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What is service?

e A service is an act or performance offered by one
party to another.

e Services are economic activities which create
value and provide benefits for customers.

e Service are intangible activities. Services

generates organisation.



What is marketing?

e The action or business of promoting and selling
products or services, including market research and
advertising.

e Marketing is the activity, set of institutions, and
processes for creating, communicating, delivering, and
exchanging offerings that have value for customers,
clients, partners, and society at large.



Services Marketing

e Services marketing is primarily concerned
with a scientific and planned management
of services.

e |t makes possible coordination of the
service provider as well as the user.



Significance of Services Marketing

Generation of employment opportunities
Optimum utilisation of resources

Capital formation

Increasing standard of living

Use of environment friendly technology



Service Sector

e Service sector has been sustained growth and
development.lt is growing both in terms of
domestic productive capacity and exports.

COVERAGE OF SERVICE

e [raditional services
e Modern services
e New generation services



COMPONENTS OF
SERVICE

Jd PHYSICAL PRODUCT

1 SERVICE PRODUCT

1 SERVICE ENVIRONMENT
1 SERVICE DELIVERY




Reasons for growth of the service
sector

Democraphic changes
Economic changes
Social changes
Political changes
lechnological changes



CHARACTERISTICS OF SERVICES

INTANGIBILITY
INSEPARABILITY
HETEROGENEITY
PERISHABILITY
OWNERSHIP

PRICING OF SERVICES

J
J
J
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J
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CLASSIFICATION OF SERVICES

A CLASSIFICATION OF SERVICES BY ADRIAN PAYNE
A CLASSIFICATION OF SERVICES BY CHRISTOPHER
LOVELOCK




DIFFERENCES BETWEEN GOODS AND SERVICES

TANGIBILITY
TRANSPORTABILITY
HETEROGENEITY

EXISTENCE

RESALE

STORAGE

SMALL FIRM SIZE

DIFFICULTY QUALITY CONTROL

Lol ododC



MORE DIFFEERENCES BETWEEN GOODS
AND SERVICES

LABOUR INTENSITY

LEGAL AND ETHICAL BARRIERS
FLUCTUATING DEMAND

SAMPLING

RESTIRCTED APLLICABILITY OF A PORTFOLIO
THEORY

ESTABLISH OF LARGE MARKET SHARES
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(A service is an act or A D"Olutmn and Growth

are economic acu\’!‘ties Which create !.falﬁmmj 4 Vil o Arcther Seryices
Qervioss e intangible iy . e and provide benefits for customers,

physical product. However. the perfo

ervices offered by themm 1. .. .
isnsuranc'e companie}; hu::e]l; In Services generating organisations like banks,
; » ransport Companies, efc. application of marketing

principles has become 'Mperative for thejs growth and success, i.e., @ marketer

s, promotes and o]
plan » P renders S€rvices to customers or clients. So, services

ing focus i ; s
arkFtl g Eson sel]mg the Services to the satisfaction of users or customers

marketing something intangible. Marketing services aims at profit making through
user’s satlsfactm!}. For example, a life insurance company basically sells the
service _uf protection that would be acceptable to the potential buyers and yield
profits to the company. Banks make available to the customers sav ings, investment
and credit facilities.‘:-ﬂg transport companies offer to their customers safe and
ecmippi_ic transport service. Likewise, tourist organisations, hotels, communication
organisations offer services to their customers. By and large, all the services
generating organisations practise marketing for accomplishing the organisational
goals, It is in this background, the growth of the service sector should be studied.

Evolution and the growth of the Service Sector

~ With the advent of industrial revolution in the eighteenth century, dramatic
@hﬂﬁgﬁ;ﬁ took place in production. Consequently, service sectors namely, financial
Wﬂm, transportation and communication networks developed appreciably.
This all round development has ultimately made available the benefits of large
scale production. After the second world war, there has been a shift in importance
from the traditional manufacturing to service based enterprises. Countries like
USA, UK, Germany, Japan, Canada, Sweden etc., have changed from being ‘goods
dominated to ‘services dominated’. The developed economies are renamed as
Service economies which make significant contribution in terms of employment

ind Gross Domestic Product (GDP). Table 1.1 reveals the significance of service
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Evolution and Growth

gmce is d:lwerefi{servif:c design), m dsy S— 'IJ
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order to offer more benefits (o consumer, (y; R T

maintain a strong service inenali thro ) Internal Marketing to instil and
EEokien Wtk new Aot ty throughoyt ap, Organisation, (vii) relationship
mark 'S N0 regular clients — being strong supporters

of the company. (viii) Transactiona| Strategy ; -

. : : &Y nvolving the integration of strate
formulation and 'Mplementation across all the countries in wﬁ:h the com aﬁy
wishes to do business. etc. pany
-~ Reasons for the Growth of the Seryjce Sector

anﬂ ;hc.application i techno; E? Owing competition, fluctuations in dema_nd
: /\1010g1es have stimulated the growth of the Service
Sectt_lr- Banks, Housing societies, insurance companies, Professional service
providers such asaccountants, lawyers, Airlines, Retailers, Telecommunication
Companies efc., are increasingly dependent upon service marketing principles.
The reasons fo_r the growth of the services sector may be analysed under the
following headings:
(1) Demographic Changes, (2) Economic Changes, (3) Social Changes,
(4) Political and Legal Changes, (5) Technological Changes.
(1) Demographic Changes
( Demographic factors are related to population. There is a general increase
in the population and increased life expectancy, etc., now in India. Rise in
life expéctancy has resulted in the population increase of senior citizens.
Their growing numbers have paved the way for the growth of old age
homes, health care centres, nursing, tourism and hospitality services.
Apart from these, there has been a structural shift among people. Migration
of people from rural areas to urban areas has led to the development of
new towns or reginns.@“his has increased the need for providing
infrastructure and support services. Since 1960s, services of numerous
‘ Varieties have emerged/[Hotels-and restaurants, beauty parlours and
laundries, lodging, transport, insurance, banking, finance, communication
" (telephone and postal), advertising and promotion, engineering,
- consultancy services, tourism and travel and many other professional
- services have growr in importance due to demographic changes.

® ‘ﬁcmomic Changes

ST _ . | -
i > economic factors play a crucial role in the development of the service
ith the advent of globalisation of business, the world market has

“he internationalisation of service companies has created a
greater demand for services such as_communication, transport and
: MW Airlines and Air cargo companies which were
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Emlll
g
rtunities are offered by the service sector
; 'vice sector com i’
jgnificance of the service sector lies in its capac itgat::;]r::,::?; ’i}ﬁﬂp‘:’,’;‘?:{t_the
|f the service by properly developed, it will solve the ppmhiemmjf
un,,mplaym:_mt:" I]';d“’ to a great extent. After liberalisation policy, the service
India has been emerging as a dominant component in the econommy

rin
2, Optimum Utilisation of Resources
jndia is bestowed with rich resources, Parti
{ @_lcul_arJy, the human resources

wﬂilablq inlncia fatmur thF gmwth of the service sector, While the labour content
in most magufaq‘_:tunng activities is dropping steadily with use of technology, the
jabour content in the s,eWEce sector is comparitively high. As India is rich in
puman resources, service sector can grow steadily. Moreover, service sector
excellent export opportunities too. In fact, the important agenda of the
world Trade Organisation (WTO) is opening up of market for services. So, by
exploiting these factors, India can maximise its services export. Though its
rmance in the export of computer software is quite commendable already, it
should concentrate on other areas as well. Service firms such as personal care
es, the entertainment services, tourism services, hotel service contribute
o the growth of the economy without consuming any natural resources. Ina
sense, the growth of service firms of this kind conserve natural resources. Thus,

services marketing help conserve the valuable resources for future generations.

servic

3, Capital Formation
There are indications that Services will grow more rapidly in the near future.
ors signal an expansion of the service sector.

Economic, social and political fac

Investments and job generations are far greater in the service sector compared to
manufacturing, It is estimated that telecom alone will account for an investment
of Rs. 150,000 crores in the coming years. Investment encourages capital
formation. For the development of a nation, the flow of capital should be directed
| e made in the service sector,

towards the most productive use If investments ar
)W ith increased developmental

it will contribute to the nation-building process
which, in turn, facilitates capital

activities, the per capita income increases
formatior(, Performance of rofitabl ices can absorb higher investments,

thereby accelerating the rate of capital formation.
4. Increasing the Standard of Living
The standard of living of the people

basis of quality and standard of products cons
ay Tiving. Any development is transparen

umed or services availed in the
t only when the living conditions

' .

of the masses improve. ‘When compared with developed countries, the standard

of living in India is far from satisfactory. Stan ivi ¢ improved
the other hand, the standard of

offering more opportunities for eamnings. On
is determined by the avaﬂahi]Mgfo_o/dSﬂ_q services for citizens and
ing o1 The development 0 services industry is sure to promote

Tiving o the people

j

in any country would be decided on
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The Concept of Se'"viq
b
Meaning and Definition of Services x

ices” are revolutionising the whole world. Today, We live in n ecgy,
*sﬁwces_ e ted. Marketers offer tangible goods with SUI?'POF'ﬂnggEt h
which is serwce-onenqﬁér sale services, accompanyin g a product. By :
such as pre-sa!efﬂt’udy in marketing, attention is paid to those SerVices g !}
dlSt'mm: Z?;argfesssional concerns with profit seeking MOLIVe. Theg,
zil:,sc:;;senta”}f commercial services offered in business. These Services -
labour services (domestic, office, factory, workers), personal seryijceg (cook

laundry photographers, barber), professional services (accountant, lawy.

0

L. “Services refer to socia efforts which incluge even the governmey *

fight five giant evils, e.g, wan, disease, ignorance, squalor and Iness,
the society”. — ;. William Beveridge

tion to g student, loan to,
fanner,‘transport toa consumer, COmmunicatiop a;

» Pleasure or pajn» _ Rao. 4. vg
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. : an action(s) of =
m;ntams and improyeg 4., Well-being ang fun frg:fmlsa““"m fha
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The Concept of Services

m Physical Product e =

The various products marketeq by a firm involve the Physical transfer of
ro

ership of those products, They are tan; : T ——
;::lgxamplﬂ: physical products -include T%EIEZ?; h;l;fqr?a;:g; Stén Catiiel
Hair oil, Vacuum Cleaper, Washing Machine, etc, Bilt s?r;igi:é_'fl_riﬁsg _(_}_f?gputerls,
intangible products. Different service firms offe; different services. For ex;‘:'el -
colleges and ooﬁls offer ra_-ducation,_ INSurance companies risk cu;vera e ba]:r:]::'
credit_and ﬁna&cliﬂ_h____s_er_v.llc‘e, beautic_iﬂs personal and beauty éﬁe‘ h‘tﬁ:;
amumodaho_n and convenience, cinema theaters entertainment, dry cieaners
cleaning services, solicitors legal advice, police security anzi protection
management consultants professiona advice ’

; _ » and couriers offer communication
and delivery. All these service offering units are customer-oriented.

All manufacturing organisations should develop standards to ensure that
products comply with customer’s Specifications. Quality of products should be
ensured in all modern organisations. The qll_ﬁlit:.ow;:pamnent is re@@eﬂ
for ensuring compli fthe product with the customer’s specifications. Japan
mﬁmdi memmn an endeavour to
coordinate the work of marketing managers a

nd production engineers towards
the common goal of meeting customer

needs. QFD -links engineering design
features to specific customer needs assuring increased product’s value to
customers.

(2) Service Product

A servicg is an _actlmty or bene{i;_;h_.:at one party can offer I‘Q ano_ther which is
:ssentially intan tureService involves some interaction with Customers

without effecting transfer of ownership. For example, people visiting exhibitions,
rade fairs are allowed to inspect the consumer durables without be Ing approached
Jy sales representatives. Salesmen are trained in making proper approach to the
‘ustomers visiting their showrooms. The price labels carried by the products
educe the anxiety of price sensitive customers and relieve them from the
theration of price negotiations. So, the service providers lan their

nleraction with customers in order to provide better service experience to them.
l-—'-.____‘h_ - 2 3
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(3) Service Environment ‘ N

Gihapotential customers form an impression about the service 2, the baSig of
service environment,The service environment represents fhciphg 5":"_ back drgy
that surrounds the service( For example, providing hygienic m;) 'S the Cor,
service ina hotel or restaurant, Customers expect the restaur a:;tsctsr : mta_‘"taine
clean, offer flexible dining hours prompt service, soft m.usm, 2 . 3 .
etc. These elements of service environment have an importan mf],pam on the
service experience. The service environment appropriate to 3neb :Tt Im v
nappropriate for others. For example, a fas food restaurant nee zr—rﬁ%ﬁ#%ht'ng
while a-luxurious and romantic restaurant needs high decor and dim lig ting 4

' - : s tuli of treat
Jair dressing Saw € pictures of famous stylists, range Mentg

eic., and offer journals and materials facilitating light reading.
(4) Service Delivery |

The Service delivery is one of the important components of seryice -@ﬁfvlce
Cde“‘?’ffy is of great importance to the customer’s gverall perception. about the
quality of service.)The service provider should gMﬁEﬁﬁon to the
Way service is rendered to customers. Services are created as they are Consumeq.
The customer is often the topic in production process. So, the thrust is rnor.c ‘fm
tailoring the service to meet the needs of individual customers. While deciding
the method of service delivery the following questions should be considered.

(1) Should the service be delivered ata single site or through multiple outlets?

(i) What is the most convenient type of transaction for customers?
(iii) If the type of interaction is changed, would the service quality improve o
deteriorate? | o - afdin

i I o=

service offering. There are two types of i ion betwapn - ._gns;gtaflp Y In the
organisation {_g,) Customer goes to service organisation &Ild(li) SR
organisation comes to customers ‘When service5'mqﬁhétﬁe euﬁdiﬁérs o
to the supplier, there is a great Scope for exercisiﬁg’.i;:unﬁ@lld{;g}%g X -‘tdgkcome-
service, For example, when a patient visits a dentist, he ﬁ-iay,ﬁ-eemr gl d;%ﬁvef}’ of
by the decor of the waiting hall, courtesy of the recepﬁgmst &t‘i: -. ﬁlﬁrﬂencbd .






ble for customers to see,

27
it is impossi X
Service e Ijrr‘Imgl-u:. This feature of services
e or a company’s

ors .
7 mﬂt:'hﬁm an abstrac P ting the salé of a service should
omotons. gramme whilp S0 2570 the service. An insurance
pr omoU::Eggm]y on zl’m benefits to be derived ﬁarO::l ey paynicnt of child's
' h as gu :

otes service .beneeﬁ:s i;::me. i don % package o hdgyg
o r:tnm;ansfer coach and 2 hotel room. The strategies
4 rs for communicating the benefits of service
tation of the service and (i) focus on the

the service. ‘
- Developing a physical object
tangible. Banks promoting

festation of credit. By

concen

company prom
education expenses: o'm
focuses on useé of an ai :
developed by the service provide
are based on (1) tangible represen
service provider himself rather than on
(i) Tangible Representation of the Service
the service makes Services more

that represents : ' '
the sale of credit cards emphasise physical manil€: : '
d, customers can Store credit. Credit card is the

ssessing a credit car '
o dit service offered by the banks and financial

physical object of cre : : 1X .
institutions. It symbolizes the convenience 1n availing credit. The
arket their credit service

tangibility of the credit card permits the banks to m :
under different brand names and images. For example, the Central Card

. ofthe Central Bank of India and Gold Card of American Express, €lc.
(ii) Focus on the Service Provider : Sometimes, service providers are more
_tangible than the services themselves. For example, airline ticketing, life
insurance agent, and doctor are more tangible than their services such as
air cover m.':rvef, life insurance cover, and medical care respectively,
Se::wce p!‘owders are kn_o?m for their skill and expertise which represent
theu.* service. So, advems.mg campaigns focus on the competence of the

service providers. Buyers infer quality from the place, peopl '
sales literature, material | L S,
, materials, symbols and price chart that th
marketers of the service providers should successfull o Sen g
these physical attri ibli : v mannge and contro)
physical attributes and tangiblize the intangi i

PR B o e R : tz!ngl ble. Service marketers

gible services into concrete benefits.

2. Inseparability

: Gml .

oty {hysical productsare first manufuctured and then put into §

rue of services. Typi multiple resellers and i inventory
s e o comnmed sl

rvider e ——ncously.

Vhena

W Wﬁm service. Personal

Imm: B e
cer and such other professionals Providers such as dentist

C
reate aﬂd Qﬁer se”i“
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m The client is also present as the service is produced. Both the
5 : jer and ch.e:nt affect the outcome of the service. Due to inseparability, direct
ale of service is the only channel of distribution. As an individual, the service
rovider is ab{e to sell his service only to a limited number of customers in a day.
gut when an ll{ﬁtlmtlﬂn IS acting as a creator of a service, it may extensively
market jts service through agents. For example, a travel agent, an insurance
proker, a finance bf'ﬂlfﬂr efc., may represent a tourist organisation, insurance
d financial institution respectively. Inseparability bears certain market

comp&ﬂ)fan . k . " ¥ ad
- plications — (i) Squ!e distribution, (ii) Multiple locations, (iii) Image of the

p chl'Ge prOViderS.
(i) Simple Distripution @grvices are produced and consumed
| simuitﬂﬂeﬂl_ml}h In other words, the production process is associated
with the enjoyment of service. Active participation of consumer in the
production process of service is inevitable. (Student and teacher, patient
and doctor, credit card holder and ATM etc.,). So, distribution of services
must be simpler than the distribution of goods. The service provider
. should learn to work with larger groups. For example, by increasing the
working hours, a dentist can attend to more patients daily. :

(ti) Multiple Locations . Services cannot be stored or transported. So, service
providers can eliminate the role of intermediaries while providing service.
But services must be offered in many locations. The service organisations
can train more sérvice providers and build up client’s confidence. Service
establishments such as banks, cinema halls, restaurants, beauty parlours,
dry cleaners must be located close to the consumers. Since offering
services in more locations increases cost, the number of service locations

must be optimum. _
In the case of entertainment and

iii) Image of the Service Praw’deré
professional services, buyers are very particular about a specific provider.)

When clients have strong provider preferences, price is increased in
_accordance with the provider’s limited time. The image of the service
__ provider extends to the service facility offered by him. In order to maintain
sufficient image, professionals spend a considerable amount on furniture
and office decor. The decor of the professionals’ office convey an image

~ of competence.

[
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CHAPTER

5  MaNAcING bEMAND AND SUPPLY

Introduction - Fareca.mngdgw — Under

_;t:"ﬂm'{t"“ — Capacity planning - Strategies for managing capacity to march demand —
mu'ﬁ:: fWI ﬂ;i:ds:;’lgi fe#l;:nd to match capacity - Strategies when demand and capacity
cannot be maiched : Waiting lines, Reservari : . very —
S tarsgirman; = S w.n:. Queuing, Triage, Delaying service delivery

§ INTRODUCTION

The subject of this chapter is the challenge faced by managers of matching service supply with
customer demand on a daily basis in a dynamic environment. Service capacity is a perishable
commodity. For example, a plane flying with empty seats has lost forever, the revenue opportunity
of flying with one more passenger.

Unlike products that are stored in warehouses for future consumption, a service is an intangible
wﬁgnal experience that cannot be transferred from one person to another. Instead, a service is
produced and consumed simultaneously. Whenever the demand for 2 service falls short of the
capacity to serve, the results are idle servers and facilities. Furthermore, the variability in service
demand is quite pronounced. The natural variation in service demand creates periods of idle sérvice
at some times and periods of consumer waiting at other times,

The lack of inventory capability leads to four possible scenarios at any given time.
1. Excess Demand

The level of demand exceeds maximum capacity. In this situation, some customers will be
turned away, resulting in lost business opportunities. For the customers who do receive the service,
its quality may not match what was promised dueto crowding or overtaxing of staff and facilities.
2. Demand Exceeds Optimum Capacity :

No one is being turned away but the quality of service may still suffer due to overuse, crowding,
or staff being pushed beyond their abilities to deliver consistent quality.
emand and Supply are Balanced at the level of Optimum Capacity

ties are occupied at an ideal level. No one is overworked, facilities can be
 are receiving quality service without undesirable delays.

ive resources in the form of labour, equipment
productivity and lower profits. Customers may

standing demand patterns — Managing capacity ‘




' % w s 'h“‘\th,'.
receive excellent quality on an individual level because they have the ﬁmw""fﬂnr&%’ _.
waiting and complete attention from the staff. ' L)

Not all firms will be challenged equally in terms of mngsuppiy;nddw_ .
Seriousness nfmmmmwmﬂlmtd:wﬁﬂmMm.ﬂ?;
nmmwhkhmppbﬁmwﬁmmmufmmswmnpﬁumﬁ&
in demand (e.g. telecommunications, wmmm) mm‘&nh‘
narrower fluctuations (e g. insunm.!lmlﬁ):. banhng)ﬁrm peak dumndm usvally b,
met even when demand fluctuates (e.g. electricity, telephone) while for others peak dm“’
frequently exceed capacity (e g. theatres, restaurants, hotels). =/

I FORECASTING DEMAND

Iul.llclongtn'maluurnpm' ator might ba mpting (o forecast the am
sold in order to determine the growth rate, market p
meet this demand. However, to be nn
operational units, such as number
served by major airports). Within each re
specific areas, and within that, specific types of ace
=i 0 e




Managng Demand and Supply
Sharing Capacity

I UNDERSTANDING DEMAND PATTERNS

mmmucwquw.mummmmummurmm
curves commonly faced. ﬁm&-mmmﬁhmmmmpm along such curves,
Mﬂhmmﬂﬁm_m-n_hwnhﬂgms.l.hclwumwﬂln;of

demand patierns, why they vary and the n e demand at diffcrent points
e % "ll n-hunpnuﬂmeunpﬂn
S '-'FM_:. _dlull.j_. =
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Predictable Cydes

Varizton in demand can be caused by many factors. Some of which are predictable and some
*= Dot 1s there 2 prediciable cycle daily, weekly, monthly and/or daily? If there is a predictable
mwmmﬂrmﬂﬁﬂﬁngm?Tummmpmﬁdmemr
&= Gue. Services catering to children and families respond to variations in school hours and vaca 5.
Retml and telecommunication services have peak periods at certain holidays and times of the wee

Random variations in demandis a fact of life for virtually every service -m;nn arent
ereicble . For cxample, day o day changes e westhr mayafctue of
Accidents, hear aitacks and births all increase demand for hospital services, but the level of demang
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Nature of the constralnt Types of service®
Time : Legal
Consulting - |
Accounting
Medical

Labour Law film
Accounting firm

Consulting firm
Health clinic
Delivery services
Telecommuniclion
Utilities

Health club

Hotels
Restaurants
Hospitals
Airlines
Schools
Thealers

* The cxmpju illustrate the most commaon capacity constraint for each type of service. In reality, any of the
service organizations listed can be operating under multiple constraints. For example, a law firm may be opeTating
and fucilities constraints (not enough office space) at the

under constrained labour capacity (wo few sttormeys)
sume time.

( Equipment .

Facilities

Exhibit 5.1 What is the Constralnt on Capacity?

(Source : Service Marketing - Valane. A Zethaml, Mary Jo Bimer)

Another solution that avoids training and hiring costs is to simply increase the work hours of
the regular staff during periods of high demand. This policy provides high flexibility in matching
short-term demand fluctuations, but it cannot be sustained for long periods of time. The cost of
overtime pay and the effects on service quality of tired employees can overwhelm the benefits.

Moreover, when demand falls below desired levels, labour capacity cannot be correspondingly
of full-time employces. However, labour hour capacity can be

reduced by shortening the hours
and alternative maintenance duties during such periods.

reduced by scheduling vacations
rce can also be made more flexible through exiensive Cross training,

The capacity of the workfo
which enables employees to perform several different jobs. This approach allows management (0
reassign those working at less essential tasks (o assist temporurily at points of high demand. For
example, many retail stores have people working in backroom operations who can assist in serving
customers when traffic becomes too great for the regular sales stafl. It is also possible to increase
the productivity, and hence work capacity, of a stafl without adding more people through training in
improved job skills and by motivating personnel through inspiring leacership.

B
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) . ~ i can be extremelby
performed by the clerical staff in many Kinds of firms. Mﬁmﬁ% e
expensive and only available in increments that add large units of capacity ik
less flexible. In such cases, firms may be able to rent the equipmeet O share ownership w
firms. ’

Understanding the above primary capacity constraints that restrict service capacity hehp in
capacity managemen! ‘planning. _
I CAPACITY PLANNING | ,

Capacity planning involves determining the resource capacity that a firm will need to meet it
demand. The role of capacity planning is to convert the strategic types of marketing plans oc demand
forecasts associated with long range planning into over all capacity requirements, these aggregate
capacity requirements will subsequently serve as a framework for the short range allocation of over
all capacity to individual services.

Itis important to recognise that capacity plunning should have a time dimension associated
with it. Thus the number of tables (or even chairs) in a restaurant does not measure in Capacity:
this can be measured as the (maximum) number of meals served per day. In general terms,
capacity is measured by the maximum output level (tasks completed, customers served) in a period
of ime. For a hotel it might be beds available per night; for a supermarket, customers served per
hour; for an airline, passenger miles per year and for a college, student teaching hours per semester.

Itis important to note that generally it is necessary to express capacity in some general units,
particularly when this capacity can and is used to deliver a range of different services. For the
college, it is tempting to think of capacity as the maximum number of students on a particulur
course, whereas this does not portray the true picture, as in reality a mix of courses is offersd and
different courses have different requirements. Capacity utilisation concerns how the capacity is
used to satisfy customers. It is concerned with establishing a strategy for meeting the vanatons in
demand. Decisions such as the number of full time workers to employ, whether parttime workers
or sub-contracting should be used, when the services should be offered, at which sites or times and
how much capacity is needed are all part of aggregate capacity planning.

Capacity planning is somewhat different for services than for manufacturing because of the
following factors :

1. Most services are perishable and cannot be inventoried. Thus it is impossible to produce the
service early in anticipation of higher demand at a later time.

2. Demand for services is often difficult to predict and demand variations are typically more
severe and frequent (i.e. they occur over shorter time periods).
+ 3. Because of the variety of services offered and the individualized nature of services, the capacity
required to meet demand is difficult to predict. For example, the time required to serve a
merat a bank can vary considerably depending on the number and type of transactions
2d by the customer. Units of capacity also may be hard to define. For instance, should
efine capacity in terms of numbers of beds, numbers of patients, size of nursing or
~ number of patient hours at each level of care ?
' ot be transported service capacity must be ‘wailable at the appropriate
ie appropriate time.
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Fig. 5.3 Strategies for Matching Supply of and Demand for Services

DEMAND ALTER CAPACITY DEMAND,
TOO HIGH TOO LOW
® Stretch time, labour, facilities, and o Perform maintenance,
equipment renovations
® Cross-train employces o Schedule vacations
® Hire part-time employees ® Schedule employee training
® Request overtime work from employces o Lay off employees
® Rent or share facilities
® Rent or share equipment
® Subcontract or outsource activitics

Fig. 5.4 Strategles for Mananging Capacity to Match Demand
1.  Customer Involvement
Another source of additional capacity is the customer himself or herself. By converting certain

operations to self service, the firm's own personnel can be diverted to other functions. Buffets and
salad bars at restaurants and fast food joints are common examples.

In general, requiring customers 1o provide their own service must be reflected in lower
~or they tend to feel they are being cheated. Self se
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1. Partitioning Demand

Demand for a service is seldom derived from a homogenous source. Instead it is often grouped
into random arrivals and planned arrivals. For example abank can expect visits fromits commercial
accounts on a regular daily basis and at approximately the same time. It can also expect random
arrivals of its personal account holders. Likewise the walk-in patients arriving at a doctor’s clinic
are more than those with appointments. Walk in demand is uncontrollable, appointments are
controllable. Moreover, patients in flow is hi gher on week days than week end. Therefore, why not
make appointments in the latter part of the week (o level demand.

2. Vary the Service Offering

One approach is to change the nature of the service offering, depending on the season of the
year, day of the week or time of day. For example, accounting firms focus on tax preparation late in
the year and until April, when taxes are due. During other times of the year they can focus on audits
and general consulting activities. Airlines even change the configuration of their plane seating to
match the demand from different market segments. In some planes, there may be no first class

sections at all. On routes with a large demand for first class seating, a significant portion of the
seats may be placed in first class.

Care should be exercised in implementing strategies to change the service offering, since
such changes may easily imply and require alterations in other marketing mix variables — such as
promotion, pricing and staffing to match the new offering. Unless these additional mix variables
are altered effectively to support the offering, the strategy may not work. Even when done well, the
down side of such changes can be a confusion in the organisation’s image from the customers’
perspective or a loss of strategic focus for the organisation and its employees.

3. Developing Complementary Services

Restaurants have discovered the benefits of complementary services by adding a bar. Diverting
waiting customers  into the lounge during busy periods can be profitable to the restaurant, as well

as soothing to anxious consumers. Complementary services are basically offered to occupy waiting
consumers.

4. Promoting Off Peak Demand

Creative use of off-peak capacity results from seeking out different sources of demand. An
example is the use of resort hotel during the off season as a retreat location for business or professional
groups. Telephone companies offer lower rates to encourage long distance dialling at night or on
week ends, when switching equipment is underutilized.

The strategy of promoting off peak demand can be used to discourage over taxing the facility
at other times. A department store’s appeal to ‘shop early and avoid the Christmas rush’ and a
super market’s offer of double coupons on week days are examples.

5. Pricing Incentives

Customers understand price. As long as demand curves slope downward, lowering price is a
great incentive for getting customers to buy more of what you have to offer and raising price will
choke off demand. Raising prices for peak times and lowering prices for non peak times can work
wonders for smoothing out the demand on the service process. Telephone companies offer cut rates
in the evening and night hours. Movies have matinee specials. Hotels” lowest rates are offered
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