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What is revenue 
management?
Revenue management can be defined as 
the application of disciplined tactics that 
predict consumer behavior at the micro 
market level and optimize product avail-
ability and price to maximize revenue 
growth. The objective of revenue man-
agement is to sell the right product, to 
the right customer, at the right time, for 
the right price.

Revenue management (also referred as 
yield management) is a special pricing 
case that deals with constrained supply. 
It is used extensively in among others, 
the airline, hotel, car rental, and theater 
industry and is applicable under the fol-
lowing conditions:
· The seller is selling a fixed stock of per-

ishable capacity
· Customers book capacity prior to de-

parture
· The seller manages a set of fare classes, 

each of which has a fixed price - at least 
in the short run

· The seller can charge the availability of 

fare classes over time

What started off as a competitive re-
sponse by American Airlines to com-
pete with then-operating discount air-
line PeopleExpress in January 1985 has 
turned out to be a revolutionary, game-
changing strategy for many companies.

Challenges in the movie 
theater industry

The movie theater industry realizes rev-
enues primarily from three sources – ad-
missions, concessions, and advertising.  
Admissions revenue is realized through 
movie ticket sales (also called box office 
receipts); concessions revenue is realized 
through food and beverage sales; and ad-
vertising revenue is realized through the 
sale of advertising and promotions on 
theater screens to companies.

There are two significant challenges that 
the movie theater industry is facing:
1. Declining theater attendance due to an 

increase in alternative entertainment 
options, and

2. Undifferentiated customer experience

1. Declining theater attendance due 
to an increase in alternative entertain-
ment options:

Because of the influx 
of various compet-
ing entertainment 
options, the movie 
theater industry has 
experienced intense 
competition and de-
clining admissions 
revenue. Compet-
ing entertainment 
options include in-
home and out-of-
home entertainment 
alternatives, which 
range from low-cost 

video rentals – notably from companies 
like Red Box that offer video rentals for 
a dollar - to higher cost options, such as 
live performing arts, amusement parks, 
and live sports. (Figure 1)

In light of this intense and increasing 
competition, movie attendance has been 
declining. (Figure 2) Theaters have re-
sponded by increasing ticket prices to 
counteract the effect of declining atten-
dance. While this has taken hold over 
the last several years (growing at 2.8% 
CAGR over the last 20 years), it is in-
creasingly difficult for theaters to main-
tain this ongoing rate of price increases, 
in light of intensifying competition and 
increasing entertainment options. 

Exacerbating the situation, the decline in 
attendance has created a chain reaction 
in that fewer people attending movies 
equates to fewer opportunities to drive 
concession revenue and fewer eyeballs to 
track on-screen advertisements. 

2. Undifferentiated customer experi-
ence:

Theaters have hitherto provided a fairly 
bland customer experience. Moviegoers 
experience the basic offerings of a movie, 
popcorn, candy and sodas but little dif-
ferent from that. This has made the the-
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2. Undifferentiated customer experience

1. Declining theater attendance due to an increase in alternative entertainment options:

Because of the influx of various competing entertainment options, the movie theater industry has
experienced intense competition and declining admissions revenue. Competing entertainment
options include in home and out of home entertainment alternatives, which range from low-cost
video rentals – notably from companies like Red Box that offer video rentals for a dollar to higher
cost options, such as live performing arts, amusement parks, and live sports. (Exhibit 1)

Exhibit 1: Illustrative assessment of entertainment options 
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In light of this intense and increasing competition, movie attendance has been declining. (Exhibit 2)
Theaters have responded by increasing ticket prices to counteract the effect of declining
attendance. While this has taken hold over the last several years (growing at 2.8% CAGR over the
last 20 years), it is increasingly difficult for theaters to maintain this ongoing rate of price increases,
in light of intensifying competition and increasing entertainment options.

Exacerbating the situation, the decline in attendance has created a chain reaction in that fewer
people attending movies equates to fewer opportunities to drive concession revenue and fewer
eyeballs to track on screen advertisements.

Exhibit 2: Attendance across movie theater industry for the last five years 

Figure 1: Illustrative assessment of entertainment options
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ater experience predictable and has made 
going to a movie rather routine. In re-
sponse, over the past several years, the-
aters have been experimenting with of-
ferings to enhance the overall customer 
experience, including:
· High-end food selections
· Redesign of traditional concession of-

ferings
· Increased entertainment options
· Babysitting and child care
· Premium and higher-quality seating
· Digital feeds and enhanced 3D experi-

ence
· Seat reservations, concierge desk, etc.

Many theaters have started to employ 
these offerings at pilot locations and have 
been successful in attracting more cus-
tomers by enhancing their overall experi-
ence. 

With that said, there are two issues that 
emanate from these enhanced offerings:

· These enhanced customer experience 
enhancements come at a cost that the-
aters may either pass on to consumers or 
bear themselves. Depending on the vary-
ing demand elasticities for these servic-
es, consumers may choose to partake or 

avoid them. Bearing the cost of provid-
ing these services in turn increases the 
cost to serve the consumer and impacts 
the bottom line of theaters

· The customer service enhancements 
may lose their novelty over time. As the 
industry more and more adopts these ex-
periential enhancements and more the-
aters offer these types of services, con-
sumers tend to take them for granted: 
the competitive advantage of today be-
comes an expected offering of tomorrow.

Declining attendance and undifferen-
tiated customer experience issues will 
likely increase over time and the movie 
theater industry must look at a long-
term strategy that will create a sustain-
able competitive advantage. 

The industry needs a game changer.

How revenue management 
overcomes these challenges
Enter revenue management. In order to 
adopt a sustainable competitive advan-
tage, theaters should consider a revenue 
management strategy. Before delving 
further into the details we should look 
at some operational details of the movie 

theater industry.

The average period from a film’s initial 
theatrical release to its DVD debut has 
contracted to approximately four months 
- down from six months.  Extrapolation 
of this trend indicates a potential further 
contraction of the time between a film’s 
theatrical opening and release on DVD 
or other at-home medium. The implica-
tion of this to movie theaters is signifi-
cant. Theaters currently have only a four 
month window to maximize attendance 
and, consequently, revenue. 

Every new movie released in theaters 
undergoes a similar capacity utilization 
and cumulative revenue across the time 
continuum as displayed in Figure 3. Ca-
pacity utilization peaks at movie launch 
and tapers off afterwards. Consequently, 
admissions revenue - and total revenue 
by implication - also peaks at the movie’s 
initial release and declines over time. 

To enhance revenue opportunities, the-
aters could adopt a simplistic version of 
the “technology adoption life cycle” to 
segment customers. In this way, custom-
ers exhibit demand across the time con-
tinuum by viewing movies in theaters at 
differing times between a movie’s initial 
release and its end of run in a theater. 

These segments exhibit multiple charac-
teristics across various dimensions:

n Demand elasticities – The different 
segments exhibit various demand elas-
ticities. It is intuitive to think that inno-
vators and early adopters would be most 
inelastic whereas laggards would be most 
elastic. These elasticities also depend on 
the location of a theater, the time of the 
year a film is released (summer and the 
winter holiday season are traditionally 
peak times) and the product being re-
leased – the movie genre and its level of 
appeal to consumers. For example, some-
one living closer to a theater located in 
a shopping mall may be less elastic than 
someone who lives further away from 
the movie theater. The concept of cost of 
experience comes into play in this case as 
there are material costs involved for the 
person living further away (e.g., mileage, 

Figure 2
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Source: Company annual reports
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2. Undifferentiated customer experience:

Theaters have hitherto provided a fairly bland customer experience. Moviegoers experience the
basic offerings of a movie, popcorn, candy and sodas but little different from that. This has made the
theater experience predictable and has made going to a movie rather routine. In response, over the
past several years, theaters have been experimenting with offerings to enhance the overall
customer experience, including:

High-end food selections; chocolate and coffee bars; and alcoholic beverages

Redesign of traditional concession offerings of soda, hot dogs, popcorn, and candy

Source – NATO (National Association of Theater Owners) and company 10K’s
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fuel costs, and the cost of time as well as 
psychological costs of preparing for trav-
el, etc.).

n Willingness to pay – Additionally, 
all segments might have a different will-
ingness to pay. This is linked with the 
value that segments place on the movie 
and the experience associated with view-
ing it in the theater in a particular geo-
graphic location. It also depends on the 
time of day and into which demographic 
constituent the customer fits. For exam-
ple, a family of four may have more of 
a willingness to pay for a movie shown 
on a Saturday evening as opposed to a 
Wednesday evening. Intuitively, one can 
deduce that innovators and early adopt-
ers would have a higher willingness to 
pay.

One can typically expect the number of 
attendees to be positively skewed (tail to 
the right) – this again leads to our obser-
vation of higher capacity utilization and 
cumulative revenue capture from innova-
tors and early adopters.

It must also be mentioned here that the 
demand elasticities and innovators’ and 
early adopters’ willingness to pay influ-
ences other segments. Participation and 
reviews by early adopters will influence 
the participation patterns of other seg-
ments. 

Application of revenue management 
techniques across segments at different 
points in time will increase the number 
of attendees leading to higher utilization 
and revenue capture. The strategies and 
tactics used may include either a price 
increase or decrease based on supply 
and demand situations. Figure 4 illus-
trates the effect of a price decrease after 
the second month that essentially causes 
a lift in attendees, utilization, and rev-
enues. 

Just as in the airline industry, movie 
theaters can utilize multiple fare classes 
(tiers) that are opened and closed based 
on recommendations provided by the 
revenue management system. For ex-
ample, the revenue management system 
might recommend a higher ticket price 

for a Friday evening film that has been in 
release three weeks out for a customer in 
the “early majority” segment.

On average a film’s distributor takes ap-
proximately half of box office receipts as 
film rental fees. The remaining is kept by 
the theater. The split varies by movie and 
theater location but, in general, a distrib-
utor keeps a higher percentage in earlier 
weeks. By enhancing revenue in later 
weeks from the late majority and laggard 
segments, a theater can retain a larger 
share of revenues generated.

Additional considerations
There are several key considerations to 
implementing a revenue management 
philosophy in the movie theater industry, 
including:

n It’s about time – The example above 
has shown the application of revenue 
management in the time continuum 
from movie release to movie run conclu-
sion. There are additional areas where 
an opportunity for revenue management 
can be practiced: 

§ Revenue management by day-part 
– Differing times of day and days of 
the week command a different pre-
mium. Identification of these times is 
critical to implementing differential 
pricing. Many theaters may already 
offer discounts for off-peak times such 
as the matinee shows. This, however, 
is too simplistic to be called revenue 
management. Evenings and weekends 
are potential peak times and should 
demand premium pricing.

§ Revenue management by location 
– Different parts of the theater com-
mand different price premiums. Front 
and side seating are discounted due to 
visibility issues whereas reserved mid-
dle and back row seating are consid-
ered premium. Many theaters in India 
conduct price discrimination by loca-
tion. Exhibitors provide the option of 
a specific seat in advance and charge a 
premium for mitigating any last min-
ute hassles of finding a better seat.

n The Web - The advent of the Internet 
and proliferation of frequent-use loyalty 
club memberships have acted as a cata-
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Application of revenue management techniques across segments at different points in time will increase
the number of attendees leading to higher utilization and revenue capture. The strategies and tactics
used may include either a price increase or decrease based on supply and demand situations. Exhibit 4
illustrates the effect of a price decrease after the second month that essentially causes a lift in
attendees, utilization, and revenues.

Just as in the airline industry, movie theaters can utilize multiple fare classes (tiers) that are opened
and closed based on recommendations provided by the revenue management system. For example,
the revenue management system might recommend a higher ticket price for a Friday evening film that
has been in release three weeks out for a customer in the “early majority” segment.

On average a film’s distributor takes approximately half of box office receipts as film rental fees.5 The
remaining is kept by the theater. The split varies by movie and theater location but, in general, a

Figure 3: Conceptual illustration of revenue and capacity utilization across segments
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lyst for revenue management. Websites 
such as Moviewatcher.com and Fandan-
go.com provide a repository of customer 
information and buying habits. Mem-
ber rewards programs can be seamlessly 
integrated with the revenue management 
system to optimize customer loyalty and 
price points. For example, a more loyal 
member may receive a discounted ticket 
for a Saturday evening show akin to a 
Platinum member on an airline receiving 
upgraded business class seats.

n Bundling – There also exists an op-
portunity to bundle the main exhibition 
experience with other “filler” experiences 
to increase demand at off-peak times. 
For example, theaters may run a promo-
tion in the third month of film’s release 
in which they offer a bundled, discount-
ed rate for a family of four that includes 
popcorn and soft drinks.

n Leisure vs. Business – Just as car 
rental agencies optimize their supply 
by renting cars to business travelers on 
weekdays and leisure travelers on week-
ends, theaters may too optimize their 
Revenue Per Seat (RPS) by appealing to 
companies to host employee meetings, 
simulcasts, and conferences during off-
peak demand periods. Consequently, 
theaters can leverage their core compe-
tency of movie exhibition for leisure cus-
tomers during peak times.

There are many risks that movie exhibi-
tors should weigh before embarking on 
the revenue management journey. Can-
nibalization, competition, distributor 
relationships, and employee skills pre-
paredness are but a few. Theaters should 
carefully consider the impact of their 
pricing decisions on the overall business 
model. Careful analysis should be con-
ducted to determine potential cannibal-
ization on other segments for a pricing 
action in one segment. 

Competitor reaction should also be a 
factor in the decision along with careful 
monitoring of ticket sales through auto-
mated price canvassing engines. 

Film distributors should also be included 
in the decision-making process and con-
tracts should clearly define the ramifica-
tions, if any, of revenue management on 
the relation between theaters and dis-
tributors. 

Finally, theater employees may need to 
upgrade their skill levels to understand 
the benefit of optimization through rev-
enue management techniques. Employee 
performance metrics should be aligned 
with the core objective of revenue man-
agement – revenue and margin improve-
ment.

Technology plays a critical role in en-
suring that the demand forecast, pric-

ing engine, reservation systems, and 
revenue management decision support 
systems are well aligned. For larger the-
ater exhibitors, this will be easier, as they 
have a well-managed and robust store-
house of consumer demand information 
by movie genre category, theater loca-
tion, segment, and time. They can lever-
age all this information to propel their 
businesses into a more mature world of 
revenue management. For many others, 
a radical change in thinking at top may 
be required.

Conclusion
The movie theater industry, with all its 
challenges, is a quintessential case in 
point to implement revenue manage-
ment techniques without any significant 
operational changes, provided they un-
derstand their net contribution margin 
and optimize it. Revenue management 
programs generally produce 3%-7% in 
added revenue, and the cost of produc-
ing this additional revenue is minimal 
with nearly 80% of this new revenue go-
ing straight to the bottom line. Despite 
issues presented by piracy, the in-person 
movie theater experience combined with 
an added sense of consumer “empower-
ment” will provide movie theaters with a 
marked advantage over competing me-
diums, both legitimate or pirated, and 
can generate remarkable profits for those 
companies that get there first.  
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distributor keeps a higher percentage in earlier weeks. By enhancing revenue in later weeks from the
late majority and laggard segments, a theater can retain a larger share of revenues generated.

Exhibit 4: Conceptual illustration of price decrease after second month 
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Additional considerations

There are several key considerations to implementing a revenue management philosophy in the movie
theater industry, including:

It’s about time – The example above has shown the application of revenue management in the
time continuum from movie release to movie run conclusion. There are additional areas where
an opportunity for revenue management can be practiced:

o Revenue management by day part – Differing times of day and days of the week
command a different premium. Identification of these times is critical to implementing
differential pricing. Many theaters may already offer discounts for off peak times such
as the matinee shows. This, however, is too simplistic to be called revenue
management. Evenings and weekends are potential peak times and should demand
premium pricing.

o Revenue management by location – Different parts of the theater command different
price premiums. Front and side seating are discounted due to visibility issues whereas
reserved middle and back row seating are considered premium. Many theaters in India
conduct price discrimination by location. Exhibitors provide the option of a specific seat

Figure 4: Conceptual illustration of price decrease after second month
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There are several key considerations to implementing a revenue management philosophy in the movie
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It’s about time – The example above has shown the application of revenue management in the
time continuum from movie release to movie run conclusion. There are additional areas where
an opportunity for revenue management can be practiced:

o Revenue management by day part – Differing times of day and days of the week
command a different premium. Identification of these times is critical to implementing
differential pricing. Many theaters may already offer discounts for off peak times such
as the matinee shows. This, however, is too simplistic to be called revenue
management. Evenings and weekends are potential peak times and should demand
premium pricing.

o Revenue management by location – Different parts of the theater command different
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It’s about time – The example above has shown the application of revenue management in the
time continuum from movie release to movie run conclusion. There are additional areas where
an opportunity for revenue management can be practiced:

o Revenue management by day part – Differing times of day and days of the week
command a different premium. Identification of these times is critical to implementing
differential pricing. Many theaters may already offer discounts for off peak times such
as the matinee shows. This, however, is too simplistic to be called revenue
management. Evenings and weekends are potential peak times and should demand
premium pricing.

o Revenue management by location – Different parts of the theater command different
price premiums. Front and side seating are discounted due to visibility issues whereas
reserved middle and back row seating are considered premium. Many theaters in India
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