[image: ]
Operations Management in Hospitality
Assignment 12
28.01.2026
Student name:…
Student ID number:…














In no more than 500 words, and using 3-5 references, explain: 

1- Why is price elasticity important for revenue management systems in hotels? Explain with examples.




















Importance of Price Elasticity in Hotel Revenue Management Systems
Price elasticity of demand refers to how sensitive customers are to changes in price. In the hotel industry, understanding price elasticity is essential for effective revenue management systems (RMS), as it helps hotels set optimal room rates and maximize revenue.
Revenue management is based on selling the right room to the right customer at the right price and time. Price elasticity allows hotels to predict how changes in room rates will affect demand. If demand is elastic, a small increase in price can lead to a large decrease in bookings. Conversely, if demand is inelastic, customers are less sensitive to price changes, and hotels can increase prices without significantly reducing demand.
One key reason price elasticity is important is that it supports dynamic pricing strategies. Hotels use RMS to adjust prices based on demand patterns, customer segments, and market conditions. For example, during peak seasons, holidays, or major events, demand becomes relatively inelastic because customers are willing to pay higher prices. In such cases, hotels increase room rates to maximize revenue. On the other hand, during low-demand periods, such as weekdays or off-season months, demand is more elastic. Lowering prices or offering discounts can attract price-sensitive customers and improve occupancy rates (Kimes, 2009).
Another important application is customer segmentation. Different customer groups have different levels of price sensitivity. Business travelers are often less price-sensitive (inelastic demand) because their travel is necessary and often paid by employers. Leisure travelers, however, are more price-sensitive (elastic demand) and tend to compare prices across multiple platforms. Revenue management systems use this information to offer differentiated pricing, such as higher rates for last-minute business bookings and discounted advance purchase rates for leisure customers.
Price elasticity also influences distribution channel strategies. Online travel agencies (OTAs) attract price-sensitive customers who compare multiple options, making demand more elastic. In contrast, direct bookings through hotel websites often involve loyal customers who are less price-sensitive. By understanding elasticity across channels, hotels can adjust pricing and availability accordingly to maximize profitability.
A practical example is a hotel during a major conference. Demand is high, and rooms are limited, so elasticity is low. The hotel increases prices, knowing that most guests will still book. In contrast, during a slow season, the same hotel may lower prices or offer packages (e.g., free breakfast) to attract more guests, as demand is more elastic.
In conclusion, price elasticity is a critical concept in hotel revenue management systems because it guides pricing decisions, supports customer segmentation, and improves demand forecasting. By understanding how customers respond to price changes, hotels can optimize both occupancy and revenue, ensuring long-term profitability in a competitive market.
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