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The more uncertain demand is, 
the harder it becomes to make 
future demand-management 
decisions. 

The Profit Opportunity for Revenue 
Management in Manufacturing

In this article, the author explores the 
application of revenue management 
in manufacturing and examines if the 
pre-requisites for its further application 
are fulfilled. Danilo Zatta is Partner 
and Managing Director of the Pricing 
Practice Area at The Boston Consult-
ing Group and a leading pricing and 
top line growth expert with more than 
20 years of consulting experience. He 
has authored Revenue Management 
in Manufacturing (Springer, 2016) as 
well as several other books and articles. 
He leads pricing and sales excellence 
transformations for corporations and 
public entities on a global scale. Danilo 
can be reached at zatta.danilo@bcg.
com.

Service companies, like all major 
airline operators, hotel chains, 
railway companies, and car rental 
companies employ a high num-

ber of managers and analysts working on 
revenue management (RM). In addition, 
a number of management consulting 
companies and software developers also 
have large teams of RM experts. 

But what exactly is RM and why does 
it matter in the manufacturing world? 
Once a hidden weapon in the hands of a 
restricted selection of incumbent carriers 
in the North American post-deregulation 
period of the 1970s, RM developed to a 
mainstream business practice through-
out the service industry. Companies 
like Starwood Hotels, Royal Caribbe-
an, Lufthansa, Emirates, Walt Disney 
Resorts, Avis Rent-a-Car, Maersk, and 
Thomas Cook attribute strong increas-
es on both the revenue and profit side 
to RM. 

Research on both the concepts and the 
applications of RM in the service in-
dustry has also been brought forward 
strongly by both university research 
and the activities of practitioners. In the 
world’s leading business schools, like 
INSEAD in Europe or Harvard in the 
United States, students can study both 
RM and pricing case studies or attend 
entire courses on the topic.

RM has similar revenue and profit po-
tential for manufacturing companies. 
Despite the first recent applications of 
RM in manufacturing companies, little 
industry or academic attention has been 
given to the application of RM beyond 
the service industry. Do the pre-condi-
tions for the applicability of RM hold 
also in manufacturing, and more specifi-
cally in the process industries, as relevant 
subsets of the manufacturing sector?

Several works examine the conditions 
for application of revenue management 
with respect to the make-to-order manu-
facturing of tangible goods and come 
to the conclusion that these conditions, 
detailed in the following analysis, can es-
sentially be deemed to have been met.

Heterogeneous demand and the possibil-
ity to segment customers based on their 
willingness to pay characterizes 
both the services and manu-
facturing industries. They both 
have different patterns of usage 
and behavior in terms of when 
they purchase and how flexible 
their demand is, and they place 
very different valuations on the 
need to purchase services.

Demand varies according to season, 
week, day, and time of day. The more 
uncertain demand is, the harder it be-
comes to make future demand-manage-
ment decisions. Forecasting time-related 
demand to effectively make pricing and 
allocation decisions thus becomes a criti-

cal success factor both in services and 
process industries.

In the service industry, capacity is avail-
able in discrete periods and expires at 
the beginning of a period. Orders are 
assigned precisely to individual periods. 
As a result, sequencing is not necessary. 
In the manufacturing industry, capac-
ity is constantly available and constantly 
expires. The delivery of the order takes 
place at a certain point in time. Sequenc-
ing of orders is necessary.

In the short run capacity is considered 
as fixed, even though companies can 
adapt their capacity by adjusting avail-
able units, e.g. by changing the aircraft 
use to a larger or smaller one. However, 
with an increasing degree of production 
inflexibility, the more production delays, 
economies of scale, switch-over costs and 
fixed capacity constraints exist, the more 
cost-intensive it becomes to match de-
mand with supply variations. Thus, the 
higher fixed capacity is, the more stra-
tegically relevant revenue management 
becomes.

In the service industry, capacity is large-
ly fixed and demand is dynamic. In the 
process industry, capacity is also largely 
fixed. Demand is also dynamic and it is 

determined by the delivery dates request-
ed by the customer, the state of resources 
and the result of scheduling. Changes in 
availability are possible within certain 
limits by adjusting the intensity.
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The application of RM is characteristic 
of industry structures with a fixed cost 
component which is significantly larger 
compared to the variable cost compo-
nent. Once, as an example, a restaurant 
has facilities and staff in place, the mar-
ginal cost of an additional client is rela-
tively low when expressed in terms of 
food and drinks served as well as laundry 
and dishwashing. Therefore, the revenue 
generated must cover variable costs and 
offset at least part of the fixed costs. This 
is true for both the services and manu-
facturing industries.

The service is usually booked or pur-
chased in advance of consumption, e.g. 
in the car rental industry. The same ap-
plies to manufacturing capacities, e.g. 
in the pharmaceutical industry. In the 
airline industry, for example, companies 
can withhold seats from current econ-
omy customers in order to make them 
available to future, more profitable busi-
ness customers without being morally 
irresponsible or acting illegally. The same 
applies to manufacturing companies and 
their economic freedom to act.

To model demand, data and supporting 

systems are required. The data gather-
ing and elaboration of the systems rep-
resent the starting point to implement 
and monitor the resulting real-time deci-
sions. In this case, information technol-
ogy enables companies to operationalize 
RM science. The services industry, and 
more specifically the airline industry, is 
an excellent case on data management 
and information technology and system 
support. 

The pricing and distribution processes 
of this industry were widely automated 
with the implementation of GDSs start-
ing from the 1960s. Therefore, it is one 
of the earliest industries to move almost 
entirely to electronic selling and distribu-
tion decades before the advent of e-com-
merce. Also the manufacturing industry 
today has the same potential to leverage 
data availability and information sys-
tems, even if those can differ in terms of 
use and level of maturity between com-
panies.

As described above, the preconditions of 
applicability thus apply also to the pro-
cess industry. This insight will help in 
demystifying limiting the application of 

RM to the services industry and trig-
gering new research, approaches, and 
thoughts on how to further develop RM 
beyond the services industry. 

Click here to purchase the latest 
book by Danillo Zatta, Revenue 
Management in Manufacturing.
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