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What it is all about: Pricing


Yield Management allows Discount Pricing





Airlines charge different fares to different customers on the same flight.





Customers who value the trip highly pay more.





Traffic is stimulated by lower fares for other customers.





Taken together, both types of customers contribute to cover costs.





Pricing is setting rules and prices for different types of fares:


	1.	Restrictions separate use of different fare types


	2.	Fare values are set for each fare type


� HISTORY OF YIELD MANAGEMENT





INITIAL DEVELOPMENTS








	Original idea was to sell unused seats at a discount.


			Key point was to stimulate new travel without discounting for old





	Saturday night stay and 14-day advance purchase restrictions used


			Restrictions discriminate between high-value and low-value travel





	Space allocated for discount sales only on off-peak flights


              Computer systems were used to limit bookings


 			Mathematical rules could allocate space automatically


			Airlines developed several generations of systems


�Yield Management


What is it?





Yield Management protects seats for high-fare ticket sales.


		1.	High fares make reservations close to departure day


		2.	Low fares will fill the aircraft and prevent high fare sales


		3.	Yield Management limits low fare sales, protects high fare space





Yield Management does not set fares.


		Pricing sets fares.


		Most airlines match each other's high fares.
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          $600


	Lowest fares may vary by airline.
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      $900
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  $1800
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     $1900





�Types of Fares
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1.	 First/Business Class/Full Fare


		the usual fare for high-value business travel


		typically 5%-20% of passengers 


	    no restrictions on tickets
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2.	 Discounted Coach


		the usual fare for tourist or personal travel


		typically 30%-50% of passengers


		restrictions limit use for business	
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3.	 Promotional Discounts/tour groups/bulk sales/consolidator sales


		fares used to fill up seats on off-peak flights


		typically 30% to 50% of passengers


		type of sales outlet limits use for business
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Discounts


Conventional Discount Tickets





These are fares regularly posted and sold by all travel agents.





The biggest danger is that these fares will be used for Business travel ("Dilution").





Otherwise, these tickets are used for tourist and vacation travel.
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Low end of regular discount fares may be below some promotion bulk fares, particularly after commissions are considered.








�Promotional Discounts


Tickets sold to fill empty seats





Promotion types:


1.	"sales" lasting a week to generate bookings to fill off peak flights


2.	tickets sold by special discount agents when space is available


3.	space sold in blocks to agents who resell at their own prices


4.	low fare connections with other airlines (low "pro rates")


5.	any other idea for selling without dilution of regular discounts
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�"Dilution"


the most  important concept for pricing





Dilution happens when a customer who “should” be paying a high fare


manages to get a lower fare.





For instance when a Business traveler uses a Discount ticket.


		�SYMBOL 183 \f "Symbol" \s 10 \h�  First line of defense is ticket restrictions


		�SYMBOL 183 \f "Symbol" \s 10 \h�  Outside of US, better service of Business Class helps prevent.





Fare restrictions are designed to prevent "dilution":


		1.  Advance purchase requirements of 14-30 days


		2.  Stay requirements such as over Saturday night, or 7-14 days


		3.  Limitations on changing reservation or refunding ticket


		4.  Agent through which ticket was purchased, such as tour operator





�SYMBOL 183 \f "Symbol" \s 10 \h� Yield Management does not prevent dilution


�Loosing Control or Gaining Control


the “who gets the profits” question for airlines











Travel Agents selling from Airline Computers for commission


	Commissions can get too big as airlines bid for business


	US airlines spent 10 years trying to break Agents’ hold on sales	


	Internet and Direct-to-Frequent-Flyer sales broke Agent dominance


	US commission structure is being contained











Group Sales can control Airline’s entire seat inventory


	Will sell to high-fare business traffic, keeping profits


	In some countries use not-strictly-honorable sales tricks


	Reluctant to provide information to Airlines








�Some Early Yield Management Control Problems





At first, all fare “buckets” had the same average revenue


	agents used contacts in airline to get at protected space


solution: hold space off record until near departure day


		also improve discipline of sales outlets





Optimization rules produced too many empty seats


	rules did not match the way seats were controlled in the computer


	solution: bias forecast inputs until empty seats were at healthy levels





Some markets sold out early, but demand canceled down


	many speculative bookings on pleasure destinations (Hawaii)


	solution: overbook aggressively very early, revise levels down later





Group Sales outlets abused space granted


	many bookings under false names


	solution: monitor records by computer; discipline worst offenders





�Today’s Choices


 for Control





A.  Strive to “own” the customers 


	keep frequent flyer data


	make dealing directly beneficial for customers


	use alliance partners to do same for foreign origins


	use revenue management to give preference to “direct” customers


OR 





B.  Abandon sales outlets to other companies	


	provide airplanes and on-board service


	provide schedule and capacity


	sell blocks of seats covering entire schedule


	be the low-cost provider of space








Choice is a matter of Corporate Strategy


� Yield Management


"Capacity Control"





"Yield Management" sets protection levels.





There are four parts:


1.	 Forecasting the demand by fare type code


2.	 Forecasting the uncertainty about the demand by fare type code


3.  Designing how to store and control reservations


4.	 A good mathematical rule for protection levels, given 1, 2, and 3.


�Yield Management: Forecasting Demand


A good Forecast is better than a good optimization method





Expected Demand for a departure is Forecast.





Forecast depends on:


	1.	Recent history for the same flight


	2.	Adjustments for seasonal changes and growth rates


	3.	Knowledge of special events


	4.	Recent history of same flight, other days of week


	5.	Recent history of similar flights


	6.	Early booking performance of the flight in question





Computerized forecasts use mainly (1), Recent History.


Some also use (2), seasonalized year long history.


Some also include (6), early bookings, in technique.


�Yield Management: Forecasting Demand


Forecasting the demand by fare type code





Discount sales happen 2 to 10 months in advance.


A forecast of higher fare demand is needed at that time.





Before several years of historical data have been recorded, the insight of an experienced person (() should be better than a computer forecast.





Forecast depends on:


	1.Recent history for the same flight


(	2.Adjustments for seasonal changes and growth rates


(	3.Knowledge of special events


(	4.Recent history of same flight, other days of week


(	5.Recent history of similar flights


	6.Early booking performance of the flight in question





(	7.Knowlege of traffic on competing airlines flights.
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Summary of Yield Management





1.	Pricing and Sales control Dilution, not Yield Management.


2.	Overbook to compensate for No Shows


3.	Forecast high fare demands by fare type


4.	Estimate errors for forecasts


5.	Protect space for forecast demands and part of error


6.	Keep track of "Seats Light" and Closed high-fare cabin statistics


7.	Adjust forecasts and rules if items in (6) are not right








8.	Remind Senior Management that yield management does not raise yields.  Yield Management allows Pricing to increase revenues.
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