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Problem and Objectives

Problem:
Revenue Management and Customer-Centric Marketing are 
conflicting marketing activities, and affect customers’ choices.

Research Agenda:
1. Assess how and to what extent the current practice 

determines customers’ choices

2. Recommend an integrated approach to employing Revenue 
Management and Customer-Centric Marketing

3. Simulate the demand implications of an integrated approach
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1. Effect of RM and CCM on customers’ choices



1. Effect of RM and CCM on customers’ choices

• Survey about past experiences and knowledge

• Congruent choice experiments for airline and hotel customers 

• Attributes: 47 x 23 within-subject based on an orthogonal main effects design 
(Sloane 2006) 

• Context: Flight to Bangkok or Hotel Stay in Sydney/Melbourne

• Information Conditions: combined with a 24 + 25 full factorial between-
subjects design 

• Contextual offerings
• Semantic presentation of price
• Justification of variations in prices and availabilities
• Trip purpose
• For business travel, payment method



Core findings of stated choice experiments

– Conflicting Revenue Management and Customer-Centric 

Marketing affect customer choices directly and through 

reference-dependent fairness adjustments.

– Different customer segments show different choice 

behaviour and preferences.

1. Effect of RM and CCM on customers’ choices



Three generic options to integrate CCM and RM

1. Strategic focus on RM 
(RevPAR)

2. Strategic focus on CCM
(RevPAC)

3. Equal strategic importance of RM and CCM
(ValuePAC)

(Shoemaker 2003; Parvatiyar and Sheth 2001; Noone et al 2003; Bowen and 
Shoemaker 1998; Weatherford 2004; Talluri and van Ryzin 2004)

2. Recommend an Integrated CCM-RM solution



3. Simulate the Demand from an Integrated CCM-RM System

The standard approach: Use preference estimates to predict 

– Customer choices

– Demand

– Revenues 



Changes in Choice Probability (Airlines)
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Changes in Flight Alternative Attractiveness
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Upgrades (points→free for platinum) Validity (one purchase p.a.→always) Fees ($50→free)

Cancellation (no→10% fee) Routing (via Sin→direct) Price($1210→$990)



Integrated CCM-RM Rules for Airlines 
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Revenue Changes for Airline Example 
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3. Simulate the Demand from an Integrated CCM-RM System

BUT: Prediction scenarios  have problems

– Do not capture market dynamics of competition

– Preference estimates are static

– Do not allow feedback loops

combine choice modelling with system dynamics



Customers Segment 3

Travel patterns
Past Travel experiences
Preference parameters

- Price and product featur
- Loyalty program features

Customers Segment 2

Travel patterns
Past Travel experiences
Preference parameters

- Price and product featur
- Loyalty program features

Competitor Airline D

- Price
- Routing
- Cancellation & 
- Ticketing & Payment

Loyalty Program              
- Membership fees
- Free flights
- Upgrades
- Validity of points

Overview of simulation model

Airline A

Product Features
- Price
- Routing
- Cancellation & Changes
- Ticketing & Payment

Loyalty Program Features
- Membership fees
- Free flights
- Upgrades
- Validity of points

Competitor Airline C

- Price
- Routing
- Cancellation &
- Ticketing & Payment    

Loyalty Program Feat       
- Membership fees
- Free flights
- Upgrades
- Validity of points

Competitor Airline B

Product Features
- Price
- Routing
- Cancellation & Changes
- Ticketing & Payment

Loyalty Program Features
- Membership fees
- Free flights
- Upgrades
- Validity of points

Customers Segment 1

Travel patterns
Past Travel experiences
Preference parameters

- Price and product features
- Loyalty program features

Market

Product Attractiveness 
Airline A compared to 
competition

- Price and product features
- Loyalty program features

Information available to 
customers (adapted from Schmidt & Gary, 2002)



Defining Product Utility in System Dynamics Model
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Causal Structure
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? ? ? – Thanks for your input

System Dynamics or Agent-based?

Airlines adapt their offers based on competitors’ behaviour and 
customers’ preferences.

Coding utilities and choice probabilities


