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Chapter 6:
Setting Prices and 

Implementing 
Revenue Management

Services Marketing
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Recap

=WHAT flows through the channel?

=HOW can the service be distributed?

=Which are the determinants of WHERE
distributing the service?

=Which are the determinants of WHEN 
distributing the service?
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1. How much will you pay for a 
birthday video by Shakira? 

2. What Makes Service Pricing 
Strategy Different and 

Difficult?

https://www.cameo.com/browse/athletes/soccer
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What Makes Service Pricing Strategy 
Different and Difficult

= Harder to calculate financial 
costs of creating a service 
process or performance than a 
manufactured good

= Variability of inputs and 
outputs: 
è How can firms define a 

“unit of service” and 
establish basis for 
pricing?

= Importance of time factor –
same service may have more 
value to customers when 
delivered faster (Amazon 
Prime)

https://www.amazon.co.uk/b?node=14917073031&ref_=pe_3874021_257409671_pmwn_17.5_pbg5_nws1_bmu1_cpy1
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What are the objectives for establishing 
prices?

Revenue and Profit Objectives
->Gain Profit /Cover Costs

Patronage and User Base-Related 
Objectives

-> Build Demand/Develop a User Base
Strategy-Related Objectives
-> Support Positioning/Support 

Competitive Strategy
Firms have to consider:
è Search costs
è Purchase and service encounter 

costs, and
è Post-purchase or after costs, 

while pricing services

5
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Pricing Strategy Stands on Three 
Foundations 

Outline the 
foundations 
of a pricing 
strategy as 
represented 
by the 
pricing 
tripod 

6
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Three Main Approaches to Pricing

Cost-Based 
Pricing

• Set prices relative 
to financial costs

• Activity-Based 
Costing 

• Pricing 
implications of cost 
analysis

Value-Based 
Pricing

• Relate price to 
value perceived by 
customer

Competition-
Based Pricing

• Monitor competitors’ 
pricing strategy 

• Dependent on the 
price leader

https://www.youtube.com/watch?v=Cp2ugvDkMP4
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Set prices relative to financial costs 
– iPhoneX

Set prices relative to financial costs
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Provide examples of related Monetary and 
Nonmonetary Costs

Fixed costs, variable costs, semi-
variable costs, contribution, break-
even analysis
• Related Monetary Costs
Customers incur significant 
financial costs in searching for, 
purchasing, and using the service, 
over and above the purchase price 
paid to the supplier
• Nonmonetary Costs

– Reflect the time, 
effort, and 
discomfort 
associated with the 
search, purchase, 
and use of a service

– Time costs
– Physical costs
– Psychological costs 
– Sensory costs 

9
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Cost-Based Pricing: Traditional vs. 
Activity-Based Costing

= Traditional costing approach
è Emphasizes expense categories (arbitrary overheads allocation)
è May result in reducing value generated for customers

= ABC management systems
è Link resource expenses to variety and complexity of 

goods/services produced

è Yields accurate cost information

BUT, customers care about value to themselves, not what 
service production costs the firm
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Competitive-Based Pricing
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Competition-Based Pricing

Price competition increases due to?:

When can price competition can 
decrease?

Increasing competition
Increase in substituting offers
Wider distribution of competitor
Increasing surplus capacity in the industry

High non-price-related costs of using alternatives
Personal relationships matter
Switching costs are high
Time and location specificity reduces choice
Managers should examine all related financial and non-monetary 
costs
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Value-Based Pricing 
13
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Value-Based Pricing 
14
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Value-Based Pricing: 
Understanding Net Value 

Net Value = 
Perceived Benefits to Customer (Gross Value) 

-
All Perceived Outlays (Money, Time, Mental/Physical Effort)

Consumer surplus: difference between price paid and 
amount customer would have been willing to pay in absence 
of other options

Competing services are then evaluated via comparison of 
net value
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Value-Based Pricing:
What are the Strategies to pursue 
for Enhancing Net Value?

= Enhance gross value – benefits delivered
è Add benefits to core product
è Enhance supplementary service

è Manage perceptions of benefits delivered

= Reduce costs incurred by
è Reducing monetary costs of acquisition and usage
è Cutting amount of time required to evaluate, buy, use service

è Lowering effort associated with purchase and use
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If you book a flight to return to 
your home country now, will 
the price differ from the one 
shown one day before the 

flight?

https://www.youtube.com/watch?v=EhhLXZB3kRw

https://www.youtube.com/watch?v=EhhLXZB3kRw
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Dynamic prices – Revenue Management: 
Maximizing Revenue from Available Capacity at a 
Given Time

= Most effective in the following conditions:
è High fixed cost structure
è Relatively fixed capacity

è Perishable inventory
è Variable and uncertain demand

è Varying customer price sensitivity

= Revenue management (RM) is price customization 
è Charge different value segments different prices for same product 

based on price sensitivity
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Maximizing Revenue from 
Available Capacity at a Given Time

= RM uses mathematical models to examine historical data 
and real time information to determine
è What prices to charge within each price bucket
è How many service units to allocate to each bucket

= Rate fences deter customers willing to pay more from 
trading down to lower prices (minimize consumer surplus)
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Setting Capacity Allocation Targets 
by Segment for a Hotel 

20

The figure above is an illustration of the capacity allocation in a hotel setting, where demand from different types of customers 
varies not only by day of the week but also by season. 
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Designing Rate Fences
=Price customization — charging 

different customers different 
prices for the same product

=Rate Fences can be either physical 
or nonphysical.
èPhysical fences refer to tangible 

product differences related to 
the different prices

èNonphysical fences refer to 
differences in consumption, 
transaction, or buyer 
characteristics, but the service 
is basically the same 

21
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Key Categories of Rate Fences: 
Physical (Product-Related) Fences

Product-Related Fences
Rate Fences Examples

Physical (Product-Related) Fences
Service Level • Priority wait-listing, separate check-in counters 

with no or only short queues
• Improved food and beverage selection
• Dedicated service hotlines
• Personal butler
• Dedicated account management team

Other Physical 
Characteristics

• Table location pricing (e.g., restaurant table with 
view in a high rise building), seat location pricing 
(e.g., a window or aisle seat in an aircraft cabin)

• Extra legroom on an airline
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Key Categories of Rate Fences: 
nonphysical fences

23

Rate Fences Examples
Nonphysical Fences

Transaction Characteristics
Time of booking or 
reservation

• Discounts for advance purchase

Location of booking or 
reservation

• Passengers booking air tickets for an identical 
route in different countries are charged different 
prices (e.g., prices tend to be higher at an 
airline’s hub because of higher frequency flights 
and more direct flights)

• Customers making reservations online are 
charged a lower price than those making 
reservations by phone

Flexibility of ticket usage • Fees/penalties for canceling or changing a 
reservation (up to loss of entire ticket price)

• Nonrefundable reservation fees
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Spotify plans (and fences)
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Ethical Concerns in Pricing

= Many services have complex pricing schedules
è hard to understand 
è difficult to calculate full costs in advance of service

= Unfairness and misrepresentation in price promotions
è misleading advertising

è hidden charges

= Too many rules and regulations
è customers feel constrained, exploited

è customers unfairly penalized when plans change
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Designing Prices with Fairness 

= Design clear, logical, and fair price schedules and fences 

= Use high published prices and present fences as 
opportunities for discounts

= Communicate consumer benefits of revenue management

= Use bundling to “hide” discounts

= Take care of loyal customers

= Use service recovery to compensate for overbooking

https://www.linkedin.com/help/linkedin/answer/71/linkedin-free-accounts-and-premium-subscriptions?lang=en
https://www.etihadguest.com/en/our-programme/ourprogramme-howitworks.html?_linkNav=How_It_Works

