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INFOZONE MANAGEMENT

Effective room forecasting is key
to the hotel’'s future performance

Serge Chamelian, managing partner,
h-hotelier, believes hotel forecasting is
the ultimate resource for anticipating
the future performance of hotel's key
metrics - occupancy ADR (Average
Daily Rate) and RevPAR (Revenue Per
Available Room)

Forecasting future demand in the ledging industry 15 crucial because i

leads to efficient planning and decision making to all the depariments,
and most importantly it is one of the drivers of pricing

Accurate forecasting is one of the ways 1o increase the predictability of
duration of use. In hotals, duration is defined as langth of stay, in airlines,
as time in flight (known as ongin-destination); in restaurant, as length of
meal: and in rental cars, as length of keep. To help increase the pre-
dictability of duration, hotels forecast demand by length of stay for differ-
ent rate categories; aidines try to forecast demand by ongin-destination
city pairs; restaurants forecast demand by length of meal depending on
the number of persons per table; and rental-car companies predict
damand by rate category and length of keep

The accuracy of the forecast is essential because the forecast is the main
driver of the pricing/room allocation decisions; inaccurate forecasts or pre-
dictions will diminish the hotel's revenues and profit margin. In fact, a
10% improvernent in forecasting accuracy transiaies into a 1.5 10 3%
increase in revanue ganeratad from a revenue managament system. This
will probably impact the net income in a much larger way, dua 1o the
small margins existing in the hotel industry, Therefore, in addressing the
importance of forecasts, one can state that forecasting is the most impor-
tant driver of any revenue management oplimazation approach

Figure 1: Occupancy forecast and reservation on hand
Forecasting remains the job of the revenua manager and is performed in
differant ways: a few hiotals utilize the manual excel-based approach 1o
forecasting, others implement automated systems called Ravenuo
Management systems. Many hotels decide to invast in such systems
considaring that Inaccurate forecasting may lead 10 incorract decisions
and sevarely impact revenues and profit margins. Foracasting may be the
heart of any hotel operations. Experienced revenug managers produce
forecasis/predictions for one year and more, but this task may become
challenging if it ks required to be completed daily and broken down by seg-
ments, source of business or channals; in this case accurate hotel data
rmay be an issue
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Types of fnrecastlng may be
divided into three categories

)

:

i Occupancy Forecast Revenue manager predicts the ccoupancy el &
! Demand Forecast Revenue manager produces the unconstrained '.
'
'
L]

demand for the hotel (hotel occupancy level if no restrictions on capac- «
ity and price is applied).
Revenue Forecast Revenue manager estimates the revenua generated.

The main challenges for an accurate forecast consist of predicting the exatl
figures for the noshow rooms, extended S1ay-Over rooms, early depanilg
rooms and walk-ns guests, To assist the forecast, these data must be histon
cized constantly by DOW (day of week), season and event typa.

Hotels adopt different methods/approaches to forecast demand. These
can be grouped into two categories: historical booking models and
advanced booking models. Historical booking medels consider only tha
arrivals or the occupancy lime seres, and apply time series models on
these. No use is made of the reservations data. The advanced booking:
approach, on the other hand, makes use of the reservations data, and uti
lizes the concept of “pick-up”, For instance, most major hotel chains use-
linear-pragramming-based models that require detailed forecasts by oay
of arrval, length of stay, and rate category.

Hence, forecasting is estimated as such: a hypothetcal automated sys
tem scans histoncal bookings, occupancy patterns, internal and extemal
events, and reservation and rates information and fits quantitative fora-
casting models to the data. Uising the fitted modals, the revenue manage-
ment system arrives at predictions, which are than used as an input in
miaking rate and allocation decisions

Mowadays, forecasting has taken a different turn by adding new
variablesidata to the above mentioned ones such as: prices of the holet's
competitve set, city demand, event automated entry, and airlinafarport pas:
sanger's future booking pace. That is, the optimization algonthms recorm-
mend rates and allocation based on the predicted values of the forecasted
variablas, Moreover, room ooeupancy IS not amyrmode the anly key matnc
forecasted by hotels, competition, ADR and RevPAR by market segment
source of business, and even channets of distributions are also considerad.

For instance, a new system is identified using this novel approach:
Figure 2: Forecast error %

This forecasting tool adjusts future predictions by constantly learning
fram previcus practices; forecasting algofithm combines real/constramed
demand achieved versus foracasts for specific previous dates and bench
marks its previous inputs used in making rate decisions with actual
results. Thus, the accuracy of this forecasting tool boosts the hotel's rev-
enues and prafit margin

Forecasting in the lodging industry has been relativaly important to depend
on the nature of industry and operational charactaristics and difficultias.
This importance is not only related to wide demand fluctuations, but alsa
the efforts to increase occupancy rates, ADR and RevPar, The forecast is
the most important driver of any revenue-management optimization
approach, Hotels should forecast at a detailed level if the true benefits avas:
ahle from revenue optimization are 1o be achieved. &
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