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140 OBJECTIVES

After going through-this Unit, you should be ableto:

* understand the factors affecting demand for products at different prices,
e understand how pricing can beuse:d asa tool to achieve marketing objectives,

* explain how costs affect price and the significance of marginal costing in travel and
tourism marketing,

® recognise that price isonly one factor influencing the demand for travel,
e determine key pricing policies, and
*  know how to use strategic and tactical pricingaselements in the marketing plan.

141 INTRODUCTION

Price isas much atool of marketingz as promotion, and plays a critical role in the marketing
mix The price of aproduct or servic.e should beseen not onlyastheoutcomeofmarket farces.
A marketing manager should be awware that price conveys something to the consumer about
the nature of the product or service. By managing price in combination with product quality
and the promotional messages, salles can be activated in @ new market, or market share can
be increased at the expense of connpetitors.

In order to understand how to use price as a tool, we need to haw a clear picture of how
customers interpret price of goods and services they buy or avail, tourism included. Pricing
for tourism product shoul d take into account thecomplexitycreated byseasonalityof demand
and theinherent perishability of thie product. ThisUnit deal swith the different components
of pricing, pricing ob'ectives, priice: setting and factors which influence pricing.

742 UNDERSTANDING VALUE

Central to the issue of the price isthe concept of value you think you will get out of it. The

term ‘value' is one that is rather loosely used. Research by Zeithaml found that "What

constitutes values - even in & single product category - appears to be highly personal and

idiosyneratic". In one of her exploratoryresearches, shefound four broad expression ofalue:
Valueislow price,

Value iswhatever | want in aproduct,
3) Vaueisthequality I get for the price | pay, and
4)  Valueiswhat | get for what | give.



In this Unit, we will base our definition of value on thisfourth category and use the term net
value, which isdefined as The sum of all the perceived benefits (gross value) minus thesum
of all the perceived costs!

From this, it followsthat the greater the positive difference between perceived benefitsand
perceived costs, the greater the net value. If the perceived costs of using the tourism services
are lessthan the perceived benefits, then the service will possess negative net value and the
customer won't purchase it. When customers eval uate competing services, they are basically
comparing net values. However, perceptionsare oftexa highly inaccurate, because customers
may be making these comparisons based upon very imperfect information. Further,
perceptions of benefitsand costs may vary widely fiom one customer to another, and even
fiom one situation to another.

14.3 UNDERSTANDING COSTS

Asthe concept of net value assessment by a customer depends upon the costs he or she may
have to bear, it isimportant to understand the costs associated with a service like tourism.
There are several important costs that a potential Eourist may incur in order to avail the
pleasure of tourism. These may be:

i) Monetary Cost: whichinvolvestheactual rupee valuespent on getting benefit of tourism.
Thisisoften referred to as price paid and expressed in Rupee term.

ii) Time: Timeisa valuablecommaodity for most people, onewhich awayshasa fixed upper
limit for each individual. In addition spending time for tourism involvesan opportunity
cost i.e. cost of the value lost had the time spent in tourism been spent in alternative
gainful activities.

iii) Physical Effort: To quite a lot of people, physica effort entailed in getting out of their
established life patternsto travel and be weary, isa suhstantial eost.

iv) Sensory Costs: Travelling in addition to the pleasure associated has discomfottsowing
to noise and pollution, excessive climate vagaries, uncomfortable modes of travel, in
transit delays, unpleasant tastes, smells and sometime even unappealing environment.
Sometimes past experience with some of these sensory costs may actively act as an
inhibitor of purchase or significantly lower the net value of the packageto the customer.

v) Psychic costs: These are sometimes attached to the use of a service. These! could be
unfavourable perceptions, insecurities about certain destinations or simply a fear of
taking on the uncertain.

Consumers, in order to determinethe net valuethey are getting out oftourism, trade off the
benefits against the costs associated with the package. The above description of costs in
addition to the monetary cost (price) underminesthe fact that even a reasonable price may
beviewedtoo highifthe other cost associated with agiventourism product ishighapd renders
the "net value"and a negative gain.

Pricing theoriststry to explain the concept of cost and value by sayingthat asall costs need
to be recovered, an organisation’s cost of rendering the services becomes the floor below
which the pricescan not be setas it would be non viable. The perceived value of the product
inthe eyesofthe customer setswhat can be termed asthe ceiling for the pricesto becharged.
The prices charged by the competitor for similar or a substitute product becomes the key
determinant of the level within the ceiling to floor range set by perceived value and cost
parameters.

144 COST : THE INTERNAL INFL UENCE ON PRICES

Let usinthis Section try to understand how costs affect prices.

Gross profit for a travel agent is thie difference between the prices he pays for the travel
services plus his administrative casts and the price he charges the custorper i.e. the
commissions he receives on the traw:1 services sold by him. The costs in the casse of a tour
operator would include what he haste pay to the airlines, hotels, surface and loc:al transport
and other organisations providingthe servicesthat he included in the package. In addition,
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he has the costs of having his own organisation say rents, water and electricity charges,
telephones, salaries to the staff and the marketing costs like the advertising distribution,
information collection and dissemination etc. These costsin accounting terminology are
called overhead costsasthey need to be incurred even if the tour operator isnot ableto sell
anything.

The costs borne by tourism marketeers can be understood better by classifying f 'em into
variablecosts(V C) and fixed costs (FC). Variablescosts arethosethat varydirecti with the
quantity of services produced and sold, while fixed costs do not vary with the levd of
production of serviceand will accrue whether the production istaking placeor not. The cost
of reser'vation made in a hotel by atour operator and the cost of seats booked by him on an
airlineisavariablecost asit variesdirectly with the level of servicessold by the operator. On
the other hand the rent paid by him for the office buildingisa cost independent of the leve
of servicesheisableto produce or sell at a given point of time and represents afixed cost.
The total cost of a given serviceto any organisation is a sum of fixed and variable costs
attributable to that service.

The concept of breakeven point isasimpleway of understanding how costsaffect the setting
up of prices. Break even point is tbat point in the sales of a product or servicewherethe
total revenue received from sales exactly equals the total costs for that given servicei.e. a
situation of zero profit or loss. Calculation of break even point enables a marketeer to
understand how this breakeven situation is affected by chargingdifferent prices, what isthe
level at which hewould liketo operate and how many services(holidaysor tours) need to be
sold at acertain price in order to recover costsor make adesired level of profit.

Figure 1 T
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Source: J.C Holloway & R.V.Plant, Marketingfor Tourism

Consider the example (figure 1)of a museum where rare historical artifacts are kept for
display and which isunder considerationfor being devel oped as a tourist attraction. There
are3optionsbeingconsideredfor theentryfee. Theseare Rs.25, Ris.30 and Rs.40 and variable
costs. The bold lines show the total revenue earned if the prices were kept at Rs.25 (TR-1),
Rs,30 (TR-2) and Rs.40 (TR-3) respectively.

Thisfigure clearly demonstrates the number of customersthat, need to be attracted at each
pricein order to fully cover the costsof producingthe service.

Accountantsal souseaterm called Contribution whichisequal to sellingpriceminusvariable
costs. In thisfigure'contribution' showsthe extent to which varriables costsare being covered
by a given price. In casewhere it may not be possibleto attraict customersat pricesthat will
cover full costs, it is sometimes prudent to price a product even below full cost in the short
run so that it may make some contribution towards the ongoing fixed costs which will be
incurred regardless of whether the servicesis being produce:d or not. A good exampleof this
tacticsis provided by the off season pricing by tourist resorts. Hill resorts in off season offer
prices whiich are well below their regular price and are actually below full costs, but these
pricesattract such peoplewho would otherwisenot have bought the serviceat al, and at the
same time make a positive contribution to the fixed cost of running these resorts during off
season. At the same time some services may be phased out and only the basic package may
be offered in the off season period.

In this Section you have gone through the variety of costs a tourist might have to bear, and
thewaymarketerstryto understandthe cost of producimg and selling tourism services. Always
remember that costsformthe lower limit below which ¥nost organisations would not consider
selling their products except to utilise spare capacity’ or unutilised operations. But smply
understanding costsand adding up amark up to arrive at a pricingfigure istoo smpligica



view Of pricing because it ignores the crucial interplay of demand and prices and what the PricingSrategies
consumersare willingto pay in a given set of conditions.

-

Check Your Progress-1

1) What constitutesvalue?

.................................................

.................................................

145 PRICES AND DEMAND

*In addition to the above mentioned concepts of value and cost there are two more basic
concepts that you need to understand before you get down to the exercise of price setting.
These concepts are related to individual demand and elasticity of demand in relation to
tourism.

i) Individual Demand and the Tourism Product: When customers make individual
decisions about availingtourism servicesthese decisions, asyou may have gathered from
observation, are partly affected by the price for the services. Price quoted for a given
tourism product enables consumers to make judgment about ghality, allowscomparison
with like or substitute service and-generally facilitates decision making, In order to be
abletogeneratedemand for tourism, price must be perceived to be neither too low(so
that it denotes questionable quality) nor too high (so that it is viewed as being
unaffordable). It istherefore clear that demand for a given tourism product at least in
part isto be governed by the price that the consumer hasto pay for it and the way the
potential consumer news this price. Also, because different people have different
perceptions about a stated price; pricing may actually becomea tool in attracting the
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typeof customer onewants to attract for a given tourism product. You may therefore,
partly definethe kind of demand you will face by fixing up a certain level of price.

i) Elasticity of Demand: The aggregate demand for the tourism product results from a
total of individual customers demand patterns. These are under constant change,
depending upon the price, availability of time, resources at the disposal of consumers
and levels of competition. The extent to which a change in price alone brings about a
changein the lew! of aggregate demand iscalled price elasticity of demand. Y ou will be
able to understand it better if you look at the figure 2 below.

Figure 2
D
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Price  p,
=7 D
Qs Q1 Q
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In thefigure Q.| representsthe quantity of agiven tourism product (say a package tour
by a tour operator) sold at the price P1. If we assume that by getting into favorable
agreements with airlines and hotels, the tour operator is able to lower the price of the
tour to P2 alarger number of people will now be ableto afford the tour so that quantity
of tours bought goes up to Q2. Asthe demand here hasresponded positivelyto achange
in price we can say that the demand for the tour iselastic. Y ou must however, remember
that thisresposiveness of demand to changein pricewill be beneficia only if the revenue
lost by reduction in price ismore than made up by increase in the total number of units
sold sothat theincremental effect isan increasein revenue. Thefigure alsodemonstrates
the elasticity of demand by showing a negative impact on demand; as price is raised to
P3 the demand reducesto Q3.

It should however be understood that not al tourism products would display an elastic
demand. Take business travel for example. If the prices of the air tickets for executiveclass
travel were to be reduced the businesstravellers would not suddenly increase the frequency
of their travel to a certain destination just because the air ticket prices are lowered. In fact
they travel to specific destinationsat a specific time for specific business. Y ou must note that
in cases like this the price of the product isa relatively an unimportant variable in affecting
purchase decisions.

146 PRICING OBJECTIVES

When firms set out to determine their prices, they must be very clear in their thinking asto
what do they want their pricing to do for them and for their marketing strategy. Pricing is
ultimately only atool to achieve overall marketing objectives. Prices may be set to generate
the maximum revenue or the highest profit or gain the largest share of a given tourist market.
Oncethe organisations select their pricingobjectivesit isrel ativel yclear tothem todetermine
the actual figureon whichtheywould liketheir productstosell. Broadlythe pricingobjectives
followed by tourism sector can be divided into the following four categories:

i) Revenue Oriented Pricing Objective

ii)  OperationsOriented Pricing Objective

iii) Competltion Oriented Pricing Objective

iv) Demand or PatronageOriented Pricing Objective.

14.6.1 Revenueor Cost Oriented PricingObjectives

Therevenueoriented pricing objectivesmayberelated to making the largest possiblesurplus,
minimise COstsso asto maximise returnsor earn a specific target level of profits. Under this
objective the tourism firm would try to follow pricing strategies that giveit the maximum



revenueor a certain specific return on the investment made by it. A hotel offering holiday
package for example may decide to earn a 20% return on investment that it has made to
produce those packages and thereby sets a price which would enable itsreturn. Similarly, a
tour operator may like to set a price that lets him maximise the total revenue (units sold x
price per unit). At this stage you might like to recall what you read about the elasticity of
demand. The tour operator may actually find that by cutting down price per unit, he can
maximiserevenue as hisunitssold go up by slashingthe prices. Thiswould bethe case where
the price elasticity of a particular tourism product is high, under a given set of market
condition and for the type of demand the service provided faces. There are however some
problems with this approach. Maximising revenue in the short run may sometimes harm the
chances of long term market development or customer patronage development or even
choosingthe desirable kind of tourists for your tourism product.

Another area of difficulty, specially when you are seeking to earn a specific target return on
your investment is determining the costs that can be allocated to each tourism package for
which the pricesareto be determined. In the exampleof the hotel offering package holidays,
calculating the percentage of overheadslikeelectricity, water charges, supervisor salary and
indeed manageria salary that can be allocated to this package may become a difficult task.
The holiday package tourists may use part of the services from the general servicesoffered
by the hotel i.e. reception floor services, lobby, telephones etc. Calculation of all those costs
and their allocation to specific heads so that the total costs per unit can be worked out on
which atarget return isto be calculated may be difficult if not unachieveable.

14.6.2 OperationsOriented Pricing Objectives

Tourism asan industry has seasonal or fluctuating demand. Most resorts and consequently
the accessory sectors like agents, operators, inland and international travel have their peak
and slack seasons. On the other hand tourism, because it isa service, representsasituation
of perishability of service on offer. An empty hotel room on a particular day represents an
unavailed serviceswhich will perish for ever if it isnot availed. In order to combat the twin
problem of perishability of service and fluctuating demand levelstourism marketeers, often
resort to operations oriented pricing objectives. In such a situation, essentialy, they vary
. prices over time so asto ensure that demand matchesavailable supply at any given point of
.time. This is done to make the most profitable use of available capacity, In addition,
sometimes, new entrants in the tourism market, on finding that they have-slack capacities
during some part of the operation cycle, may introduce special prices during the off season
to maximise patronage rather than profits.

14.6.3 Demand Oriented Pricing Objectives

While discussing valuein the context of pricing we had commented upon the concept of the
consumerswillingnessto pay. "Demand Oriented Pricing-triesto discover through marketing
research, what the market isnot likelyto pay for the type of tourism package in question. The
serviceprovider would thusliketo chargethe price whichisclosest towhat the market would
bear. You must also understand that in this case prices are being based on the consumer's
capacity to pay. Asthe markets are made up of a variety of consumers, each group with a
differential capacity to pay, the tourism marketeer can actually use differential pricing to
reach different consumer segments, specialy if it is possible to create a differentiated
package for each set of consumers. Take for example Ocean linersoffering cruises. All the
customers are not charged the same rate, simply because all of them, apart from the basic
tourism serviceof the cruise, (travel and sight seeing) do not avail the same services. There
may be deluxe and super deluxe, first class and economy class cabins which would be
accordingly priced creating differential pricesfor all the classes, Thisalowsthe producer to

\attract afar wider section of consumers and optimise his returns, by a process of matching
his pricesto the type of demand that may exist for different tourism packages.

Hotelsand holiday resorts al so use the differencein theintensity of demand during weekends
and weekdaysor at peak and off seasons, as a basisto createdifferent pricing for these time
periods.Low pricesare charged for periodswhich aretypically low demand periodsfor these
servicesto attract the sections which might like to take advantage of the special prices and
avall the facility. Differentia pricing, thus, is used to enhance the total returns to the
organisation than what would have resulted if a simple price policy wasfollowed. It isalso
used to iron out the fluctuationsor seasonality of demand. This+s important because, on

Pricing Strategies

19



Marketing Mix

2

account of perishability, the tourism product can not be inventorised and in periodsof lower
demand than capacity, the available service perishesforever.

14.6.4 Competition Oriented PricingObjectives

In amarket characterised by tough competition, tourism organi sationssometimesbasetheir
pricing decision not on their own anadysis of costs and value relevant to a given pricing
situation but on what competition ischarging, especiallyif they believe that priceisa mgor
determinant of consumer choice. Thissituation is visiblein the airline sector, travel agency
aswell asthe tour operators business. Prices charged by the competition become the limits
beyond which organisationsin a highly competitive market may not like to go in settingtheir
own pricesso that the objectiveof the pricingexercise becomesachievingcompetitive parity.
Pricesin such situation are relatively stickyin the sensethat most competitorstend to follow
the market rate. In the event of one organisation initiating a price reduction everyone
retaliates, quickly canceling out any advantage that the change initiating firm may have
envisaged. On the other hand in the event of afirm initiatinga price rise, most competitors
do not follow suit, unlessthis change isa reflection of some major shift in the industry costs
hopingto get an advantage of patronage against the competitors initiatingthe change.

In caseof competitionoriented pricing, generallysome organi sationsassumethe roleof price
leadership, where in the event of change in the cost structure for the industry, one of these
organi sationsmayraise the pricesand the othersfollow suit. Thisisalsoreferred toasFol | ow

thelLeader' pricing. Y ou must remember that thegreater thesimilarityinthe servicesoffered
by tourism providersin agiven sector (airlines, travel agents, tour operator, transport) the
lower isthe freedom that an individual organisation enjoys in setting up hisown prices. As
long as the tourism products can be differentiated, pricing can be relatively insulated from
competitivepressures.

Check Your Progress-2

1) Discussthe relationship between Price and Demand.

.................................................

.................................................
.................................................
.................................................



147 PR CESETTING IN PRACTI CE

Now that you understand the conceptsof value, cost, demand and competitionin the context
of pricing let us discuss how tourism organisationsin practice make their pricing decisions.
The mgjor consideration of course, as pointed out earlier, remain the cost, perceived value
and competition. Thefirst two provide lower and upper limitswhile what the competition is
changing decides the level which should be chosen between these two limits.

A variety of pricing practices are' followed by tourism organisations in the pursuance of the
their broad pricing objectivesdiscussed earlier. Tourism organisations can attempt to attain
leadership in the market by keeping their prices low or by attempting the strategy of niche
marketing, by managing to differentiate their products effectively or by selecting a specific
segment to tailor their marketing object to the seller.

1) MarkupPricing

Thisisthe most elementary pricing method and involvesadding up astandard markup tothe
cost of the service. Thetotal cost of offering the service isestimated and a standard markup
isadded tothiscost toarrive at the sellingprice. Toillustrate thisassumethat atour operator
has the following expectation of demand and cost :

Variable Cost = Rs. 3,500 per customer
Fixed Cost = Rs. 50,000
Expected Customers = . 50
This unit costswould be given by
. : Fixed Cost
= +
Unit cost Variable Cost No. of Cusiomers
3,500 + 3000 4,500

Now, assume that the tour.operator wantsto earn 20% markup on hissales. The priceto be
charged isgiven by

-~

%! Unit Cost
Mark up price - 1— desired return on sales
4,500
— = 3
l___z-.__o-z Rs. 5,625/

The tour operator would charge Rs.5625 per person and would make a profit of Rs.11250r
20%.

The size of the markups tends to vary in the different segments of the tourism service
providers. The higher the degree of competition, the greater isthe tendency to keep lower
markups to attract more consumers.

The whole exercise of markup pricing is based on the assumption that the tour operator in
the above case will be ableto attract 50touristsat that price. Standard markupsdo not really
make marketinglogic, asdepending upon the demand situation or competition prices, it may
not be possible to attract 50 tourists at that price. As standard markups do not take into
consideration current-demand, perceived valueand competition, it may not lead to optimal
pricing. Because-of ease of calculation, however, it remainsa prevalent pricing practice.

2) Target Rateof Return Pricing

This is another revenue overhead prjcing technique, examples of which are found in the
accommodation sector. The marketeer triesto set a price which will vield acertaintarget rate
of return on the investment made by the organisation.. The target return price isdetermined
by the followingformula:
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desired return x invested capital
. + -
Unitcost unit sales

= Price

Again in this case, the marketeer is assumingthat the customerswill be willing to buy at a
pricethat giveshim a percentageofreturn fixed by him. Thus pricingapproach does not take
into considerationthe el asticityof demand and the impact of competitive pricesmay not give
realisticresultsin all marketingsituation.

3 PerceivedVduePricing

Y ou have gone through the section on understanding vaue (14.2). In this market oriented
technique of pricing marketeerstry to understand the vaue of their product in the eyes of
the consumers. In fact, products like safari tours, adventure tours, executive hotel services,
etc. are planned with specific consumer segment in mind, after having an analysis of what
they vaue most in these services. Pricingisthen done on an assessment of what vaue does
the consumer perceivesin the given service offer and what would he be able to pay for the
quantity and convenience offered.

4)  VaduePricing

As competition in the tourism sector has intensified, so has the tendency to offer vaue for
money to the customer. Companiesin the hotel and travel sector have started offering low
pricesfor areasonablygood quality service. Value pricingisdifferent from perceived vaue
pricingasit consistsin givingmore vaue for agiven priceto the consumer whilein perceived
value pricing, the philosophy isto charge as much as consumers perceptions of the product
allows.

5 GoingRatePricing

This is a pricing technique in pursuance of the competition oriented pricing objectives
discussed earlier. The organisation basesits priceson the basis of what the competition is
chargingrather than itsown demand and costs. Thetourism marketeer maytake aconscious
decision to price his product at the same or slightly higher or lower to that of a cempetitor.
The main consideration, however, isto be within the range of the going rate. Thissituation ,
characterisesthe privateairlinesector in Indiatodaywhere pricesfor samesectorsareamost
similar. When the number of producers is not very large and the service is not highly
differentiate, the tendencytowards goingrate pricing is very high.

A dight variation of going rate pricingis Followthe Leader Pricing, where one competition
(maybe the targets) assumesthe roleof initiator of price changes, and the rest tend to follow,
to quicklyreduce any advantagethat thisinitiator may get through reducing his prices.

6 Premium Pricing

In thiscase the tourism organi sationdecidesto sall its productsabove the prevailing market
pricesin order to havethe image of high qualityor to underlinethe uniquenature of itsoffer.
Thismay be the case where the product hasa unique nature, is still very new to the market,
has got status connotations or the company itself has got specific reputation in the market
such that itscorporate image enablesit to charge a high price.

7) Cheap VauePricing

Usually a characteristic of highly competitive segments of the tourism markets, thispricing
practice is adopted to undercut the competition. High turnover at low pricesis expected to
offset the-low unit profits. Such low or penetrative pricing is usudly adopted by a new
organisatign tryingto get afoothold in the market or a competitor seekingto rapidly expand
his market share.

8 Psychologica Pricing

Tourism marketeers sometimes appiy inputs on consumer's psychology in addition to the
economic concepts used by them in their price strategy. Most studies in connection with
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relationship between the pricing and quality perception of luxury cruises have shown that
higher priced tours are perceived to possess (often unfounded) images of high quality.
Understandingthis, top of the linetourism marketerscreatea high qualityproduct but often
price it in amanner where high prices differentiates may not be proportionate to the quality
differentiate for the product offered. In all cases where other information about the product
isnot available, asisoften the case where new destination and untried localesare concerned,
high pricing becomes indicator of high quality and therefore, isused as status symbol for
people who buy at these prices.

We often see tour packages being priced at Rs.4999/= instead of Rs.5000/= becauseitis
believed that the firm priceswould be seen asbeing in the 4000 range rather than Rs.5000/=
range.

9 Promotional Pricing

Under certain circumstances tourism organisations temporarily price their products below
the usua low price and sometimes even below the cost. The objective is to promote the
demand and their offer in the hope that in case the consumer likesat least one purchase of
the product he may go in for repeat buying. Promotional pricing may be offered in a variety
of ways.

i) Loss Leader Pricing: Restaurants, tour operators, or travel agents may sometimesprice
one component in their entire product mix much lower than its usua price in order to
increase the consumer traffic to their product. This is done in the hope that once the
customer gets exposed to the product range attracted by the low price of the lossleader
he may like to sample the other offers in the company's range of products.

ii) Specia Event Pricing: Holidays, festivalsand sometimes political or sportsevents make
tourism suppliers establish special prices to take advantage of higher propensity of
people to travel for these activities. The special holiday packages or travel may be
discounted lower to attract afar higher number of customersthan would have otherwise
travelled.

iii) Contract Rebates: While selling corporate packages or long term travel/tourism
packages, tourism firms permit free travel on certain circuits after certain volume of
business has been availed. In essence it is offering a lower price for abulk purchase to
the company or an individual on certain milestravelled or number of tourism package
bought. .

414.8 DISCOUNTING TACTICSIN TOURISM PRICING )

Owing to the highly competitive nature of the industry, discounting has become a very
prevalent though controversial practice in tourism marketing. The concept of a fixed price
has got limited relevance in our todays tourism marketing situation where hotel reception
staff isgiven sufficient discretion to adjust prices, where travel agents split their commission
with prospective clientsto alow and retain customers and tour operators negotiate for seats
on flightsor late bookings for holidays.

Discounting isessentially a short term tactics in the sense that it may attract a'deal prone'
consumer in a given situation. However, he or she may very easily switch to another offer
which seemstp be more profitable. Discountsand some form of them will dwaysprevail but
constant competitive discounting would mean that overall the wholeindustry isoperating at
lower returns. The following kinds of discounts are most commonly found in the tourism
sector.

i) Discount for Cash Payment: In all business transactions which operate on credit,
discount isgiven for early settlement of invoiceor different ratesmay be offered for cash
and credit payment, the balance being the cash discount.

ii) Quantity Discounts or Bulk Discounts : One of the most common discounts, these offer
marketeers economics of scale and present the possibility of passing off some of these
economies to the customer. They are most prevalent in negotiation between the tour
operators and then suppliers aswell astravel agent in dealing with the business clients
or group travellers.

PricingSraej es
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iii) Trade Discount : These represent discountsgivento people employed inthetradeits ‘f
by airlinesto travel agent, by hotelsto airline staff, tour operators, etc.

iv) Seasonal Discount : Perishability ©fthe service product isthe reason for the widespread
practice of seasonal discount in the tourism sector. Holidays, hotels, pleasure travel are
. by their wry nature enjoy seasonally in their demand. Seasonal discounts are a way to
allow consumersinthe off-peak season sothat atleast variable cost of runningthe service

in these periods can be offset.

v) Distressed Stock and Similar Discounts : Practices such as advance and late saver
discountsare common in the accommodation sector. Early booking are beneficial to the
tourism marketeer asthey allow him advance information on forward booking situation
and if advance money isalso paid in full, the possibility of using this cash in businessis
aways there. The practice of early booking istherefore encouraged by practicaly all
hotels, events like conferences and seminars and tour operators by giving substantial
discount for such bookings. Late saver discount is a distressed stock discount, where
unsold stock needsto be cleared. Examples are unoccupied hotel room, unsold airline
seats, seatson atour and so on. Thishasassumed importance in the travel and tourism
sector asunsold stock cannot be stocked and sold later. The practice oflate saver account
has become wry popular among experienced travellerswho now tend to book travel on
highlycompetitive svctors, wry late each year inthe hope of securingthe most profitable
bargain.

From your exposure to the Section of price elasticity of demand it must be very clear to you
that any discounting scheme can only succeed in pulling customerswhen thereissome price
elasticity inagivenbuyingsituation. In other words, the market issuchthat lower priceswould
attract higher number of customers and affect the quick off take of the product. In addition,
inorder to beablgtoattract customersthe quantum of discount offered must be large enough
to beseen asa bargain by the consumer. Some organisationsmakeit a practiceto successively
in stages reduce price till all stocks get cleared, a practise which tour operators keep
experimenting with, while pricing their |ate savers.

Another pricing tactics, again a popular one among tourism marketeers, is the practice of
psychological discount. The marketer in thiscase hasan artificially high list price, on which
attractive bargains are on offer, leading the consumer to buy on account of the perceived
bargain. The practice isprevalent in hotels sector where promoted fatesare provided along
with the possibility of various kinds of discounts offered for different service combination
since that virtually no consumer ever realy paysthe list price. Apparent bargains are also
offered by hotels where consumers are sold accommodeation at the basic price but upgraded
to superior accommodation at no extra charge, subject to availability of such spare
accommodation. This offers bargain value to the customers at initialy no cost to the
marketeer. Similarly, subject to availability airlines haw the discretion of upgrading the
economy classticket to businessclass.

As the capacity of players in a competitive market, to constant adjust the pricingtool in a
variety of ways to attract consumers is limitless, there are numberable practices in
discounting. Pricing and discounting therefore remain a powerful tool of market
manipulation in the tourism sector aswell as away of quickly respondingto any changesin
the market situation or demand profile.

-

149 OTHER INFLUENCESON PRICING

I'n addition to factors of demand, consumers perception on valuesand the internal influence
on costs there are 'some other factors affecting the pricing decisions over which the
organisation hasrelatively little control. The important onesamongthese are :

1) The economic health of a given region : Travel is strongly affected by the amount of
disposable earnings with people at a given point of time which inturn are affected bythe
economic cycles of inflation, stagnation and depression. These are factors which may
affect thedemand for tourism in awaythat the tourism organisation can do little about.
The tourism providers would need to tailor their own market strategy, price strategy
.included, tothese cycles. . . |

]

2) The Demand elasticity for travel and tourism programmes.



3) The natureof thetarget market which isa determinant of the kind of travel product the
people will buy, the prices at which they will buy, their natural propensity for travel for
non business activities, the kind of holidaysor destination they will choose.

4) Levd of competition.in the tourism market, and the substitutability of the alternative
tourism packagesavailable.

Check Your Progress-3

1) What do you understand by markup in pricing?

...................................................

.................................................

1410 LETUSSUM UP

This Unit on pricing the tourism product explainsthe concept of'value and costs to the

.consumer in respect of the tourism product, as being central to the pricing decision. The

relationship between demand, el asticity of demand and priceshave been explained. The Unit

also describesin detail the various pricing objectives followed by tourism suppliers and the

pricing setting in practice. A common trend in tourism marketing, discounting tactics were
. asodiscussed inthe Unit.

14.11 ANSWERSTO CHECK YOUR PROGRESSEXERCISES |

Check Yourl’ﬁ»gms-l

1. SeeSec.142

2. Read Sec. 143

3. A ng Profit no Losssituation, read Sec. 14.4

Check Your Progress —2

1. SeeSec. 145

2. Read thefour objectivesgivenin Sec. 14.6

Cheek Your Progress -3 |-

1. Read point 1 of Sec. 14.7

2. SeeSec. 148

Pricing Strategies
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