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In an advanced booking setting
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Information search is considekably less expensive

* The Internet promotesde king culture (e.qg., visual
guilt, and price matching policies)

The Advanced Booking Model

(Schwartz, 2000, 2005, 2007; Chen and Schwartz 2008)

Some characteristics of advanced reservation

* Semi commitment
Booking purchase, it is only a semi commitment to purchase

» Uncertainty and time dependency

Price and Availability change as time nears the date of
consumption

« Asymmetric information

— Service providers know more and control some of the
information

— The Internet reduces this information asymmetry




The hotel perspective:
At any time during the search and evaluation
phase consumers can

1. Book the room

4. Book another hotel (or cancel the trip, etc)

Each option’s utility is the difference
between the reserve price and the cost

* n (number of search periods)

» S (search cost per period)

» D (Expected discount or rate change)
» Pd (Probability of rate change)

* Pv (Probability of sell out)

* F (Cancellation penalty)

* Ra (Hotel A reserve price)

* RDb (Hotel B reserve price)

* Pa (Rate of hotel A)

* Pb (Rate of hotel B)




Strategy 2’s decision tree
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The zones: selected strategies and
threshold prices

Utility

Threshold Prices (switch points)
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Desirable impact of marketing
efforts on strategic zones’ upper
boundary
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The model predictions about the impact of
various factors on the zones

Factor Factor Impact on Impact on Book & | Impact on
change | Book upper Search upper Search upper
boundary boundary boundary
n (Search Periods) + No change _
S (Search cost) + No change _
D (Discount) _ No change

P, (Discount probability)

P, (Sell out probability) +

F (Cancellation penalty) + No change
r, (Hotel Areserve price) + No change

r, (Hotel B reserve price) _ No change

P, (Rate of hotel B) + No change

Strategic Switch points Analysis




This empirical study explores the role cancellation fees

Why cancellation policies?

Tourism service providers attempt to
minimize the cost associated with travelers’
deal seeking behavior by employing and
enforcing a cancellation policy




Why Cancellation Policies?

1. Increase revenues

— Reservation is a contract: it is fair that the
side who brakes the contract pays

— Reduces hotels’ (alternative) costs. i.e.,
other customers could have booked that
canceled room.

Why Cancellation Policies?

2. Affect the search and booking behavior

— Customers are less likely to search for a
better deal

— Earlier cancelations (to avoid fee) enable the
hotel to find other customers




Research questions

Does a hotel’s cancellation policy affect
customers’ search and booking behavior?

More specifically, does the customer’s
decision depend on:

1. the size of the cancellation fee?
2. the timing element of the cancellation policy?

Hypotheses
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H,: When the cancellation fee is higher, less customers are
likely to “Book and Search,” and more are likely to
either “Book” or “Search.”




Hypotheses

Subjects appear to order products with more
careful consideration and delayed purchase

decision when a restricted return policy is imposed.

When the return policy is lenient, customers who
ordered catalog products are more likely to further
continue search (Wood, 2001).

H,: When the cancellation deadline is stricter, more
customers are likely either to “Book” or "Search,” and
less are likely to “Book and Search.”

Methodology

» 291 university students enrolled in four undergraduate classes
were recruited. Participation was voluntary. Subjects were
randomly assigned to one of four treatment groups or the control

group.

* A 15-minute training session was held one week before the
experiment started.

» Participants in this five day online “game” were asked to book a
room online paying the least amount of money.

» E-mail messages were sent out as daily reminders during the
experiment period.
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Experiment design

Independent variables

— two levels of cancellation fee
* High: 4 nights
* Low: 1 night

— two levels of the leniency of the cancellation
deadline
* Non-lenient: any cancelation is charged

* Lenient: reservation cancelled up to 24 hours
before the check-in date is not charged
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‘Tourists' Advanced Booking Assignment

Your task is two fold:

1. To book aroom at the Holiday "Win Hotel for four (4) nights ariving on Tuesday, February 26, 2008
2. 'To get the best deal possible. That is, to spend the least amount of meney on that room.

Your extra points you eam depend on your performance (both room booked and rate).
Things you need to know:

User ID:
» The hotel practices revenue management, adjusting room rates according to demand. Hence, each time P assword: |
you log in, you might see a different rate and that rate might be considerably higher or lower. Last
minute deals are also very common in the industry. That is, if the hotel is left with a large inventory of
unsold rooms at the last day of the simulation it will most likely offer these rooms for a very low price
+ Since the hotel changes the rates based on demand, the participants are encouraged to log in every day
to see if a better deal is offered

+ Room awailability is not guaranteed for the entire petiod of the simulation. The hotel might sellout, that
is, all rooms could be sold. In that case participants who did not reserve a room will not be able to book
one.

Since the hotel might have a cancellation policy, participants who book a room and choose later to
cancel the reservation and book again at a lower price might have to pay a cancellation fee according to
the hotel specific cancellation policy.

o All rooms are identical

The system will log you off after 15 minutes

B Intermet
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Price patterns per treatment

Day 1 Day 2 Day 3 Day 4 Day5
Group 1 (high $75 $75 $75 $ 46 or sold | $ 80 or sold
fee and out out
lenient
deadline)
Group 2 (low $75 $75 $75 $530rsold | $49 orsold
fee and out out
lenient
deadline)
Group 3 (high $75 $75 $75 $60orsold | $ 70 or sold
fee and non- out out
lenient
deadline)
Group 4 (low $75 $75 $75 $47 orsold | $ 54 or sold
fee and non- out out
lenient
deadline)
Control Group $75 $75 $75 $51orsold | $48orsold
(no out out
cancellation

policy in place)

Dependent Variables

» Participants who booked a room the first time they
logged on (during the first three days) were categorized

as having a “Book” strategy.

» Participants who booked the first time they logged on
(during the first three days) but later on logged on once
or more were categorized as having a “Book and Search”
strategy.

» Participants who did not book at the first login (during the
first three days) were categorized as having a “Search”
strategy.
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Incentives

Booked a Room

Paid the least amount of money

Extra pedmteed

Yes

Yes

5 (10)

Yes

No

3(6)

No

1)

Statistical significance tested using

— Small sample t-test for comparing proportions

Statistical methods

among two independent populations

— Multiple pairwise comparisons

— Multinomial logit model
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Results:
Respondents’ decision by treatment

Decision
Treatment Book” Book & Search” Search” Total
Lenient"/"High” 6 41 6 53
Lenient”/"Low” 9 44 4 57
Non-lenient”/"High” 2 29 22 53
Non-lenient”/"Low” 4 30 21 55
No” cancellation policy 9 43 5 57
Total 30 187 58 275

Respondents’ decision by treatment (%)
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Analysis

H, not supported*

A higher cancelation fee did not increase the number of booking
decisions or the number of search decisions, nor did it decrease
the number of book and search decisions.

small sample t-test for comparing proportions among two independent populations, A priori multiple pairwise
comparaisons, and multinomial logit model

Analysis

H, partially supported

More booking and search decisions with lenient policy
More search decision in the non-lenient policy. *

The proportion of the combined book decisions and search
decisions is bigger with the non lenient policy compared to the
lenient and to the control (no cancelation policy) treatment**

When the policy is non-lenient respondents are more likely to
search compared to book and search***

* small sample t-test for comparing proportions among two independent populations (p<0.05)
** proportions unequal according to the A priori multiple pairwise comparisons test
*** multinomial logit model (p<0.05)
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Analysis

No significant difference between lenient cancellation
deadline and no cancellation policy*.

** A priori multiple pairwise comparisons test

Discussion

The cancellation deadline affects customers’ behavior while
the fee does not.

— Inrealty the likelihood of paying a cancelation fee depends on
the likelihood of a better deal and of having to cancel the
reservation because of external reasons (weather, illness etc).

— Inthis study it is only driven by the better deal.

— The deadline seems to impact the consumers’ assessment of
the probability of having to pay a cancelation fee if they would
need to cancel a reservation.
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Implications

Refine the theoretical model -- add the “deadline
element.

The deadline is at least as important as the fee
to change consumers’ deal seeking behavior,
hotels cannot ignore the cancellation policy.

In affecting booking behavior the lenient policy
might not be different from no cancelation policy.

Limitation
Monopolistic market conditions

No risk of cancelation due to exogenous
conditions

Specific conditions (fees, deadlines,
TBTDS, duration etc)
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Future Research

e Travel insurance

» Add the policy impact to the advanced
booking decision model.

« The impact of the cancellation policy on P
and P,




