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CHAPTER FIFTEEN

Discussion Questions

1. In what ways can a retailer such as Nordstrom take advantage of revenue management opportunities?
Nordstrom can take advantage of revenue management by using dynamic pricing through their Nordstrom Rack stores. Dynamic pricing is the tactic of varying price over time and is suitable for fashion and seasonal items. The Nordstrom Rack web site indicates that there are currently 49 locations in 18 states and that the Nordstrom Rack stores are the off-price division of Nordstrom (positioned for the cost-conscious shopper). Merchandise that does not sell at the Nordstrom stores is discounted 50-75% and moved to the Rack stores where it is sold in a less attractive setting with a less generous return policy. Nordstrom Rack is positioned such that it does not compete with Nordstrom stores, but allows the parent company to reap the greatest return from all products stocked at Nordstrom.
2. What revenue management opportunities are available to a manufacturer? How can it take advantage of these opportunities?

A manufacturer’s most profitable use of revenue management comes through the tactic of overbooking, which is the overselling of an available asset that faces last-minute cancellations of customer orders. The manufacturer’s valuable asset is production capacity, which is finite and loses value after a certain date; in this case, capacity is worthless at the end of the production period or past the date that the supply chain can fill customer orders. The tradeoff is the cost of unused capacity with the cost of customer orders that can’t be filled and therefore must be subcontracted. The manufacturer can compute the marginal cost of wasted capacity and the marginal cost of a capacity shortage, form the critical ratio, and apply this to their knowledge of the customer order distribution, thereby increasing asset utilization.
3. What revenue management opportunities are available to a trucking firm? How can it take advantage of these opportunities?

A trucking firm can use revenue management by offering a two-tiered pricing system; charging smaller customers a higher price than larger customers that consume the majority of the fleet. The rationale is that the larger customers offer the trucking firm steady demand and the ease of dealing with only one or very few customers. These bulk purchases are made at a discount while smaller customers must make spot purchases at higher prices to fill up remaining capacity.
4. What revenue management opportunities are available to the owner of a warehouse and how can it take advantage of them?

A warehouse owner can lease capacity in bulk at a discount to a large company and fill up the remaining warehouse capacity at full price to smaller customers. The large customer offers more stable demand and more fully utilizes the warehouse owner’s space, albeit at a discount. The smaller customer may never materialize, so holding space for them is a risky proposition and merits a premium price.
5. Explain the use of outlet stores such as Saks Fifth Avenue in the context of revenue management. How does the presence of outlet stores help Saks? How does it help its more valuable customer, who is willing to pay full price?

One way that the presence of outlet stores helps Saks is by recouping their purchase price for items that do not sell in flagship stores. Items can be sold in the outlet stores at a lower margin or even at a loss. Saks also benefits by freeing up more sales floor capacity in their main stores, allowing them to stock with the current season’s high margin merchandise.
The full-price customers of Saks benefit because the inventory level of in-season items at Saks is higher, therefore they are more likely to find what they want. Saks knows they can dump any unsold merchandise at the end of the season in their outlet store; therefore Saks initial order will be higher than if they did not use revenue management.

6. Demand for hairdresser is much higher over the weekend, when people are not at work. What revenue management techniques can be used by such a business?

A hairdresser can use pricing and revenue management for seasonal demand; peaks on the weekend and valleys on weekdays. The hairdresser can provide off-peak discounting in order to shift demand from weekend to weekdays. The hairdresser should create a price structure such that the discount given during the off-peak period is more than offset by the decrease in cost because of a smaller peak and the increase in revenue during the off-peak period. This tactic increases profits for the hairdresser, decreases the price paid by a fraction of the customers, and also brings in potentially new customers during the off-peak discount period and is, in a word, fabulous.
7. How can a golf course use revenue management to improve financial performance?

A golf course can use pricing and revenue management for seasonal demand much in the way the hairdresser in the previous scenario can. By lowering the price for less popular tee times, a golf course manager can increase revenue by increasing the total number of players and perhaps capturing new players. A golf course manager can also engage in overbooking for tee times, overselling the course in the event that a foursome or individual players will cancel at the last minute. Overbooking will use up more of the golf course’s capacity which might decrease the level of customer service but will improve the course’s financial performance.
