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Is “Airline Style” pricing finally ready for take off ?
According to several pundits (myself included) the wholesale adoption of ‘Dynamic Pricing’ across a large cross-section of the Live Entertainment industry is both logical and inevitable. I’ve had several conversations with venues, rights holders and consumers who strongly disagree with this statement, but it is probably fair to say that most of my contacts within the Live Entertainment industry are now ‘sitting on the fence’ – they are interested in the concept, but sceptical about its application.
When people talk about the introduction of “airline style” pricing to Live Entertainment events it can conjure up images of prices flickering up and down on a commodities display screen or a petrol station sign, stratospheric price hikes, overpriced school holidays, and genuine fans being priced out of events, venues, teams and organisations that they have supported for years. 
It is easy for a sceptic to observe the pricing policies of airlines, which we are all reasonably familiar with, imagine them being forced upon loyal supporters, and then spend several minutes railing against this nightmare scenario whilst listing all of the obvious differences between a seat on a plane and a seat in a venue as proof that the concept will never take off. Alternatively, I am often told that we have all been practicing ‘dynamic pricing’ for years through discounting and packaging and that this current fad is nothing new. I actually agree with both of these perspectives, to a point, but would argue that “airline style” pricing has already taken off within the Live Entertainment industry, that it is a lot more sophisticated than applying arbitrary discounts and packages, and not quite the ‘nightmare scenario’ that some people imagine and fear.
Terminology and Evolution

I’ll start with an overview of the relevant concepts and terminologies, and how they evolved:
Yield Management
The concept and practice of ‘Yield Management’ was developed by the US airline industry following Government Deregulation in ’78. Prior to Deregulation the US Government had to approve each and every inter State air fare, every application for a new route and every new market entrant. With the easing of these restrictions and the resultant competition significant variations in demand became more apparent:
· Midweek flights that arrived before 09:00 and left after 17:00 were clearly the most popular with business travellers.

· Flights leaving on a Friday evening to the following Sunday or Friday evening were more popular with leisure travellers.

Airlines found that some flights would allways be full, whilst others (usually the supplying or return flights for those on more popular days and time slots) might be half empty.

An empty seat on an aeroplane is regarded as a ‘perishable’ asset, as it cannot be sold once the plane takes off. In theory, it would be better to sell a seat for $10 than to see it fly off unused.

So these naturally occurring variations in demand and capacity prompted the airlines to move away from a more rigid (and Government regulated) pricing structure to one that increased the prices for their more popular flights in order to maximise income and subsidise a reduction in the prices for their less popular flights, thereby stimulating demand and filling up empty seats. 
Yield Management can therefore be defined as: 

The modification of prices for a standard product according to variations in demand. 

Please note that prices are not only increased to generate additional revenue, they are also reduced to stimulate demand/sales.
This practice would have been relatively straightforward if there were no other variables apart from the day of week and time of flight, but seasonal variations (e.g. school and public holidays) also came into play, along with direct and indirect competition (from rail, coach or boat operators).

Another key variable was time, or rather the ‘sales window’. When Yield Management was first introduced prices were set according to historical and anticipated demand, but if a particular flight was underselling against its target airlines would often reduce prices as the flight date approached in order to fill up the unsold seats. The public soon exploited this practice by delaying their bookings until a few days before their preferred flight date if they were confident that prices would be reduced. In order to address this the airline industry en masse adopted a wholesale strategy of making flights cheaper the earlier customers booked and then systematically increasing prices as the flight dates approached. They determined that recreational travellers would be prepared to plan holidays and excursions several weeks in advance or travel at inconvenient times in order to benefit from lower fares, whilst business travellers would continue to book flights at short notice and be able to justify paying significantly higher prices when there was a clear business need (and their company was footing the bill). (Note: this practice has subsequently evolved further.)
This wholesale reversal of booking processes was painful for the airlines to implement and for their customers to accept. It required rival airlines to coordinate their practices and collectively hold their nerve as prices systematically rose and planes took off with unsold seats. The public took several seasons to adjust to and accept these changes, but they ultimately had little choice. There are clear parallels here with certain sections of the Live Entertainment industry, most notably Broadway and the West End where a ‘discount culture’ has taken hold and a painful, coordinated reversal of booking processes might be required to address it.
Inventory Management
As Yield Management evolved the differences between different customer types (e.g. business people, families, students) and customer journeys (e.g. business, leisure) became more apparent, and the analysis of customer booking patterns and more sophisticated customer profiling started to be incorporated. This led to an expansion of different ‘product ranges’ that were designed to appeal to and service particular customer segments. The most obvious ‘product ranges’ within airlines are the cabin classes of First, Business and Economy, with their varied seating, legroom, services and facilities. Less obvious products would be more flexible fares for Business customers so that they did not have to commit to specific flight times and could catch an earlier or later flight home depending on the duration of their meetings. Airlines developed a myriad of incentives (e.g. loyalty schemes and seat upgrades) and disincentives (e.g. enforced ‘Stayover’ nights) to help vary their product ranges on what is essentially the same underlying service (i.e. all passengers are transported from A to B on the same plane). 

With the evolution of different product ranges airlines were no longer relying on pricing alone to stimulate demand and maximise yield: They were creating and manipulating a range of variables alongside the prices of individual flights, and so this practice became more properly described as ‘Inventory Management’. 
The biggest challenge for effective Inventory Management is to constantly monitor performance and then recalibrate prices, products and services according to live sales patterns and other forms of research (e.g. customer surveys). To achieve this, an organisation has to have as much control as possible over its inventory (products and prices), sales and fulfilment systems, and marketing/distribution channels – and it is worth noting that whilst this level of control might be generally available to airlines, it is not always so redily available to Live Entertainment Rights Holders.
It is also worth noting that after thirty years of evolution, the public has come to accept that the price of airline tickets and the levels of products and services offered alongside them are determined by market demand to the same degree as their household groceries or any other ‘perishable’ products. 

Revenue Management
As the concepts and practices of Yield Management and then Inventory Management were developed and proven by airlines they were adopted by related industries such as the cruise line, tour operator, hotel and car hire sectors. 

Although each of these sectors has many similarities to airlines (e.g. short-term, ‘perishable’, time-based products) they all have unique differences (e.g. the static locations of hotels, the terms and logistics of car hire) which led to subtle variations in their deployment. 

As these principles and practices expanded even further they were adopted by major retailers (for price and service variations across national chains) and more diversely by broadcasters (for advertising slots) and golf courses (for golf tee times), amongst others.
Just as Yield Management was primarily focussed on price, and Inventory Management was focussed on price + product range, as these principles were expanded to other sectors and industries additional elements came into play such as ancillary spend (e.g. on Food & Beverages), repeat bookings, and customer lifetime value. For some of the new entrants to this field the primary motivation was not to maximise short-term revenues but to use complex analysis and Inventory Management, coupled with CRM, to generate loyalty and a more sustainable business. This led to the coining of a new collective term of ‘Revenue Management’.

Revenue Management is defined as:  
the application of disciplined analytics that predict consumer behaviour at a detailed level and optimize product availability and price to maximize growth.

In simple terms, Revenue Management involves the detailed monitoring and modification of an organisation’s product offering based on the expert analysis of historical and live data. It covers a broad spectrum of principles and practices ranging in sophistication from a base price audit and simple discounting, to the most complex fully-automated Predictive Analysis tools running through super computers that make thousands of price and product adjustments every day. 
So instead of talking about “airline style” pricing being imposed upon the Live Entertainment industry we should be considering forms of Revenue Management that are specially adapted to suit the particular requirements of our product ranges and our customers’ behaviour, and with a little more sophistication than slapping on a 2-for-1 discount in a blind panic.
Dynamic Pricing – three levels of complexity
Dynamic Pricing, as the name suggests, involves the altering of prices over time in order to optimise revenue and/or sales (e.g. attendance). 

At its most basic level Dynamic Pricing does include the application of discounts to shift unsold Live Entertainment inventory, and the packaging of ancillary products and services in order to increase the overall yield from more popular inventory (the most obvious example from our industry being the introduction of Corporate Hospitality at major Sporting events). But both of these practices have tended to be undertaken with little scientific analysis either pre or post event, to date.
Once we start to apply Revenue Management principles and conduct more scientific analysis we can identify three distinct levels of Price Management that are applicable for our industry:

· Variable Pricing – Varying prices, price structures, price configurations, sales windows, promotions and packaging across different markets, products (e.g. performance/match days and times, opponents), sales outlets, distribution channels etc. before they go on sale. Although Variable Pricing is not technically ‘dynamic’ as it is not affected by time, it is a very important first step towards Dynamic Pricing and can include withholding certain performances, sections, price types etc. from an initial onsale and then releasing them for sale (possibly at revised prices) according to demand.

· Flexible Pricing – The alteration of prices, price structures, price configurations etc. whilst products are on sale according to historical sales patterns and changes in time, current sales patterns and product availability. The degree of analysis and sophistication involved ranges from basic discounting to a situation where every seat on an aeroplane or in a stadium could have been purchased for a unique price. 

· Predictive Analysis – Flexible pricing that is determined through the use of complex Predictive Analysis tools that predict demand for a specific product/price category (even down to a specific consumer’s behaviour) and either make recommendations to change a price up or down, or automatically change prices without any human intervention.

These three levels of Price Management are clearly hierarchical: Variable Pricing is the first step up from fixed ‘Face Value’ prices for all events regardless of their popularity. Most Venues and Rights Holders have now introduced higher prices for Weekend performances or for better quality opposition. But the degree of analysis that is undertaken to inform these variations, and the extent of these variations (e.g. the number of variations, altering seating configurations for different events), is still fairly limited. 
A Rights Holder should certainly ensure that their base pricing (e.g. seating configurations, pricing by day of week/time/opponent/product offering) is as finely tuned to their product range and customer base as possible before they consider the next step of changing prices once events are on sale. For many Rights Holders, and their customers, Flexible Pricing might be considered a step too far. To alter prices after they have gone on sale ‘Crosses the Rubicon’ into uncharted territory, but it is now in widespread practice in US ProSports and on Broadway, and is being introduced to the UK via selected West End and Regional UK theatres and selected Sports clubs. The results are generally positive and in some instances spectacular. On Broadway and in the West End, Flexible Pricing has been pioneered using relatively unsophisticated analysis and processes (to date) and is dependent on laborious manual modification/manipulation of price tables due to the limitations of some of the incumbent reporting tools and ticketing systems.
Predictive Analysis is less of a step and more of a giant leap into a world of complex algorithms and computational power that can predict where sales are heading and alter prices in advance. As you might expect, this requires a great deal of historical and live data, and a great deal of testing and analysis to perfect. So it is only likely to be feasible and affordable to the largest Live Entertainment organisations in the first instance. It is also dependent on the first two steps of Variable and Flexible Pricing being fully optimised before it can be successfully introduced. As such, Predictive Analysis can be viewed as the ‘cherry on the cake’ that can squeeze out additional sales and revenue after every other aspect of an organisation’s product offering is fully optimised.
It is worth noting that the largest airlines, tour operators and retailers invest heavily in Predictive Analysis tools (and with the wealth of ‘Big Data’ at their disposal they can even predict the purchasing disposition of individual customers). Whereas most budget airlines do not utilise Predictive Analysis tools and only rely on extremely sophisticated Variable and Flexible Pricing tools to optimise their sales and yield. 
So my advice to Live Entertainment organisations would be to undertake as much analysis of historical sales patterns as possible in order to develop a detailed, granular, Variable Pricing strategy. Once this is in place, and has itself been analysed and refined, start assessing the feasibility (and acceptability) of introducing Flexible Pricing. Fully optimising Variable and Flexible Pricing strategies and processes should generate significant uplift in sales and revenues, and it is only at this point that the commissioning of Predictive Analysis tools should be considered.

Revenue Management Roll out, Pioneers and Key Players  
The live entertainment industry is one of the very few to still practice Retail Price Maintenance (i.e. fixed, inflexible prices for all products - the 'Face Values' of tickets that are set when they first go on sale and most often remain static all the way through to the start of the event).

 

This is mainly due to the extremely fractured composition of our industry. We are a collection of thousands of independent event owners (or “Rights Holders) and thousands of independent venues, offering an extremely wide variety of ‘products’, with very little amalgamation or regulation, or common standards, practices or systems. Many ‘products’ are one-off events that might only last for a couple of hours, conversely, many other events are staged on a seasonal basis, encouraging and relying upon repeat attendances at a Venue. Most sales are still conducted ‘at source’ (i.e. via the Venue's or Rights Holder’s ticketing system) under the control of the Rights Holder. Only major pop concerts and West End theatres have traditionally relied on networks of third-party ticket agencies for a significant proportion of their sales, and even then they have resisted sizeable inside sales commissions, unlike most other retail products.

 

So, unlike flights, hotels, books, houses, groceries, insurance or practically any other product or service, live entertainment tickets have generally been withheld from distribution via third parties and have not been subjected to direct market forces. Whilst this approach may have secured control and a degree of stability it can also restrict sales; the West End averages just under 20m unsold seats p.a. and many Weekend Premiership football matches have good ticket availability. These restrictions can work in the other direction as well, with high demand games, concerts and events only bringing in a fraction of their potential revenues had they been sold on an open market. The UK national average is approximately 40% of Live Entertainment tickets going unsold, and whilst some spare capacity (perhaps 10-20%) is a sign of a healthy industry a 40% average seems too high, and of the tickets that are sold how many achieved their optimum price/value?
 

Rights Holders and Venues have been combatting these limitations for years by practicing crude forms of Variable and Flexible Pricing with discounts, 2-4-1 offers, premium packages, corporate hospitality etc. but these have generally been fairly unscientific, limited and limiting, and confusing to consumers. (A notable exception would be the pioneering work of Baker Richards and their partners who have been developing sophisticated pricing analysis and tool sets for a wide range of Clients within the Cultural sector over the past 10+ years.)
The real ‘game changer’ for the Global industry was the arrival of the Secondary Market, which harnessed the ‘people power’ of the Internet to circumvent Rights Holders’ and US Federal resale rules and legislation (often in open collaboration with Sports Rights Holders via ‘white label’ facilities) and demonstrated the true market value of a wide range of Sport, Concert, Theatre and even Museum and Gallery event tickets. The amount of money being ‘left on the table’ could no longer be denied or ignored by the Primary Market.

A visit to a Secondary Market site such as StubHub or Viagogo will show the real market value of some high demand (and lower demand) events. Admittedly, these prices are for a limited proportion of any event's capacity but the prices do rise and fall according to consumer demand, and can be many times their original Face Values, or even drop below them if the event is approaching and tickets remain unsold. Wouldn't it be better for Rights Holders and Venues to realise the best possible price for every individual sale, and maximise attendance in order to create a good atmosphere whilst profiting from ancillary sales at their bars and gift shops? It would certainly seem preferable for fans and patrons to pay any such premiums back to their favourite team or theatre to spend on players and productions, rather than to a third-party Secondary Market site. As an added incentive to Rights Holders and Venues, high-demand Live Entertainment tickets, unlike airline tickets, can also be traded and resold by their customers via the Venue's web site to generate additional revenues through resale commissions. 

Around six years ago some US ProSports teams, most notably the San Francisco Giants baseball team, started to experiment with dynamically altered Face Values for specific parts of their venues based on historical sales, live sales, secondary market sales, player stats and external factors such as site visits, customer feedback, league rankings (and more recently, social media activity, weather predictions etc.). They worked in close collaboration with their incumbent ticketing system suppliers and complex Predictive Analysis system suppliers such as Qcue and Digonex. Their one guiding principle was that any such changes never undermined their Season Ticket prices for equivalent seats. The results made the industry take note, with the San Francisco Giants adding an estimated $7.5m to their bottom line for the '10-'11 Season due to these new Revenue Management practices (i.e. the equivalent of 2.3 MLB players' average salaries), and now making up to 2,400 fully automated price changes every day. (It should be noted that MLB teams play 81 Home Games per Season, and that the SF Giants have a 42k capacity stadium in a city with a Metropolitan population of 4m, have won their World Series twice in the last four years, and had a 100% attendance record for the ’11-’12 and ’12-’13 Seasons - so they have had a lot of data at their disposal, and a lot of demand to service)
 

Now most major US ProSports teams are engaging in coordinated Revenue Management strategies, along with most Broadway shows and several US regional theatres. Several reporting tools and products to inform Variable and Flexible Pricing decisions are in use in the States, including tixtrack, Analytix and Price Whispers, amongst others.
In the UK, the Ambassadors Theatre Group and Delfont Mackintosh Theatres are pioneering these practices, and Derby County F.C., Cardiff F.C. and Harlequins R.F.U. have all installed and experimented with Digonex. (Incidentally, Cardiff F.C. took an interesting decision to ignore any recommended price reductions from Digonex for their ’12/’13 Season and only actioned any recommended price increases. They used this as part of a coordinated marketing campaign encouraging fans to “buy early and get the best price” - as prices will only go up. Which is an interesting model to consider) Baker Richards continue to lead the field within the Cultural sector, whilst at ReVenue we have worked with Northampton Saints, Leinster Rugby, Munster Rugby and Cirque du Soleil, to date.
 
Next Steps 

Revenue Management is not a ‘quick fix’ that can be achieved by engaging some specialists and running some data through a remote ‘black box’. It involves the development and implementation of a series of bespoke processes by each client organisation, and is a combination of practices, systems and personnel. Like CRM, it is an approach or philosophy that can only work if it is embraced, developed and deployed internally by client organisations.

There are other parallels with CRM, most notably, that several of the underlying approaches have already been practiced within our industry for years. But taking the first steps towards a more comprehensive and sophisticated Revenue Management strategy is something that all Rights Holders and Venues should now be considering. The very first steps can and should be conducted in-house, and a Venue or Rights Holder’s first port of call should be their historical data, their reporting suite and their incumbent ticketing system. Indeed, the level of engagement of ticketing system suppliers with inbuilt Revenue Management reporting and price adjustment capabilities will dictate the pace of adoption across our industry.
Adjusting seating categories and prices is not something that can and should be undertaken lightly, or without significant research, especially if an organisation is reliant on regular attendees, subscribers or Season Ticket holders who are very familiar with the venue layout and keenly aware of the impact/value of promotional offers and new initiatives. Even the largest organisations can make mistakes when experimenting with new pricing policies, as can be seen from this cautionary tale about the Metropolitan Opera, and an analysis of the situation by Michael Rushton which can be found here.
It is fair to say that complex Revenue Management has already taken off and has been proven by some pioneering organisations within our industry. Where this journey might eventually lead the rest of the industry is still ‘up in the air’, but I think that it is highly likely that in some industry sectors in some territories Live Entertainment ticket pricing will eventually resemble “airline pricing”, with bargains to be had on less popular dates and locations, and the maximum possible prices being posted for School and National Holidays. However, whilst these examples are likely to hit the headlines, most Live Entertainment Rights Holders should gradually be becoming more practiced and efficient in Revenue Management principles and techniques that will optimise their product offerings for the benefit of all parties.
In order to take this discussion and these insights further, at LETTS meet ’14 we will be presenting some live demos and case studies of Revenue Management tools and practices in action during a Pricing and Analytics Seminar on 13th May ‘14. System and Service Suppliers and their Clients will be available to answer any questions from Delegates regarding implementation, customer feedback and results, and there will be a key note presentation from an independent Revenue Management expert who will outline current practices in airline and related sectors before covering applications and observations from the Live Entertainment industry. We will aim to provide examples from as many Live Entertainment industry sectors as possible in order to cross-pollenate ideas, and there will be an open Panel Discussion to round off the Seminar. You are also welcome to post comments and to contribute to, and follow, any related discussions prior to and post LETTS meet ’14 via  LETTS discuss.

John Pinchbeck
March 2014
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