From an article by Ravanas in the International Journal of Arts Management, VVol. 10, No. 2, Winter 2008

CASE STUDY: the Chicago Symphony Orchestra on Dynamic
Pricing

Philippe Ravanas (Chairman, Arts Entertainment and Media Management Department, Columbia
College Chicago)

Case study on how the Chicago Symphony Orchestra used a sophisticated pricing strategy to reverse a decade of
decline in sales.

Situation

When Deborah Card joined the Orchestra as President in 2003, she found a disastrous situation. She had to
reverse a long cycle of decreasing sales and mounting deficits by radically changing all the Orchestra’s business
practices. The key to her success: a fine-tuned combination of innovative programming, customer service and
dynamic pricing.

Analysis

In the 1970s and 1980, with Sir Georg Solti as its conductor, the Chicago Symphony Orchestra (CSO) emerged as
one of the best orchestras in the world. Its executives became spoiled. As soon as they announced a new season,
the vast majority of seats were snapped up by eager subscribers.® Intoxicated by its box office success, the CSO
entered in the early 1990s into a vicious circle of cost inflation and price increases.

“We probably were under-priced in 1990, and we were under the impression that our product would tolerate any
price increases” notes Kevin Giglinto, Vice President for Sales and Marketing. “From 1990 to 2000, the
Orchestra raised its tickets rates from 5 to 10% each year.”? Over this ten-year period, the average ticket
price doubled from $35 to $70 — among the most expensive tickets in the country.’

This cycle took a turn for the worse during the 2001/2002 season. Attendance dropped to 81% - far from the 96-
97% of the mid 1990s. For the first time in 15 years, the Orchestra accumulated a significant operating deficit
($1.3 million). Grappling with its first red ink in more than a decade, the CSO was forced to take a long, cold look
at its value proposition.

Matching price and value has always been difficult, particularly for arts organizations. The esthetic value of a
cultural product is eminently personal and subjective. Demand/price elasticity for the same cultural product can
vary from a period of time (a day, a week, a month) to another. Most importantly, it can vary from one consumer
segment to another. By maintaining a narrow price scale and raising the price of its tickets across the board, the
CSO did not allow itself to take advantage of these variations. In fact, the CSO had the worst of both worlds: high
prices which turned younger, less affluent and more price sensitive clients away; and constant discounts which
alienated the price insensitive ones. “By setting high prices and then often discounting them, we were training
people to wait for last minute discounts,” remembers Giglinto. “Worse, we were losing our subscribers, who did
not understand why they should commit to us months before a show and pay significantly more than somebody
who had just entered with a special offer. We were harming our brand. We had to flip our value model and rebuild
it with innovative programming, excellent customer service and attractive prices.”

! Lewis Lazare, “CSO's mystery man sounds clarion call for new audiences,” Chicago Sun-Times, 15 August 2001.
? Interview with the author
? Sandra Jones, “Seeking to Strike a New Chord,” Crain's Chicago Business, 2 June 2003.
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New pricing strategy

After observing variations in price elasticity from a customer segment to another, the CSO developed a dynamic
pricing strategy, setting different prices for the same seat according to each segment’s behavior. It rescaled its
rates based upon the four following parameters:

1. Place of the seat relative to the stage. Previously, the CSO followed common industry practice and scaled its
ticket prices according to a seat’s distance from the stage. This assumed that patrons preferred to sit close to the
stage and were ready to pay more for this proximity. A detailed, seat by seat analysis of its bookings revealed a
more complex picture. “We looked closely at our sales records for each seat: what seats were 100% subscribed,
95% subscribed, 90% and so on” says Giglinto. “We realized that the most coveted seats were not those close to
the stage, but those right at the center of our main floor. The further from the center in every direction, the less
attractive the seats.” The CSO thus reconfigured the price scale in a succession of concentric squares. As a result
the number of price categories for the hall went from 13 to 20. The company raised prices for its highly demanded
seats from $110 to $190 and lowered prices for seats in less desirable locations from $ 60 to $27. Its average price
did not change significantly, but its price range widened, allowing customer to buy tickets that fit their budget.
“We wanted to remove the price barrier and it worked,” adds Giglinto. “In our surveys, the number of people
mentioning price as a reason for not renewing their subscriptions dropped from 20% to 6%.”

2. Programming: Using their sales history from the past 70 seasons, the CSO now assesses the attractiveness of
each future concert by comparing it to past performances. It then measures the potential of this particular concert
to be above or below the projected average occupancy for the forthcoming season and adjusts its prices
accordingly.

3. Time and date of the show: The CSO’s price scale reflects demand variations to three factors: hour of the day
(matinee or evening), the day of the week (mid week or week end) and the period of the year (seasons, school
holidays...).

4. Time of purchase: By doing away with most special offers, and by offering subscriptions for sale or renewal
several weeks before the box office opens for individual sales, the company has reverted back to offering
subscribers priority access to the best seats at the best price. This incentive to buy early and in bulk, coupled with
a flexible exchange policy has a clear effect on subscription sales. “In our new strategy’s first year of
implementation, our subscription rate jumped from 64% to 67% of our total tickets sold. The subscription
retention rate, which for years lingered at 81-82%, reached 87%"” says Giglinto.

The CSO reviews its price scale regularly. Before the start of a new season, the Marketing team analyzes past
sales and adjusts the price or seat allotment for each category to better match demand. Every week during the
season, it recalculates the best pricing structure for optimizing revenues, based on real-time modeling and the
forecasting of demand behavior per customer micro-segment. Rather than setting firm prices for individual
tickets, the CSO publishes the minimum price for a given seat (“from $29” for instance) and allows this price to
fluctuate with demand, charging more for desirable tickets.

“We first try to build a scale so that we don’t have to change prices during the season” says Giglinto. “We try to
anticipate the attendance for each concert and price accordingly. But we also take short term trends into
consideration. Last year we changed the prices of 40 out of 230 performances. Dynamic pricing certainly deserves
the time we invest in it: each year, this process brings us up to $250,000 in additional revenues.”
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Conclusion

The Orchestra’s transformation was not entirely painless. Deborah Card had to cut costs (the CSO’s
administrative staff went from 126 employees to 105),* renegotiate the musicians’ contracts to reduce pension
costs and instill a new spirit of fiscal responsibility throughout the organization. “Change is difficult,” Card
concedes, “particularly when you have people who have been around for a long time, and particularly when you
have had the success the CSO had during the Solti years. The organization believed it owned this success, and that
its robust nature would protect it against everything. But I believe that you can’t just sit and let things be the way
they are because otherwise they’re eventually going to die. We had to stop turning our back to our audience.
Fortunately, we had enough people committed to push this through.””

Card and her team have achieved a remarkable tour de force: they have proven that the decline of classical music
was not a fatality.

* Bob Cook, “Orchestrating Change,” Stanford Magazine, July/August 2005.
> Interview with the author
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