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Task 1

Study Task

1. What is the service encounter? And when do service encounters take place?

Service encounter: 

· The moments of interface between customer and supplier.
· Any episode in which the customer comes into contact with any aspect of the organization and gets an impression of the quality of its service.

2. Explain the nature of service encounters.

The nature of service encounters:

They consist not of a single episode but a series of episodes, with multiple facets of an organization. For most organizations, the make or break service encounters are those between customers and service providers. We can view these encounters as human interactions with the following characteristics:

1. Service encounters are purposeful - Regardless of who initiates it, all service encounters are goal oriented.

2. Service providers are not altruistic – Most service encounters are part of daily work life, at least for the service provider. The main purpose of the service provider is to perform duties for which they are paid. Therefore a service encounter is work.

3. Prior acquaintance is not required – In most cases, the customer and the service provider are stranger who would not normally interact outside the service setting. However they usually feel comfortable interacting, in many cases, even without introducing themselves to each other.

4. Service encounters are limited in scope – Although greetings, courtesies and small talk may be part of some service encounters, the time spent on nontask issues is usually very short. The scope of interaction between the customer and the service employee is limited by the nature of the service task.

5. Task related information exchange dominates – Most service encounters with a service provider require information exchange. Although some informal settings may involve non task related information exchange, task related information is indispensible and has the priority such as in a beauty salon most of the information between a customer and a beautician may be on the weather and the latest fashion. However task related information, such as how short the customer wants their hair what style they want it and whether they need a shampoo must be provided first.

6. Client and provider roles are well defined – The interaction between a customer and a service provider in an encounter requires rules of behavior for effective and efficient service performance. The relevant rules are usually learned from experience; otherwise a service provider may guide the customer to conform with the rules.

7. A temporary status differential may occur – An important characteristic of some service encounters is that they involve a temporary suspension of normal social status enjoyed by each party.

3. Describe the characteristics of service encounters.

Characteristics of service encounters:

1. Intangibility – Most services are intangible. This characteristic can be understood most easily when one thinks about the tangible nature of goods. A good is a physical object, it can be touched, felt, sometimes smelled and if it is a food item can be tasted. Services are not physical objects. They may utilize physical objects or be embodied in physical objects but they themselves are not physical. Most services are performances. Intangibility describes the uniqueness of services more succinctly than any other characteristic.

2. Inseparability – Provision and consumption of most services are inseparable: They can be consumed only when they are produced. For most goods, these two processes can be and usually are separate. A TV set can be produced in a factory in one geographic location and shipped to wholesalers and retailers all over the world and consumed in many different places. Someone who buys a TV does not have to use it right away, it can stay in its box infinitely. A second form of inseparability is the inseparability of the customer from the service delivery process. In other words most services cannot be stored for future use, the customer must be present when the service is created. Joint consumption of some services is a third form of inseparability. Some services are provided for a large group of customers such as a theatrical production, a concert and a cruise ship vacation are services produced for and experienced by a group of people.

3. Perishability – Most services because they are simultaneously produced and consumed are considered perishable. The Perishability of services, coupled with highly varying demand  that most services experience, requires that managers allocate service capacity carefully and attempt to actively manage service demand.

4. Variability – Most services are prohibited for other humans. A service provider may be performing a service on a customer’s body, mind or property. In any case, however, the customer and the service provider(s) must interact. The outcome of the service depends on the outcome of this interaction and on the customer’s perception of it.  On one level, this means even if the same person provides a service to several customers in exactly the same way, different customers may have different perception of what they have received and therefore experience different levels of satisfaction. On another level, the same person performing the same service may not deliver the exact same service at every performance. Their physical and psychological condition play an important role in service delivery, and these conditions may not always be the same every day. The variability in the performance of service providers and in the perception of customers creates significant challenges for managers in services. Variability measurement of productivity a challenging task for managers of service organizations.

4. Which are the elements of a service encounter?

Elements of a service encounter:

1.  Customer

The customer is the most important element of a service encounter. The ultimate objective of an encounter must be satisfaction of the customer. The customer’s perception of service quality, overall satisfaction with the service and repeat purchase decision all depend to a large extent on the perception of the service encounter. Therefore the service delivery and the service delivery system must be designed to meet the customer’s needs in the most effective and efficient manner.

2. Service provider

The service provider or the employee is the other crucial human element in service encounters. As a human being, he expects courtesy from customers and fellow employees and would like to be appreciated by customers and management. He has to have requisite knowledge and proper training to perform his tasks. However, this usually not sufficient for successful encounters.

3. Delivery system 

A delivery system consists of equipment, supplies, processes, programs and procedures as well as the rules, regulations and organizational culture. Many service organizations assume that if their departments or functions are organized to operate in the most effect efficient way according to well established principles of the relevant field, this will also assure customer satisfaction.

4. Physical evidence

Physical evidence includes all the tangible aspects of a service or service organization a customer experiences. Backstage facilities, or facilities below the line of visibility, are not considered part of the physical evidence because they are not directly experienced by customer. A subset of physical evidence, called servicescape, is interior design of the building where the service organization is located, parking, land lighting, temperature a noise level within the facility and tidiness and cleanliness of the facility constitute the servicescape. Other tangibles, such as forms and supplies used in service processes, brochures and employee dresses and uniforms, make the rest of the physical evidence. Physical evidence is important for the success of service encounters, especially in people processing services.

5. Why are service employees critical to the success of any service organization?

6. What is emotional labour?

Emotional labour:

The labour that goes beyond the physical or mental skills needed to deliver quality service. It means delivering smiles, making eye contact, showing sincere interest, and engaging in friendly conversation with people who are essentially strangers and who may or may not ever be seen again. Friendliness, courtesy, empathy and responsiveness directed towards customers al require huge amounts of emotional labour from the front line employees who shoulder this responsibility for the organization. Emotional labour draws on people’s feelings, often requiring them to suppress their true feelings to be effective in their jobs.

7. Describe the five dimensions of service quality in relation to the role of the employees in the delivery process.

The five dimensions of service quality:

1. Tangibles - Appearance of physical facilities, equipment, personnel, and communication materials.
2. Reliability - Ability to perform the promised service dependably and accurately.

3. Responsiveness - Willingness to help customers and provide prompt service.

4. Assurance - Knowledge and courtesy of employees and their ability to convey trust and confidence.

5. Empathy - Caring, individualized attention the firm provides its customers.
8. Explain the sources of conflict.

Sources of conflict:

· Person/role conflicts – In some situations, boundary spanners feel conflicts between what they are asked to do and their own personality, orientations or values. In societies such as the United States, where quality and individualism are highly valued, service workers may feel role conflict when they are required to subordinate their feelings or beliefs, as when they are asked to live by the motto ‘’The customer is always right, even when he is wrong” person/role conflict also arises when employees are required to wear specific clothing or change some of their appearance to conform to the job requirements. For example a young lawyer, just out of school, may feel an internal conflict with his new role when his employer requires him to cut his long hair and trade his casual clothes for a three piece suit.

· Organizations/client conflict – A more common type of conflict for front line service employees in the conflict between their two bosses, the organization and the individual customer. Service employees are typically rewarded for the following certain standards, rules and procedures. Ideally n they are these rules and standards are customer based. When they are not or when a customer makes excessive demands, the employee has to choose whether to follow the rules or to satisfy the demands. This conflict is the greatest when the employee believes then organization is wrong in its policies. These conflicts are especially server when service employees depend on tips or commissions are likely to face greater levels of organization/client conflict because they have even greater incentives to identify with the customer.

· Interclient conflict – Sometimes conflict occurs for boundary spanners when there are incompatible expectations and requirements from two or more customers. This occurs most often when the service provider is serving customers in turn (a bank teller, a ticketing agent, a doctor) or is serving many customers simultaneously (teachers, entertainers). In the case of serving many customers in turn, the provider may satisfy one customer by spending additional time, customizing the service and being very flexible in meeting the customer’s needs. Meanwhile waiting customers are becoming dissatisfied because their needs are not being met in a timely way. Beyond the timing issue, different clients may prefer different modes of service delivery. Having to serve one client who prefers personal recognition and a degree of familiarity in the presence of another client who is all business and would prefer little interpersonal interaction can also create conflict for the employee. In the case of serving many customers at the same time, it is often difficult. This or impossible to serve the full range of needs of a group of heterogeneous customers simultaneously. This type of conflict is readily apparent in any college classroom where the instructor must meet a multitude of expectations and different preferences for formats and style.

9. Explain the role of the customer in the service delivery process. 

The role of customers in the service delivery process

In many situations, employees, customers and even other in the service environment interact to produce the ultimate service outcome. Because they participate, customers are indispensible to the production process of service organizations and they can actually control or contribute to their own satisfaction. 

The importance of customers in successful service delivery is obvious if one thinks of service performances as a form of drama. The drama metaphor for services suggests that the reciprocal, interactive roles of employees (actors) and customers (audience) in creating the service experience. The service actors and audience are surrounded by the service setting or the servicescape. The drama metaphor argues that the development and maintenance of an interaction such as a service experience relies on the audiences input as well as the actor’s presentation. Through this metaphor, service performances or service delivery situations are viewed as tenuous, fragile processes that can be influenced by behaviors of customers as well as by employees. Service performance results from actions and interactions among individuals in both groups.

10. What are the three roles of the customer in the service delivery process?

The three major roles of customers in service delivery:

1. Customers as productive resources

· Service customers have been referred to as partial employees of the organization human resources who contribute to the organizations productive capacity. 

· If customers contribute effort, time or other resources to the service production process, they should be considered as part of the organization.

· Customer inputs can affect the organizations productivity through both the quality of what they contribute and the resulting quality and quantity of output generated.

· The quality of information customers provide ultimately affect the quality of tax return. And if they provide information in a useful form, the accountant will spend less time preparing the return, thus allowing him to produce more returns in a given time.

· The contributions of the client thus enhance the overall productivity of t firm in both quality and quantity of service.

· Customer participation in service production raises a number of issues for organizations. Because customers can influence both the quality and quantity of production, some experts believe the delivery system should be isolated as much as possible from customer input in order to reduce the uncertainty they can bring into the production process.

2. Customers as contributors to service quality and satisfaction

· A role that customers can play in services delivery is that of contributor to their own satisfaction and the ultimate quality of the services they receive.

· Customers may care little that they have increased the productivity of the organization through their participation, but they likely care a great deal about whether their needs are fulfilled.

· Effective participation can increase the likelihood that needs are met and that the benefits the customer seeks are actually attained such as health care, education, personal fitness and weight loss. In these cases unless the customer performs their role efficiently, the desired service outcome is not possible.

· Research suggests that customers who believe they have done their part to be effective in service interactions are more satisfied with the service.

3. Customers as competitors

· A role played by service customers is that of potential competitor.

· If self service customers can be viewed as resources of the firm, or as partial employees, self service customers could in some cases partially perform the service or perform the entire service for themselves and not need the provider at all.

· Customers thus in a sense are competitors of the companies that supply the service. Whether to produce a service for themselves, internal exchange such as child health care, home maintenance, car repair or have someone else provide the service for them, external exchange is a common dilemma for consumers.

11. Which factors are important when a company decides on internal or external service?

A proposed model of internal/external suggests that such decisions depend on the following:

1. Expertise capacity – The likelihood of producing the service internally is increased if the household or firm possesses the specific skills and knowledge needed to produce it.

2. Resource capacity – To decide to produce a service internally, the household or firm must have the needed resources including people, space, money and materials. If the resources are not available internally, external exchange is more likely.

3. Time capacity – Time is a critical factor in internal/external exchange decisions. Household and firms with adequate time capacity are more likely to produce services internally than are groups with time constraints.

4. Economic rewards – The economic advantages or disadvantages of a particular exchange decision will be influential in choosing between internal and external options. The actual monetary costs of the two options will be factors that sway the decision.

5. Psychic rewards – Rewards of a noneconomic nature have a potentially strong influence on exchange decisions. Psychic rewards include the degree of satisfaction, enjoyment, gratification or happiness that is associated with the external or internal exchange.

6. Trust – The degree of confidence or certainty the household or firm has in the various exchange options. The decision will depend on some extent on the level of self trust of others in the particular context.

7. Control – The household or firm desire for control over the process and outcome of the exchange will also influence the internal/external choice. Entities that desire and can implement a high degree of control over the task are more likely to engage in internal exchange.

Task 2

Problem Task

1. Explain operations management.

Operations management:

· An area of business concerned with the production of quality goods and services, and involves the responsibility of ensuring that business operations are efficient and effective. It is the management of resources, the distribution of goods and services to customers.

· The term used for the activities, decisions and responsibilities of operation managers who manage the production and delivery of products and services.

· Any function or manager’s responsibility which involves producing the internal products and services within the organization, as opposed to the strictly technical decisions which they take within their functions. 

2. List & explain the types of operations management.

Types of operations management:

1. The volume dimension

The most important implication of high volume is that it gives low unit costs; the fixed costs of the operation such as heating, rent are spread over a large number of products or services. 

2. The variety dimension

All is standardized and regular. The lack of change and disruption in the day to day running of the operation results in relively low costs by bus, compared with using a taxi for the same journey.

3. The variation dimension

At the height of the season the hotel could possibly accommodate twice its capacity, it, might even consider closing down in very quiet periods. The implication of such a mark variation in demand levels in that the operation must change its capacity in some way. For example it may hire extra staff for the summer period only. In flexing its activities the hotel must try to predict the level of demand it is likely to receive. If it is wrong and adjusts its capacity below the actual demand level, it will lose business. The hotel can plan its activities well in advance. Staff can be scheduled, food can be brought and rooms can be cleaned in a routine and predictable manner. This results in a high utilization of resources. The unit costs are likely to be lower than those of the comparable hotel with a highly variable demand pattern.

4. The visibility dimension

Visibility is how much of the operation’s activities its customer experience, or how much the operation is exposed to its customers. Customer processing operations have more of their activities visible to their customers than most material processing operations. The internet based organization can also centralize its operation on one physical site.

Mixed high and low visibility operations

Some operation has both high and low visibility micro operations within the same macro operation. This serves to emphasize the difference which the degree of customer contact makes. For example an airport, some of its activities are totally visible to its customers (ticketing staff dealing with the queues of travelers, the information desk answering peoples queries, caterers serving meals and drinks and passport control and security staff checking documentation and baggage). These staff operate in a front office environment. Other parts of the airport have relatively little, if any, customer visibility (the baggage handlers, the overnight freight operations staff, the ground crew putting meals on board and refreshing the aircraft, the cleaners preparing them for the next flight, the cooks and the administrators). We rarely see these staff; they perform the vital but low customer contact tasks, in the back office part of the operation. Many operations have a mixture of front office, high visibility and back office, low visibility micro operations.

The implications of the four Vs of operations

All four dimensions have implications for the cost of creating the products or services. High volume, low variety, low variation and low customer contact will help to keep processing costs down. Conversely, low volume, high variety, high variety, high variation and high customer contact generally carry some kind of cost penalty for the operation.    

3. Explain the transformation process model.

The transformation process model:

All operations produce goods and services by devising processes which transform or change the state or condition of something to produce outputs. 

Inputs to the transformation process

The inputs to an operation can be conveniently classified as either:

· Transformed resources – The resources that are treated, transformed or converted.

· Transforming resources – The resources that act upon the transformed resources.

Transformed resources

The transformed resources which operations take in are usually a mixture of the following:

· Materials

· Information

· Customers

Often one of these is dominant in an organisation.

Transforming resources

There are two types which form building blocks of all operations:

· Facilities – The buildings, equipment, plant and processes technology of the operation.

· Staff – Those who operate, maintain, plan and manage the operation.

Of course the exact nature of both facilities and staff will differ between operations.

Outputs from the transformation process

The outputs from (and purpose of) transformation processes are products and services, which are generally seen as being different in several ways.

1. Tangibility – Products are usually tangible, for example, you can physically touch a television set or a newspaper. Services are usually intangible. You cannot touch consultancy advice or a haircut (although you can often feel the results of these services).

2. Storability – Partly because of their tangibility, products can also be stored, at least for a short time after their production. Services on the other hand are usually non storable.

3. Transportability – Another consequence of tangibility is the ability to transport goods.

4. Simultaneously – The other main distinction between products and services concerns the timing of their production. Products are nearly always produced prior to the customer receiving (or seeing) them.

5. Customer contact – Separate production and consumption implies that customers have a low contact level with the operations which produce products.

6. Quality – Generally customers do not see the production of products, they will judge the quality of the operation which produced them on evidence of the products themselves.

7. What are the direct & indirect responsibilities in an organization?

The direct responsibilities:

The exact nature of the operations functions direct responsibilities will depend on the way the organization has chosen to define the boundaries of its operations function.

Understanding the operations strategic objectives – The first responsibility of any operations management team is to understand what it is trying to achieve. Developing a clear vision of how the operation should help the organization achieve its long term goals. Also translating the organizations goals into their implications for their implications for the operations performance objectives, quality and dependability, flexibility and cost.

Developing an operations strategy for the organization – its vital that operations managers have a set of principles which can guide decision making towards the organizations longer term goals. This is an operations strategy. It involves being able to place operations strategy within the general strategy, i.e. decision making of the organization. It also involves reconciling the often conflicting pressures of market requirements and operations resource capabilities.

Designing the operations products, services and processes – Design is the activity of determining the physical form, shape and composition of products, services and processes. The transformation process has to be designed. At the most strategic level, designing the whole network of operations which provide input to the operations function and deliver its output to customers. At a more immediate level operations managers need to design their process layouts and the flow of transformed resources through the operation. The two main transforming resources in any operation process are technology and people.

Planning and controlling the operation – This is the activity of deciding what  the operations resources should be doing, then making sure that they really are doing it. Some specific approaches to planning and control have been developed for particular circumstances.

Improving the performance of the operation – The responsibility of all operations managers is to improve the performance of their operation. Failure to improve at least as fast as competitors (in for profit organizations) or at the rate of customers rising expectations (in all organizations) is to condemn the operation function always to fall short of what the organization should expect from it.

The indirect responsibilities:

Many decisions taken outside the operations function still can have an effect on operations activities. Working together with other parties of the other parts of the organization which forms the most important indirect responsibilities of operations management.
8. Explain buffering.

Buffering:

The turbulent environment in which most organizations do business means that the operations function is having to adjust continually to changing circumstances. For example foods will be harvested (bad weather might totally disrupt the supply to a factory for weeks). Demand could also be prone to disruption. Unpredictable changes in the weather, a health scare story in the press etc, can all introduce turbulence. One way in which operation managers try to minimize environmental disruption is by buffering or insulating the operations function form the external environment. It can be done in two ways:

1. Physical buffering – Designing an inventory or stock of resources either at the input side of the transformation process or at the output side.

Physical buffering involves building up a store of the resources so that any supply disruptions will be absorbed by the store. The store of input resources are being used as buffer stocks to protect the operation. Buffering can be applied at the output end of the transformation process. Often operations do not need to have output stocks, they could react to each customer’s request as it was made. Yet by stocking their output the operation is given much more stability when demand is uncertain.

2. Organizational buffering – Allocating the responsibilities of the various functions in the organization so that the operations function is protected from the external environment by other functions.

In many organizations the responsibility for acquiring the inputs to the operations the responsibility for acquiring the inputs to the operation and distributing its outputs to customers is not given to the operations function. 

Task 3

Problem Task

1. Explain scheduling?

Scheduling:

· The process of deciding how to commit resources between a variety of possible tasks. Time can be specified (scheduling a flight to leave at 8:00) or floating as part of a sequence of events.

· Familiar statements of volume and timing in many consumer environments. For example, a bus schedule shows that more buses are put on routes at more frequent intervals during rush hour periods. The bus schedule shows the time each bus is due to arrive at each stage of the route. 

2. Describe different types of scheduling.

Forward and backward scheduling:

· Forward scheduling involves starting the work as soon as it arrives. 

· Backward scheduling involves starting jobs at the last possible moment to prevent them from being late. 

Gantt charts:

The most common method of scheduling is by the use of Gantt chart. This is a device which represents time as a bar, or channel on a chart. Often the charts themselves are made up of long plastic channels into which coloured pieces of paper can be slotted to indicate what is happening with a job or a work center. The start and finish times for activities can be indicated on the chart and sometimes the actual progress of the job is also indicated.  

Roistering:

Scheduling work patterns.

Task 4

Problem Task

1. Explain the nature of service.
The nature of service:

They consist not of a single episode but a series of episodes, with multiple facets of an organization. For most organizations, the make or break service encounters are those between customers and service providers. We can view these encounters as human interactions with the following characteristics:

1. Service encounters are purposeful - Regardless of who initiates it, all service encounters are goal oriented.

2. Service providers are not altruistic – Most service encounters are part of daily work life, at least for the service provider. The main purpose of the service provider is to perform duties for which they are paid. Therefore a service encounter is work.

3. Prior acquaintance is not required – In most cases, the customer and the service provider are stranger who would not normally interact outside the service setting. However they usually feel comfortable interacting, in many cases, even without introducing themselves to each other.

4. Service encounters are limited in scope – Although greetings, courtesies and small talk may be part of some service encounters, the time spent on non task issues is usually very short. The scope of interaction between the customer and the service employee is limited by the nature of the service task.

5. Task related information exchange dominates – Most service encounters with a service provider require information exchange. Although some informal settings may involve non task related information exchange, task related information is indispensible and has the priority such as in a beauty salon most of the information between a customer and a beautician may be on the weather and the latest fashion. However task related information, such as how short the customer wants their hair what style they want it and whether they need a shampoo must be provided first.

6. Client and provider roles are well defined – The interaction between a customer and a service provider in an encounter requires rules of behavior for effective and efficient service performance. The relevant rules are usually learned from experience; otherwise a service provider may guide the customer to conform with the rules.

7. A temporary status differential may occur – An important characteristic of some service encounters is that they involve a temporary suspension of normal social status enjoyed by each party.

2. Define service concept.

Service concept:

· The service concept is the bundle of goods and services that are sold to the consumer and their relative importance.

· A way of expressing the notation that the organization intents to solve certain types of problems in a certain manner.

3. Explain customer benefit.

Customer benefit:

· Good services mean certain benefits for the benefits.

Functional quality:

· The level of functional quality is between the cooperation of two parties.

· The better the total customer relationship is taken care, the better the functional quality.

Task 5

Study Task

1. What is network perspective?

The network perspective:

Materials, parts, other information, ideas and sometimes people all flow through the network of customer supplier relationships formed by all operations. On its supply side an operation has its supplies of parts, or information or services. These suppliers themselves have their own suppliers who in turn could also have suppliers, and so on. On the demand side an operation has customers. These customers might not be the final customers of the operation’s products or services; they might have their own set of customers.

On the supply side is a group of operations that directly supply the operation; these are often called first tier suppliers. They are supplied by second tier suppliers. However, some second tier suppliers may also supply an operation directly, thus missing out a link in the network. On the demand side of the network, first tier customers are the main customer group for the operation. These in turn supply second tier customers directly. The suppliers and customers who have direct contact with an operation are called its immediate supply network, whereas all the operations which form the network of suppliers, suppliers and customers, customers etc are called the total supply network.

2. Why consider the whole network?

The operations whole network must be in the design activity in the design activity of operations management because:

· It helps a company to understand how it can compete effectively.

· It helps to identify particularly significant links in the network.

· It helps the company to focus on its long term positioning in the network.

Understanding competitiveness:

Immediate customers and immediate suppliers, quite understandably are the main concern to competitively minded companies. Any operation has only two options if it wants to understand its ultimate customer’s needs at the end of the network. It can rely on all the intermediate customers and customers, customers etc., which form links in the network between the company and its end customers. Increasingly organizations are taking the latter course. Relying on one’s immediate network is seen as putting too much faith in someone else’s judgment of things which are central to an organization’s own competitive health. 

Identify significant links in the network:

The key to understanding supply networks lies in identifying the parts of the networks which contribute to those performance objectives valued by end customers. Any analysis of networks must start, therefore, by understanding the downstream end of the network. After this, the parts of the network which contribute most to end customer service will need to be identified. Every link in the network will contribute something but not all contributions will be equally significant.

Focus on long term issues:

There are times when circumstances render parts of a supply network weaker than its adjacent links. A major machine breakdown for example or a labour dispute might disrupt an operation. A long term supply network view would be to weigh the relative advantages to be gained from assisting or replacing the weak link.

3. How to understand design decisions in the network?

Design decisions in the network:

The network view is useful because it prompts three particularly important design decisions. The three decisions are:

1. How should the network be configured?

This has two aspects:

1. How can an operation influence the shape which the network might take?

2. How much of the network should the operation own? This latter issue is called the vertical integration decision.

2. Where should each part of the network owned by the company be located? If the homewares company builds a new factory, should it be close to its suppliers or close to its customers, or somewhere in between? How should the shopping mall company choose a particular location for its mall? These decisions are called operations locations.

3. What physical capacity should each part of the network owned by the company have at any point in time? How large should the homeware factory be? If it expands, should it do in a large capacity steps or small ones? Should it make sure that it always has more capacity than anticipated demand or less? These decisions are called long term capacity management decisions. 

Task 6

Problem Task

1. Explain the competitive environment of an organization

The competitive environment:

A profound understanding of the environment an organization operates in is a prerequisite to developing an effective strategy. An organization that does know its rivals or understand its industry and rules of competition will not be able to develop an effective competitive strategy.

Porter identifies five forces in any industry that define the competitive environment:

1. The entry of new competitors.

2. The threat of substitutes.

3. The bargaining power of buyers.

4. The bargaining power of suppliers.

5. The intensity of rivalry among the existing competitors.

New entrants:

A new entrant may bring additional capacity to an industry if it brings facilities and workforce that were not previously in that industry. A new entrant means new challenges or possibly increased competition, because a new entrant may be bringing new ideas, new technology and new series to an industry in addition to increased capacity. For the existing firms, this may mean loss of customers, loss of market share and a reduction in profits.

Porter identified the following barriers to entry:

1. Economies of scale – Unit costs decline as the volume of production increases when accompanied by increased capacity such as a larder factory. Fixed costs will be divided among a large number of services served.

2. Product differentiation – If the existing companies in an industry have brand identification and loyal customers and product differentiation, a potential entrant may face a difficult barrier to overcome. Many banks entering the credit card market offer visa or MasterCard with no annual fee and reduced interest rates for a limited time to attract customers from other card issuers.

3. Capital requirements – Some industries require substantial upfront investment to be a player. Investment may be required not only for equipment and facilities, but also for advertising, research and development and setting up an order taking and processing system. Clearly large investment requirements make many service industries, such as airline and health care industries, inaccessible for all but companies with substantial financial resources.

4. Switching costs – Another barrier new entrants may face is the reluctance or unwillingness of customers in an industry to switch to another company due to the cost involved. Customers may be unwilling to switch for other reasons, such as to not give up the comfort of familiar routine or change well entrenched habits.

5. Access to distribution channels – Finding a distribution channel or establishing a new one may be a significant barrier for new entrants. Existing competition in an industry may have exclusive arrangements with distributors that prevent them from accepting business from new or existing competitors, such as rules of visa prevent its member banks in the United States from issuing American express cards.

6. Cost disadvantages of independent scale – Another barrier for new entrants may be cost advantages existing firms have achieved independent of their size or scale of operations. Some of these advantages originate from the learning curve effect a company enjoys for being in business longer than its competitors.

7. Government policy – Federal, state or local governments may create barriers to entry in many industries, such as licensing requirements exist in industries such as health care, law and education. 

8. Expected retaliation – Another important deterrent to entry may be the expected behaviour of the existing competitors. If companies in an industry have a history of meeting a newcomer by fierce completion, a potential entrant may have to think twice before drawing such a hostile reaction from well established competitors.

Intensity of rivalry among existing competitors:

Several reasons for the intensity of rivalry among existing competitors:

1. Equally balanced competitors – When firms in an industry are about equally in size and resources, their fight may be fierce and lasting a long time.

2. Slowing industry growth – Competition in a slow growth industry means someone’s market share gain is someone else’s share loss.

3. High fixed costs – Create pressures to use the capacity of a firm at full capacity, which may lead to intense price competition.

4. Lack of differentiation or switching costs – If the service is considered a commodity, price competition may result.

5. Capacity augmented in large increments – If increment is big enough to disrupt the balance of industry supply and demand, it may lead to overcapacity, which in turn may lead to price wars.

6. Diversity competitors – When strategies goals or personalities of competitors differ significantly from each other, they will usually be unable to read each other’s intentions and end up in direct clashes.

7. High strategic stakes – Some diversified firms may place a high priority on success in a particular industry as part of their overall corporate strategy.

8. High exit barriers – Specialized assets, labour contracts and government and social restrictions may create barriers to exist.

Substitutes:

A substitute for a service is another service that performs the same basic function or functions. Which function is expected from a service or which function is valuable depends on the customer’s needs. A frozen dinner from a supermarket or a sandwich seller from a deli may be a substitute for a meal in a restaurant if the function is to provide nourishment. However, frozen dinners and sandwiches are not substitutes for someone who wants a dining experience in a pleasant atmosphere with a companion. Substitute products reduce the profit potential of an industry.

Buyers (Customers):

Customers create competitive pressures on the organizations in an industry by their search and demand for lower prices, higher quality or more services and by planning them against each other. The impact of such behaviour on a competitor will be significant if the customer’s purchases from the company constitute a major portion of the company’s sales.

Suppliers:

Similarly, suppliers may create pressures over the members of an industry by their demands for higher prices or by lowering the quality of products they supply.

2. What is the context, in which competitive strategy is formulated?

Generic competitive strategies:

Formulation of a strategy should include an appraisal of all five forces and their interrelationships. Specifically, an organization developing a strategy should assess its own strengths and weaknesses, including its competencies and resources as well as opportunities and threats that exist in its industry.
The generic competitive strategies form a business tool which helps strategists understand how the position of a company within its industry can be directly related to the strategy it employs.
3. Explain the three different generic competitive strategies.

Porter identified three generic strategies:

1. Cost leadership – An organization is following a cost strategy if it is striving to be the low cost producer in its industry. Typically a low cost producer offers a set of standard, no frills products (goods and or services). Cost leadership also provides protection against new entries and substitutes.

2. Differentiation – this strategy requires an organization be unique in a way that is valued by its customers. This strategy is based on the assumption that customers are willing to pay a premium price for the uniqueness the firm offers. Differentiation is obtained through activities that increase costs for the organization. This strategy also helps protect an organization against the five forces of its industry. This strategy leads to higher profit margins but low market share.

3. Focus – this strategy is built on the concept of serving a limited segment of the potential market very well. By focusing on a limited segment of the market, an organization may be able to tailor its products, operations and all relevant activities to serve the selected segment effectively and efficiently. It has two forms cost focus and differentiation focus and are designed to achieve competitive advantage in costs or differentiation in the selected segment. For any focus strategies to be successful, the selected segment must be somehow neglected by competitors who are trying to serve an entire industry or broad segments of it.

4. What is the relationship between the two models, figure 1: elements of industry structure and figure 2: context in which competitive strategy is formulated.

Basic elements of the strategic service vision:

1. Target market segment – A service organization cannot satisfy everybody, it should carefully select and identify customers it is able and willing to serve, called segmentation. Segmentation tries to identify a group of customers with common characteristics, needs, purchasing behaviour or consumption patterns. Effective segmentation results in grouping of customers that are very similar on these or other relevant dimensions, but different from other segments. Segmentation may be based on geographic, demographic, psychographic or any other relevant basis.

2. Service concept – The service for customers, employees and other stakeholders. A service must be defined in terms of outcomes or benefits it provides to customers. The service concept flows from the definition of an organizations business. The definition of a business, an organization is in advances in technology, change in consumption patterns or other opportunities.

3. Operating strategy – A set of strategies, plans and policies concerning an organization’s operating, financing, marketing, human resources and control so that it can bring its service concept to life. It includes hiring, organization policies, control of quality and costs and ways of leverage value over cost.

4. Service delivery system – How an organization prepares for and conducts itself in service customers. It includes facilities and their layout, technology and equipment used, processes for delivering the service and job descriptions for employees and the roles they and customers play during a service encounter. A service delivery system must be designed to achieve maximum customer satisfaction.

Integrative elements of the strategic service vision:

Integrative elements help the basic elements fit together for a consistent service strategy. They provide guidelines for planning actions to implement the service vision and include positioning, leverage, value over cost and strategy system integration.

1. Positioning – how an organization differentiates itself from its competitors is called positioning. It requires profound knowledge and understanding of customer’s needs the organizations capabilities and competitor’s service offerings and capabilities as well as the ability of the service concept to meet customer’s needs. Once these elements are understood, the organization seeks a unique set of attributes to match the service concept with the selected segment’s characteristics. Uniqueness may be achieved in terms of costs, service features, advertising and promotion, distribution channels and delivery system.

2. Value/cost leverage – A well designed and positioned service concept provides unique benefits to customers and hence creates value or more value than competitors provide. Various tactics may be used in leveraging value over cost, including customizing certain features that are highly valued by customers and standardizing others, carefully managing quality at critical points in the service process, managing demand and supply and involving the customer in service creation.

3. Strategy/system integration – An excellent service organization achieves consistency between its operating strategy and service delivery system by carefully designing its hiring policies, service processes and facilities. It also pays close attention to its employee compensation, promotion and reward policies. Excellent service companies know that without satisfied employees they cannot have satisfied customers.

Task 7

Problem Task

1. Explain product and service?

Good product and service design translates customer needs into the shape and form of the product and service and by doing this specifies the required capabilities of the operation. This translation process includes formalizing three particularly important issues for operations managers:

1. A concept, which is the set of expected benefits that the customer is buying. 

2. A package of component products and services that provide those benefits defined in the concept.

3. The process, which defines the relationship between the component products and services. 

Customers buying concepts:

When customers make a purchase they are buying a set of expected benefits to meet their needs and expectations. This is known as the concept of the product and service.

Concepts comprise a package of products and services:

The word product implies a tangible physical object. Some of the products and services in the package are core, they are fundamental to the purchase and could not be removed without destroying the nature of the package. Other parts will serve to enhance the core. These are supporting goods and services. For example the washing machine, the attractive box and guarantees are supporting goods and services. The core is the machine itself. By changing the core or adding or subtracting supporting goods and services, organizations can provide different packages and in so doing design quite different products and services. For example a washing machine could be built in a smaller size, supporting a concept of a machine for a smaller kitchen.

The relationship between components defines the process:

The package of components which makes up a product, service or process are the ingredients of the design. To make them into a final design they need to be connected in some way by having the relationship between them formalized. The process inherent in the design of a product or service is mechanism by which it is able to perform its function and fulfill the original concept. 

The stages in product and service design:

1. Concept generation transformation an idea for a product or service into a concept which indicates the form, function, purpose and benefits of the idea.

2. Screening the concept involves examining its acceptability in broad terms to ensure that it is a sensible addition to the company’s product or service portfolio. Market, financial and operations evaluations must all be carried out during the screening process.

3. Preliminary design involves the identification of all the component parts of the product or service and the way they fit together. Typical tools used during this phase include activity/product structures, bills of materials and flowcharts.

4. Design evaluation and improvement involve reexamining the design to see if it can be done in a better way, more cheaply or more easily. Typical techniques used here include quality function deployment, value engineering and Taguchi methods.

5. Prototyping and final design involve providing the final details which allow the product or service to be produced. Computer aided design (CAD) is often used at this point, although it may also be used elsewhere in the design process. The outcome of this stage is a full developed specification for the package of products and services, as well as a specification for the processes that will make and deliver them to customers.

2. What is the difference and similarity between product and service design. 

Designing goods and services:

· Customers do not buy goods or services, they buy solutions to their problems, satisfaction to their needs or benefits they can enjoy.

· Similarity between goods and services is that they are designed to provide a solution, satisfaction or benefit.

· Designs of both goods and services are products of human creativity. The human mind first creates a new concept and then figures out how this is going to be made.

· Consumers only respond to what is offered to them.

· The outcome of design activity is a set of standards and specifications such as the type, grade and quantity of materials to use dimensions of various parts and tolerances. Most of these specifications are expressed in a drawing called a blueprint. Once the design is finalized and manufacturing begins, all the goods will be identical with only minor variations in dimensions.

Tools for designing quality and value:

· The importance of design of goods and their manufacturing processes led many manufacturers to try new tools and practices as well as rediscovery of old ones.

Concepts and tools that can be used in the design and development of services:

1. Concurrent engineering – Design and development of goods include many steps such as idea generation, opportunity identification, design, prototype, process design, procurement, packaging design and design of the distribution system. The traditional approach was to conduct these activities one at a time, sequentially. One problem with the traditional approach was that it took too long. Concurrent engineering is a logical approach to designing goods, there is no reason for not using it in the service design and development. Service delivery involves interactions and handoffs between many departments and implies potential service failures. To avoid these problems, all functions or departments of an organization must participate in the design so that they understand each other and what is expected of them for seamless transitions and superior service delivery.

2. Quality function development – Can and should be used in the design and development of services, it’s one of the most sensible tools that can be used from manufacturing. QFD can be a very powerful tool in designing a service that meets customer needs and creates value for them.

3. Robust design – A very powerful idea and design practice development for the manufacture of goods by Genichi Taguchi. The basic idea behind robust design is making the product so that its performance is unaffected by adversities in the environment beyond normal operating conditions. For example a handheld calculator is supposed to be dropped or used in a very hot and steamy environment such as a bath. If the calculator endures such harsh conditions and operates as expected, it is said to be a robust product.

4. Design failure mode analysis – A systematic procedure of examining a design to determine possible ways its parts can fail. For each potential failure, the cause, its effect on the system and its criticality are estimated. This helps designers develop preventive measures. If a blueprint is developed, potential failure points can be identified and measures such as Poka–Yokes can be developed and implemented.

5. Poka-Yoke or fail safe methods – A simple but very useful concepts that came from Japan, this approach was developed to design and manufacture goods. Poka-Yoke are devices or procedures that signal that a mistake is about to be made. There are many ways Poka-Yoke can be used in services such as a bank, believes that eye contact with customers is very important and to ensure eye contact, it requires tellers to mark the eye color   of each customer on a checklist before they start a transaction.

6. Blueprints – design specifications and standards for goods are traditionally presented in the form of drawings on a special blue colored paper. The blueprint is a visualization of the designer’s concept of the product together with its dimensions and tolerances.

7. Value analysis/Value engineering – A systematic approach to identify the function of a good or service, it establishes the value of its parts, and tries to provide the function or benefit at the lowest possible cost without sacrificing quality or value. 

8. Benchmarking – Developed at Xerox Corporation in 1970’s as a result of one of variations quality improvement programs. It’s an approach of setting goals and standards for improvements in goods, parts or processes. Benchmarking is not simply copying the ideas from other organizations. Its main objective is finding out what performance levels are possible for various processes and learning from best performances. This approach would be very useful in service design aid development, especially reducing the learning pains of implementing a new service or process and setting standards for processes or parts of processes.  

Principles of service design:

Despite the uniqueness of each service, there are some basic principles that can and must be applied to designing services if the objective is to create customer value and satisfaction. The following are general principles for designing and developing services:

1. Know your customers. 

If the objective is creating customer value and satisfaction, the most important principle is to know your customers and their needs. Knowing your customer implies learning everything possible and relevant about the target market at a reasonable cost, including demographic information, such as age, sex, income, geographic distribution and lifestyle. Information such as this will help an organization determine the needs of potential customers.

2. Determine which of the customer’s needs will be satisfied. 

It is clear that customer have many needs and that an organization cannot possibly meet all the needs of all its customers therefore, it has to focus on one or few of them it can competently meet and make a reasonable profit. The service that will meet the most basic and important customer need will be the core service. There are usually other services that provide additional benefits to customers. These are called supplementary services.

Supplementary services are designed and offered to meet the needs that may not be common to all customers. They are often optional and may carry additional costs.

Lovelock identified eight clusters of supplementary services, information, consultation, order taking, safekeeping, exceptions, hospitality, billing and payment.

There are a large number of items, which customers may need information such as price, what is included in the service, the core and supplementary services, directions to the service facility, instructions about using the service, hours of operation and payment options. Consultation goes beyond providing such basic facts and involves provision of information in a more customized manner.

Order taking may include obtaining and recording relevant information from a customer, making reservations and providing conformation numbers, scheduling the performance of the service, providing physical evidence such as a ticket for order.

Safekeeping services include safekeeping of valuables in a hotel, safely transporting baggage on an airliner, and safety of a customer’s car in a garage or parking lot. 

Exceptions are provided when a service organization accommodates a customer with special needs, such as serving a low salt meal on a flight to those who request it.

Hospitality, taking care of the customer, provides a welcoming environment and treating customer with courtesy.

Billing should provide an accurate, timely and easy to understand document about the service charges. A service company should set up the payment system to make bill paying easy and convenient for customers.

Clearly a service organization that fails to deliver the core service often will not survive long, but providing the core service without failure and as expected by customers is the first and fundamental step in creating value for customers. The core service must be the focus of the design effort. The system must be designed for flawless delivery of the core service.

Determination of core and supplementary services leads to the service concept. A service concept is an expression of the benefits to be provided, problems to be solved or results to be achieved for a customer. An organization must also make sure that it has the basic competencies necessary to turn the service concept into reality. If these competencies do not exist, the organization must have a plan to acquire them before going forward with the design effort.

3. Develop a service strategy and position the service for competitive advantage.

An organization can differentiate its service on the basis of various benefits, including cost, reliability, uniqueness of benefits, speed, personalized service, convenience, accessibility, prestige or long lasting effects. The service should ideally be positioned to give a unique place in the consumer’s minds relative to competitor’s services. The service strategy must support and complement the organizations overall strategy.

4. Design the service, delivery system, human resource requirements and tangibles simultaneously.

This principle can be summarized as use the concurrent engineering approach to design. When applied to service design, concurrent engineering includes the simultaneous or parallel, design and development of the service and its service delivery system, as well as the design of physical evidence, development of personnel selection criteria and site selection criteria if a new site is required.

5. Designed service process from the customers/ employees perspective.

The most important aspect of design is the design and development of processes. Because almost all services are basically processes, process design must receive special attention.

If the recipient of the service is the customer’s possession or information and the customer’s presence is not required during the performance, processes must be designed from the service provider’s perspective. 

The objective is to help the service provider deliver the service with the least amount of effort possible and make the task as pleasant as possible, so that the highest quality of service can be delivered if capable.

6. Minimize handoffs.

Many services involve processing of the customer or their possessions by more than one service employee or department. This usually increases the probability for something to go wrong. The problem is usually caused by miscommunication or lack of communication. To reduce these problems, service must be delivered by a single service provider from the beginning to the end.

7. Design back room operations to support front room operations.

The front room, or office is where most of the service encounters take place, and that is where the customer’s opinions of the service and organization is formed.

Everything done in the back room has an impact on the front room operations and hence on customer satisfaction. Consequently it is important that this dependence is taken into consideration when the service system is designed.

The back room operations must be designed so that the front room operates flawlessly.

8. Incorporate data collection in process design.

A service organization needs data for monitoring and measuring customer satisfaction, for performance measurement and for quality improvement efforts, in addition to data needed for accounting and management decision making.

Data needs for various purposes must be determined during the service design and incorporated into the system to create the least amount of interference with service delivery and minimize any additional work required from the employee or the customer.

9. Determine the extent of customer contact and participation.

The customer’s involvement in the service process creates many challenges for management as well as opportunities for a great service experience.

The degree of customer involvement determines the type and nature of skills and information the customer must have top participate. The organization must determine these needs and provide necessary information for effective and efficient customer participation in service delivery.

10. Build flexibility and robustness into the system.

There will always be customers whose needs create situations that were not anticipated by designers. Also there may be failures caused by outside factors, such as natural disasters, power outages and failure of vendors. Service systems must be able to respond to these unplanned situations and be able to continue the service. An important step in this direction is to build flexible rules and processes. 

11. Design employee and customer loyalty into the system.

It is crucial that customer and employee loyalty must be one of the principles of service design. In addition, other mechanisms can be used to encourage customer loyalty, such as frequent flier programs offered by airlines or frequent guest programs offered by hotel chains.

Fair compensation, benefits, treatment with respect and a pleasant place to work are the main ingredients for employee satisfaction. Employee satisfaction also depends on advancement opportunities, rewards for performance beyond the standard job requirements and empowerment. Another component that may play a crucial role in employee satisfaction is empowerment, which can also be designed into the delivery system and its processes during the design. Service employees must be able to serve customers in the best way they can and solve customer’s problems quickly and efficiently without waiting for authorization from management.

The following describe how employees are empowered to solve problems:

1. Any employee who receives a customer complaint owns the complaint.

2. Instant guest pacification will be ensured by all. React quickly to correct the problem immediately. Follow up with a telephone call within twenty minutes to verify the problem has been resolved to the customer’s satisfaction. Do everything you possibly can to never lose a guest.

3. Guest incident action forms are used to record and communicate every incident of guest dissatisfaction. Every employee is empowered to resolve the problem and to prevent a repeat occurrence.

12. Improve continuously.

Designs in manufacturing are usually difficult and costly to change. Modifications to service designs however are relatively easier to implement and they are generally less costly. This gives more services a significant advantage because they can be modified and improved in light of customer input and changing needs, as well as changing competitive conditions. Services lend themselves to continuous improvement much more than goods. The process of continuous improvement must be in place for the life of the service.

Task 8

Problem Task

1. Explain the goal of capacity management.

Capacity management:

· A process used to manage information technology (IT). Its primary goal is to ensure that IT capacity meets current and future business requirements in a cost-effective manner.

· Adjustment of the capacity of a resource (equipment, machine, or system) to meet a planned demand or load. In general, manufacturing capacity may be adjusted by working overtime or redeploying the manpower.

2. How do you balance supply & demand?

Why matching demand and supply is such a challenge in services:

1. Most services are perishable – They are consumed as they are produced. It is impossible to produce the service early in anticipation of higher demand at a later time. This eliminates inventory as a tool in managing demand fluctuations or uncertainties for most services. Back ordering goods is possible when customers are willing to wait. For example, a car buyer is likely to wait a few weeks if his preferred model with all the options he wants is not available on the dealer’s slot.

2. Maximum capacity of some services systems has no flexibility – Capacity of manufacturing systems can be increased in the short term through such as practices as overtime work or traditional shifts. Some services can similarly increase their maximum capacity by extending the hours of operation, like amusement parks do in summer months, but not all services can do that. For example a hotel manager cannot increase the number of rooms by overtime, or a second shift when all the rooms are booked for the night.

3. Demand for many services is more difficult to predict – Compared to predicating demand for most goods, predicating demand for many services is much more difficult and demand variations are typically more severe and frequent, that is they occur over shorter time periods. One reason for this that consumption decisions  for some services, such as eating out, going to a movie or getting a haircut are usually spur of the moment decisions, induced by the circumstances of the day or week. Demand for some services occurs in peaks and valleys, in some services such as fast food, public transportation and electric power, these peaks and valleys are known and predictable, but in others they are not.

4. variability in service time – 

1. The variety of services offered

2. The individualized nature of services

3. The variability of each customers needs and requirements, the time needed to serve an expected number of customers is difficult to predict, such as the time required to serve a customer at a bank can vary considerably depending on the number and type of transactions requested by the customer.

5.     Most services are location bound – Most services cannot be transported, service capacity must be available at the appropriate place as well as at the appropriate time. For a multisite service organization, this may mean while one unite is overwhelmed with customers, another unit at a different location may be underutilized.

Managing demand:

Understanding the customers and their needs

The most important requirement for managing demand effectively is knowing who the customers are and understanding their needs. This will help identify and separate, if they exist different components of demand. For example, hospital or health clinic managers discovered long ago that demand for their services can be grouped as emergency and regular care. To meet these two types of demand more effectively, they allocate part of their facilities and some of their doctors and nurses to emergency cases while the rest attend regular visits.

Studying the nature and pattern of demand

Knowing the customers and understanding their needs is necessary but not sufficient for effective demand management. Service managers must also study the nature and pattern of the demand, because many factors such as weather and social, political or sporting events in the community influence the demand for services. Some of these influences may be regular, some may not be.

Data may not always be easy or inexpensive to collect, but without an understanding of the nature and patterns of demand, effective management is not possible. Clearly knowing the demand pattern not only helps the operations manager determine which strategies to use to influence demand, but it also helps manage service supply effectively.

Strategies for influencing demand

Demand for services is influenced and shaped by many factors such as price, competitors offerings and prices, income level of potential customers, accessibility etc.

Pricing – Reducing the price will increase the demand, and increasing it will create the opposite effect. Some services offer their services at lower than normal prices to shift peak period demand to off peak periods. Price incentive may be strong enough for some customers to use the service during periods of low demand, thereby reducing the severity of fluctuations in demand. If demand cannot be smoothed by shifting the service organization either has to build enough capacity to meet the maximum demand or lose customers who demand service during the peak period.

Reservations/ appointments – Offering services through reservations or appointments will provide a steady level of demand and they guarantee that demand will not exceed a previously set limit. The most important benefit is probably the guarantee of service at the scheduled time. Also it helps customers save time, they do not have to wait in line. Another benefit a reservation system provides is that it eliminates customer anxiety about if and when the service will be available or how long they will have to wait for the service.

A disadvantage of reservation systems is no show, that is customers who make a reservation or appointment but fail to show up. This means loss of revenue for the service organization if it cannot immediately replace the no show by another customer. This is a problem frequently faced by airline and hotels.

Communication efforts – Sometimes a simple message to customers may help reduce the peaks in the demand. Signs, advertising and sales messages may convince customers that using various serious, such as public transportation, national parks, museums and post offices at off peak periods has many benefits including lower prices, smaller crowds and a more comfortable ride or visited.

Offering services that have countercyclical demand patterns

Some services present extreme challenges in demand management. Demand for these services has definite and inflexible seasonable pattern and price incentives. Reservations or communications will not usually be effective in changing the pattern or smoothing the peaks of demand. Demand for these services is either extremely low or nonexistent during the off season.

Offering complementary services

Loss of patrons because of long waiting lines may be reduced by diverting them to complementary services. During periods of peak demand, complementary services may make the wait for service more bearable for customers and increase the likelihood of their staying in the system or retuning at a later date.

Advertising and sales promotion

Promotional offers and advertising are two additional tools tom stimulate demand when the demand is below what is desired. Promotions may offer additional benefits or reduced price for a limited period of time.

Management of demand in waiting

Lines that form at cash registers, box offices, toll booths, bank tellers and post offices are resented by many people, but seen by most as part of daily life. Strategies for managing demand are effective for some service organizations but they do not completely eliminate waiting. Waiting lines or queues form even at well managed service facilities.

The disadvantage of waiting is balking that is some customers may give up and leave the system. This .may mean a loss of some customers in the short term, they may come back at another time, hut some may leave the system forever and go to a competitor. Whatever the case might be, it means loss of revenue for the service organization.

3. What is the relationship between the capacity level?

Capacity of manufacturing systems can be increased in the short term through such as practices as overtime work or traditional shifts. Capacity is the specific ability of an entity (person or organization) or resource, measured in quantity and level of quality, over an extended period. Some services can similarly increase their maximum capacity by extending the hours of operation, like amusement parks do in summer months, but not all services can do that. For example a hotel manager cannot increase the number of rooms by overtime, or a second shift when all the rooms are booked for the night.

4. Describe the various capacity plans.

Capacity -The maximum rate of output.

Components of capacity:

1. Human resources – Directly related to aggregated output. The number of people, the level of skills and the mix of skills are major factors. Highly skilled people organized into motivated groups and supplied with the best equipment can have an enormous impact on productivity. Human resources are also a highly flexible capacity component. Workers can be hired and fired easier than equipment can be bought and sold. Labour can work full time, part time or overtime. Workers can be cross trained to perform a variety of jobs.

2. Facilities – Are needed to house employees and equipment. Some services are provided over the phone, through computer networks, through mail or on the air such as TV broad casts, hence they do not need to consider customers in facility design.

3. Equipment and tools – Much of equipment planning has been determined in the design of the service delivery system and capital budgeting stage of the strategic plan, sometimes simple, inexpensive equipment substitutions or modifications may yield increase in productivity and thereby capacity.

4. Time – A component in two ways. 1. Capacity must be altered by changing the mix between two time periods or shifting output to another time period. This is especially appropriate for services subject to peak periods of demand. 2. In a larger sense, extending the hours of operation increases the total capacity relative to demand for a specific time period.

5. Customer participation – Another important component of capacity in some services is customer participation. Many services rely on customers labour for service delivery such as a customer does all the work at an automated teller machine to withdraw money from his account. In other services, the customer may supply only part of the required labor.

6. Alternative sources – Alternative sources of capacity may be internal or external.  Internal sources may consist of mothballed machines or facilities, extended work hours, or multiple shifts. Eternal sources may consist of subcontracting, acquiring another company or increasing automation. 

5. How do you balance supply and demand?

The nature of supply and demand:

If planning and control is the process of reconciling demand with supply, then the nature of the decisions taken to plan and control an operation will depend on both the nature of demand and nature of the supply in that operation.

Uncertainty in supply 

Some operations are reasonably predictable and unusually run to plan. For example, cable TV services provide programmes to a schedule into subscriber’s homes via reliable technology.

Dependable supply requires availability of all transformed and transforming resources. When trying to understand uncertainty in supply, it’s important to understand the uncertainty of each input resource which governs supply.

Uncertainty in demand

For some operations, demand is fairly predictable. For example once classes are fixed and the term or semester has started, a teacher knows how many pupils are in the class. When planning how many handouts are required, the demand is predictable. Absentees can have their handouts on return, so this variable does not affect demand.

In other operations, demand is unpredictable even in the short term. A fast food outlet inside a shopping center does not know how many people will arrive, when they will arrive and what they will order. It is possible to predict certain patterns, such as an increase in demand over the lunch and tea time periods, but a sudden rainstorm that drives shoppers indoors into the center could significantly and unpredictably increase demand in the very short term.

Demand for fast moving consumer goods such as packets of biscuits varies enormously depending on television advertising campaigns, a successful campaign can have an impact the following day, which can cause demand to soar 10 times its normal selling pattern. While some extra stocks could be provided to the supermarkets in advance of the campaign, the size of the reaction is not easy to predict.

Dependent and independent demand

Knowing what demands customers are going to palace an operation is never totally certain. However, some operations can predict demand with more certainty than others such as an operation providing professional decorating and refurbishment services which has its customers a number of large hotel chains. Most of these customers plan refurbishment and decoration of their hotels months or even year in advance.

Demand planning and control concentrates on the consequences of the demand within the operation. Some operations have little choice but to take decisions on how they will supply demand without having any firm forward visibility of customer orders. For example customers do not inform a supermarket when they are arriving and what they will buy. The supermarket takes its planning and control decisions based on its experience and control of the market, independent of what may actually happen.

The nature of independent demand planning and control, it makes best guesses concerning future demand attempts to put the resources in place which can satisfy this demand and attempts to respond quickly if actual demand does not match the forecast.

Responding to demand

Dependent and independent demand concepts are closely related to how the operation chooses to respond to demand. In conditions of dependant demand, an operation will only start the process of producing goods or service when it needs to. Each order triggers the planning and control activities to organize their production.

6. Define yield management?

Yield management:

An approach that orientated in the airline industry, but is used in hotel and car rental business as well.

The objective of yield management is to maximize the revenue or yield from revenue generating units that are limited in number for a given time period such as seats on a flight or rooms in a hotel on a particular day.

Yield management is an appropriate approach when:

1. The firm is operating with a relatively fixed capacity.

2. Demand can be segmented into clearly identified partitions.

3. Inventory is perishable.

4. The product is sold well in advance.

5. Demand fluctuates substantially.

6. Marginal sales costs and production costs are low, but capacity change costs are high.

The basic idea behind yield management is to partition the inventory of revenue generating units and sell them to different customer segments, such as airlines have identified different customer segments such as affluent travelers for whom the cost is not the primary concern, a business traveler who has to go somewhere on short notice and be back on a certain date, vacationers for whom cost is an important issue and people who would visit family and friends or travel for pleasure if the price is right. Airlines offer different levels of service for these groups such as first class, business class, economy and super saver respectively.

A yield management system has to address four basic issues to optimize revenues demand patterns for various rates/fares, overbooking policy, demand elastics and information system.
Task 9

Study Task

The types of layout an operation should choose:

· This is influenced by the nature of the process type, which in turn depends on the volume variety characteristics of the operation.

· The decision will depend on the objectives of the operation. Cost and flexibility are particularly affected by the layout decision.

· The fixed and variable costs implied by each layout differ such that in theory one particular layout will have the minimum costs for a particular volume level. In practice uncertainty over the real cost involved in layout make it difficult to be precise on which is the minimum cost layout. 

The basic types of layout:

1. Fixed position layout – The material or people being transformed do not move but the transforming resources move around them. Techniques are rarely used in this type of layout, but some, such as resource location analysis bring a systematic approach to minimizing the costs and inconvenience of flow at a fixed position location.

2. Process layout – All similar transforming resources are grouped together in the operation. The detailed design task is usually, although not always to minimize the distance travelled by the transformed resources through the operation. Either manual or computer based methods can be used to devise the detailed design.

3. In cell layout the resources needed for a particular class of product are grouped together in the operation. The detailed design task is to group the product or customer types such that convenient cells can be designed around their needs. Techniques such as production flow analysis can be used to allocate products to cells.

4. Product layout – The transforming resources are located in sequence specifically for the convenience of product or product types. The detailed design of product layouts includes a number of decisions, such as the cycle time to which the design must conform, the number of stages in the operation, the way tasks are allocated to the stages in the line. The cycle time of each part of the design, together with the number of stages is a function of where the design lies on the long thin to short fat spectrum of arrangements. This position affects cost, flexibility, robustness and staff attitude in work. The allocation of tasks to stages is called line balancing, which can be performed either manually or through computer based algorithms.
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Interactive lecture

Lecture 1

Service

Services:

· Services can be defined as economic activities that produce time, place, form, or psychological utilities.

· Services are acts, deeds, or performances; they are intangible.
· A service is tangible and perishable. It is created and consumed simultaneously.
Categorizing of services:

· Tangible actions to people’s bodies

· Tangible actions to goods and other physical possessions

· Intangible actions directed at people’s minds

· Intangible actions directed at intangible assets
Categorizing service processes:

· Tangible actions to people’s bodies.

· Tangible actions to goods and other physical possessions.

· Tangible actions directed at peoples minds.

Questions about service:

•How is the service currently delivered?

•What is the nature of demand for the service?

•What are the attributes of the service experience?

•What types of relationship does the service organization have with its customers?

•How much room is there for customization and judgment on the part of the service provider?
Interactive lecture

Lecture 2

Strategy & Design

Strategy: chapter 5 haksever 

· A plan of action designed to achieve a particular goal.

· Strategy is different from tactics. Tactics is concerned with the conduct of an engagement while strategy is concerned with how different engagements are linked.
· Strategy is a deliberate search for a plan of action that will develop a business’s competitive advantage and compound it. 
· For any company, the search is an iterative process that begins with a recognition of where you are and what you have now. 
· The differences between you and your competitors are the basis of your advantage.


Strategic decisions:

•Are widespread in their effect on the organisation to which the strategy refers.

•Define the position of the organization relative to its environment.

•Move the organisation closer to its long-term goals.

The different forms of strategy:

1. Strategy as a plan – Designed before an action takes place to achieve certain goals. 

2. Strategy as ploy – Specific maneuvers outlive an opponent or competitor.  

3. Strategy as pattern – Consistent behaviour or theme in a series of activities as evidence whether planned or not.

4. Strategy as position – Positioning of an organization in its environment or carving itself a niche in this environment. It indicates how an organization is trying to cope with its competitors and survive.

5. Strategy as perspective – An organizations personality that is an integrated way of perceiving the world.

Strategy related terms:

· Objectives or strategic goals.

· Tactics – Action oriented plans with short time horizons than strategy.

· Policies – The limits within which the organization will operate, conduct business etc.

Why strategy in organizations?

· An organisation needs strategy to draw a route to desired outcomes.

· Strategy helps an organisation focus its activities and energies on certain ends and promote the coordination of these activities.

· Strategy helps define an organisation.

· Strategy provides consistency.
· Defines a firm as character or personality.

· Defines an individual strategy as providing a meaning for all members of an organization as well as to outsiders.

Operations strategy:

· The content – Comprises specific decisions and actions.

· The process.

Four perspectives on operations strategy:

[image: image6.emf]
Strategic service vision:
· The strategic service vision focuses on formulating and developing a service strategy to create value for the customer.
Basic elements of the strategic service vision:

1. Target market segment – Service organization should carefully select and identify the customers who are willing and be able to buy the services.

2. Service concept – The service for customers, employees and other stakeholders.

3. Operating strategy – A set of strategies, plans, roles and strategy.

4. Service delivery system.

Integrative elements of the strategic service vision:

1. Positioning – How an organization differentiates itself from its competitors.

2. Value/cost leverage – Tactics used to leverage cost such as managing demand and supply.

3. Strategy/system integration.

Two main tasks in the design of an operation:

1. Design of products and services

· Concept

· Screening

· Preliminary design

· Evaluation & improvement

2. Process design

· Network design

· Process technology

· Job design

· Layout flow

Aspects of design:

· The purpose of the design activity it to satisfy the needs of customers.

· The design activity applies to both product/services and systems.

· (processes)The design activity is a transformation process in itself.

· Design starts with a concept and ends in the translation of that concept into a specification of something which can be created.
Evaluation criteria for assessing design options
· Feasibility - How difficult is it?

· What investment, both managerial and financial, will be needed.

· Acceptability -How worthwhile is it?

· What return in terms of financial and performance improvement will it give?

· Vulnerability - What could go wrong?

· What risks do we run if things go wrong?
Interactive lecture

Lecture 3

Process Technology

Process technology:

· A process is any purposeful activity or group of activities that results in an outcome. 
· A process requires input such as human intelligence, information, machines, and materials, and may produce a physical output or service.
· A process requires input such as human intelligence, information, machines, and materials, and may produce a physical output or service.
Information technology:

· Consists of computer and telecommunications technologies.
· Computer technology is based on hardware and software and is essential for storing and processing data and information.
Telecommunication technology:

· Consists of both equipment and software and is needed for transmitting data and information. 
Possible explenations:

1. Wasteful and inefficient use of IT - Provides very powerful tools for service workers at all levels, there is no assurance that these tools are used competently or correctly.
2. Impact of other problems - Problems caused a slowdown in productivity growth, since IT is only one of the factors that affect productivity.
3. Outdated methods of productivity measurement - Impact on service productivity but these improvements have been missed by current methods of measurement, such as existing data on productivity do not capture important elements of service quality. 
4. Lagged effect - IT does have a positive effect on service productivity but it takes time for the results to emerge.
5. Level of aggregation - The impact of IT expenditures on service productivity at lower levels of aggregation rather than macro levels.
What can technology do for you?

1. Articulate how technology could improve the operation’s effectiveness.
2. Be involved in the choice of the technology itself.
3. Manage the installation and adoption of the technology so that it does not interfere with ongoing operations activities.
4. Integrate the technology into the rest of the operation.
5. Monitor its performance continually.
6. Upgrade or replace the technology when necessary.
Material processing:

· Technological advances have meant that the way in which metals - Eg:  Plastics, fabrics and other materials are processed have improved over time.
· Computer numerically controlled machine tools.
· Robotics - An automatic position-controlled reprogrammable multi-function manipulator having several degrees of freedom capable of handling materials, parts, tools or specialised devises through variable programmed motions for the performance of a variety of tasks.
· Automatic guided vehicles - They are usually small independently powered vehicles which move materials to and from value-adding operations. They are often guided by cables buried in the floor of the operation and receive instructions from a central computer.
· Flexible manufacturing systems - Defined as a computer controlled configuration of semi-dependant workstations connected by automated material handling and machine loading.
Information process technology:

· Include any devices which collect, manipulate, store or distribute information. 
· Centralised and decentralised information processing. 

· Telecommunications and information technology -The internet/intranet Extra-nets E-business Management information systems.
Customer processing technology:

· Customer-processing operations have been seen as low technology when compared with materials-processing operations. The assumption is that manufacturing needs machines while services rely on people. 
· Technology involving customer interaction - Cars, direct dial telephones, internet bookings and purchases, fitness equipment and automatic teller machines are all examples of technology with which the customer interacts directly.
Interactive lecture

Lecture 4

Job Design 

&

Service Recovery & Quality

Job design:

Work arrangement (or rearrangement) aimed at reducing or overcoming job dissatisfaction and employee alienation arising from repetitive and mechanistic tasks. Through job design, organizations try to raise productivity levels by offering non-monetary rewards such as greater satisfaction from a sense of personal achievement in meeting the increased challenge and responsibility of one's work. Job enlargement, job enrichment, job rotation, and job simplification are the various techniques used in a job design exercise.

Eight elements of job design:

1. What tasks are to be allocated? 
Producing goods and services involves a whole range of different tasks which need to be divided between the people who staff the operation.
2. What sequence of tasks - Tasks is dictated by the design of the product or service.
3. Where is the job to be located - Jobs can be performed quite satisfactorily in more than one place.
4. Who else should be involved in the job? 
A larger set of tasks is allocated to a group of people.
5. How are the facilities and equipment? 
Very few jobs do not involve some interaction with tools, equipment, machines or facilities.
6. What environmental conditions? 
Impact on people’s effectiveness, comfort and safety.
7. How much autonomy?
Autonomy – Freedom to work, authority.
8. What skills are to be developed?
Seven approaches to job design:

1. Division of labour -Dividing the total task down into smaller parts, each of which is accomplished by a single person.
2. Scientific management - Establish rules, laws, training on different tasks, act as the planners cooperate between management and workers.
3. Ergonomics - Physiological aspects of job design 
4. Behavioural approach to job design - This assumed an intervening variable of the person’s motivation for performing the job.
5. Empowerment - Giving staff the authority to make changes to the job itself, as well as how it is performed.
6. Team working and job design - Control such things as task allocation between members, scheduling work, quality measurement and improvement, and sometimes the hiring of staff.
7. Flexible working - Skills flexibility; Time flexibility; Location flexibility.

Increasing job motivation:

· Allow people to feel personally responsible for an identifiable and meaningful portion of the work;
· Provide a set of tasks which are intrinsically meaningful or worthwhile;
· Provide feedback about performance effectiveness.
Benefits of empowerment:

· Faster online responses to customer needs;
· Faster online responses to dissatisfied customers;
· Employees feel better about their jobs;
· Employees will interact with customers with more enthusiasm;
· Empowered employees can be useful source of service;
· It promotes word-of-mouth advertising and customer retention. 
Benefits of teamwork:

· Improving productivity through enhanced motivation and flexibility;
· Improving quality and encouraging innovation;
· Increasing satisfaction by allowing individuals to contribute more effectively;
· Making it easier to implement technological changes in the workplace because teams are willing to share the challenge this brings. 
Why is quality important?

1. High customer loyalty - Superior quality this leads to higher satisfaction which, in turn, produces loyal customers.
2. Higher market share - Word-of-mouth advertising they create brings in new customers and leads to a larger share of the market.
3. Higher returns to investors - Ccompanies renowned for their high-quality service are profitable companies and as such their stocks provide great investment opportunities.
4. Loyal employees - Satisfied employees have the tendency to be loyal and productive, which leads to a low employee turnover within the organisation.
5. Lower costs - Preventing mistakes increases productivity and lowers cost.
6. Lesser vulnerability to price competition.

Eight dimensions of quality:

1. Performance - Product/service that can be measured constitute the performance dimension.
2. Features - Features are the extras that a product/service has to offer.
3. Reliability - The probability that a product/service will perform its intended function for a specified period of time.
4. Conformance - The degree to which a product/service meets design specifications.
5. Durability - use a consumer gets from a product/service before it physically deteriorates.
6. Serviceability - Refers to the ease and speed or repairs and the courtesy of repair personnel. 

7. Aesthetics. - Relates how a product/service looks, feels, sounds, tastes, or smells.
8. Perceived quality - Personal experience in use.

Delivering service quality step 1 & 2:
Step 1:

	Quality characteristic 
	Example: Air Journey 

	Functionality 

(how well the service does its job) 
	Safety and duration of journey, onboard meals and drinks, car and hotel booking services 

	Appearance 

(the sensory characteristics of the service) 
	Decor and cleanliness of aircraft, lounges and crew 

	Reliability 

(the consistency of the service over time) 
	Keeping to the published flight times 

	Durability 

(the total useful life of the service) 
	Keeping up with the trends in the industry 

	Recovery 

(the ease with which problems are rectified) 
	Resolution of service failures 

	Contact 

(the nature of person-to-person contact) 
	Knowledge, courtesy and sensitivity of airline staff 


Step 2:

	 Quality Characteristic 
	Variable 
	Attribute 

	Functionality 
	Number of journeys which actually arrived at the destination 
	Was the food acceptable? 

	Appearance 
	Number of seats not cleaned satisfactorily 
	Is the crew dressed smartly? 

	Reliability 
	Proportion of journeys which arrived on time 
	Were there any complaints? 

	Durability 
	Number of times service innovations lagged competitors 
	Generally, is the airline updating its services in a satisfactory manner? 

	Recovery 
	Proportion of service failures resolved satisfactorily 
	Do customers feel that staff deals satisfactorily with complaints? 

	Contact 
	The extent to which customers feel well treated by staff 
	Did customers feel that the staff was helpful? 


Service recovery:

It is a service-oriented approach to managing the same situations that, in an administrative way, are managed by complaints handling routines. 

Identifies service failures, effectively resolves customer problems.  
Service recovery process:

1. Calculate the costs of failures and mistakes.
2. Solicit complaints.
3. Identify recovery needs.
4. Recover quickly.
5. Train employees.
6. Empower and enable.
7. Keep customers informed.
8. Learn from mistake.
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Queuing

Queuing:

Queuing theory is study of waiting lines (or queues). The theory analyses several processes, including arriving at the (back of the) queue, waiting in the queue (essentially a storage process), and being served by the server(s) at the front of the queue. The theory permits the derivation and calculation of several performance measures including the average waiting time in the queue or the system, the expected number waiting or receiving service and the probability of encountering the system in certain states, such as empty, full, having an available server or having to wait a certain time to be served.
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Waiting and capacity costs:

Basic queuing systems:
Basic queuing system configurations:

· A single channel queuing system.

· A single channel, multiphase system.

· A multi channel system.
Psychological time:

•As a critical factor in queuing theory.
•Related to service quality perceptions.
•Cross-cultural differences.
Master’s 8 propositions:
1. Unoccupied time feels longer than occupied time.

2. Pre-process waits feel longer than in-process waits.

3. Anxiety makes the wait seem longer.

4. Uncertain waits are longer than finite waits.

5. Unexplained waits are longer than explained waits.

6. Unfair waits are longer than equitable waits.

7. The more valuable the service, the longer the customer will wait.

8. Solo waits feel longer than group waits.

Operating Techniques
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Handling Complaints

Complaint:

A complaint is an expression of displeasure, such as poor service at a store, or from a local government, etc. In legal terminology, a complaint is a formal legal document that sets out the basic facts and legal reasons, a cause of action that the filing party the plaintiffs  believes are sufficient to support a claim against another person, persons, entity or entities the defendants that entitles the plaintiff(s) to a remedy either money damages or injunctive relief.

Complaints management:

· A management technique for assessing, analyzing, and responding to customer complaints.

· Not a matter of just settling a complaint.

· Covers all activities in an organization from the moment a complaint is received until the moment that customer who complained receives a reaction from the organization.

· In the service industry, it’s apparent that many complaints are linked to staff behaviour and to the agreements made between the service provider and the customer.

1. Accessibility

2. Instructions

3. Internal organization

4. Internal organization

5. Final solution towards the client

Complaint categories:

1. Mechanical complaints

2. Attitudinal complaints

3. Service related complaints

4. Unusual complaints

Operating Techniques
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Forecasting

Demand forecasting:

· The basics for all operations planning.

· Helps the organization to plan the potential number of unit’s services.

· Total number of units produced is indicative of a preliminary flow of capital into the organization.

Manufacturing vs. service forecasts:

· In manufactured products, the demand forecast is a clear cut concept, goods are clearly defined countable.

· A consulting firm may want to make a forecast demand, but its projects may vary in time and complexity.

Commonly used units of forecasting:

· Number of customers.

· Number of hours of services supplied and number of each service supplied such as meals, real estate transactions, financial transactions etc.

· Units of product supplied.

Forecasting methods:

· Judgment – The manager relies on experience, mental estimates of the market, institution, personal value systems, guesses and expert opinion to arrive at a forecast.

· Counting – Counting the number of people who will buy or who say they will buy.

· Time series – Quantitative models that make predictions based on assumption that the future of a data set is a function of the past of that data set.

Components of time series:

1. Trend – The gradual upward or downward movement of data overtime.

2. Seasonality – A pattern of demand fluctuation above or below the trend line that occurs every year.

3. Cycles – Patterns in the data that occur every several years and are usually tied into the business cycle.

4. Random variations – Are faults in the data caused by chance and unusual situations, which do not follow any identifiable pattern

· Association – Such as linear regression, are also mathematical in nature and incorporate factors that can influence demand, competitor’s prices, advertising budgeting etc.

Moving averages:

Moving average = ∑ demand in previous n periods
                                                           n

Weighted moving averages:

[image: image1.emf]
Moving and weighted moving averages:
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Improvement Techniques

Flowcharts:

· Are very useful in designing and describingservices and processes. 

· Each stage in the flow process canbe identified as either:
· an action point of some sort
· a question/decision
Scatter diagrams:

· Provide a quick and simple method of identifying whether there seems to be a connection between two sets of data.
Cause effect diagrams:

· It shows the relationship of all factors (causes) that lead to the given situation (effect). It identifies major causes and breaks them down into sub-causes and further sub-divisions (if any). It is usually preceded by cause-and-effect analysis.

· Also called fishbone diagram (because of its resemblance to a fish skeleton) or Ishikawa diagram, after its inventor Dr. Kaoru Ishikawa (1915-89) of Tokyo's Mushasi Institute.


Pareto diagrams:

· It is a bar graph that displays variances by the number of their occurrences. Variances are shown in their descending order to identify the largest opportunities for improvement, and to separate critical few from the 'trivial many.

· The purpose of the Pareto analysis is to distinguish between:
1. The vital few issues.
2. The trival many issues.

Financial Process Administration
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Pricing

Pricing Strategies:

1. Introduction pricing

· New innovative products mostly start with a relative high.

· New high price that decreases over time.
· Customers already are convinced about the qualities of the certain product and are prepared to pay the higher price.
· If a market should be opened up, a relative low introduction price has the effect that many people are interested in the product and that many customers will consume the product.
· The first customer relationships are settled and the next step is to increase the price.
2. Changing prices

· Prices need to be changed when the costs of the organisation, the market competition and the consumer behaviour change.
3. Cost oriented pricing

· Is based on the sum of costs plus a certain profit.

4. Underbidding pricing

· In markets with very strong competition, the phenomenon of underbidding pricing evolves. Under certain circumstances, underbidding others with extremely low prices can be illegal. 
· On the long term, underbidding others consumes a lot of the organisation s capita organisation.
5. Price perception

· The perception of customers can also influence the price of a good or service because customers perceive $ 10. as a - higher amount of money than $ 9.99.
6. Competition oriented pricing

· In every market, there is a certain standard price for a certain good.
· All competitors set their prices around this standard price. If there are price changes due to changing costs, all suppliers on the market will change their prices.
Different types of costs:

1. Fixed costs - Cost that would continue (at least in the short run) to be incurred even if no services were provided. 
2. Variable costs - Those associated with making an additional sale, such as a new loan at a bank, a single seat in a train or theatre, a room in a hotel, or one more repair job. 
3. Semi variable costs - Those costs that are related to the number of customers served or volume of services produced by the organisation.
Break even analysis - The total sales revenue line start at the zero point because at zero level of activity (zero sales), there is zero sales revenue. The profit (total sales revenue less total cost) at a particular level of activity is the vertical distance between the total sales line and the total cost line, at that level of activity. At breakeven point, there is no vertical distance between these two lines and therefore no profit, i.e. the activity breaks even. Below the breakeven point, a loss will be incurred; above breakeven point there will be a profit. The further below breakeven, the higher the loss. 
Total sales revenue = Total costs.

Total sales revenue = Fixed costs + Total variable cost.

Financial Process Administration
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Cost Calculation

Direct costs - Costs directly related to a product or service. The costs of the maintenance of machines or resources which are used to produce a certain product or service are direct costs. 

Indirect costs - Not directly related to the product. Overhead costs are indirect costs what means that these expenditures on labour, materials, or services cannot be economically identified with a specific saleable cost unit, cost unit = product or service.

Indirect cost per hour = total of indirect cost ÷ total direct man hour

Indirect cost per product = indirect cost per hour × number of man hour

Cost allocation methods:

Traditional cost allocation methods – Surcharge method and production method. These methods 

relate the number of hours worked on the events to the costs which are made for sending the letters

1. Surcharge method - Allocates indirect costs relatively to the number of man-hours, which a certain production process has consumed.

2. Production center method - Knows two production centers where the service costs are assigned to.

3. Activity based costing method (ABC method) - This method assigns the overhead costs to different activities. For example an event organisation company organizes two different events. This method relates the number of sent invitations per event to the total sending costs.

The steps in developing an ABC system are as follows: 

Step 1: Analyze and define activities - All activities of an enterprise are identified, a process which decomposes an organisation into elemental activities that are understandable and easy to manage. 

Step 2: Determine the cost driver for each activity - The cost driver is that action or transaction that results in costs being incurred. In many instances the cost driver will be measured in terms of the volume of transactions undertaken. For example the activity is maintenance work and the related cost driver is the number of breakdowns of the machine. 

Step 3: Identify activity centers - Activity costs, which have the same cost driver, are collected in activity centers.

Step 4: Assign costs to products - The costs of activities in the activity centers are assigned to products/services based on cost drivers. 

Finally, the sum the different activities are added to the direct costs. The result is the cost price of the product. 

Financial Process Administration
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Quality Costs

Investing in quality:

Quality is something that is difficult to add to a service or product. Quality must be build into the production process of a product or service. Therefore, additional processes like control functions that can guarantee a certain product or service quality are implemented into the production process. Few, if any, operations managers would doubt that quality management is a good thing and needs to be done. However, there is a price to pay. The costs of controlling quality may not be small, whether the responsibility lies with each individual or a dedicated quality control department. It is therefore necessary to examine all the costs and benefits associated with quality. 

Quality costs: 

Managers need to know the costs of the different processes because a lot of decisions are based on cost and benefit information. Therefore it makes sense to measure the costs of quality. In fact ‘cost of quality’ is usually taken to refer to both costs and benefits of quality. 
Quality costs are categorized as: 

• Prevention Costs 

• Appraisal Costs 

• Internal Failure Costs 

• External Failure Costs 

Measuring the costs of quality can in some cases prove that it is better to invest in prevention because it will save money on other quality cost categories. For example, checking a module book on spelling before it is printed 300 times improves the quality of the final product and saves the money that was normally needed to print it again. 

Generally, measuring quality costs must not happen very detailed because on the one hand, it is in some cases too difficult to distinguish between quality costs and costs which are inherent to the operation. On the other hand, this research will consume a lot of money. However, quality cost research is more targeted on the ‘big fishes’ of quality failures. 

Prevention Costs - Those costs incurred in trying to prevent problems, failures and errors from occurring in the first place. 
They include such things as: 

• Identifying potential problems and putting the process right before poor quality occurs.

· Designing and improving the design of products and services and processes to reduce quality problems.
• Training and development of personnel in the best way to perform their jobs. 

Appraisal costs - Those costs associated with controlling quality to check to see if problems or errors have occurred during and after the creation of the product or service. 
They might include such things as: 

• The setting up of statistical process control programmes and acceptance sampling plans.
• The time and effort required to inspect inputs, processes and outputs.
• Obtaining processing inspection and test data; 

• Investigating quality problems and providing quality reports. 

• Conducting customer surveys and quality audits. 

Internal Failure Costs - Are failure costs associated with errors, which are dealt with inside the operation. 
These costs might include such things as: 

• The cost of scrapped parts and material; 

• Reworked parts and materials; 

• The lost production time as a result of coping with errors; and 

• Lack of concentration due to time spent trouble‐shooting rather than improvement. 

External Failure Costs -A associated with an error going out of the operation to a customer. 
These costs include such things as: 

• Loss of customer goodwill affecting future business; 

• Aggrieved customers who may take up time 

• Litigation (or payments to avoid litigation) 

• Guarantee and warranty costs; 

• The cost to the company of providing excessive capability (too much coffee in the pack or too much information to a client
The different costs in relation to the quality effort can be visualized with two different views which are visualized in two different models. 
1. Traditional View Model 
2. Zero Defects Model. 

1. Traditional View Model 

In traditional quality management it was assumed that failure costs would reduce as the money spent on appraisal and prevention increases. Furthermore, it was assumed that there is an optimum amount of quality effort to be applied in any situation, which minimizes the total costs of quality. The argument is that there must be a point beyond which diminishing returns set in, that is the cost of improving quality gets larger than benefits which it brings. As quality effort is increased the cost of providing the effort increases proportionally. At the same time however, the cost of errors, faulty product etc, decreases because they are fewer of them. 

2. Zero defects model 

The zero‐defects model assumes that a constant improvement in small economically responsible steps will finally result in a situation of zero defects. Zero defects mean a perfect product. As students should imagine, this approach evolves from the production industry and especially the manufacturing based facilities. 

According to this model, the optimal amount of quality costs meets the failure rate at zero defects or 100% quality. 

Traditional view can be applied to services, but the zero defects model cannot be used. Why the zero defects model cannot be used for services? Zero‐defects are only applicable in robot and machine based manufacturing processes like the automobile industry. 

As long as humans are involved in service products does not matter on which sides of the process (customer or supplier), a service product will never reach a zero‐defect level on a continuing basis. 

Examples of quality costs are (per profession): 

Tourism 

1. Prevention Costs: 

· Set‐up accommodation check‐system. 

2. Appraisal Costs: 

· Check all accommodations once a year. 

3. Internal Failure Costs 

· Check concludes that an already booked hotel does not meet the requirements, which are described in the brochure. Organisation has to find a new hotel. 

4. External Failure Costs 

· Guests conclude that the hotel does not have the same facilities as described in the brochure. The will hand in a complaint and will finally receive a restitution. 
Hotel:

1. Prevention costs:

· Set up hygiene system (HACCP).

2. Appraisal costs:

· Regularly measuring the temperatures of freezers in the kitchen.

3. Internal failures:

· Manager of the kitchen finds out food is spoiled.

4. External failures:

· Guest is served spoiled meal. The guest gets sick and causes bad publicity.
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