REVENUE MANAGEMENT IN THE HOSPITALITY INDUSTRY FACES THE RECESSION
Summary: Every few years, tourism, and the hospitality industry as its most significant production and services segment, sensitive as they are, face global challenges on the market in terms of demand. Crisis calls for adequate crisis management by mobilising all available resources. People, as the most important resource, must be activated and solutions sought that would not be looked for during times of stability. This, in the end, makes everyone stronger and richer in new knowledge. This is what happened after 11 September 2001, and should also be the case with the current global recession. 
Key words:  revenue management, recession, price formation, RevPAR
INTRODUCTION
The time ahead brings many uncertainties for the hospitality industry in Croatia and abroad. The burning issue is the global financial and economic crisis, in other words, the recession. Reduced business activity means fewer business trips on one hand, including accommodation in transit and business hotels, and a significant decrease in discretionary revenue from reservations in tourist/leisure hotels and other accommodation capacities. The World Tourism Organisation (WTO) forecasts for the first time a drop in growth from -1% to -2%. All actors in the hospitality industry, from investors, shareholders, to managers, operating staff, intermediaries, and key suppliers will find themselves in a tight spot, that is, with less room for manoeuver in finding ways to survive in such circumstances. It is easy to conclude that the prices of hotel inventory/services will be the first to suffer. Investors, burdened by ROI, suffering from a reduced inflow of liquid funds in a recession, ask to see a return on their investments in this branch. On a market dominated by intermediaries where the balance between offer and demand of hotel services is disrupted, the offered prices are subject to bargaining and the existing situation is used as an excuse to make extra profit. In the past few years, we have seen a continuous price war resulting in commoditisation, which is becoming increasingly frequent in the hospitality industry, and which, according to many, is the biggest enemy of the hotel brand, slowly eating away at it like a cancer (this concept and problem will be elaborated in more detail below). It is therefore normal to expect a certain drop in absolute prices in most facilities (except for deluxe hotels which mostly attract customers who are not price sensitive). However, we should ask whether or not this fall can be cushioned, or perhaps prevented in some cases. Managerial and operational staff must put in additional efforts, develop new strategies and tactics, use the right tools and find solutions. 
What kind of solutions? Costs could be cut on quality, by reducing it to the maximul level of consumer tolerance, thus giving space to reduce prices while at the same time maintaining revenue levels. Alternatively, more could be offered for the same price (upselling). However, the best results can be achieved by dynamic pricing as part of the general pricing policy. This means the introduction of additional types and levels of prices while at the same time expanding hotel inventory (products and services) and market segments, which is all part of the business processes of RMS (the Revenue Management System). These business processes will also require organisational improvements (staffing and equipment) in the relevant department which will cooperate closely with the marketing and sales department as part of senior hotel management in order to mitigate the consequences of the existing situation. 
Therefore, a battle will be needed to maintain RevPAR (Revenue per Available Rooms). In other words, the effective price of hotel services will have to be packaged in a complex combination of various elements of the mix (selling the right room to the right customer at the right price at the right time).
Dynamic pricing and price elasticity 
The indiscriminate cutting of hotel service prices in a tight market, as a result of the recession, may, after initial limited effects, only worsen the situation because it may lead to an escalating price war. The reason is that competitors will probably follow suit in lowering prices, thus rapidly exhausting the margin for profitable business and, even worse, leading to confusion on the demand market by making it more inert. Such an ad hoc pragmatic approach can be considered undesirable in this case.
Therefore, hotels are faced with the challenge of how to upgrade the pricing policy concept in the most important elements (price elasticity, value-to-customer, profit impact, and so on). 
The marketing and sales department, that is, the RM department in the case of larger facilities or hotel groups, is aware of the existence of price elasticity, both of the general type and by segment. However, there is also hotel specific elasticity which must be measured and tested by each hotel individually in a short period of time. How and when can this be done? The definition of this type of elasticity is made by successively introducing gradual hotel price corrections (usually room prices) and by measuring the volume of demand, that is, of the sale of hotel services and their impact on the profit ratio for each level. For example, in a city hotel, market price elasticity is not the same in the middle of the week, when there are a lot of business activities, and at the weekend.  In the middle of the week, when demand is higher than supply, elasticity is not that high, but at the end of the week, with reduced demand compared to supply, market price elasticity is greater.  
For this reason, testing and measuring is more relevant in the period of reduced demand and when there is wide choice on the market arising from the availability of competitors’ facilities. 
A hotel’s specific price elasticity can be broadly described as the change in occupancy given a certain change in price at times of significant market price elasticity. Information about the elasticity will define clear boundaries for the price changes that clients are willing to pay, which will help to avoid inappropriate pricing moves.
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Source: David Vidal - Senior Consultant at Simon-Kucher & Partners
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In practice, one often sees cases of the no-longer-valid publication of prices. For instance, the flexibility of a price at the moment of early booking (first minute) includes certain advance purchase rates which remain open much closer to the arrival date. Alternatively, discounts are given for the extended stay of business guests from the active part of the week (mid-week) towards the weekend, which is usually followed by partial cancellations during the additional days. A special problem is how to prevent flexible prices intended for price sensitive customers from being purchased by customers who are not price sensitive. 
The answer to this and similar questions lies in suitable price indexation, that is, setting a certain price-differentiation range according to occupancy times, booking time, quality of accommodation and market segment. It is particularly important to have transparent and clear terms and conditions that indicate that criteria and principles exist for setting prices to prevent confusion among potential customers.  
In order to prevent the mixing of price sensitive customers with price insensitive customers in the expressed dynamics of price flexibility, the most frequently applied instrument is upselling. The most common upselling scheme used is the offer of a room supplement, that is, a higher category, more expensive and a more luxurious room with various amenities (such as, video on demand, free internet access, and the like).
There are several dynamic pricing models applied in practice. In this process, one should particularly take account of the model and pattern used by the competitors. In general, it is important to have a different, less comparable model than that of the competitors in order to prevent harmful price wars. 
As several rates coexist in the dynamic pricing process, there are two models which are most frequently applied: 
· the parallel model (where rates evolve with the same pattern and the gap between rates is always constant, from the most expensive rates to the cheapest rates);
· the shrinking model (where rates evolve with different patterns and the gap between the cheapest and most expensive rate tend to decrease over time).
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Re-evaluating the competition 
In tough times, the list of competitors could be longer than during times of stability. Competitors are more likely to steal business during reduced demand. Upscale hotels, which ignore lowscale hotels during good times, may need to target their market.
In a stagnant period, it is absolutely necessary to follow what the competitors are offering on a daily basis or in real time. 
For example, it may happen that competitors are changing the structure of their dynamic pricing both in terms of the premium and the discount principles. Simple competition on the basis of absolute prices, as already mentioned, would not make sense. It seems far more rational to abandon the principles of rivalry, to get out of the trenches, and to draw up to the closest competitors. For instance, in a city during the most dynamic part of the week in terms of business (Wednesday), it may happen at a moment’s notice that all capacities are taken. This is an excellent opportunity to redirect new inquiries towards the competitive facility, and the other way around. The same applies when there is a big event organised in the town. Nowadays there are many such possibilities offered by modern web technologies. Remember, your online competition is different from your offline competition.

Strengthening Internet presence and introducing distribution channel management 
It is known that at least 70% of travellers search for accommodation over the Internet. Can these travellers, that is, potential guests, find the hotel's site and does the site perform well in a generic search? This is the way a hotel website is placed free of charge on the most famous search engines (Google and the like) by indexing the most appropriate key words (tags) and distributing them as high as possible on the same search engine in order for them to be as accessible to interested parties as possible. Therefore, it is necessary to develop a SEO function (Search Engine Optimisation). An additional question is whether the design of the website promotes the destination where the hotel is found and whether it is sufficiently simple and ensures that users can easily find what they are looking for (the three-click rule)? 

The most important issue is the selection of the presentation and distribution channels on the Internet. There are three main channels: 
· own web site
· commercial advertising on Internet search engines (Google Yahoo, Msn and others.)
· professional online distribution channels GDS (Global Distributions System) and TDS (Travel Distributions System) such as Travelocity, Priceline, Expedia, Orbitz.
All these issues indicate the need to integrate the revenue management function with the distribution channel management function because the final impact is reflected in the relationship between booking costs and net revenue. 
After 11 September 2001, due to stagnation in the number of bookings, online distribution channels were indiscriminately invited by hotels looking for intermediaries. This was certainly not a very positive development since prices achieved through these channels were lower than those published on the websites of individual hotels. This occurred because these hotels had accidentally become involved in a price war as a result of too many published prices on the Internet and because of the one-click-view effect. 
Special attention should be paid to optimising hotel websites on Internet search engines which requires several preparatory actions:
· a pilot campaign of placing a hotel website on an Internet search engine (for example Google) to investigate which key words and phrases are the most frequent in indexing a website for generic search; 
· creating the design of a hotel website which is compatible with the instructions and criteria of the Internet search engine (there are several hundreds of them, but account should be taken of the most important);
· the key is not that the website is attractive to the eye but that it is functional in terms of search and that it is a means of effective sales, meaning that it must include the most important selling elements: location, hotel and destination amenities and attractions.
There are not many marketing agents specialised in Internet marketing for the purposes of hotel sales because this is a new field. In any case, this requires a selective and analytical approach for each individual hotel facility.  
The final and most important purpose of the integration of the functions of hotel revenue management and of Internet marketing lies in the fact that its presentation effects may be followed and measured more easily than in other printed and electronic media, which is the key element for hotel revenue management. 
Creating a profit strategy in revenue management 
The integration of profit optimisation into hotel revenue management puts an emphasis on the hotel’s final financial results. It is important to encourage revenue managers to focus on the operating profit indicator by opening and closing individual rate categories for each market segment.
Research has shown that quite a few revenue managers do not have a realistic and comprehensive insight into the real cost of hotel sales and, therefore, may not focus on the overall financial result. In practice, this falls under the responsibility of the operational manager, which is not a good thing because the essence of the function of revenue management is to manage all sales channels, each of which has a different level of profitability. The key to success is for a hotel to know which of these channels is of vital importance. The following rules should be followed in this process: 
· the sales strategy must consider and include all sales channels; 
· to set RevPAR and profit objectives and make them transparent to the overall hotel company;
· to define profit parameters for each sales channel of the hotel since the goal is not occupancy rate but profit;
· to develop a profile of cost of sales and follow it;
· to learn from own mistakes and from the mistakes of others;
· not to be afraid of calculated risk – without risk there is no profit;
· to keep records and notes and use them as guidelines;
· to stop unselective discounting during a crisis, because people buy value not price.
Impact of revenue per available room on the increase in gross operating profit (GOP) 
Since profit orientation is the main starting point for revenue management in a hotel, it is interesting to see to what extent this is reflected in the increase in the hotel’s total gross operating profit. Below is an example of a hotel with 200 rooms with an average occupancy of 60%, an average room price of €120, which makes a profit of €72 per available room.
Depending on the hotel profile, research has shown that the application of revenue management results in an increase in profits from 4% to 12%. The calculation was made for three parameters of the increase in revenue in the accommodation segment. 
Figure 3. Maximising revenue per available room 
 SHAPE  \* MERGEFORMAT 



	
	Starting point
	RevPAR increase of  4%
	RevPAR increase of 8%
	RevPAR increase of  12%

	Room revenue (€)

Room profit
(% of room revenue)

Room profit

	5,256,000

70%

3,679,200
	5,466,240    210,240   4.0%
     70%          -               -

3,826,368    147,168   4.0%
	5,676,470   420,480   8.0%
     70%          -               -

3,973,536    294,336   8.0%
	5,886,720    630,720   12.0%
     70%          -               -

4,120,704    441,504   12.0%

	Share of room revenue
(% of total revenue)

Total revenue (€)


	60%
8,409,600
	  63.4%      -                 5-7%

8,619,840    210,240   2.5%
	  64.3%          -            7.1%
8,830,080   420,480   5.0%
	 65.1%          -               8.5%

9,040,320    630,720    7.5%

	Gross operating profit (GOP)

(% of total revenue)

Gross operating profit

	35%

2,943,360
	  35.9%         -             2.4%

3,090,528    147,168   5.0%
	  36.7%         -            4.8%
3,237,696   294,336  10.0%

	   37.4%         -              7.0%

3,384,864    441,504   15.0%


It is clear from the calculation that the increase in revenue in the room segment through the application of revenue management results in an unproportionate percentage increase in the hotel’s gross operating profit, which is logical since the room segment was the most profitable. 
Price discounting and maintaining profit 
The following case study illustrates how price discounting in an absolute amount needs to be compensated by increased occupancy in order to maintain the same profit from accommodation. 
Figure 4. Calculation of booking compensation at price discounting 
	 
	Benchmark
	Standard rate 
	Discounted rate by 5%
	Change in
 % (Impact)
	Discounted rate by 10%
	Change in
% (Impact)

	Average daily rate (ADR)
	€120 
	€120 
	€114 
	-5%
	€108 
	-10%

	Number of sold rooms (Booking)
	100 
	100 
	108 
	8%
	117 
	17%

	Room revenue/day
	€12,000 
	€12,000 
	€12,277 
	2%
	€12,600 
	5%

	Variable costs per room/day
	€36 
	€3,600
	€3,877 
	8%
	€4,200 
	17%

	Total fixed costs for 1 day
	€5,200 
	€5,200 
	€5,200 
	0%
	€5,200 
	0%

	Gross operating profit
	 
	€3,200 
	€3,200 
	0%
	€3,200 
	0%


The calculation shows that, in order to maintain profit levels, price discounting at a certain rate needs to be compensated by increased bookings to a significantly higher percentage and by the number of rooms sold, together with an equal increase in variable costs and a slower increase in room revenue. This, of course, is the short-term impact, while the long-term impacts of such a pricing policy, which are, as already mentioned, mostly negative, have not been taken into account. 
The Revenue management and client loyalty programme
This programme is also known by its slogan earn & burn. In their approach to such a programme, many hotel owners try to follow the concept applied by airline companies. However, it must be underlined at the start that this is not a good thing because hotels have far more room for manoeuvre in terms of pricing and rates. Airline companies are characterised by a relatively limited offer of additional services or specific features of certain subsidies provided by state and public institutions (examples of low-cost carriers and the Croatian National Tourist Board) so they rely on frequent flier discounts. On the other hand, hotels have far less room for discounting but they have more room to include additional services (amenities, upgrades and upselling), and their service capacities and a whole range of services (hotel inventory) are available for a longer period of time.
There are two key market segments for hotel loyalty programmes:

· the segment of frequent travellers –  travelling more than one month per year; 
· the segment of high potential guests – with the highest growth rate of overnight stays. 
These segments are particularly interesting during times of economic crisis because they contribute to stability in bookings. Both segments attempt to accumulate as many loyalty cards as possible from various hotels and to tilt their loyalty towards individual hotels accordingly. All this leads to the additional passivity of guests when it comes to choosing or their willingness to join a certain programme.  
The already mentioned importance of clarity, consistency and adhering to principles in a pricing policy and in the publication of prices, thus creating a relationship of trust with potential customers, applies to this segment as well. 
Relationship towards the corporate market segment 
The corporate segment ranks first in hotel revenue. Although this is a segment with certain privileged prices, their customers are frequent users of hotel services, mostly those with the highest rates. Additionally, upselling and using additional services (the conference and banquet business, etc) is also very important here. However, the key thing is that this segment generates significant booking stability throughout the year with a rather high total RevPAR.
An unfavourable circumstance is that the economic crisis significantly affects this segment, and hotels have a very difficult negotiating position with corporations for the year ahead. The price sensitivity of corporate customers is not dominant because their booking is directly connected to their business activity. In other words, they only come to a hotel if they have business activity in the given town. What can be done? Solidarity and sensitivity to their problems could be shown. For example, they can be helped to create new business connections in the town in question to replace those that they have lost if the hotel puts at their disposal some logistical and communication capacities which are not characterised by high cost inputs. Why not provide, free of charge, a small conference room for their presentations to potential clients who will probably, although this is not the most important point, also spend something in the facility?
On the other hand, instead of additional discounting when concluding agreements on packages for the coming year, an offer could be made of free room supplements from among the services provided by the hotel, for the same price.
First in this category is the subsegment of congress customers characterised by the lowest price sensitivity whose accommodation costs are mostly sponsored and who stay in the hotel for a couple of days, which is rare in transit city hotels.  In times of crisis, these clients should also be attracted through the offer of congress rooms and accompanying audio, video and other presentation equipment free of charge.
How will revenue management in Croatian hotels deal with the upcoming recession?  
In answering this question we must start from a series of facts as a framework of analysis of the situation in the Croatian hospitality industry in this segment. First of all, the profitability of Croatian hotels is very low at this moment. Research has shown that only 40% of Croatian hotels make a profit. This is primarily the result of the focus of coastal hotel facilities on seasonal offers, leading to high operating costs and of the poor selection of hotel amenities and additional features.  
Contrary to the generally accepted opinion that hotel accommodation prices in Croatia are too high, and that this is the main reason for Croatia appearing less frequently in the brochures of the principal international tour operators, research by the Horwath HTL consultancy in Croatia has shown that both the room prices and the occupancy of Croatian hotels are lower than those of its immediate competitors.  
The main issue is the difference between published and achieved prices. Average annual revenue per room is between EUR 15,000 and 16,000, which is between 20% and 25% less than that of competitors. Allotment and group packages still make up about 75% of sales which reduces accommodation prices, resulting in them often being 50% lower than planned. Not even the best hotels have succeeded in reversing this undesirable trend. In relation to occupancy, Croatian hotels are also below the European average. While the average price per night in hotels in Europe amounts to EUR 122 with 71% occupancy, the price in Zagreb hotels is EUR 92 with 49% occupancy, and in Dubrovnik hotels EUR 88 with 54% occupancy. Research has shown that, regardless of the increasing popularity of the Croatian capital, Zagreb has the lowest occupancy among other European capitals. One of the reasons is that only 8% of the hotels in Croatia are branded hotels. For the sake of comparison, 33% of hotels in Europe are branded hotels, and in the USA this figure reaches as much as 80%.

Since there are many independent and unbranded hotels with low capacity for revenue management, it is necessary to organise functional consortia at the level of regional destinations, and these consortia could carry out such tasks for all of them. In this sense, the revenue management strategy could be extended to other tourist and revenue-earning facilities (nature parks, recreational centres, restaurants, museums, etc.).  
It would be desirable to include the state in the whole story. How? It has already been mentioned that one of the desirable tactical moves of hotel revenue management in times of crisis would be to include some supplements (amenities) into the price without increasing the price itself. Such supplements must have pronounced fixed costs, and negligible variable costs. The same logic may be followed by the state, that is, its public companies such as Hrvatske autoceste (Croatian Motorways) which could sell toll vignets at a significant discount (up to 50%) for foreign visitors who have booked and bought tourist packages in Croatian destinations. No special comments are needed as to the effect on the increased inflow of guests. 
It must be pointed out that revenue management is very rare in the organisational structures of Croatian hotels. There are only a few hotels that employ people in such jobs. This is in most cases justified because creating such a vacancy pays off only in facilities with more than 150 rooms. A much bigger problem is that this function is often not systematically incorporated in the marketing and sales departments of hotels. In other words, sophisticated tools and methods of revenue management are also not applied (case studies, statistical analyses, etc.). 
When applying tactical solutions in revenue management, one must differentiate between predominantly city business hotels whose customers are less price sensitive, and predominantly leisure or tourist hotels aimed at price sensitive customers and with far more competition. Neither of these two types of hotels should reduce their prices, but they could include amenities for the purpose of maintaining or increasing bookings.  
City hotels must incorporate their sales into the sale of the city as a destination in cooperation with tourist boards and, as a result, synchronise revenue management in a wider context. Why could not a hotel guest with an extended stay have city transportation (tram and bus) included in the price?
Tourist hotels (i.e., hotels that work with tour operators and other tourist agencies) must close the gap between published and realised prices, that is, reduce the number of allotment packages which decrease their profit, and become more oriented towards joint appearance at the level of a regional destination and appear as a consortium in tourist generating countries. This will significantly decrease the sales costs and present in a higher quality manner this wider destination which is actually a selling point of their hotels. In the process of an additional redefinition of sales channels, one must take into account the increasing importance of the Internet channel, including the application of suitable web technologies.
According to available data and to the points made above, one can expect neither a fall nor increase in prices, although there will probably be a certain increase in the nominal amount (3-4%) to the level of inflation or due to an improvement in the quality of services in some facilities. 
Conclusion
For the second time in the last decade, the hotel industry is facing a global crisis in terms of demand on the hotel market. Although the first crisis, caused by 9/11, was not so far-reaching, it still resulted in some very useful lessons which may serve as guidelines for the policy of price formation and publication and for hotel revenue management during a crisis in general. Entrenched price wars, non-critical focus, and poor conceptual access to online distribution channels should not be repeated. More subtle solutions must be found aimed at additional stimulation and sensitivisation of demand by avoiding price discounting and including supplements and amenities in the service without significant variability of input costs. Attention should be paid in the process of dynamic pricing, differentiated by segment, that individual rates do not discriminate against corporate and other agreed rates. In relation to time-based price differentiation, it is better to prefer first minute or so-called early-bird rates and to avoid last minute rates. In any case, it is important that dynamic pricing is consistent and transparent in order to preserve customers’ trust. In simple terms, during a crisis, hotels must offer more for the same price and try to keep their existing customers. Can they succeed on their own? Perhaps yes, but they should be helped because they are a labour-intensive activity and absorb a large number of employees who could, if they lose their jobs, endanger the social stability of the wider community, or of the country itself. In more concrete terms, the function of revenue management must be intensively extended to the entire destination and to the country itself.
Concerning Croatia, its hospitality industry, as already mentioned, is characterised by the lack of consistency and uniformity in its pricing policy and price realisation, which is shown by the wide gap between published and realised prices. This is the result of bargaining by big tour operators who have noticed that Croatia is an easy target because of the mentality of local rivalry and a limited pragmatic approach. This can be repaired, among other things, by better organisation and the joining of hotels on the wider territory of the regional destination and by extending the revenue management function and the selection of distribution channels closer to the tourist generating zone. 
Finally, every crisis, including this one, has its good side because it stimulates people to try to devise new organisational and individual solutions which will have a permanent impact on improving business operations. There is no doubt that this will happen this time as well.  
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