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CASE: FORTE HOTEL REVENUE MANAGEMENT, P. 455

Revenue management models are intended to optimize the pricing of hotel rooms, airline 
seats, and other “perishable” commodities for a given duration by taking into account de-
mand variability over time and capacity constraints. Our Revenue Management system for 
the hotel industry runs on the Excel spreadsheet. The task is to price hotel rooms and set 
capacities for various room classes. 

From the Model menu, select Revenue Management for Hotels and then the General-
ized Revenue Model to see this introduction:

Click OK to continue.

PHASE 1— DESIGNING THE HOTEL 

In phase 1, you outline the characteristics of the hotel. As an example follow the simple hotel 
setup that consists of two classes. Provide the requested information for the three fi elds and 
click Next to advance to the second step of this phase.
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Next, name the classes (fi fteen characters maximum), provide some baseline information 
about the prices and the expected demand at these prices, and fi nally give demand elasticity 
estimates for each of the classes. (Elasticity is the percentage decrease in demand with a 
one-percent increase in price.) The model assumes constant elasticity coeffi cients in each 
class. Click Finish to proceed. 
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Now that you have set up all the base properties for the model, the system creates a new 
Excel workbook that incorporates the information provided up to now. 

It is a good idea to save your newly confi gured model now. If you do, give it any name 
other than Revenue.xls.

PHASE 2 — SEASONAL PRICE AND CAPACITY PLANNING

Now customize all the fi elds marked by blue entries, i.e., target date, marginal cost, demand 
information, and values for seasonal multipliers. See the explanations given in the spread-
sheet for each table column. 

The target season, e.g., summer, serves as a reference for the demand function specifi ca-
tion. The way demand generally arrives over time for each class is specifi ed in columns 3 and 
4. For instance, using the “standard” class in the example, fi fteen days on average before the 
arrival date during the target season (target date), the hotel will have bookings for approxi-
mately half of its Standard rooms; fi ve days before the target date, it will have bookings for 
about 75 percent of its Standard rooms. The class segments are assumed to be distinct, so no 
one switches class if the price differential changes in the optimization process. 
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Instead of setting up the demand function specifi c to the target season, you can specify an 
“average” time-demand relationship for each of the classes and make seasonal adjustments: 
the seasonal multipliers are the percentage deviations from the normal demand. 

Click Next to go to the next screen:

Click Optimization, and the model will calculate optimal capacities and prices for 
each of the classes. For instance, the optimization results show that a profi t-maximizing 
pricing strategy implies a room price of $150 for the Standard class and $66 for the Dis-
count class. 

Note: Excel’s Solver sometimes requires numerous iterations to arrive at the revenue 
maximizing solution. 

Go to the Model menu and select Main Menu to access the previous setup screens 
to modify the parameter estimates you provided earlier or to access other functions of the 
Generalized Revenue model, such as View Demand Curves and Set Daily Capacity.
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PHASE 3 — SET DAILY CAPACITY

If you select Set Daily Capacity (Phase 3), you can determine how many rooms to set up 
for each class given the prices you determined in phase 2. To do so, customize all the fi elds 
marked by blue entries, i.e., provide a target date, the number of days before the target date, 
and indicate how many rooms are booked so far. 
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Given the “optimal” pricing scheme and the number of rooms booked by the current 
date (that is, May 18), the model computes the additional demand for the remaining days 
until the target date and determines the optimal capacity for each class. The “Optimal Ca-
pacity” column suggests how many of the unbooked rooms should be allocated to each of 
the classes. In the example, twenty days are left until the target date. 

Note: The Revenue Management Model refers only to a single specifi ed day for which 
hotel rooms are booked and does not deal with carryover effects and the like.

LIMITATIONS OF THE SOFTWARE

Maximum number of classes: 6


