Surface Transportation
Just like modern travelers, early travelers probably used both land and water. Modern modes of surface transportation were ushered in with the development of sailing vessels and then passenger railroads and grew with increased personal ownership of automobiles, availability of rental vehicles, and the convenience of motorcoach services. We will briefly examine important historical developments as well as key issues associated with each of these modes of transportation.
Plying the Waves
The power of the wind behind a good sail moved passengers across countless miles of water to many locations for business and pleasure. However, no matter how sleek or fast these ships, they were always subject to the vagaries of the wind. With a favorable wind, it truly was "smooth sailing." But, when the wind died and the sails went slack, there was little for passengers and crew to do other than sit and wait for the wind to return.
With the introduction of steam power, regularly scheduled passenger service on primary water routes became a reality. Like most of the early technological in​novations in transportation, steam-powered ships originated in Europe. In 1838, two passenger ships (the Sirus and the Great Western) crossed the Atlantic from Ireland and Great Britain. By today's standards, and even compared to the speed of clipper ships, their 19- and 15-day crossings were slow. But they ushered in a new age of dependable scheduled service where travelers had some assurance that they would arrive at their destinations on time.1
Transatlantic passenger traffic grew rapidly until 1957 when another tech​nological innovation—the jet engine—heralded the demise of point-to-point ocean crossings. Although Cunard Lines still runs scheduled routes between Southampton, England, and New York City and some cruise ships at times carry passengers on point-to-point crossings, ocean-going transportation is now limited. Cruise ship crossings are typically restricted to repositioning cruises, in which cruise ships are being moved from one location to another. For example, a cruise line will move ships from the Caribbean to the Mediterranean to take advantage of seasonal changes and passenger demands.
Mention water transportation, and most people think about cruise ships or a brief hop on a ferry when they cross a river, lake, or other short distance on a wa​terway. Water transportation, especially ferry services, is still an important link in the total transportation system. Passenger ferries have evolved over time and have become more sophisticated, offering a wide range of services. They are now de​signed to do more than just carry passengers and vehicles. Some ferries also offer sleeping cabins, restaurants, lounges, gaming, movie theaters, shopping, and child care services.
Passenger ferry routes have been designed to tie in with rail and road sys​tems to facilitate intermodal transportation. These routes create important links in the transportation system for many residents and visitors in North American loca​tions such as Alaska, British Columbia, Newfoundland, Nova Scotia, and Wash​ington State. British Columbia, for example, has an extensive system of ferries calling on 42 coastal ports.2 For the millions of people who travel throughout Asia and the European Community, water transportation is not a luxury, but a necessity. 

Technological advances in ferry design and construction have increased both speeds and operating efficiencies. These high-speed ferries are particularly noticeable in high traffic tourist areas such as the Bahamas, Catalina Island, and along the Massachusetts coast line. These locations are all served by high-speed catamarans that can transport passengers at speeds of up to 42 miles per hour.

Riding the Rails
Passenger rail service had its origins in Europe. The first railway service for pas​sengers was inaugurated in Europe on September 17, 1825, when the Stockton and Darlington Railway began offering regularly scheduled service in England. Passenger rail service arrived in North America in 1829, when the South Carolina and Canal Railroad began carrying passengers between Charleston, South Car​olina, and Hamburg, Georgia, with steam-powered locomotives. Transcontinental service in the United States began in 1869 and in Canada in 1885.

Long-distance rail travel was given a boost in the United States when George Pullman developed the Pullman coach, with sleeping facilities for overnight travel. The addition of dining cars and legitimate food and lodging fa​cilities pioneered by Fred Harvey heralded the golden age of passenger railroad service in the United States. Dissatisfied with poor food and service, Harvey arranged in 1875 to provide food service for the Atchison, Topeka, and Santa Fe Railroad at its Topeka, Kansas, depot. He became so well known for quality and service that the railroad eventually awarded him all of its dining car services.
Passenger rail service flourished and was an important form of domestic transportation in Canada and the United States until the 1940s. In fact, railroad transportation was so prominent that lodging facilities were developed at major destinations along the rail lines such as Banff, Alberta, Canada, and White Sul​phur Springs, West Virginia. However, the forces of change eventually led to the decline of passenger rail service in North America. First, automobile ownership as well as the number of miles traveled by car increased. Then, the Trans-Canada Highway Act of 1949 and the U.S. Federal Aid Highway Act of 1956 enabled provinces and states to begin constructing major highway systems. Both of these factors facilitated long-distance automobile travel. Second, domestic jet passen​ger service became available. Third, the railroads did not adequately maintain their tracks or customer services. The final blow to U.S. passenger rail service came in 1967 when the post office announced that it would no longer ship mail by train. Without this government subsidy, passenger services became unprofitable and the railroads began to concentrate on moving freight.
Amtrak and VIA Rail Canada Services
Rail passenger service followed similar tracks of decline in both Canada and the United States until public interest in salvaging long distance passenger train ser​vice resulted in government intervention. Amtrak was formed in 1971 and VIA Rail Canada in 1978 to reduce the number of routes and points served while upgrading the remaining passenger rail systems. Although in different coun​tries, there are many similarities between these two passenger-rail-operating companies.
Amtrak is the marketing name for the National Railroad Passenger Corpora​tion, which is a combination of the passenger rail services of U.S. railroads.
Amtrak trains now serve 45 states, with stops in hundreds of communities. (Note: The popular Alaska Railroad is not part of the Amtrak system.) VIA Rail Canada is the marketing name for Canada's passenger train network, which links over 400 communities throughout the country. Although they both receive governmen​tal financial support, neither Amtrak nor VIA Rail Canada is a government agency, but corporations structured and managed like other large businesses. 

Passenger rail service in Canada and the United States still faces an uncer​tain future and will probably continue to rely on some form of government subsi​dies. However, with increased urban growth and new airports being constructed farther and farther from city centers, rail service may grow in importance. Since train terminals were originally built in the center of cities, they now provide a convenient central location and, in many cases, faster and easier transportation in crowded corridors. This is especially true along the eastern seaboard and between major cities in close proximity to each other, such as Montreal and Toronto, New York and Boston, Kansas City and St. Louis, and Los Angeles and San Francisco. 

Recent improvements in Amtrak service can be attributed to several factors: introduction of improved service and scheduling in the high-traffic Northeast cor​ridors, aggressive marketing and packaging of vacation trips including rail passes (All Aboard America Fares) and fly/rail packages, membership in the Airlines Re​porting Corporation (ARC), and listings on airline computer reservation systems. Amtrak service has been further enhanced by the addition of high-speed trains on major passenger routes. In fact, in some city pairs, transit time is shorter via Am-trak service than by air service. Similar steps such as rail passes (CANRAILPASS), fly/drive packages, special tour packages, and lodging partnerships have been taken by VIA Rail Canada to enhance cus​tomer service and ridership.
International Passenger Rail Service
Although train travel has declined in Canada and the United States, it has contin​ued to be an important mode of intercity transportation in Europe and Asia. At present, the countries with the largest number of train passengers are Japan, Rus​sia, and India. Heavy population concentrations and attention to roadbeds and tracks have led to the development of high-speed rail service. France, Great Britain, Italy, Japan, Germany, Sweden, Korea, and Spain are just a few of the countries where passengers can travel by train at speeds averaging up to 180 miles per hour. The technology for high-speed rail travel is continually evolving and trains that can travel at speeds of up to 250 miles per hour are in the design and testing stages of development.
Between major population centers within European countries, train travel has become so fast and efficient that it is often more convenient and less expen​sive than travel by plane when travel to the airport, check-in, and baggage han​dling times are considered.4 As you look at the expansiveness and complexity of the European Rail System, which also includes ferry links as shown in Figure 4.3, think back to the limited service provided by Amtrak or VIA Rail Canada. 

One of the most exciting developments in rail transportation in recent his​tory occurred with the inauguration of high-speed passenger rail service between London, England, and Paris, France. The Eurostar, which travels through the channel tunnel or "Chunnel" allows passengers to make the entire trip in about 3 hours, shortening the trip by 1.5 hours as compared with ferry crossings.

Passenger rail service in Europe has been further enhanced through expan​sion of the Eurailpass. A number of European countries—Austria, Belgium,
 Transportation Denmark, France, West Germany, Italy, Luxembourg, the Netherlands, Norway, Portugal, Spain, Sweden, and Switzerland—introduced the first Eurailpass in 1959. Finland, Greece, and Ireland were added later. With the fall of the Berlin Wall and the end of the Cold War, the pass became valid throughout the entire German Republic as well as the Czech Republic and Hungary.
The Eurailpass is used as a marketing tool to attract international visitors from outside the European community since it is only available to non-European tourists. Pass holders are allowed unlimited travel for varying periods of time throughout Western Europe, with the exception of Great Britain. Recognizing the importance of rail travel to their total tourism package, individual countries such as Great Britain (Britrail pass), Germany (German Railpass), Switzerland (Swiss Pass), Spain (Spain Railpass), and Greece (Greek Railpass) are providing similar services.
In addition to the ready availability of passenger rail service for basic trans​portation in most developed countries, there are also several specialty trains with particular appeal to tourists. The Orient Express is without a doubt the most fa​mous of all luxurious or scenic trains. With its magnificently restored cars, it runs from London, England, to Istanbul, Turkey. Another classic train, the Blue Train, can be found traveling between Cape Town and Johannesburg, South Africa. With its gold-tinted windows and fine dining, the Blue Train is also renowned for its mystique and romanticism. Other trains such as the Copper Canyon in Mexico, the Palace on Wheels in India, and the Indian-Pacific in Australia are just a few of the many specialty trains that can be found throughout the world.
Most countries consider passenger rail transportation to be of vital national importance and continue to retain government control. Therefore, information on operating results (other than ridership) and the financial condition of most passen​ger railroads is not available. This may all change in the future as a trend toward private ownership and reduced subsidies has emerged in European countries, es​pecially Great Britain and Germany. Managers there find themselves venturing into unfamiliar territory, requiring marketing skills to maintain and increase rider-ship and financial skills to attract the necessary capital to maintain and improve service quality while controlling costs.
Cruising the Highways and Byways
The term highway came into use as roads were built up from the paths they fol​lowed to raise them out of the mud and make them usable on a year-round basis. Innovations in road construction that were pioneered by the French and English soon spread throughout the world.1 Road construction has continued to progress and now plays a central role in the transportation systems of all developed coun​tries. For example, the first multilane highway, the Autobahn built in Germany during the 1930s, still serves as a vital link in that country's transportation system. These improvements in road systems allowed travelers to move from horses and carts and stagecoaches to automobiles and motorcoaches.
Automobiles
Nowhere in the world is the love affair with the automobile stronger than in North America. Much of the credit for this attraction goes to the pioneering genius of Henry Ford, who ushered in the age of mass automobile travel with his famous Model T. Between 1908 and 1923, 15 million of these affordable cars were pro​duced. The car is now more than simply transportation for most Americans; it is a symbol of freedom and individualized lifestyles.
The availability of affordable automobiles and an expansive highway sys​tem have made automobile travel the most popular form of transportation in Canada and the United States. As Table 4.4 shows, the vast majority of domestic trips in the United States were taken over the highways. In addition, 84% of all overnight weekend travelers drove to their destinations.
Both Canada and the United States have focused government attention and resources on the development of highway systems rather than rail systems. The Trans-Canada Highway spans 4860 miles between Victoria, Vancouver Island, British Columbia, and St. John's, Newfoundland. The interstate highway system in the United States has resulted in an intricate web of 42,800 miles of divided highways connecting every major city in the country. This system is truly remark-able since it accounts for only 1 % of all roads in the United States, but carries over 20% of all highway traffic.
Why do travelers rely on their personal motor vehicles for so many of their trips? Reasons vary but include the relatively inexpensive cost of vehicle travel compared to other modes, especially for families. In addition, cars, trucks, and recreational vehicles offer the convenience of having a vehicle at the destination, the ability to alter the route and pace, and the opportunity to explore new places "up close."
Supporting all of these over-the-road travelers is the American Automobile Association, commonly known as AAA. The association is a network of 86 inde​pendent auto clubs in the U.S. and Canada. AAA boasts 42 million members in North America and is affiliated with over 100 million members in 120 countries through its reciprocal agreements with 212 auto clubs throughout the world. Ser​vices provided by AAA to its members include emergency road service, travel in​surance, access to professionally trained travel agents and counselors, trip routing and mapping services, and assistance with travel documents.
Although automobiles may be the desired form of personal transportation in the United States, less than 20% of the population have ever rented a car. Growth in the rental car business has historically paralleled or exceeded the growth in air travel, with almost two-thirds of car rental revenues being derived from airline passengers.5 In 1985, the number of rental cars available in the United States was approximately 760,000; however, this number had grown to over 1.5 million by the late 1990s.
This growth has been led by a few large companies. Enterprise has devel​oped the largest rental car fleet, followed by Hertz, Avis, Alamo, Budget, and Na​tional, respectively. At present, the primary users of rental cars are business travelers, who rent over 75% of all vehicles, but car rental companies are begin​ning to turn some of their attention to leisure travelers. Hertz and Enterprise serve to highlight the differences in marketing strategies among the rental car compa​nies. Hertz controls the largest market share at most major airports while Enter​prise has chosen to service a broader range of customers by delivering cars directly to customers from less-expensive off-airport sites.6
The range of variables managers must deal with in this industry is stagger​ing. "Picture an industry where costs have more than doubled in just four years, where repeated attempts to raise prices have failed, and where demand is largely determined by demand for a rival product [scheduled airline service]."5 To deploy fleets of cars across broad geographic areas and achieve maximum fleet utiliza​tion, managers must anticipate a wide variety of customer demands, including car types, rental periods, insurance, fuel options, and pick-up and return locations. 

Logistics also play a key role in successful car rental operations by getting the right cars to the right place at the right time. Recent software developments provide the necessary information for employees and managers to know when to refuse a short-term rental based on the probability that the same vehicle can be rented for a longer term to a different customer.5 Can operating efficiencies make a difference? The answer is yes, as has been demonstrated by Hertz, National, and Budget who are able to generate more revenue per car than some of their rivals (see Table 4.5).
In this highly competitive industry, it is often the little things that make a difference. Surveys show that customers want to cut as many hassles out of rental
car returns as possible. Car rental companies are responding to these requests by enhancing their services to include valet delivery and parking services to avoid shuttle buses, equipping cars with on-board computerized navigation systems, providing drop boxes for the return of keys and rental forms, and equipping ser​vice personnel with hand-held computers to complete rental transactions at the point of return.7
Motorcoaches
Motorcoaches have come a long way since their predecessor (stagecoaches) bounced across the countryside. There are now two primary categories of motor-coach (often called bus) transportation—scheduled intercity travel and charter/ tour groups. Intercity bus travel, like rail travel, has continued to command less and less of the scheduled travel market in the United States. Just like railroads, the importance of scheduled bus service in the United States peaked in the 1940s, and the decline continues today. In 1980, bus travel accounted for 12% of all interstate travel, but it now accounts for only about 6% of interstate travel. Although the number of passengers utilizing interstate buses has continued a gradual downward trend, this mode of transportation still provides a vital link in domestic and international transportation systems.
In the United States, schedules, fares, and routes of intercity buses were closely regulated by the Interstate Commerce Commission (ICC) until passage of the Bus Regulatory Reform Act of 1982, which eliminated most regulations ex​cept those pertaining to safety. In this deregulated environment, intercity bus lines have continued to consolidate and pare their schedules and now focus primarily on trips of less than 250 miles. Greyhound Lines is now the dominant intercity bus service provider in North America with over 21,000 daily departures in Canada, Mexico, and the United States. Several diverse target markets, including lower-income groups and riders under the age of 24 or over the age of 65, are proving to be fertile ground for future growth. Although intercity bus travel in the United States has declined, motorcoach usage in general has increased due to its popularity among tour and charter opera​tors because of flexibility and economy of operation. In addition, intercity bus travel remains an attractive alternative to rail travel in many countries with high population densities. 

Additional growth opportunities for motorcoach travel can be found in the mature-traveler market segment. "During the next two decades, the first wave of baby boomers will begin to enter their senior years, making them a prime target for the domestic motorcoach market."8 Their primary considerations in selecting motorcoach tours will be service, quality, and comfort. Motorcoach executives predict that health, spa, special event, entertainment, and golf and ski packages will be the primary tours sought by these demanding groups in the future.8
As profiles of individuals using motorcoaches have changed, so have the motorcoaches. "Seats are wider. Views are better. There's stereo music and often an integrated video system showing the latest movies, just like the airlines. In​creasingly, there's a hot beverage service or even a full galley with a microwave oven."9 The standard motorcoach has grown from 40 feet to as much as 45 feet in length and passenger capacity has increased from 47 to 55.
Motorcoach operations, whether intercity (bus) or charter (tour operators), have many of the same operational concerns that face every participant in the tourism industry. The financial information presented in Table 4.6 shows the overall expenses and profitability as a percentage of sales for these two groups of motorcoach operators. Competition and government involvement in the intercity bus transportation varies widely outside the United States. In some countries, such as Spain, bus transportation is more important than rail transportation; in other countries, such as Iceland, there is no train service, only bus service; and in Japan, the Japan Rail Pass includes unlimited travel on the bus as well as the train. Therefore, because of the country-specific nature of intercity bus trans​portation, we will leave the investigation of availability and operations in specific geographic locations up to your exploration.
Motorcoaches usually serve many more locations than trains, which are confined to specific routes because of their fixed tracks. They are frequently less expensive to ride and can often take you to places not served by trains, although they are generally slower. However, there are several exceptions to this general rule. In southern European countries, including Portugal, Greece, Spain, and Turkey, bus service may be faster but more expensive than trains.10 The long-distance bus networks of Great Britain, Ireland, Portugal, Morocco, Greece, Turkey, and the Czech Republic are more extensive, efficient, and often more comfortable than trains. The new Eurobus programs provide direct competition to train-pass programs, with two months of unlimited travel on buses accompanied by an English-speaking driver and guide. Destinations in continental Europe in​clude Paris, Amsterdam, Cologne, Prague, Munich, Venice, Rome, and Milan. As with rail passes, passengers get on and off at their leisure.11
Important Transportation Links
The final link in the surface transportation system is composed of many modes such as subways, trolleys, intracity buses, and light-rail systems. Although each of these forms of transportation is important to the overall transportation system, we will not examine them in this book because they are used primarily for daily commuting to and from work and do not fall within our definition of tourism. However, they do fill an important transportation need for many individuals who do not want to be burdened with automobiles as they travel. 
If short distances are involved and/or individuals do not need a car while at their destination, then they may rely on taxi, limousine, or shuttle services. Taxis fill an important transportation function by efficiently moving large numbers of people within cities, especially in crowded urban areas, as well as to and from air​ports and railway stations. One of the most significant changes in the tourism in​dustry has been the intermodal tour that combines motorcoach, air travel, railroad, and water travel.12
A highly valued transportation link for air travelers is transport to and from the air terminal. In 1983, SuperShuttle pioneered door-to-door ground transporta​tion by offering shared ride vans for travel to the Los Angeles airport. Today, SuperShuttle provides service for seven million air travelers each year. Reserving a ride on one of SuperShuttle's blue vans is as easy as picking up the phone or clicking on their website. 
Soaring through the Skies
The first scheduled passenger flight debuted in Europe on August 25, 1919, with a route between London and Paris, and jet passenger service was inaugurated on May 2, 1952, with a flight between London and Johannesburg, South Africa. However, in the United States, passenger service did not begin until April 17, 1926, with an inaugural 6.5-hour flight between Los Angeles and Salt Lake City. Domestic jet passenger service did not appear until 1958, with scheduled service between New York City and Miami. 
The globe's skies are certainly welcoming more travelers than ever. In 1999, 1.5 billion air trips were recorded. By the year 2010, the number of air passenger trips could exceed 2.3 billion worldwide each year. The most important reason for this incredible increase in air travel has been the reduction in the price of tickets. The past twenty years have seen a 70% reduction in the inflation-adjusted price of an airline ticket.13 
With a long and meaningful history, domestic (U.S.) cooperation between airlines has been accomplished through the Air Transport Association (ATA) and international cooperation through the International Air Transport Associa​tion (IATA). Formed in 1936, ATA serves as a united voice for the airline seg​ment of the tourism industry and provides a format for the discussion of safety and service issues and the promotion of technological advancements. IATA, which is composed of almost all major international airlines, was formed in 1919 and reorganized in 1945. Its purpose is to facilitate the movement of passengers and freight across a combination of route structures and international boundaries. Through these cooperative agreements, passengers are able to buy a single ticket based on one currency that is valid for travel throughout an air system that may involve many carriers and cross many national boundaries. 
Barriers restricting flights across international borders are beginning to fall. The "open-skies" agreement between the United States and Canada opened the world's largest passenger market. Similar agreements with other countries will eventually ease travel for international passengers. Airline passenger traffic expe​rienced strong and steady growth, averaging approximately 5% a year from the late 1950s until the early 1990s. In the United States, it is now estimated that domestic passenger traffic, which accounts for almost 75% of all air passenger traffic worldwide, will increase by about 3% a year into the 2000s and interna​tional passenger traffic should grow by about 6% a year during this same period.14 
In an attempt to attract more customers and to develop brand loyalty, Ameri​can Airlines pioneered a frequent-flier marketing program in 1981. This program was soon copied by other major carriers. These programs have increased customer loyalty, with passengers often going out of their way or taking inconvenient flights to obtain frequent-flier miles, yet few actually cash in their mileage for awards.15 Airlines are also partnering with a multitude of other organizations both inside and outside the tourism industry by offering miles for purchase to generate additional revenues, increase brand awareness, and heighten customer loyalty.
The number of frequent-flyer miles accumulated can now be counted in tril​lions of miles and continues to grow. This accumulated mileage could be a finan​cial liability for some airlines, where revenue-paying passengers could be displaced by non-revenue-paying frequent-flier awardees. Recognizing this po​tential liability, airlines have increased the number of miles required to obtain fre​quent-flier awards and restricted the number of seats available for these awards, especially on popular routes.
Airlines, like most other service providers in the tourism industry, operate on very thin profit margins. Therefore, controlling costs and maximizing rev​enues is a major concern and absolute necessity for survival and profitability. As can be seen in Figure 4.4, the most significant expenses as a percentage of sales in the airline industry are operating costs and equipment. Since costs other than labor are difficult to control, airline companies attempt to maximize revenues. This can be accomplished by obtaining the highest possible load factor per rev​enue passenger mile on each flight.
Decoding the Language of the Airline World
All participants in the tourism industry have their own particular set of terms they use to describe operating issues, but the airline industry has more than most. To understand the airline industry, it is important to be familiar with some of the more common terms.
Every airline has its own two-letter identification code. Examples of these codes for the largest airlines in the world are: American Airlines (AA), United Airlines (UA), Delta Air Lines (DL), British Airways (BA), and Lufthansa (LH).
Every city with scheduled passenger service has its own three-letter airport code to identify the airport that is served. Examples of these airport codes are: Albuquerque, New Mexico (ABQ); New York/Kennedy International Airport (JFK); Orlando International, Florida (MCO); Omaha, Nebraska (OMA); Orly, Paris, France (ORY); Narita, Tokyo, Japan (NRT); and Toronto, Ontario, Canada (XYZ).
Every airline uses codes to identify class of service. Examples: Supersonic (R), First Class (F), Business Class (C), Coach and Economy Class (Y), Advance Purchase Excursion (APEX).

Airline service is also classified as nonstop, direct or through, and connect​ing. Nonstop flights are from the point-of-origin to a destination with no in​termediate stops. Direct or through flights are from the point-of-origin to a destination with one or more intermediate stops. Connecting flights require passengers to change planes to a connecting flight between the point-of-origin and final destination.
There are also several types of trips that passengers can book. Examples: one-way—a trip from origin to destination without a return to origin; round-trip—a trip from origin to destination with a return to destination; circle trip—similar to a round trip except that either the outbound or return trip will follow a different route and possibly use a different airline; open-jaw—a round-trip that allows the passenger to utilize different points of origin or departure.
Improving Operating Efficiency and Effectiveness
Yield management (which is also called "revenue management") was developed by Bell Laboratories in 1988 and initially used as a scheduling tool for the airline industry, but its effectiveness in addressing a host of marketing, management, and financial issues soon expanded its use to other tourism service providers such as hotels/motels, resorts, cruise ships, and car rental companies. Basically, yield management requires allocating capacity to customers at the right price to maxi​mize revenue or yield, enhance customer service, improve operating efficiency, and increase profitability under the following conditions.18
· When capacity is relatively fixed. For example, when demand increases, air​ lines cannot simply add more seats; hotels cannot add more rooms; and
rental car companies cannot quickly enlarge fleets at specific locations.
· When demand can be separated into distinct market segments. For example,
tourism service providers can segment demand based on specific customer
profiles and needs.
· When inventory is perishable. For example, as we have previously men​
tioned, once a plane has left the gate, there are no more opportunities to fill
its seats with revenue-paying passengers on that flight.
· When services can be sold well in advance. For example, reservation sys​
tems allow leisure travelers to save money by making advance reservations
with specific time restrictions.
· When demand fluctuates substantially. For example, during periods of high
demand, higher rates can be obtained, but during periods of lower demand,
lower rates may be necessary to attract customers.
· When marginal sales costs are low and marginal capacity costs are high. For
example, the cost of selling an additional reservation for an airplane seat or
a night's lodging is minimal, but the cost of purchasing a larger airplane or
adding rooms to an existing hotel would be very expensive.
Through the effective use of yield management, American Airlines was able to increase its load factor from 64% in 1990 to 70% in 1997. Technological advances now allow airlines to efficiently sell empty seats within the last few days before a flight's departure. These sales are completed through their own Internet sites or via intermediary Internet sites, such as Priceline.com and Skyauction.com. This additional yield management tool allows airlines to move distressed inventory without advertising price reductions. 
The following example will highlight the importance of yield-management techniques as they are used to enhance revenues in an airline setting. For ease ofunderstanding, we will use a smaller 37-seat aircraft in this example. The princi​ples will remain the same for larger aircraft as well as in other settings where tourism service providers are seeking to enhance revenues. 
On a 150-mile flight between cities A and B, we know from past reservation data that we can sell all 37 seats on our flight to leisure travelers. These travelers would be willing to purchase all seats for advance purchase excursion ticket fares of $39.00 each way ($39.00 fare x 37 passengers = $1,443.00). We also know that we could sell 15 full-fare coach tickets to business travelers for $98.00 each way ($98.00 fare x 15 passengers = $1,470.00). If this were an either/or decision, we would choose to sell only full-fare coach tickets since it would result in $27.00 more in revenue ($1470.00 - $1443.00) and we could focus more atten​tion on each passenger with the same required flight crew.
However, neither one of these choices will allow us to maximize revenues for this flight. What we need to do is hold back enough seats in the full-fare ($98.00) category to serve our business customers who need to travel at sched​uled times and do not make their travel decisions solely on price. At the same time, we still want to fill the plane to generate as much revenue as possible. We could sell all of the remaining 22 seats at the $39.00 advance purchase excursion fare. However, this choice would still not maximize revenues.
Based on information provided from our yield-management system, we de​cide to sell 8 seats at $39.00 each if they are reserved more than 30 days in ad​vance, 12 seats at $59.00 if they are reserved more than 14 days in advance, and hold 17 seats at the $98.00 fare that can be sold up to the time of departure. By making these decisions, we have begun the process of maximizing revenues.
Our true yield for this flight will be based on the number of revenue-paying passengers who actually fly on the day of departure. Passengers buying dis​counted tickets know that these fares are nonrefundable and have restrictions. Therefore, they typically arrive for the flight, claim their reservations, and board the plane. On the other hand, passengers who have paid full fare may not claim their reservations, since they can be canceled and/or changed without penalties. Knowing this, we will overbook the flight, realizing that based on historical infor​mation a certain percentage of passengers holding reservations will not show up to claim their seats.
Figure 4.6 shows a seating configuration for a 37-passenger airplane and how these seats might be filled with revenue-paying passengers in our example. By managing our seats to meet the needs of specific target groups, we have gener​ated $2,686 in total revenue even though some full coach fare passengers might fail to honor their reservations. Remember, that for the sake of simplicity in our example, we used a smaller aircraft flying a direct route. As the size of aircraft in​creases and the number of legs multiply, yield-management calculations can be​come very complex, requiring sophisticated computer hardware and software programs.There are several other key statistics that can be generated from the data that is gathered to maintain our yield-management system. These data include avail​able seat miles (ASMs), revenue passenger miles (RPMs), and load factor. In our flight example, we had 5550 ASMs (150 miles x 37 seats). It generated 4500 RPMs (150 miles x 30 revenue passengers), resulting in a load factor of 81% (4500 RPMs / 5550 ASMs).
Although yield management holds the promise of maximizing revenues, it, like most other quantitative management tools, should not be used blindly. Fac​tors such as desired market position, customer satisfaction, employee morale, and demand for related goods or services must be considered. As competition between transportation service providers increases and more governments priva​tize or eliminate subsidies to their airlines and passenger rail systems, yield-management techniques will grow in importance.
