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One of the key factors for success in the tourism industry is how you price your 
product. Set the price too high and people won’t buy. Set it too low, and you’ll 
go out of business. 

To ensure that consumers purchase your tours and distributors promote it, your 
tour price must be consistent, accurate, and competitive. 

If you are developing a new vacation package, have you considered listing your 
existing tour offer on various distribution channels? Or perhaps attract another 
type of travelers? Now is the right time to learn more about price formation! 

This guide will help you determine the individual elements that make up the total 
price, and their impact on your tours. Read on and calculate the price for your 
tours better! 

Essential Steps in Setting Price for A Tour 
and Vacation Packages 

Step 1. Select the Price Objective 

Pricing objectives are goals that define what a travel company plans to achieve 
with pricing strategy. Define an objective for what you're trying to achieve. 

Some of the most common pricing objectives are:  

• Premium pricing – charging a high, rarely discounted price to preserve 
the status of your brand. 

• Differentiation – thinking of price as one of the differentiation factors of 
your brand. For instance, you could aim to be the best budget travel 
company in New York. 

• Closing sales – closing as many sales as possible, which often implicates 
negotiations and discounts. 

• Price leadership – setting a lower price than the competition. 
• Price discrimination – charging a high price to customers who are willing 

to pay more while still selling to price-sensitive customers. For example, 
by offering coupons that are valid only on Thursdays, you may attract 
price-sensitive travelers while travelers who are willing to pay more travel 
at their convenience.  

Step 2. Determine the Demand 

Estimated total demand for the new tour or a vacation package based on sales 
forecast and the degree of competition in the market. Most travel companies use 
surveys, price experiments, and various statistical analysis to make their forecast. 

  

https://www.orioly.com/best-distribution-channels-for-tours-and-trips/
https://www.orioly.com/best-distribution-channels-for-tours-and-trips/
https://www.orioly.com/ideal-customer-buy-tours-trips-travels/
https://www.orioly.com/ideal-customer-buy-tours-trips-travels/
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Step 3. Estimate the Costs 

While doing this, you want to charge a price that covers the cost of organizing, 
distributing, selling, and leading a tour or a travel.   

Step 4. Analyze Competitor Prices 

Travel companies should benchmark their price against competitors to establish 
a reference price. 

A reference price is a price that a traveler considers justified to pay for a tour in 
comparison to competitors’ tours.  

Step 5. Select Pricing Method 

Various pricing methods are available to give various alternatives for pricing. 
Select one of these: 

1. Cost-oriented pricing method 

Cost-based pricing involves calculating the cost of a tour, and then adding a 
percentage markup to determine the price. That’s the easiest way to calculate 
what a tour should be priced at. 

• Cost-plus pricing involves adding a certain percentage to cost to fix the 
price. For example, if the cost of a vacation package is $150 per person 
and the marketer expects 12% profit on costs, then the selling price will be 
$168. The difference between the selling price and the cost ($18) is the 
profit.  

• Mark-up pricing is a variation of cost pricing where travel company 
increases the cost of their tour before offering a significant discount. That 
way, travelers feel like they are getting a deal and travel companies get 
more profits. Mark-ups are calculated as a percentage of the selling price 
and not as a percentage of the cost price. 

• Mark-down pricing means that you offer your products at a discounted 
rate in order to increase the number of bookings you receive. 

• Break-even pricing covers all the relevant fixed and variable costs. The 
sales revenue equals the cost of sold tour and vacation packages. There 
is neither profit nor loss. 

• Target return pricing is the pricing method where travel company sets 
prices to achieve a certain level of return on investment (ROI). 
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2. Market-oriented pricing method 

• Perceived value pricing considers perceived value as the primary factor 
for fixing prices, and the travel agency’s costs as the secondary. If the 
customer perceives a higher value, then the price fixed will be high and 
the opposite.  

• Going-rate pricing sets the price by major competitors. If a major 
competitor changes their price, then the smaller travel companies may 
also change their price, irrespective of their costs or demand.  

• Differentiated pricing may charge different prices for the same tour or 
vacation package. 

• Customer segment pricing 
Here different customer groups are charged different prices for the 
same tour depending on the size of group bookings, payment 
terms, and so on. 

• Time pricing 
Here different prices are charged for the same tour at different 
timings or season. It includes off-peak pricing, where low prices are 
charged during low-demand tunings or season. 

• Area pricing  
Here different prices are charged for the same tour in different 
market areas. For instance, a travel company may charge a lower 
price in a new market to attract travelers. 

Step 6. Select the final price 

Finally, select the final price.  

Key Factors in Travel Company's Price 
Formation 

Having a pricing objective isn’t enough. A tour company must look at multiple 
factors before its price formation. Those factors can be internal and external.  

External factors that influence the process of travel price formation are the 
demand, the economy, government laws and regulations, competitors, strikes, 
terrorism, bad weather, seasonality and so on. Those are the elements that are 
beyond your power. 

For instance, let’s have a look at seasonality. 

Demand for tour and vacation packages is influenced by seasonality, regardless 
of the destination!  Most tour and vacation packages are affected by seasonality 
because of school-year and holiday patterns.  

• Great Solution to Seasonality Problem with Tours and Activities 

https://www.orioly.com/seasonality-problem-tours-and-activities/
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Consequently, the seasonal aspects must be considered when developing 
prices. So, be sure to determine the fluctuations in business between high and 
low season while setting the price of vacation packages. 

Internal factors that affect price formation are marketing objectives, fixed and 
variable costs, human resources, etc. You can change those anytime you want. 

Dynamic Pricing for Tour Providers. What it 
is? And how to do it? 

Before we talk about the dynamic pricing, it seems important to cover one of the 
critical pricing elements that economists call the price elasticity. It plays a huge 
role in price optimization.  

What is Price Elasticity? 

It is assumed that more travelers will book tour and vacation packages when 
they are cheaper, and fewer people will book when it’s expensive.  

But how many more travelers will book a tour when you lower the price?  

Would anyone book that same tour if you raised the price? The price elasticity of 
demand is a concept that answers this question.  

Price elasticity attempts to show exactly how responsive the demand is for your 
tours and vacation packages, based on how it is priced. When making a pricing 
change, understanding how elastic or inelastic your tours are is crucial.  

The more unique and high-quality tours and vacation packages you provide, the 
less sensitive to changes in price travelers will be. Brand loyalty works the same 
way.  

There is actually a formula you can use to calculate the price elasticity of 
demand: 
 

Price elasticity of demand =  
Percentage change in quality demanded 

Percentage change in price
 

 

Let’s look at an example. Say that a travel company in Nepal raised the price of 
all trekking tours from $540 to $600. The price increase is 11%. Now let’s say that 
the increase caused a decrease in the quantity sold from 50 tours to 41 tours in 
a three-month period.  The percentage decrease in demand is -18%. Plugging 
those numbers into the formula, you’d get a price elasticity of demand of: 
 

-0.18 ÷ 0.11 = -1.6 or 1.6 

Negative is ignored and the absolute value is used to represent the price 
elasticity. It’s the distance from zero that we are interested in measuring. The 
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higher the absolute value of the number, the more sensitive travelers are to price 
changes.  

Please note: Understanding the price elasticity of demand for your tours and 
vacation packages doesn’t tell you how to manage it. So, it’s not just about 
figuring out the right number; you need to understand consumer behavior as 
well. Why travelers are acting the way they are?  

Research to get the answer to that question. 

Have in mind that travel companies and travelers are in the conflict of interest. 
While a travel company wants to earn a profit, a traveler is looking for the best 
value for his/her money and aims to spend as little money as possible. So 
average travelers could perceive your price as too high.  

How Can Tour Providers Implement Dynamic Pricing? 

Dynamic pricing (also known as yield management) is the practice of 
implementing a variable pricing strategy, based on understanding, anticipating 
and influencing consumer behavior in order to maximize revenue or profits. 

As a tour provider, you need to know that you don’t need to set a fixed rate for 
every tour that you provide. You can implement dynamic pricing by employing 
mark-up or mark-down pricing method.  

Dynamic pricing is the revenue-optimal ‘sweet spot’ between raising the price to 
make more money per seat and lowering the price to increase the probability of 
the traveler booking a tour.  

When we ask: "How much will customers pay?" the question is: 
"Which customers?" 

Some travelers have more money than the others and what’s expensive for one 
person isn’t for another. Dynamic pricing is based on that fact. 

Here’re some ideas: 

Tours could be charged less when it’s the weather is not ideal. They could be 
charged more when a traveler books last minute (e.g. an hour before a tour). 

Travel companies whose trips involve a flight by plane could charge extra for a 
windows seat. Moreover, they could set an online marketing campaign where 
travelers can bid extra amount of money to get it. That also applies to offering a 
presidential suite in a hotel or some other add-on. Be creative! 

Let us know how you have set your prices. We are very interested in how tour 
providers deal with competitive pricing. 

Start your day with blog posts made for tour providers—subscribe to Orioly 
newsletter and receive fresh content on a monthly basis! 

 

https://www.orioly.com/losing-money-never-knew-addons/
https://www.orioly.com/orioly-blog/

