Simulation Exercise

An airline has one flight per day between two cities. The plane seats 20 passengers. Demand is high for the flight and they can sell all seats everyday. A passenger who makes a reservation will show up with probability .90 (independent across passengers). A passenger who is “bumped” receives his/her  money back plus 20% extra. All passengers pay the same price, $200. How many passengers should be booked to maximize average revenue? Generate 1000 realizations of this model for 20,21,…,25 passenger booked and obtain average revenue.

Using EXCEL:

1. In cell A1, type:  =RAND()
2. Copy and Paste to Rows 1:1000 and columns A:T (for n=20)

3. Copy entire range and Paste Special then Values over itself

4. In cell AA1 type: =COUNTIF(A1:T1,”<=.90”). This is the number who show up for the “flight”.

5. Copy and Paste to cells AA2:AA1000

6. Obtain the revenue for each “flight” in cells AB1:AB1000

7. Obtain the average revenue by typing  =AVERAGE(AB1:AB1000)
