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Abstract

Electronic commerce (E-commerce) has opened a new universe for consumers and organizations, and it demands new management approaches and strategies.  If exploited carefully and cleverly, E-commerce has the potential to increase corporate profits through better customer acquisition and retention, new information-based products and services, and more efficient operations.  Today’s business environment is characterized by several dynamic forces.  These dynamic forces are familiar to most managers and form the basis for the new competitive framework of e-commerce.  These forces include increased customer service, shorter product life cycles, increased product and feature proliferation, fluctuations in customer demand and increased pressure on margins.


A new set of market dynamics is defining a company’s ability to compete and win orders online.  These dynamics demand a novel appreciation of customer relationships and organizational strategies.  The internet has fundamentally changed the customer/vendor relationship and forever empowered customers to demand more with better service.  This dictates companies to rethink the assembly and delivery of goods to customers.  Dynamic pricing can be formally defined as the buying and selling of products and services in markets where prices change in response to imbalances in supply and demand conditions.  The success of dynamic pricing is currently helping fuel the growth of entirely new businesses, including broad-based e-commerce portals and marketplace-focused exchanges.  The emergence of new interactive networks and the rapid adoption of e-commerce capabilities will eventually give rise to electronic marketplaces where goods and services are exchanged in real-time dynamic pricing environments analogous to the trading of securities on the NASDAQ today.


A Revenue Management System (RMS) consists of dynamic methods to forecast demand, allocate perishable assets across market segments and decide when to overbook and by how much, and what price to charge different market segments.     These four components of RMS—forecasting, allocation, overbooking, and pricing—must work in unison if the objective is to maximize the revenue generated by the perishable asset.   A perishable asset might be a hotel room, an airline seat, a rental car, a sporting event or concert seat, a room on a cruise line, the capacity of a restaurant catering service or electric power generation, or broadcast advertising space.  

RMS methodology can be extended to a broader class of problems.  The current state of revenue management systems (RMS) encompasses a much narrower business scope.  First, real world RMS focus exclusively on managing perishable assets.  A perishable asset's value drops to zero immediately at a given point in time.  Second, real world RMS focus on tactical management where the goal is to maximize revenues over a short term horizon through making only a subset of market segments available for sale at assorted points in time.  A key driver in a RMS are the demand projection capabilities.  This is usually accomplished via time series methods.  One major difficulty in forecasting is estimating unconstrained demand—actual reservations made plus (1) customers denied a reservation due to space limitations, and (2) customers who do not take a reservation because their desired market segments are unavailable for sale.  This unconstraining process is necessary because most reservation systems do not capture customers who inquire about a reservation but do not take one. Third, RMS does not provide any link to supply chain management systems and further does not use auctions to set prices.  

In this paper we  provide a framework to link E-commerce and supply chain management systems to RMS activities and show how the power of dynamic pricing could be used to improve market segmentation, pricing and supply chain management decisions.

