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Yield management is 4 process used to increase revenues by controlling the num-
ber of sales o various customer Lypes, Within the airline Industry, vield manage:
ment has been described as “selling the right seats to the right customers a1 the
right prices”™ (AMR 1987 annual report). Yield management was developed in the
airline industry, but it has been successtully applied to the hotel, car renial, cruise
line and package tour indusiries, Yield management is generally spplied in situa-
tions where a limited inventory of services (such as airline sears) are reserved in
advance by a variety ol customer types. Becanse the value of any reservation
depends on the service requested and the customer type. the service provider can
increase revenues and profitability by acdepting the best number of reservations
fron cuch customer tvpe. The concepts and application of vield management will
he described in the context of the airline industry, Applications to other sectors of
the travel industry will then be reviewed,

Planning Functions

Yield management is the most aperational aspect ol the marketing plunning
process, Por the airlines, this process consists of thres steps, Ficst, the schedule
establishes what products the airline will sell. Second, the pricing struclure deter-
mines how the marketplace will be seamented (using booking restrictionsy and
the value ol cach product (the fares), Third, yield management determings how
much of each product will be put on the shell for sale (the store-front is the TESEr-
valion system). While the schedule and price tend to be lomg-term strategic deci-
sions, vield management is an operationyl jprocess, The pricing structure for g
given market is generally set for a three-to six-manth sedson, By adjustung reser-
vatian availability for each class, yield management can contral the mimimum
price availuble for any itinerary for any future fight. As a resolt, the pricin & slrue-
fure can be tailored to the specilic demand For every future departure of every
ight,

Futurescope
Yield management—the process of controlling the number of sales
to different customer types—can be the source of moximim prof-
Eful:ili_az ingood times and can provide the margin of safety and sur-
vival during economic downturns. Successtul organizations in the
travel industry will adeptisome farm of the strategic perspective of
yield management in the future.
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The objective for vicld management is to determine the number and mix af
reservations [or each future Dight that will maximize revenue and profitability. This
15 done in three ways. First, vield mansgement dewermines how many total reser-
vations should be sold Tor o funsre flight. This often involves overbooking to off-
sel the cffects of cancellations and no-shows, Second. vield management
determines how many reservations to sell in each of the various classes, Questions
such as how many lirst elass versus coach reservations should be offercd for sale,
und how many within coach, how many [ull fare versus discount reservations
should be sold are addressed. Finally, vield management deterinines how ANy
reservalions e make available to the various passenger itineraries on the Hight. A
passenger itinerary is the origin-destination market for the prassenger. A given figh
may serve many different markels, For example, a fight from Austin (Texas 1o
DallasiFort Worth (DFW s serves the local Austin 1o DFW market. It alsy seives
Austin Lo any ciry that can be reached from DFW via connections, For exaniple,
Austin-DEW-New Orleans. Avstin-DFW-Boston, Austin-DFW-London. The cus-
tomers 0 each of these murkets have widely different values 1o the airline.

Decision Making
Yield management decisions are made using the following provess:

| Collect and store history, For cach flight, reservation booking patterns are col-
lected at various points prior (o departure, Actual traffic and revenue fior
departed fights are also collected and stored. These dats are psed ta determine
reservation demand and value,

2. Review current booking paterns for fulure Hights, The number and mix of
reservations booked for all tuture Rights are reviewed, This is used to deter-
mine actual. current reservarion demand and supply,

LI

- Porecast futore passenger behavior Forecasts of demand, cancellations. no-
shows, and standbys are produced by combining data from past Aight and the
current conditions on futre fighes.

4. Produce reservation conteals. Forecasts of demand arc compared 10 the remain-
ing available supply of seats, From this comparison. opportunities for addiGonal
revenue can be determined. Appropriate overbooking limits, discount alloca-
Hons, and itinerary comtrels are produced.

Eich of these steps can be accomplished manually or by automation in a com-
puter system, Due 1o the valume of data and the complexity of the decisions,
automation is necessary [or all but the most busic vield management applications.
Demand forecasting and reservation control generation make use of sophisticated
mathematical models to estimare Tuture customer behavior and the appropriate
FESPONSE [ 11
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Other Applications

Bach of the steps desceribed for the airline mdustry has applicution in a number al
other transporlafion seftings. In its most general form yield management involves
controfling reservation sales associated with some [ulere service resources (Tor
example an airline seal] al a certain centrol paine (fight number, departure date),
by product type (physically different service such as Rirst versus coach). customer
type (business—full fare versus letsure— dizscount) and customer tlinerary {ori-
gin-—destination]. Yield management for other industries can he cateporized using
similar lactors (See Table 1),

Far example, in the hotel indusiry, reservations are controlled for all dates al
cach location, Reservations are allocated by room type (suite, conclerse, standard),
rate program {rack rate, corporate, group, qualficd discounty and length of stay,
Car rental rescrvations are controlled for all funure days at s rental location by car
lype, rate prograrm, and length of rental. Cruise lines control reservation availabilivy
For cach luture sailing by berth and cabin type: Reservations are comtrolled for
group versus individual bookings by cabin type. Discounts are gensrally provided
through cabin upgrades. Criise lines ofien provide air transportation from “zate-
way cilics.” The customer itineraries are based on the originating sateway, Pack-

Table 1  Comparison of Yield Management Applications for Various Industries

Industry | Resource  Control Poini Prodoct Pricing Iinerary
Adrlime Seal Flight = Compartment | Booking class | Origin-
Departure Date | = First * Tull P Lrestirmation
= Coach = Thscouml
Hotel Foom Lacation Roorm type Rate program | Length of
Customer * Buite + Rack Rate RLay
arrival date = Concierge = Corporate
= Stanard = Chuialified
cliscirnd
ar Veluele | Rental location | Car type Rale program | Length of
Rentil Custonzer * Rack Rate rental
arrival date = Corporaie
= Craalified
discount
Cruise Beith Ship Cabin type Individual Orniginating
Line Sailing dute Group ity [or
Dhiscounts ke
through cabin | customers
uparides
Package | Flizht Departore dite v e Individual | Originating
Tour Seatand | Besor location Crroup Eity
TOHEIT
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age tour operaltors controd reservations for all furire days within a resort, Heser-
vations are controllad by room type and galeway city. Discounts are generally pro-
vided through pricing promaotions,

Strategic Uses

Yield managernent can provide significant revenue benefits, For a given schedule
and price structure yield management can increase revenues by 3 percent to 10
percent depending on the level of demand, The measurable benelils are oreatest
when dermand s high relative w supply, for example, high load factors for airlines,
high cccupancy for hotels, In situations with strong pricing competition, vield man-
werement can be the difference between survival and failure. Without vield man-
agemenl, i price redoction in the market place provides two unprofitable options.
First, match the price reduction and sk selling too many seatsirooms at the lower
price. Sceond, dom™ match and risk market share loss, Yield managerment provides
a third alternative. Malch the lower price on a portion of the inventory. Sell the
lower price inventory when excess supply 18 availahle. restrict the sales of this
lesweer price product when demand is strong,

[ anv industry, yield management i<an integral part of the marketing process.
Tt1s more than a compurar svstem or even & department. It is a way of doing busi-
niss. The day-to-day application of vield management often involves lurning dwiy
a discount reservation request long before the resource (fight or howel) is fully
booked. This generally goes against the traditional ohjectives of filling seats or
roomms gt any price. As a result, a vield management philosophy must hecome an
integral part of the way the organization conducts its business, This requires the
suppt of senicr management ind constant education of reservations and field per-
simnel. Once successtully integrared within an organization, vield management
becomes a necessary component of the marketing process,
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