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The Gulf of Finland is crossed by 3 ferry operators - Tallink, Viking Line, Eckerd Line and
Linda Line catamarans. These operators are competing on the route of Tallinn-Helsinki-
Tallinn which is the busiest route in the Baltic Sea.

Great competition between ferry companies in a small market across the Gulf of Finland is
the reason why ferry companies have begun to implement revenue management and dynam-
ic pricing.

The problem is the lack of information how revenue management and dynamic pricing strate-
gy have impacted Estonian ferry travellers purchase habits as well as fairness perception and
understandability of the dynamic pricing.

My aim is to study how familiar are customers with dynamic pricing, how it has impacted their
purchase habits and what is their perception of fairness and understandability.

The theoretical framework focuses on two main topics.

One main topic explains the concept of revenue management, revenue management process
and the concept of dynamic pricing.

Second main topic is about fairness, factors which are influencing fairness perception and
issues to consider when practicing revenue management and dynamic pricing.

For my research | used quantitative research method. The research strategy is to use a

quantitative questionnaire that helps to provide a wide range of responses.
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1 Introduction

The Gulf of Finland is crossed by 3 ferry operators - Tallink, Viking Line, Eckeré Line and
Linda Line catamarans. These operators are competing on the route of Tallinn-Helsinki-
Tallinn, which is the busiest route in the Baltic Sea, travelled by over 9 million people each
year (Portoftallinn 2015). During the peak time in the summer Tallinn Helsinki-Tallinn route
has 18 departures in a day with approximately 20 000 passengers.

Great competition between ferry companies in a small market across the Gulf of Finland is
the reason why ferry companies have begun to implement revenue management and dy-

namic pricing.

Fixed pricing have been common pricing strategy, however firms who are operating in
competitive markets are not restricted to charge only one price for their service, but may
charge different customers different prices. Thus companies are moving away from fixed
pricing and employ dynamic pricing strategy. Dynamic pricing strategy means that prices
are no longer fixed, but change according to time of purchase, trip” s origin — destination,
time of day, day of week and vessel fulfilment, which means that the price offer what cus-
tomer had today may not be same tomorrow.

Airline industry has implemented revenue management strategy since early 1970 and
customers” seem to be used to the fact that they are charged different prices for same
flight. Also they seem to be aware of that they will receive certain benefits, for example
lower price if they accept certain restrictions.

Other firms, such as hotels, ferry operators, car-rental etc, have noticed the success of
revenue management and have tried to adapt revenue management concept, but little is

known how customers react to this strategy in other services such as in ferry industry.

Ferry industry like airline industry have similar characteristics and those characteristics
are the ability to segment markets, perishable inventory, sell products in advance and
fluctuate demand. In implementing the strategy, ferry operators need to maximize the
ticket price, when the demand is high and to maximize the ticket sale, when the demand is

low.

In this research, | am interested in the impact of dynamic pricing on Tallinn-Helsinki-
Tallinn ferry customers purchase habits as well as perception of price fairness and repur-
chase intentions when they are faced with revenue management and dynamic pricing

strategy.



1.1 Problem Background

The problem is the lack of information how revenue management and dynamic pricing
strategy have impacted Estonian ferry travellers purchase habits as well as fairness per-
ception and understandability of the dynamic pricing.

Dynamic pricing has the potential to maximize revenues for the company as long as cus-
tomers perceive dynamic pricing as a fair policy. It may damage the relationship between
the firm and the customer due to the fact that price is the main concern of the customers
and it is the key factor to unfairness issues.

Customers may react negatively if firms don” t inform customers on their webpage that
prices change or don” t give customers recommendations, when exactly starting prices or

lower prices are available.

Dynamic pricing can lead to uncertainty and confusion among customers who are more
sensitive to prices. In the case of ferry ticket, when a customer does not book a ticket in
advance, the price is higher. This situation leads customers to perceive the price as being
unclear and generates stress in purchase process despite even being a regular customer.
Constant changes in prices result customers not knowing when, how and why prices
change. Lack of price visibility and transparency can generate unfairness perception. In
relation to this, the role of information may influence the fairness perception of dynamic
pricing.

Price fairness is believed associated well with the customer response behaviours and with
emotions. Customers may leave the exchange relationship, spread negative word-of-
mouth or behave in a way what would damage the seller if they perceive policy as unfair
(Xia 2004, 7).



1.2 Overall Aim and Objectives

The primary aim of this research is to investigate how Estonians who travel between Tal-
linn Helsinki Tallinn with ferries (Eckerd Line, Tallink, Linda Line, Viking Line) have been
impacted by revenue management and dynamic pricing.

All these companies have started to practice dynamic pricing basically simultaneously few
years ago, but no one have researched, how dynamic pricing strategy have impacted Es-
tonian ferry travellers purchase habits and as well as fairness perception and under-

standability of the pricing.

My aim is to study how familiar are customers with dynamic pricing, how it has impacted
their purchase habits and what is their perception of fairness and understandability.

To fulfil this aim | have the following objectives:

e To research customers’ familiarity of dynamic pricing and its impact on customers’
purchase habits.

e To investigate the impact of dynamic pricing on customers” fairness perception
and pricing understandability as well as post-purchase behaviour, when ferry com-
pany have and if not have informed customers on their webpage that prices
change and if ferry company represents only starting prices on its webpage.

e To study the impact of dynamic pricing on customers” confusion.

1.3 Research Question

The research question of this thesis is:
How revenue management and dynamical pricing have impacted Estonian ferry passen-

gers?

The research questions are divided to the following investigative questions which will

help to answer the research question itself:

1. Customers” awareness of dynamic pricing and its impact on customers” purchase
habits?

2. The impact of dynamic pricing on customers” fairness perception and pricing under-
standability as well as post-purchase behaviour, when ferry company have and if not have
informed customers on their webpage that prices change and if ferry company represents
only starting prices on its webpage.

3. The impact of dynamic pricing on customers” confusion?



1.4 Structure of the Thesis

The thesis is divided into 6 chapters:

Chapter 1 gives an overview what the thesis topic is about, what is the problem back-
ground as well as the aim and objectives of the thesis.

Chapter 2 introduces ferry operators, who are competing on the route of Tallinn-Helsinki-
Tallinn and their ticket pricing as well, how they inform customers about differential pricing

on their webpage.

Chapter 3 focus on the theoretical framework of this thesis.

One main topic explains the concept of revenue management, revenue management pro-
cess and the concept of dynamic pricing.

Second main topic is about fairness, factors which are influencing fairness perception and

issues to consider, when practicing revenue management and dynamic pricing.

Chapter 4 describes research approach as well as research strategy, survey questions
and data collection process. This chapter also explains the limitations of the research as
well as reliability and validity.

Chapter 5 presents the results of the research.

Chapter 6 provides discussions and suggestions.



2 Tallinn-Helsinki-Tallinn Route

This chapter introduces ferry operators, who are competing on the route of Tallinn-
Helsinki-Tallinn and their ticket pricing as well how they inform customers about differen-

tial pricing on their webpage.

2.1 Shipping Companies on Tallinn -Helsinki-Tallinn Route

Competition between Tallinn -Helsinki-Tallinn route is dense. There are four shipping
companies that are the main players in the market: Viking Line, Tallink Silja Line, Eckero
Line and Linda Line.

Viking Line

Viking Line is a public limited company and a market-leading brand in passenger traffic on
the northern Baltic Sea, with the Finnish mainland, Sweden, the Aland Islands and the
Baltic countries as its main markets (Viking Line 2015).

Viking Line revenues are generated in three business areas:

1. Travel Services - The Travel Services business area markets pleasure cruises, one-
way passenger tickets and conference cruises, as well as travel and hotel packages

2. Shipboard Services - The Shipboard Services business area provides shopping, good
food and entertainment in a pleasant setting

3. Cargo Services - The Cargo Services business area supplies speedy, regularly
scheduled shipping and freight forwarding services (Viking Line 2009)

The M/S Viking XPRS provides service between Helsinki and Tallinn, with four departures
per day. The vessel, which was built in 2008, offers a rapid crossing between the two
capitals (Viking Line Annual Report 2014). M/S Viking XPRS concept brings together the
best qualities of conventional car ferries and catamarans, since passengers will be offered
a short 12 crossing time combined with a high standard of comfort and a modern range of
shopping and dining choices.

On June 12, 2014 the M/S Gabriella and the M/S Mariella began providing an extra sailing
between Helsinki and Tallinn, instead of docking in Helsinki for the day. Expanded sched-
ule enabled Viking Line to offer its customers six daily departures and more car spaces on

the Helsinki — Tallinn route during the summer (Viking Line Annual Report 2014).



Travel Packages

Viking Line offers a variety of travel packages including the complete mini-cruises and
overnight hotel packages, city-break trips, one-way tickets, car packages and day cruise
with meal packages. Spa treatments, sightseeing and shopping are popular on-shore

activities.

Tallink Silja Line

Tallink Silja Line transport both passengers and cargo on the well developed Estonia-
Finland route between Tallinn and Helsinki.

Tallink Silja Line have a strong position on this route and currently operate the cruise ferry
Baltic Queen and the high speed ro-pax ferries Star and Superstar on this route.

The cruise ferry Baltic Queen currently departs once a day from both ports, having the
evening departure from Helsinki. The voyage takes three and a half hours (Tallink 2015).

With the delivery of their new generation high speed ro-pax vessel Star in spring 2007 the
new product Tallink Shuttle was launched. In spring 2008 the Shuttle service was added
the second fast ferry - M/S Superstar and Tallink now provides 10-12 fast ferry departures
per day. As Star and Superstar have a high ice class. The fast ferry service offered be-
tween Tallinn-Helsinki is available all year around. Passengers on these vessels include
business travellers, day cruisers and passengers with overnight hotel packages (Tallink
2015).

Travel Packages

Tallink offers a variety of travel packages including the complete mini-cruises and over-
night hotel & spa packages, city-break trips, high-speed ferry crossings, car packages
(Tallink 2015).

Eckero Line

Eckerd Line is a Finnish shipping company owned by the Aland-based Rederiaktiebolaget
Ecker6. Eckerd Line operates two ferries (one for passenger traffic, one for cargo) be-
tween Helsinki and Tallinn (Wikipedia 2015).

In 2012 Eckerd Line purchased the passenger ferry M/S Finlandia for the Helsinki—Tallinn

route. M/S Finlandia departs twice a day from both ports, having the morning and


http://www.tallink.com/web/corporate/baltic-queen
http://www.tallink.com/web/corporate/star
http://www.tallink.com/web/corporate/superstar
http://www.tallink.com/web/corporate/baltic-queen
https://en.wikipedia.org/wiki/Finland
https://en.wikipedia.org/wiki/Shipping_companies
https://en.wikipedia.org/wiki/%C3%85land
https://en.wikipedia.org/wiki/Rederiaktiebolaget_Ecker%C3%B6
https://en.wikipedia.org/wiki/Rederiaktiebolaget_Ecker%C3%B6
https://en.wikipedia.org/wiki/Helsinki
https://en.wikipedia.org/wiki/Tallinn
https://en.wikipedia.org/wiki/MS_Translandia
https://en.wikipedia.org/wiki/MS_Translandia

afternoon departure from Helsinki and mid-day and evening departure from Tallinn. The

voyage takes two and a half hours.

Travel Packages

Eckero Line offers overnight hotel packages, one-way tickets and car packages.

Linda Line Express

Lindaliini AS operates with high speed crafts on the route from Tallinn to Helsinki, repre-
senting the brand LindaLine Express beginning from 1997. Company's aim is to offer fast,
comfortable and safe seaway from one city centre to another.

Lindaliini AS' sister company Linda Line Oy is located in Helsinki, offering service for cus-

tomers coming from Helsinki (Linda Line 2015)

Linda Line operates on two high speed crafts "Karolin and Merilin". The voyage takes 1
hour and 40 minutes (Lindaline.ee). Linda Line service is heavy year-round, although in
autumn there are fewer departures in the beginning of the week.

Travel Packages and Travel Classes
Linda Line offers hotel packages, one-way tickets and day-cruises.

On Linda Line crafts there are three travel classes: Tourist class, Linda Comfort class and

VIP-class.



2.2 Market Shares on Tallinn-Helsinki-Tallinn Route in Passenger Operations

Market shares in passenger operations
Finland -Estonia

Linda Line

0,
Eckero Line 3%

17%

B Tallink
B Viking Line

Tallink

55%
O Eckerd Line

O Linda Line

Viking Line
25%

Figure 1. Market Shares in Passenger Operations on Tallinn-Helsinki-Tallinn Route (Tal-
link 2015)
Based on the Figure 1 Viking Line's market share on Tallinn - Helsinki / Helsinki -Tallinn

route is 25%.

Viking Line's biggest competitor Tallink Silja Line has the largest market share 55%.
Tallink operates on Tallinn Helsinki Tallinn route with three vessels, two of which are high-
speed ro-pax vessels M/S Star and M/S Superstar and with one cruise vessel M/S Baltic

Queen.

Ecker6 Line, which has a market share of 17% is competing on the Helsinki Tallinn route

with one vessel M/S Finlandia.

There is a small Estonian based company Linda Line, which operates with two catama-
rans, carrying only passengers. Its market share is marginal — 3 %, and its vessels are

different than Viking Line, Tallink and Eckerd Line.


http://www.tallink.com/web/corporate/baltic-queen
http://www.tallink.com/web/corporate/baltic-queen

2.3 Overview about price changes information on website

Viking Line

Viking Line advertise on their website starting prices and have informed customers that
the starting prices are available on Sunday morning departure from Tallinn.

Viking Line has also brought out car-package price examples for various departures on
their webpage and conditions, when package price applies.

Viking Line has informed customers on the website that prices on Tallinn-Helsinki route
will depend on day of departure, time of departure and ship fulfilment.

Viking Line have not informed customers what departures are cheaper in addition to the
Sunday morning departure from Tallinn and how early should reservation be made in ad-

vance in order to get a more favourable price.

Tallink

Tallink has brought out on their website all one-way ticket prices for all departures. The
customer has a good overview about company price list before booking.

According to price list customer have the information, which are favourable departure
times and when a reservation should be made to have a favourable price.

Advertised car-package start price is easily possible to calculate by a customer himself as
all prices are available on website and customer does not have to go to the reservation
system and try to see himself/herself after making test reservations to all departures to

find out what price is valid for which departure.

Ecker6 Line

Eckero Line have informed customers on their webpage, when they are making car pack-
age, that prices change according to ship fulfilment, departure day and departure time.

Also Eckerd Line have informed customers that it is cheaper to buy tickets well in ad-

vance.
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Linda Line Express

Linda Line Express have not informed customers on its webpage about dynamic pricing
as well as what is the reason why there is big price difference, between different depar-
tures and days.

Also Linda Line have no information on their webpage for which departures applies adver-
tised start price 19 Euro as well as which departures are less expensive. There is no in-
formation on Linda Line Express webpage that it is cheaper to make reservation well in

advance.

2.4 Pricing of various shipping companies on Tallinn-Helsinki route

From the Table 1 below is the comparison of prices of various shipping companies if the
reservation has been made 2-6 days before the departure and when reservation is made
2 weeks before the departure. Prices are given for comparison for how different is starting
price from the actual price depending of the time, when a reservation is made and for
what departure. These prices were available in September 2015 of ferry companies’

webpages.

Linda Line advertises on its website that a one-way ticket price starts at 19 Euro. If to
make a reservation two days in advance before the morning departure the price is 31.5
Euro and evening departure is 25.2 Euro. However, if the booking is made two weeks
earlier for the same day and for the same departure the price difference is noticeable.
When making a reservation 2 weeks before for a morning departure, the price is 22.5

Euro, which is 9 Euro cheaper than when making a reservation at the last minute.

If to compare Linda Line with Viking Line, then regardless of the time of reservation Viking
Line Sunday evening departure is always at least 20 Euro more expensive than adver-
tised 20 Euro starting price, as well as workday evening departure is evenly 35 Euro, re-
gardless of booking time. Advertised starting price 20 Euro is valid for Sunday morning
departure. Regardless of the time of reservation, customer can reserve a ticket with 20

Euro.

Eckero Line is advertising on their website that one-way ticket starts at 19 Euro. A cus-
tomer is able to book a ticket for 19 Euro for Wednesday afternoon departure, regardless
of time of reservation. However one-way ticket price for evening departure is 29 Euro,

when making a reservation 6 days before the departure, the price is 10 Euro more expen-
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sive than advertised 19 Euro starting price and when making a reservation 2 week before
the departure, the price is 24 Euro, which is 5 Euro cheaper than to book at the last mi-

nute.
The best overview about price information is available on Tallink webpage, where is a list
of all departure prices. A customer has a good overview of when he/she should make a

reservation and for what departure to get the best price.

Table 1. Comparison of prices of various shipping companies on Tallinn-Helsinki route

Departure | Wednesday, Wednes- Sunday, Sunday, Company
booking 2 day, book- booking 6 booking 2
days before ing 2 days before | weeks be-
the depar- weeks be- the depar- fore the
ture fore the ture departure
departure
07.40 (19€)31,5€ | (19€)225 - - Linda Line
€
07.30 28 € 19€ 19€ 22 € Tallink
08.00 (20€) 25 € (20€) 25 € (20€) 20 € (20 €) 20 € | Viking Line
10.30 28 € 19€ 36 € 36 € Tallink
11.40 - - (19€)31,5€ | (19€) 22,5 | Linda Line
€
12.00 (19€)19€ (19€)19€ (19€) 24 € (19 €) 27 € | Eckero Line
16.00 - - (19€)31,5€ | (19€) 31,5 | Linda Line
€
16.30 36 € 36 € 43 € 43 € Tallink
16.30 - - (20€) 44 € (20 €) 44 € | Viking Line
18.00 (19€)252€ | (19€)18€ | (19€)31,5€ | (19€) 31,5 | Linda Line
€
18.00 (20€) 35 € (20€) 35€ - - Viking Line
18.45 (19€) 24 € (19€) 24 € (19€) 29 € (19 €) 24 € | Eckero Line
19.30 32€ 29 € 39€ 34 € Tallink
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3 Theoretical Framework

This chapter focus on the theoretical framework of this thesis. One main topic explains the
concept of revenue management, revenue management process and the concept of dy-
namic pricing.

Second main topic is about fairness, factors which are influencing fairness perception and

issues to consider when practicing revenue management and dynamic pricing.

3.1 The Concept of Revenue Management

In the hospitality industry pricing is the key element in marketing strategy. As market place
is heavily competitive it is crucial to set the right price. Price is the easiest marketing mix
components to change and it directly affects revenue. Therefore, companies put a great
effort into formulating their pricing strategies.

Fixed pricing have been common pricing strategy, however firms who are operating in
competitive markets are not restricted to charge only one price for their service, but may
charge different customers different prices. Thus companies are moving away from fixed

pricing and employ revenue management.

Revenue management also known as yield management (the traditional term in the avia-
tion industry) developed during late 1960s and early 1970 in aviation industry.

In the early 1970s, airlines began to offer fares to gain revenues from seats that otherwise
would have been empty (Jerenz 2008, 7). With this strategy, airline was able to segment
the market between leisure and business travellers by different willingness-to-pay to in-

crease revenues.

The aim of revenue management is to maximize passenger revenue by providing the right
service at the right time to the right customer at the right price. In practice revenue man-
agement means setting prices according to predict demand so that price-sensitive cus-
tomers can purchase service at off-peak time at favourable price, while customers who

are not price sensitive can purchase service at peak time (Yeoman 2001, 4).
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Revenue management have two strategic levers: duration control and demand based pric-
ing.

Demand based pricing is named as a ,price discrimination“ by economists.

It is a practice that segment demand according to price sensitivity, demand elasticity and
willingness to pay. This method results that customers pay a higher price when the de-

mand for the service is strong and lower price when the demand for the service is weak.

Revenue management has been widely implemented in the aviation industry, but nowa-
days it has been practiced also in hotel, rental car, cruise line, long distance passenger
train and movie theatre industries. All these industries have few elements in common:
relatively fixed capacity, ability to segment markets, perishable inventory, product sold in
advance, fluctuating demand and low marginal sales costs/high marginal capacity change
costs (Kimes 1989, 15). A major element in common to the industries which are imple-

menting revenue management pricing strategy is the limited flexibility of the capacity.

Revenue management is suitable for capacity-constrained service firms. Capacity can be
measured in both physical and non-physical units (Yeoman 2001, 4). For example, physi-
cal capacity may be measured by the number of rooms or seats. Non-physical capacity is
usually consumption (time or duration of use) or transaction (time, when booking is made,
in advance or in last minute).

Capacity is usually fixed over the short term, although some companies are able to
change their capacity by adjusting the amount of time or space available (Yeoman 2001,
4).

14



3.2 Revenue Management Process

Revenue management works on the concepts of market segmentation, price discrimina-

tion as well as demand forecasting and optimization.
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Figure 2. Concepts of Revenue Management (The Decision Makers 2015)

3.2.1 Price Discrimination

Price discrimination is not a new concept. It is strategy providing an individual or some

segments of consumer groups with different prices.

Price discrimination helps companies to increase revenues in two ways. Charging premi-
um prices for customers who are less price sensitive and to extract greater revenue and at
the same time charging discount prices for price sensitive customers. It helps to increase

consumption of the service that balance the price reduction.

Time is also an important element in market segmentation. Demand is balanced by in-
creasing prices during high demand and offering discounts during low demand. Types of
discount vary among tourism industries. In airlines and ferry industries, discounts are of-
fered for early bookings, including group reservations, as well as travel during low demand
days and hours. For example, premium price may be fully or partially refundable and pur-
chasable all the time in contrast to discount offerings, which are non-refundable and must

be purchased a certain day in advance.



3.2.2 Market Segmentation

Market segmentation is a key element for successful revenue management practices. It is
process of splitting customers in a market into different groups or segments. Different
group of people differ on the basis of income, sex, age, education, price sensitivity, char-
acteristics and similar needs which may require separate products. The goal of a segmen-
tation analysis is to understand which customers are buying, how they buy, what they val-

ue, and how much they are willing to pay.

Phillips (2005, 15) have stated that "the key to the success of revenue management is the
ability to segment customers between early-booking leisure passengers and late booking
business passengers". For instance, in airline industry people are differentiated according
to time of purchase. Business travellers who have higher willingness to pay would prefer
to purchase a ticket at a higher price to be able to change the reservation or cancel it
without penalty. It is because business travellers need to change their plans more fre-
quently and they may not always be certain about their journeys.

Leisure travellers who are more sensitive to price prefer to book in advance to get better
offerings and in general they are more flexible with travel time. Market segmentation helps
to catch more leisure travellers who make reservations in advance to increase capacity.
These discount offerings have usually more restrictions (to book and pay certain days in
advance, cancellation fees).

In the industries which are implementing revenue management strategy, the demand for
the services is generally uncertain and varies over time. Since the demands is uncertain

demand forecast for each service is required to develop a capacity.

3.2.3 Demand Forecasting

Tourism companies have data information systems. It allows them to use historical sales
database to collect, store and process demand data, in this way company is able to fore-
cast future demand.

Customer demand varies by time of year, by week, day and time of day. Some companies
have demand higher on weekends and during summer months or particular day of a week
or particular time of the day. For a company it is difficult to make pricing and capacity de-
cisions when demand varies over time and future demand is uncertain (Yeoman 2001, 5).
According to Yeoman (2001, 5) "Companies should be able to forecast time-related de-

mand so that they can make effective pricing". In such case practicing revenue
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management techniques allow to decrease revenue losses. For example, during low de-
mand periods the number of discount prices increase and during peak periods, when de-

mand is high discount tickets will be limited to increase firm profitability.

3.2.4 Optimization

Optimization helps to determine how a firm should respond to a market.
The goal of optimization is to provide the right price,

o for every service

e for every customer segment
