchase the service are pushed out. This may decrease the positive transactions and it can also add to deadweight loss, based on how pricing impacts the market quantity. This problem can worsen when the capacity is limited at large events or at times of the season.  
[bookmark: _Toc240657023]5. Strategic Implications for Tourism 
[bookmark: _Toc240657024]5.1 Benefits of Dynamic Pricing for Tourism Businesses
Dynamic pricing offers some of the benefits for tourism firms as prices can be modified depending on the demand and behaviour of the customer in the market. One of the biggest strengths is the maximisation of revenues because airlines and hotels can set premium prices at the peak of the demand period as well as set low prices during the low seasons. This assists companies to enhance revenue with the use of scarce assets, like airline seating and hotel rooms, which cannot be hoarded and used in the future. Improved capacity utilisation is the other benefit. With the system, tourism enterprises can utilize it as a means of adjusting prices, as dictated by the occupancy and booking patterns, allowing it to attract more clients during low demand and avoid cases of overcapacity. Customer behaviour and the trends in the market are also aided by dynamic pricing as the business is able to study customer behaviour and trends in the market prior to making pricing decisions (Nowak & Pawłowska-Nowak, 2024). German airlines and hotels, such as Lufthansa and Accor also have the benefit of using dynamic pricing to react to the evolving travel trend and competition. 
[bookmark: _Toc240657025]5.2 Challenges and Consumer Perception Issues
As good as it is in revenue management dynamic pricing presents a myriad of problems to the tourism businesses. Perception of fairness by the customers is one of the critical issues. Customers have the potential to feel that pricing is not just and even defective when they see different prices on the same seat on the plane or room at the hotel. This may decrease the trust and have a negative impact on brand reputation. Complexity of pricing systems is another challenge. Dynamic pricing demands precise information, cutting-edge technology and a competent workforce to examine demand trends (Varriale et al., 2025). The inability to make the right forecasts may lead to inappropriate pricing, loss of revenues or low levels of customer satisfaction. Smaller tourism enterprises can also have problems as the advancement of pricing technologies involves huge investments.
[bookmark: _Toc240657026]5.3 Managerial Recommendations
Dynamic pricing is an adaptable revenue instrument that managers of tourism are supposed to resort to in case of high demand instead of merely raising prices. First of all, airlines and hotels should continuously analyze the trends regarding booking, capacity, seasonality and price sensitivity to customers (Angelini et al., 2025). This would aid managers in determining prices based on facts about what is really going on in the market and eliminate the chances of losing customers who are particularly sensitive to price variations. In addition, managers should increase price transparency. The company should clarify the terms of fare to the customers before they conclude a booking including the policy of cancellation and any penalty that may arise. 
Furthermore, human judgement must be added to automated systems in pricing in the tourism business. Algorithms are able to handle a significant volume of demand data. Unusual price increase during major events or supply shortages should be reviewed by managers. Finally, the managers will have to measure the financial and the customer end results. Performance of revenue, occupancy, load factor, average prices and complaints, satisfaction and re-bookings should be evaluated. 
[bookmark: _Toc240657027]6. Conclusion & Recommendations
The role of price elasticity, market equilibrium and dynamic pricing in the determination of the revenue strategies in tourism businesses has been discussed. The discussion shows that the reaction of the customers to pricing varies among market segments. Price elasticity tends to be less strong among luxury travellers since the perceived value is greater and stronger among budget travellers who tend to be more sensitive to price increases and alternative products. Dynamic pricing has become an important strategic path of airlines and hotels owing to its capability to control the constrained capacity and improvement in the expression of revenue. However, short-term gains of the business in terms of revenues are not supposed to be regarded as the only angle in the tourism business. Frequent changes in prices that are not evident may result in loss of customer confidence and long-term relationships. As a result, businesses should use dynamic pricing in a more open manner and consider the perceptions of the customers as well as profitability. Tourism managers should invest in the right system of demand forecasting, review of customer behaviour conducted frequently and application of technology coupled with judgement of the managers. A moderate pricing policy will help the tourism sector not only to become profitable, but also to be sustainable in terms of demand and consumer retention.
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Top 10 Airports in Europe 2025 - Passengers [in m)*:

LONDON-LHR 845
ISTANBUL-IST 844
PARIS-CDG 720
AMSTERDAM 68.8
MADRID 68.1
FRANKFURT 63.2
BARCELONA 574
ROME-FCO 51.0
ISTANBUL-SAW 484
MUNICH 434
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Change

2025 2024 in%
Revenue in€m 17,106 16,564 3
Operating income in€m 17,770 17,196 3
Operating expenses in€m 17,643 17,300 2
Adjusted EBITDA in€m 935 683 37
Adjusted EBIT in€m 148 -94
EBIT in€m 178 -116
Adjusted EBIT margin % 09 -0.6 1.5 pts
Employees as of 31 Dec number 39,858 39,323 1
Average number of employees number 39,988 38,466 4
Number of flights number 476,842 472,439 1
Passengers thousands 65,706 64,483 2
Available seat-kilometres millions 187,671 182,993 3
Revenue seat-kilometres millions 156,528 151,487 3
Passenger load factor % 834 828 0.6 pts.
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In € millions 2024 2025 (izzrr‘tg;) ?C':)"gf
Management & Franchise 899 892 (0.8)% +1.9%
SMDL 952 934 (1.8)% +1.2%
Hotel Assets & Other 1,045 1,027 (1.7)% +4.1%
Premium, Mid. & Eco. (2 2,896 2,853 (1.5)% +2.4%
Management & Franchise 494 536 +8.6% +13.1%
SMDL 392 424 +8.1% +12.1%
Hotel Assets & Other 614 638 +3.9% +5.5%
Luxury & Lifestyle 1,500 1,598 +6.6% +9.8%
Reimbursed Costs 1,294 1,270 (1.8)% +2.9%
Intercos (84) (82) N/A N/A

TOTAL REVENUE 5,606 5,639 +0.6% +4.5%

(1) SMDL = Sales, Marketing, Distribution & Loyalty
@ Premium, Mid. & Eco. = Premium, Midscale and Economy

(3) cc = constant currency
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