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Why is price elasticity important for revenue management systems in hotels?
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Figure 1: Domestic trips and results
(Source: TRA, 2025)
Hotel revenue management depends on price elasticity as it illustrates the extent to which room demand will change as price varies. This is more important in Australia following the periods of volatility in the 2021-2026 recovery swing. In December 2025, the number of people who used their domestic overnights totalled 29.5 million and household spending on accommodation was 7.5 billion, but overall expenditure on overnight travel declined by 3%, indicating that demand to travel and household savings in this area were strong but the nature of household spending became more cautious (TRA, 2025). In the case of hotels, this implies that demand is available, but willingness to pay is skewed; pricing mechanisms need to estimate at which periods guests are price-elastic, instead of assuming on the basis of a practice-based assumption that every season with high demand reflected is feasible in reality.
The initial rationale that the elasticity is important is market segmentation. Visitors on leisure, corporate and event basis do not respond the same to price. Australian trip arrivals of short-term visitors to the country peaked in 2026 in January to 716,680 trips, 2.0% less than January 2019 but remaining 0.9% higher than in January 2021 (ABS, 2024). That gap suggests it means that inbound demand is recovered, yet not completely or in an even manner. A hotel that disregards elasticity may charge international vacationers who are still rebuilding an overpriced hotel, and prices downwards at times of the year when the business or VFR demand is not price-sensitive. The revenue management systems thus require channel, purpose, lead time and origin market estimates of elasticity rather than an overall demand curve averaged.
Second, elasticity cushions the hotels against picking up the wrong pricing power against inflation. The CPI increased 3.8% in Australia in the year to December 2025 with the recreation and culture increasing 4.4% (ABS, 2026). The inflation of costs puts pressure to increase room rates; however, the inflation of costs does not ensure the customers will take new high-priced rates. When managers go through inflation mechanically, then they can harm the occupancy and total revenue. The actual way ADR will boost RevPAR is the commercial question when the demand is adjusted, this is the test of the elasticity.
Third, strategy is forward-looking with the support of elasticity. TRA (2024) predicts international travel will be in 2026 at or above pre-pandemic levels, with domestic travel resuming increase starting in 2026 following a steady 2024-2025. More importantly, this implies that hotels must not use fixed pricing policies. During soft periods, a small amount of discount can drive sufficient additional volume to increase the total revenue, whereas during compression periods, a fenced pricing policy and closer discounting can be used to boost yield. Therefore, price elasticity is not only a variable of prediction, but a process through which market volatility transforms into profit-maximising disciplined room pricing in the Australian hotels.


References
TRA. (2025). Domestic tourism statistics results | Tourism Research Australia. Retrieved from Tra.gov.au website: https://www.tra.gov.au/en/domestic/domestic-tourism-statistics-results
TRA. (2024). Tourism forecasts for Australia 2024-2029 | Tourism Research Australia. Retrieved from Tra.gov.au website: https://www.tra.gov.au/en/economic-analysis/tourism-forecasts-for-australia/tffa-2024-2029
ABS. (2024, November 9). Overseas Arrivals and Departures, Australia, July 2020 | Australian Bureau of Statistics. Retrieved from Australian Bureau of Statistics website: https://www.abs.gov.au/statistics/industry/tourism-and-transport/overseas-arrivals-and-departures-australia/latest-release 
ABS. (2026, January 28). Consumer Price Index, Australia, December 2025. Retrieved from Australian Bureau of Statistics website: https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-australia/dec-2025








image1.png
Quarterly snapshot

Domestic overnight trips and spend key results

Compared to December quarter 2024.

Overnight
spend

Nights on trip

96.2 million | Up 1%
$27.3 billion | Down
3%




