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UNIT 1 MARKETING OF SERVICES: AN
INTRODUCTION

1.1 Introduction

1.2 Objectives

1.3 The Concept of Service

1.4 Difference between Goods and Services
1.5 The Role of Service in An Economy
1.6 Reasons for Growth in Service Sector
1.7 Nature and Characteristics of Services
1.8 Types & Classifications of Services

1.9 Meaning Of Marketing of Services
1.10 Need For Services Marketing

1.11 Emerging Challenges in Service Marketing
1.12 Summary

1.13 Glossary

1.14 Answer to Check Your Progress

1.15 Reference/ Bibliography

1.16 Suggested Readings

1.17 Terminal & Model Questions

1.18 Case Study

1.1 INTRODUCTION

The global economy is also known as the service economy due to its increasing
importance and service dominance in the Gross Domestic Product of the majority
developed and developing countries around the world. The growth and expansion in the
service sector has significant indicator of economic progress of the countries.

Past few years trend reveals that the developing countries have switched from
agriculture to industrial economy, and gradually became service economy. This
transformation has created the necessity of understanding and differentiating goods and
services. Over the period, due to the advancement and innovations in the services
industry, it was analyzed that services are playing a complementary role in the sale of
goods in the market.
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Agriculture :> Industry :> Service sector

Industries can be classified into three categories; Primary, Secondary and Tertiary
sectors. Primary sectors are also called extractive sector this includes agriculture, mining,
fishing, sericulture, and poultry. Secondary sectors involve manufacturing and
construction, while Tertiary sector include services and distribution.

The Industrial Revolution of the eighteenth century brought about significant changes not
just in production methods, but also in financial structures and transportation and
Telecommunication networks.

The rise of the two biggest key sectors such as banking and railroads, along with other
supporting services, was essential for harnessing the economic advantages of large-scale
production. Without these developments, the benefits of industrialization would not have
been fully realized.

During the pre-industrial period, primary sector has created foundation of the growing
economy. The Industrial revolution has noticed the growing importance of secondary
sector and decline in the agriculture activities. USA evolved as a first service economy
with 80 % of US economy found to be service-focused, and over half of its workforce
employed in the service sector. This shift has been so significant that it is referred as
‘Second Industrial Revolution’ With increasing disposable income, individuals are
spending more on travel, entertainment, leisure, health, and communication services on
one hand, and the growing complexity of Banking, Insurance, Investment and Legal
Services on the other hand indicated the inclination for the service sector to expand that
gave birth to new sector Banking, Financial Services and Insurance

(BFSI) is the industry's umbrella term for companies that offer a variety of financial
products and services. This encompasses universal banks that provide a broad range of
financial services, as well as companies specializing in one or more of these financial
sectors. Majority of developed countries have transformed into service-oriented economy
and developing nations like India and China have adopted the same course of action.
Rather than displacing manufacturing and agriculture, the services sector significantly
supports their growth. For example, advancements in information and communication
technology have contributed in the growth of industrial and commercial sectors. Services
has played a crucial role in offering essential technical support like SaaS (Software-as-a-
Service) for the expansion and development of manufacturing and agriculture.
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Economies of developed countries like the USA, UK, Germany, Japan, Canada, Sweden
etc have changed from being goods dominated to service dominated market. Now
developed economies are also called as service economies, data shows that the service
sector accounts for more employment, major contribution in GDP and more consumption
than manufactured goods.

Services enhance productivity, optimize the resource, support in effective managerial
decisions, and improving living standards and economic advancement. In “The Coming
of the Post-Industrial Society”, Daniel Bell, referred to this era of service sector
dominance as the "Post-Industrial Society." According to Daniel Bell: “If an industrial
society is defined by the quantity of goods as marking a standard of living, the post-
industrial society is defined by the quality of life as measured by the services desirable
and possible for everyone.”

1.2 LEARNING OBJECTIVES

After studying this unit, the learner will be able to understand:

e The meaning of Services.

e Concept and features of Services

e The reasons for growth of the service industry.
e Difference between Goods and Services.

e The Role of Service in an Economy

e Reasons for Growth in Service Sector

e Types & Classifications of Services

e Need for Services Marketing

e Emerging Challenges in Service Marketing

1.3 THE CONCEPT OF SERVICE

The extensive need, importance, competition, and marketing of services, along with
ongoing debates about how marketing intangible services differs from marketing tangible
products, have enriched the literature. Services have some key features like intangibility,
perishability, heterogeneity, inseparability. Services are the actions, facilities and are
performed, not produced like a goods. Services are agreement between parties who have
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agreed to perform the facilities under certain terms and conditions. Services are selling of
experiences or memories. Services are both people-focused and technology-oriented. As
services are purely perishable, services are produced after the demand only. Due to this
characteristic of services, it is very challenging for companies to meet short-term market
demand, as the demand for services tends to be highly elastic. Service quality is a
combination of various service aspects.

Definition of Services

American Marketing Association, Committee (1960) “Activities, benefits and
satisfactions, which are offered for sale or are provided in connection with the sale of
goods”.

Services are activities, deeds, processes, performances, or benefits that one party offers to
another, which are fundamentally intangible, perishable, and variable.

Quinn, Baruch and Paquette, (1987) “Services include all economic activities whose
output is not a physical production construction, is generally consumed at the time it is
produced, and provides added value in forms (such as convenience, amusement,
timeliness, comfort or health) that are essentially intangible concerns of its first
purchaser”

Kotler and Armstrong (1994) “Any activity or benefit that one party can offer to another,
which is essentially intangible and does not result in the ownership of anything. Its
production may or may not be tied to a physical product. Activities such as renting a
hotel room, depositing money in a bank, travelling by an airplane, visiting a psychiatrist,
getting a haircut, having a car repaired, watching a professional sport, watching movies,
having clothes cleaned by a dry cleaner, seeking advice from a lawyer/consultant etc.- all
these involve buying services”.

A service involves performing an action for someone or something, and it is largely
intangible, meaning it is not material. In contrast, a product is tangible, meaning it is
material and can be touched and owned. A service is typically an experience that is
consumed at the point of purchase and cannot be owned because it quickly perishes. For
example, a person might go to a café one day and receive excellent service, but return the
next day and have a poor experience.

W.J. Stanton defines, “Services are those separately identifiable, essentially intangible
activities which provide want-satisfaction, and are not necessarily tied to the sale of a
product or another service. To produce a service may or may not require the use of
tangible goods. However, when such use is required, then there is no transfer of title
(ownership) to these tangible goods.”
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1.4 DIFFERENCE BETWEEN GOODS AND SERVICES

With the rise in the service industry the need for understanding the difference between
goods and services has become necessary. Goods are tangible things that can be seen,
touched, and owned by individuals. Examples include clothing, electronics, and food.
These items can be produced, stored, and transported, and their value is often defined by
physical characteristics and production costs.

They are actions or activities performed for a fee, often consumed at the point of
delivery. Examples include haircuts, legal advice, and education. The value of services is
often derived from the expertise, experience, and time of the service provider.

The distinction between goods and services affects how they are marketed, sold, and
consumed, influencing various aspects of economic policy and business strategy. While
goods can be inventoried and owned, services are perishable and require direct
interaction between the provider and the consumer. This fundamental difference has
significant implications for businesses and consumers alike, shaping the way transactions
are conducted in the marketplace.
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Srl | Basis Goods Services

no.

1. | Definition The term “Goods” are tangible | The term “Services” are the
items that people are ready to | deed, agreement, promises, or
purchase at offered price. facilities offered by service

organisation.

2. | Tangibility Goods can be seen or touched, | Services are intangible and
and tested. Good has design,  don’t have physical
colour, weight and can be moved | appearance. Like good service

are not having any colour,
weight and design.

3. | Transferability of | Ownership of goods can be | Service ownership cannot be

Owner transferred from the organisation | transferred from one part to
to the customers another. Ownership always
remains with the service

organisation only

4. | Return and resale Goods can be returned back to the | Services could not be returned
sellers and or replaced, resold | or exchanged once performed
again. and could not be resold.

5. | Perishability Stocks of the good can be | Services are time-sensitive; if
maintained in stores for future | they are not used within a
consumptions. specified period of time, they

cannot be stored.

6. | Variability/ Goods are generally standardised | Services are highly variable

Heterogeneity and low variation as well as | and Heterogeneous.
homogeneous

7. | Evaluation As the goods are highly | Due to the high heterogeneity

standardised and uniform the
evaluation is easy.

nature of  services the
comparison and evaluation is
complex.
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1.5 THE ROLE OF SERVICE IN AN ECONOMY

The service industry is also known as the tertiary sector and has become essential for
modern economies. Services includes a wide range of activities that provide value
through various forms of assistance and expertise instead of producing tangible goods.
Key industries within this sector include healthcare, education, finance, real estate,
transportation, communication, and tourism. Services lies at the core of economic
activity in any society.

(Source: Dorothy I, Riddle, Service-led growth, Praeger, New York, 1986)

Figure 1: Interactive Model of an Economy

Extractive
- sector
Business :

services / Consumer
Infrastructure Trade
services U services
Social/personal
Public . services
administration
Manufacturing
sector

Dorothy Riddle formulated the Interactive economic model shown in Figure 1.1.

This model shows the flow of activity among the three major sectors of the economy:
Extractive (mining and farming), Manufacturing, and Service sector, that can be divided
into five subgroups. All activity eventually leads to the consumer. Examples of services
in each of the five subgroups are:

1. Business services: Consulting, finance, banking

2. Trade services: Retailing, maintenance, repair

3. Infrastructure services: Communications, transportation
4. Social/personal services: Restaurants, health care

5. Public administration: Education, government

Infrastructure services, including transportation and communications, are critical links
between all sectors of the economy and the final consumer. In a complex economy, these
services, along with trade services, serve as intermediaries between the extractive and
manufacturing sectors and facilitate distribution to consumers. They are essential for
industrialization, making them indispensable in any advanced society.In an industrialized
economy, specialized firms can supply business services to manufacturing firms more
cost-effectively and efficiently than if the manufacturing firms provided these services
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themselves. Consequently, services such as advertising, consulting, financing, and testing
are increasingly being outsourced to dedicated service firms. Except for basic subsistence
living, where households are self-sufficient, service activities are crucial for the economy
to function and for improving quality of life. For instance, the banking industry is
essential for transferring funds, and the transportation industry is vital for moving food
products to areas unable to produce them.

Moreover, a wide range of social and personal services, including restaurants, lodging,
cleaning, and child care, has emerged to transition former household functions into the
broader economy.

Public administration is essential for creating a stable environment that fosters
investment and economic growth. Services such as public education, healthcare, well-
maintained infrastructure, safe drinking water, clean air, and public safety are
fundamental for both the survival of a nation’s economy and the well-being of its people.
Therefore, it is important to understand that these services are not merely supplementary
but are core components of society. They are vital to a functioning and prosperous
economy, playing a central role in its operation. Services are a key driver in the transition
to a global economy as service sector supports and facilitates goods-producing activities
of the extractive and manufacturing industries.

| Value-Added Services Infrastructure Services “‘]
* Financing + Communications
* Leasing < * Transportation
* Insurance i = Utilities
* Banking ,;
+ |

‘ Fersonal Services

| .“ ¥ | * Health care
| Manufacturing Distribution Services ™ » Restaurants
I Services inside company: * Wholesaling | * Hotels
|+ Finance F——— .« Retailing |

* Accounting s chah'inhg *

’ L,pgul [ ‘ Consumer

* R&D and desipn (Self-service)

— i

|
| Business Services [ .
Government Services

Supporting manufacturing:

+C i |+ Military
| L0ﬂ§1}llmg . Edut;h{m
. ﬂ?i[rlﬁ\gmg + Judicial
I;Waﬁtc disposal * Police and fire protection

The role of services in the economy
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1.6 REASONS FOR GROWTH IN SERVICE SECTOR

The service sector is the backbone of many economies, offering employment
opportunities and driving national growth. Understanding the factors behind its
expansion is vital for both businesses and policymakers.

In recent years, the service sector has experienced rapid growth and continues to expand
as global connectivity increases and economies shift toward service-oriented models.
This sector encompasses industries such as finance, healthcare, retail, hospitality, and
technology. It plays a crucial role in the economy, not only by providing jobs but also by
contributing significantly to overall economic development.

The future of the economy appears to be increasingly service-oriented. Several factors
have contributed to this growth, which can be categorized into environmental factors
such as demographic, economic, political and legal, and social influences.

1. Demographic Factors: Population studies indicate a global increase in
population, with high birth rates driving the demand for childcare centres,
educational institutions, and similar services. As the baby boom generation
reached its peak in the late 1980s, it became a key target for various services like
fast food and entertainment. Rising life expectancy has expanded the market for
individuals over 55, creating new opportunities in healthcare, leisure, and
tourism. Additionally, the ongoing migration from rural to urban areas, as well as
the shift from city centres to suburbs, has increased the need for infrastructure and
support services. Changes in population dynamics, including aging populations
and urbanization, have increased demand for various services. For example, an
aging population requires more healthcare and retirement services, while
urbanization drives the need for infrastructure and housing services.

2. Economic Factors:

The expansion of the corporate sector and stock market typically signals
economic growth. With widespread economic liberalization, resource
mobilization through capital markets has reached new levels. The rise of large
firms has increased reliance on specialized service providers such as market
research and advertising agencies. Economic reforms have led to a surge in
consumerism. Additionally, shifts in consumer purchasing power and spending
habits, driven by the growth of the middle class, have transformed it into a
significant ‘consumption community.'

Economic growth and rising incomes have led to higher demand for diverse
services. As economies develop, consumer spending shifts from goods to
services, such as entertainment, travel, and personal care. Additionally,
technological advancements have created new service opportunities and increased
efficiency in service delivery.

3. Political and Legal Factors:
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Deregulation has exposed various service industries, such as airlines and banking, to
heightened competition, fostering greater innovation and growth. Simultaneously, many
countries are working on strengthening consumer protection laws to enhance public
security and to protect the environment from wrong practices in the industry.

With the increasing interest & involvement of government in trade, there has been rise in
the trade relationship countries. This led to the growth and expansion of tourism,
hospitality and hotel industry. This entire exercise has created space for the establishment
of Trading blocs like, NAFTA (North American Free Trade Agreement), ECM
(European Common Market), ASEAN (Association of Southeast Asian Nations), and
SAARC (South Asian Association for Regional Cooperation). These trading blocks are
dedicatedly working on protecting and promoting the regional interest in the trade of
goods and services at global platform.

Political aspirations and the vision have a great role in the growth of service industry.
The conducive policy can encourage the expansion and high scope of growth. Legal
frame work develops a favourable condition for the growth with the assurance of equal
opportunities for each stakeholder and maintains fair and healthy practices as well as
competitions.

4. Social Factors:

Over the period it has been observed that there have been landmark changes in the social
engineering in the society. People in the society are now living in nuclear family and at
distance places from their relatives. Earlier their routine was different while living in
joint family, as a result they daily routine has become very complex and simultaneously
the way of living has been transformed. Rise in the number nuclear families has been
noticed in the past few decades. There has been growth in the discretionary income of the
people with the rise per-capita income. This led to the changing life style of masses with
the wide level of cultural exchange. Now individuals are giving more attention on quality
of life, work life balance, child care, leisure activities and wellness programs. Moreover,
digitalisation and social trends have played a significant role in the reshaping the service
industry.

5. Technological

Past trends and practices have brought wide developments in computer engineering,
Acrtificial Intelligence and Information Technology in the convergence of various
technologies like Telecommunication, Entertainment and Data transmission. The
influence of Internet has resulted in increasing mobility of educated people among
countries, and paradigm shift in many service industries like Financial Services,
Insurance, Banking, Education, Travel etc.

These factors collectively drive the expansion of the service sector, making it a central
component of future economic development.
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Environmental Trends and Emerging Service Markets

Environmental Service Market
Trends

Dine-out habits (hotels and restaurants), travel, entertainment,
clubs, repairs and servicing, health care, carpet and dry
cleaning, domestic service, banking and investments, retailing,
insurance.

Consumer Affluence

Domestic service, travel, nurseries, fast food restaurants,

Working women financial services, marriage counselling, retailing, personal
care.

Greater life | Hospitals, nursing homes, entertainment, travel resorts, leisure

expectancy services, investments, banking.

Travel, legal aid, tax counselling, professional services,

Complexity of life .- . . . .
airlines, courier services, insurance, banking.

Entertainment, leasing, fats food, travel, picnic resorts,

New young/Youth . L N : o
young educational institutes, tutorial aids, counselling, retailing

Hotels, advertising, legal services, recruitment services,
Corporate crowd management counselling, health care, airlines, travel booking,
courier services, insurance, banking, market research.

Repair and servicing (example Computers), training,

Product Innovation ] . )
education, sharing services.

Growing Product

. Expert advice, specialists
complexities

(Source: Schoell W.F. W.F. and Ivy J.T. -"Marketing Contemporary Concepts
and Practices"

1.7 NATURE AND CHARACTERISTICS OF SERVICES

The Special Characteristics of Services: -

Intangibility
Inseparability of production and consumption
Heterogeneity

Perishability

o~ W n e

Ownership
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1. Intangibility: -Services are activities performed by the provider and, unlike
physical products, they cannot be seen, tasted, felt, heard, or smelled before
consumption. Because services are intangible, they lack sensory features that
customers can evaluate before purchase. This means that, unlike goods,
services cannot be assessed by customers prior to purchase and consumption.
Consequently, service marketers cannot rely on product-based clues that
buyers typically use in evaluating alternatives before making a purchase
decision. Therefore, customers are often unaware of what to expect from a
service until they experience it.

To build client confidence, service providers should follow certain practices
to make their offerings more tangible. For example, they can display models
to show patients the expected results of a plastic surgery. Emphasizing the
benefits of the service, rather than just describing its features, can also help.

The level of intangibility varies among services. Some services, like teaching,
consulting, and legal advice, have minimal tangible components. In contrast,
services provided by restaurants, fast food centres, hotels, and hospitals
include tangible elements, such as food in restaurants or medicines in
hospitals.

2. Inseparability: Services are first demanded and then it is consumed after
production. And the production is depending on demand for the service. In
services there is not time gap between production and consumption, hence
both are simultaneously performed, unlike physical goods, which are
manufactured, distributed through various resellers, and consumed later. With
services, the provider is inseparable from the service itself. For example, a
taxi ride requires the presence of both the taxi driver and the passenger; the
driver’s presence is essential to provide the service. This means services
cannot be produced in advance for future consumption.

This creates a unique challenge in service marketing, as the physical presence
of the customer is often necessary. For instance, to use the services of an
airline, hotel, or doctor, the customer must be physically present.

3. Heterogeneity: Services are highly variable, as they depend on the service
provider, the location, and the timing of delivery. Service marketers face the
challenge of standardizing their offerings, as the quality can vary based on the
provider's experience, the customer, the time, and the firm. Service buyers are
aware of this variability, so service firms must strive to deliver high and
consistent quality.

Services are essentially performances, heavily reliant on human interaction
rather than objects. Since no two people are alike, an individual's performance
can vary daily. Services are heterogeneous in terms of time, place, and
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especially people. The inconsistency in service production and delivery poses
significant challenges for marketers, directly impacting service quality. This
quality depends on factors that cannot be objectively controlled.

4. Perishability: -Delivering high-quality services requires selecting skilled and
qualified personnel. Services are acts or performances consumed
simultaneously and cannot be stored. They perish if not used when needed,
adding to the challenges faced by service marketers. The inability to regulate
supply to match changing demand often leads to a decline in service quality
during peak times, such as in restaurants, banks, and transportation services.
Service marketers must manage capacity effectively to meet demand without
compromising quality.

The intangibility of services also means they are perishable. Unlike physical goods,
services cannot be returned or resold if found unsatisfactory. For example, a
disappointing haircut or guided tour cannot be undone. This results in the loss of
resources spent on providing the service and necessitates quick recovery strategies to
restore customer goodwill.

In goods production, products are made separately from their consumption, with no
direct interaction between producer and consumer. However, services are produced and
consumed simultaneously and there is direct interaction between the service company
and the consumer. Often, the consumer becomes part of the production process. For
instance, in a restaurant, some customers like to be involved in how their food is prepared
and served. This presents another marketing challenge: managing customer behaviour in
service settings.

5. Ownership:

When we buy a product, we become its owner, whether it’s a pencil, book, shirt,
refrigerator, or car. In contrast, with a service, we pay for its use but never own it. For
example, purchasing a ticket allows we to watch a movie at a local cinema, paying wages
hires a chauffeur to drive our car, and paying fees hires a marketing research firm to
investigate product’s poor sales performance. In services, the payment is for the use,
access, or hire of items or facilities, not for ownership. Services are bought for the
benefits they provide. If we examine why products are purchased, we find they are
chosen for their intangible benefits and satisfactions. For instance, detergent powder
offers cleanliness, air-conditioners provide a cool, comfortable environment, and a
mixer-grinder offers convenience.

From a marketing perspective, the same concepts and techniques apply to both products
and services. Market research, product design, product planning and development,
pricing, promotion, and distribution is needed for effective marketing. However, for
marketing services, the marketing manager must understand the nature of the five
characteristics of services and how they impact the marketing strategy.
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Figure 2: Characteristics of Services

Perishability Intangibility

Characteristics
Ownership of Service Heterogeneity

Inseparability of Production
and Consumption

1.8 TYPES & CLASSIFICATIONS OF SERVICES

Companies are using a larger number of classification schemes for services have been
developed to provide strategic insights in managing them. Utilizing different bases, these
schemes allow us to understand different nature of the services.

The Nature of the Service Act

Relationship between Service Organization and Customers
Scope for Customized and Judgment in Service Delivery
Nature of Demand and Supply for the Service

Method of Service Delivery

By Market Segmentation

Degree of Tangibility

Skills of Service Provider

© © N oo g B~ w DhoRE

Goal of Service Provider

10. Degree of Regulations
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1. Nature of Service Act

The service act can be analysed along two dimensions: First one is “who or what is the
direct recipient of the service” and second is “the tangible nature of the service”. This
results in four possible classifications:

1) Tangible actions directed at the customer, such as passenger transportation and
personal care.

2) Tangible actions directed at the customer's possessions, such as laundry cleaning
and lawn care services.

3) Intangible actions aimed at the customer's intellect.
4) Intangible actions performed on the customer's assets, such as financial services.

This classification system prompts questions about the traditional delivery methods of
services:

a. Is there need for physical presence of customers throughout the service?
b. Customer's presence is necessary some moments or few hours?

c. Does the customer's presence not require or not mandatory?

If physical presence is necessary, customers must either travel to the service facility or
become part of the process, or the service provider must travel to the customer. This has
significant implications for facility design and employee interaction, as the impressions
made will influence the perceptions of the service. Additionally, questions arise about the
impact of facility location and business hours on customer convenience. It's not
surprising that retail banks have adopted automatic teller machines (ATMs) and other
electronic communication alternatives to personal interaction. Thinking creatively about
the nature of the service may lead to more convenient forms of service delivery or
products that can substitute for the service. For example, videotapes of lectures and
compact disk recordings of concerts offer a convenient substitute for physical attendance
and serve as permanent library records of the events.

What is the | Who / what is the direct recipient of the service?
nature of the
service act?

People Possessions/ Object/
Activity
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Service linked

I. Service directed at people’s

bodies:

passenger transportation;
Health Care;

1.
possessions:

Services directed at physical

Freight Transportation;

Repair And Maintenance;

Tangible - Lodging; _
actions - Warehousing/Storage;
- Beauty Saloons; o
_ - Retail Distribution;
- Physical Therapy; _
) - Laundry And Dry Cleaning;
- Fitness Centers; _
- Refueling;
- Restaurants; )
S - Landscaping/Lawncare;
- Haircutting; ) )
_ - Disposal/Recycling.
- Funeral Services
I11. Services directed at people’s | IV. Services directed at intangible
minds: assets:
- Advertizing/PR; - Accounting;
Intangible - Arts And Entertainment; - Banking;
actions - Broadcasting /Cable; - Data Processing;

Management Consulting;
Education;

Information Services;
Concerts;
Psychotherapy;

Theaters

Museums.

Data Transmission;
Insurance;

Legal Services;
Programming;
Research;

Securities Investment;

Software Consulting.

(Source: Christopher H. Lovelock, "Classifying Services to Gain Strategic Marketing

Insights,"” Journal of Marketing, VVol. 47, Summer 1983)

2. Type of Relationship that the Service Organisation with their customers

This classification of services is focusses on the types of relationship between the service
organisation and their customers as well Nature of service delivery. In the first
dimension, the relationship between organisation and their customer is explained; Formal
relationship (membership) or Informal relationship (non-membership). The second
dimension discusses the Nature of service delivery; Continuous or Discrete transaction.
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There are advantages for the service organisation to have formal-membership relations.
There is a mutual consent and agreement with all necessary terms and conditions
between the service organisation and the customer that ensure the consistent business to
the organisation. After this, it become easy for the organisation to provide services to
customer and customised services according to the individual client’s needs. This also
facilitates the customers to get good quality of facilities and build loyalty.

This classification offers solutions for certain queries for service managers like:

- What important initiatives should be adopted to convert 'Informal’ into
'member" relationships (e.g. Occasional visitors become Regular visitor in
Family restaurant)?

- How do pricing and usage-rate trade-off occur (e.g. the tariff rate of the tour
& travel company for regular travelling member, in Railways, Roadways,
club membership?

Knowing your customers is a significant competitive advantage to the service
organisation.

Having a data base of customers' names and addresses and their service use permits
target marketing and individual treatment of customers. Customers benefit from
membership because of the convenience of annual fixed fees and the knowledge that they
are valued customers with occasional perks.

Continuous relationship or discrete transaction?

Type of relationship between the service organization
Nature of service and its custormers
delivery Membership relationship No . . formal

relationship

- Insurance; - Radio station;
Continuous delivery | - Cable TV subscription; - Police protection;
of service - College enrollment; - Lighthouse;

- Banking - Public highway.

- Long-distance calls; - Carrental;
Discrete transactions | -  Theater series subscription; - Mail service;

- Travel on commuter ticket; - Toll highway;

- Repair under warranty; - Pay phone;

- Health treatment for HMO | - Movie theater;

member. - Public
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transportation;

- Restaurant.

(Source: Christopher H. Lovelock, "Classifying Services to Gain Strategic Marketing
Insights,” Journal of Marketing, VVol. 47, Summer 1983)

3. Scope for Customization and Judgement in Service Delivery

Unlike consumer goods that are bought off the shelf, services are created during
consumption, often involving the customer in the production process. This allows for
significant customization to meet individual customer needs. Customization can be
measured with two dimensions: the extent to which the service and delivery system can
be customized and the degree of judgment customer contact personnel can exercise in
defining the service for each customer.

Some services are quite standardized, like public transportation, which operates on fixed
routes and schedules. Other services offer more options, such as telephone services
where each subscriber has a unique number and access to various features, or retail bank
accounts where each check or card is personalized. However, in these cases, customer
contact personnel have limited discretion beyond their personal interactions and basic
support.

There are services where contact personnel have more freedom in delivering the service
but do not significantly differentiate their service between customers, such as educators.
On the other hand, professional services like law, medicine, accounting, and architecture
require high levels of customization and judgment from contact personnel, who are
typically highly trained.

This classification raises several questions for service managers, primarily related to
availability of professional and trained staff and cost:

e s it good for the service organization reduce customization to have benefit
from standardization and economies of scale?

e Can high customization lead to a broader range of customers satisfactions?

e How services be simplified to reduce the need for judgment by contact
personnel?

e Should services be updated to leverage staff expertise?

Balancing customization levels can create tension between marketing and operations.
Marketing managers often advocate for high customization to meet diverse customer
needs, which demands more from operational staff. High customization levels require
employees at the service delivery point to make judgment-based decisions, necessitating
more training and a broader skill set.
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Extent to which service characteristics are customized
Extent to which

customer-contact
personnel exercise
judgment in | High Low
meeting individual
customer needs

- Legal services;

- Health care/surgery;

- Architectural design; - Education (large classes);

- Real estate agency; _ Preventive health
High - Taxi service; programs.

- Beautician;

- Plumber;

- Education (tutorials).

- Telephone service; - Public transportation;
- Hotel services; - Routine appliance repair;
Low - Retail banking (excluding | - Fast-food restaurant;
major loans); - Movie theater;
- Good restaurant. - Spectator Sports.

(Source: Christopher H. Lovelock, "Classifying Services to Gain Strategic Marketing
Insights,"” Journal of Marketing, VVol. 47, Summer 1983)

4. Nature of Demand and Supply for the Service

The perishability of service capacity presents a challenge for service managers since,
unlike manufacturers, they cannot produce and store inventory for future use. The degree
of demand and supply imbalances varies across service industries. As the demand for the
services varies over time, it is not constant and unpredictable. The services are perishable
and cannot be stock, as the service organization has a limited capacity to produce
services at a time. During the peak time demand of the services is high, whereas the
during the off season the demand is negligible. At the time of peak time the demand
exceeds supply, due to the limited capacity to produce services, there is an opportunity
for new suppliers to enter the market. Hence, service organization must fulfil demand
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patterns over time, identify why and when peaks occur, and develop strategies to smooth

these peaks.

Key considerations for determining the appropriate strategy include:

e The nature of demand fluctuations: Are they predictable, such as daily meal
demand at a fast-food restaurant?

e The underlying causes of these fluctuations: Can marketing efforts change
customer habits or preferences that cause these fluctuations?

e Opportunities to adjust capacity or supply: Can part-time workers be hired during

peak times?

e The potential for differential pricing strategies: Should new strategies that

combine capacity adjustments and pricing be tested?

Managing demand fluctuations can be challenging for service managers. However,
technological advancements, especially in computer-based delivery scheduling, are
helping service companies balance demand and supply more effectively.

Extent of demand fluctuations over time

Extent to  which
supply is constrained

Wide Narrow

- Electricity; - Insurance;
Peak demand can |- Natural gas; - Legal services;
usually ~ be  met | Telephone: _
without a major phone, - Banking;
delay - Hospital maternity unit; - Laundry and dry

- Police and fire emergencies cleaning.

- Accounting and tax preparation;

- ion: Services, similar to those in
Peak demand Passenger transportation; ( _

above cell, but which have
regularly  exceeds | - Hotels/motels; . .. . .
capacit insufficient capacity for their
pactty - Restaurants; basic level of business).
- Theaters.

(Source: Christopher H. Lovelock, "Classifying Services to Gain Strategic Marketing
Insights,” Journal of Marketing, VVol. 47, Summer 1983)
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5. Method of Service Delivery

The method of service delivery is a critical area where changing marketing strategies
could be beneficial. This brings up several key questions for service managers:

e Whether the services are offered at a single site or multiple locations?
e Which transaction is most convenient and suitable for customers?

e Whether the any variation in the type of interaction can improve or worsen
service quality?

e Can suitable intermediaries, such as franchises, be used to expand to multiple
outlets?

Managing multiple sites has significant implications for maintaining quality and
consistency in service offerings. The level of service delivery heavily influences the
perception for the service quality. There are few instances in that services cannot be
offered as multiple location because of immobility of the heavy machines at different
site. Under such circumstances customers are required to visit the services organization
for quality of services experience.

However, many services are increasingly being delivered without face-to-face
interaction. Examples include teleshopping, telephone banking, and the use of fax and
electronic data interchange (EDI) in various service sectors.

The classification schemes raise important issues for service providers, allowing
comparisons across different service industries and highlighting key issues for service
organizations' marketing plans.

Nature of interaction | Availability of service outlets

b/w customer and

service organization Single site Multiple sites
- Theater; - Bus service;
Customer goes to .
g - Barbershop. - Fast-food chain.

service organization

- Lawn care services;

) o ) - Mail delivery;
Service organization | -  Pest control service; )
visits to customer Tax - Auto club road service.
- Taxi
Customer and
service organization | . cregit card company: - Broadcast network;
transact at arm’s ]
- Local TV station. - Telephone company.

length  (mail or
through Internet)
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(Source: Christopher H. Lovelock, "Classifying Services to Gain Strategic Marketing
Insights,” Journal of Marketing, VVol. 47, Summer 1983)

6. By Market Segment:

Individual Consumer Coaching Taxi, Life Insurance

Organizational Consumer Legal services taken by Organization,
Machinery repair

7. Degree of Tangibility:

Highly Tangible Food Item, Consumable Item

Services linked with Tangible Restaurant, Hotel, Banking

Pure services Legal, Hospitality

Tangible
dominant

Cosmetics
Salt | Soft ® o Fast-food
- Detergent
drinks ? ? outlets
| Car
ﬁ L
Fast-food Ad * Consulting

outlets

Teaching
agenc
IEny Airline Financial

services

Intangible
dominant

8. Skills of Service Provider:

Professional Medical, Legal, Teaching

Non-Professional Casual Labor, carpenter

9. Goal of Provider:

Profit / Commercial Banking, Airline, insurance
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Non-Profit Public sector leisure facility

10. Degree of Regulation:

Highly Regulated Insurance, Telecom, Law

Limited Regulated | Catering, Fast Food

Non- Regulated House painting, Local Repair shop

1.9 MEANING OF MARKETING OF SERVICES

Service marketing promotes the intangible benefits and offerings of a company to
enhance customer value. This may include standalone services like Google pay,
YouTube, digital marketing or complementary services to tangible products like Zomato,
Oyo rooms etc. The growth and expansion in the SaaS (Software-as-a Service)
companies, the manufacturing sectors has achieved a drastic growth as software
companies has created done the business process reengineering. Sectors like financial
services, tour & travel, digital marketing, and professional services are highly depend on
service marketing.

Service marketing is more value-based and customer-oriented instead of product
marketing. Service-marketing covers B2C (Business-to-Consumer) as well as B2B
(Business-to-Business) and having wide scope in almost every sector irrespective of the
any industry.

Service marketing is an integrated system of service operations that aims to develop
customer-oriented services. Marketing-mix in service marketing plays an important role
in the achieving maximum customer satisfaction and steady growth of service
organization. Service-marketing mix comprises seven important elements; Product, price,
place, promotion, people, process, physical evidences. Its ultimate objective is to design
effective policy to have maximum customer satisfaction and sustainability of service
business. As the service marketing mix is customer-focused, it always aims to deliver the
service quality in the best interest of the customer in the market.

Key areas of Service marketing involve:
e Selling of services to the potential and targeted segment in the market.
e Distribution of services with maximum customer satisfaction.

e Positioning the services on the basis of USP’s in service.
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Marketing is the most essential part of the service management. Customer satisfaction
has become prime objective of marketing decisions. Competent service-marketing
decisions facilitate in transformation of potential and targeted people into regular
customers by providing the quality services to the right people, with appropriate way, at
the right cost and within the needed time.

1.10. NEED FOR SERVICE MARKETING

Service marketing, at present has a gain the interest of world economy and played a
significantly in GDP globally. Services are intangible, perishable, variable and often
involve direct interaction between the provider and the customer. These characteristics
necessitate a distinct approach to marketing, emphasizing the creation and
communication of value through experiences rather than physical goods.

Firstly, the intangibility of services means customers cannot see, touch, or try a service
before purchasing. Effective service marketing helps bridge this gap by building trust and
showcasing the benefits and value of the service through customer testimonials, detailed
descriptions, and demonstrations. This approach helps potential customers make
informed decisions.

Secondly, the perishability of services, meaning they cannot be stored for future use,
requires meticulous demand management. Service marketing strategies like special
promotions, loyalty programs, and differential pricing during off-peak times can help
balance demand and supply, ensuring optimal utilization of resources.

Thirdly, variability in service quality due to human involvement makes it essential to
market the consistency and reliability of the service. Training programs for staff, clear
communication of service standards, and a strong emphasis on customer service are
pivotal components of service marketing that enhance satisfaction and loyalty of
customers.

As the services are inseparability, production and consumption occur simultaneously.
Marketing strategies need to focus on the entire customer experience, from initial contact
to post-service follow-up, ensuring every interaction enhances the perceived value.

1.11. EMERGING CHALLENGES IN SERVICE
MARKETING
OBSTACLES IN SERVICE MARKETING

The intangibility and inseparability of services, along with the difficulty in defining
acceptable service quality objectively, make understanding service marketing
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challenging. However, given the significant role of services in our economy, substantial
innovation and creativity are essential to provide high-quality services at convenient
locations for consumers and businesses. Service marketing likely offers more
opportunities for creativity and innovation than product marketing.

The Service Challenge: In the past decade, many innovative methods have been
developed to address the service challenge. This challenge involves:

e Consistent development of new services that better meet customer changing
expectations.

e Improving the quality and variety of existing services.

e Providing and distributing services in ways that best serve the customer.

Challenges to Management/Service Managers

The challenges in managing services are influenced by labor intensity and the level of
interaction and customization required. Service operations are more capital intensive and
careful consideration must be given to:

1. Capital decisions regarding land, facilities, and equipment
2. Technological advancements that could impact these decisions

Capital-intensive processes often cannot easily increase capacity, so managing demand to
smooth peaks and promote off-peak times is essential. The limited capacity also makes
scheduling service delivery crucial for these processes.

In contrast, for processes with high labour intensity, effective workforce management
and control become critical. This includes hiring, training, developing and controlling
methods, ensuring employee welfare, and scheduling. If new operational units are
planned, their startup can pose challenges, and managing a group of such new units can
be difficult.

Overall, both capital and labour-intensive service operations face unique challenges that
require tailored management strategies to ensure efficient and effective service delivery.

Service processes with low interaction and customization face tougher marketing
challenges. They must create a warm and exciting experience despite lacking personal
attention. This makes the physical surroundings and layout more important. With limited
interaction and customization, standard operating procedures can be effectively
implemented, and the organizational hierarchy typically follows a classic pyramid
structure with rigid relationships between levels.

As services involve more interaction and customization, management faces higher costs
and the need for more skilled labour. Balancing cost control and quality maintenance
becomes challenging. Talented employees need clear advancement opportunities within
the organization. The hierarchy of control tends to be flatter, with less rigid relationships
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between superiors and subordinates. Retaining employees becomes a challenge as they
might be tempted to switch jobs frequently. Additionally, service firms with high
consumer interaction must be prepared to respond to frequent consumer interventions in

the process.

Table 1: Challenges for Managers

Challenges for Managers

(less labour intensity)
Capital decisions
Technological advances
. Managing demand to avoid peaks
and to promote off-peaks

. Scheduling service delivery

Challenges or Managers Service factory | Service shop

(low interaction/low | (less labour | (less labour
customization) intensity  and | intensity and high
_Marketing low interaction/high

interaction/low | customization)
-Making service "warm" customization)

-Attention to  physical
surroundings

Mass service Professional

(high  labour | SEFVICE

-Managing .fairly rigid | intensity  and | (high labour
hierarchy with need for | 4y intensity and high
Standard Operating | interaction/low | interaction/low
Procedures

customization) | customization)

Challenges
Management
(high inter
customization)

Fighting
increases

Maintaining

Reacting to
-intervention in prg

Managing
advancement  of
delivering service

Managing
hierarchy with
subordinate-superi
relationships

Gaining
loyalty
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Challenges or Managers

(high labour intensity)
Hiring, Training

Methods development and
control

Employee welfare
Scheduling workforces

Control of far-flung
geographical locations

Startup of new units

Managing growth

Check Your Progress-A

Q1. What is meant by the term ‘service’? Discuss the factors contributing to the
rapid expansion of the service industry.

Q2. Discuss various parameters of differentiating Products and services. Explain
the important differences.

Q3. Discuss and highlight the role and importance of services sector in the economic
growth of a nation.
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Q4. In the last decades, there has been evolution of some new services in the market,
discuss three major service and explain their role and importance in life of the
people.

Q5. How are services different from products? What are the marketing implications
of these service characteristics?

Q6. Describe the different classification schemes for services, providing suitable
examples.

Q7 What is a key characteristic of services that distinguishes them from goods?
A) Tangibility
B) Perishability
C) Durability
D) Ownership

Q8. Which of the following is NOT typically a challenge in service marketing?
A) Intangibility
B) Variability
C) Inseparability

D) Inventory management

Q9. What aspect of service delivery involves ensuring consistent quality across
various service encounters?
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A) Standardization
B) Customization
C) Flexibility

D) Automation
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Q10. In which service type is it essential for the service provider to manage the

physical environment effectively?
A) High interaction and customization services
B) Low interaction and customization services
C) Digital services

D) None of the above

Q11. Which strategy is commonly used to manage demand fluctuations in services?

A) Differentiation
B) Price promotion
C) Product bundling

D) Brand extension

Q12. Which of the following is an example of a high labor intensity service?

A) Online banking

B) Fast food restaurant
C) Air travel

D) Car rental

Q13. What term describes the process of delivering a service at multiple locations?

A) Centralization

B) Diversification

C) Multi-site delivery
D) Standardization
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1.12 SUMMARY

This unit provides a comprehensive overview of service marketing, beginning with the
fundamental concept of a service, which is an intangible benefit provided by one party to
another. Unlike physical goods, services cannot be touched, stored, or owned; they are
experienced and often involve direct interaction between the service provider and the
consumer. The unit distinguishes services from goods by highlighting key characteristics:
intangibility, inseparability, perishability, and variability. These traits make service
marketing distinct from product marketing, requiring different strategies and approaches.

The role of services in the economy is significant, contributing to GDP, generating
employment, and enhancing quality of life. The service sector’s growth is driven by
factors such as increased consumer demand for convenience, rising disposable incomes,
technological advancements, and globalization. As economies shift towards a service-
based model, understanding the nature and characteristics of services becomes crucial.

Services can be classified based on criteria such as customization, delivery methods, and
target markets. Personal services like healthcare, business services such as consulting,
and public services like transportation. Marketing of services involves strategies to
promote these intangible benefits by focusing on customer experiences and relationships.
Effective service marketing is essential for differentiating services in a competitive
market, managing customer expectations, and building long-term relationships.

Emerging challenges in service marketing include managing service quality, adapting to
technological changes, and addressing variability in service delivery. Overcoming these
challenges requires innovation and creative strategies to deliver superior service and meet
evolving customer needs. Overall, this unit underscores the importance of service
marketing in creating value and enhancing customer satisfaction in a dynamic and
growing sector.

|
‘;_’@
\o <

(>
@ 1.13 GLOSSARY

Service: An intangible activity or benefit provided by one party to another, which
cannot be touched or stored but is experienced by the consumer.

Intangibility: A characteristic of services that means they cannot be seen,
touched, or owned. Unlike physical goods, services are experienced rather than
possessed.

Inseparability: The property of services that means they are produced and consumed
simultaneously. The service delivery and consumption happen at the same time and often
involve direct interaction between provider and consumer.
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Perishability: The inability of services to be stored or inventoried. Services cannot be
saved for later consumption; services have to be consumed as they are produced.

Variability: The tendency of service quality to vary based on who provides the service,
when, and where. This variability can impact the consistency of service delivery.

Service Marketing: The process of promoting and delivering intangible benefits to
customers. It involves creating value through customer experiences and focusing on
relationship management.

Customization: It refers to the varieties of offering that tackles the need and demand of
the clients. The services are produced according to the individual customers requirements
only.

Standardization: It refers to the level of uniformity, quality and consistency maintained
in each category of services offered by the organisation.

Service Quality: These are the parameters or factors that ensures the premium features
in the services and fulfil the customers need and expectation.

Demand Management: Strategies used to balance service demand with capacity,
including techniques such as pricing adjustments, promotions, and scheduling to handle
peak and off-peak times.

Multi-site Delivery: The strategy of providing services across multiple locations to
enhance accessibility and convenience for customers.

Service Sector: The segment of the economy that provides intangible goods or services,
including industries like healthcare, education, finance, and hospitality.

1.14 ANSWERS TO CHECK YOUR PROGRESS

Check Your Progress A

7. Answer: B) Perishability

8. Answer: D) Inventory management

9. Answer: A) Standardization

10. Answer: B) Low interaction and customization services
11. Answer: B) Price promotion

12. Answer: B) Fast food restaurant
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13.Answer: C) Multi-site delivery
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1.17 TERMINAL QUESTIONS

A. Short Questions

o ~ w NP

What is a service in the context of service marketing?

List three key characteristics that distinguish services from goods.

How managing service quality more challenging than managing product quality?
What does the term 'inseparability’ mean in service marketing?

What role does the service sector play in the economy?

. Long Questions

Discuss the main differences between services and goods. How do these
differences impact the marketing strategies used for each?

What are the reasons behind the rapid growth of the service sector. How do these
reasons reflect broader economic and social trends?

Analyze the role of service marketing in enhancing customer satisfaction. What
are some key strategies that service organizations can use to improve service
quality and customer experience?

Describe the challenges that service organizations face in managing service
quality. How can service managers address these challenges effectively?

What are the key factors driving the increasing importance of service marketing
in today's economy? Provide examples to illustrate these factors.

1.18 CASE LETS/CASES

Case let: Sunny Days Travel Agency

Sunny Days Travel Agency is a small but growing company specializing in
personalized travel planning and booking services. Established three years ago,
the agency has built a reputation for exceptional customer service and customized
travel experiences. Unlike larger travel agencies that offer standard packages,
Sunny Days focuses on creating tailored itineraries based on individual
preferences and needs.

Despite its success, Sunny Days faces several challenges inherent to service
marketing. One major issue is the intangibility of their offerings. Customers
cannot physically inspect or touch the travel services they are purchasing until
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their trips are underway. This makes it challenging for the agency to convey the
quality and value of their services through traditional marketing channels.

Additionally, the inseparability of service delivery means that Sunny Days'
employees are directly involved in the service process. Each travel advisor plays a
crucial role in shaping the customer experience, from initial consultation to the
final execution of the travel plans. This creates variability in service quality, as

the experience may differ based on the advisor’s expertise and interpersonal
skills.

Sunny Days also grapples with perishability. Travel services are perishable in
nature; once a travel date passes, the opportunity to provide that specific service
is lost. This requires the agency to manage demand effectively, ensuring that they
do not overbook or under book their services, especially during peak travel
seasons.

To address these challenges, Sunny Days has implemented several strategies.
They use customer testimonials and detailed case studies to showcase their
service quality and build trust. They also invest in employee training to ensure
consistency in service delivery. Additionally, they offer early-bird specials and
last-minute deals to manage demand fluctuations.

Questions

1. What are the main challenges Sunny Days Travel Agency faces due to the
intangibility of their services?

2. How does the inseparability of service delivery impact the customer experience at
Sunny Days?

3. What strategies has Sunny Days employed to manage the perishability of their
travel services?

4. In what ways could Sunny Days improve their service marketing to address the
challenges discussed in the caselet?

5. How does the variability in service quality affect Sunny Days' marketing efforts
and customer satisfaction?
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2.13 Terminal & Model Questions
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2.1 INTRODUCTION

In this unit, you will study about various issued related to managing demand/capacity
(supply) imbalances. Understand the demand patterns and underlying reasons. The unit
covers the concept of yield management and various illustration from Indian service
industry.
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2.2 OBJECTIVES

After reading this unit you will be able to:

e Explain the demand patterns for service organizations.

e Develop strategies for matching demand and capacity.

e Understand the concept of yield management.

e Provide strategies for managing customer waiting.

e Understand the demand management and waiting strategies.

2.3 DEMAND PATTERNS

Understanding demand patterns in service marketing is crucial because services often have
unique characteristics that influence how demand fluctuates over time. Here’s a of service
characteristics.

Characteristics of Services Influencing Demand

Intangibility: Services cannot be stored or inventoried, making it challenging to manage
demand fluctuations.

Perishability: If a service is not sold at a specific time (e.g., a hotel room for a night), the
opportunity to sell it is lost.

Inseparability: Services are often produced and consumed simultaneously, meaning
capacity must match demand at any given moment.

Variability: The quality of services can vary depending on who provides them, when, and
where.

The role of efficiently managed demand is pivotal for operational efficiency, ensuring
customer satisfaction, and optimizing revenue in a dynamic service industries' landscape.
Demand forecasting and management both are important aspects in the service industry
due to the fact that, unlike products, services are indeed intangible, perishable, and
generated and consumed mostly simultaneously.

This inherent complexity makes customer demand something that inherently must be
strategized in order to understand, forecast, and command. Aligning service capacity with
the needs of the customers can help to mitigate potential risks from fluctuations in demand,
such as overstaffing, customer waiting, and revenue loss.

What are Demand Patterns?

Unit 2 Managing Demand for Services Page 36 of 556



MS 505 Service Marketing Uttarakhand Open University

Demand patterns refer to fluctuations or changes that customer demand experiences over
time. These patterns are the result of a variety of factors, such as:

Seasonality: Demand that varies because of time of year, weather, or holidays.

Economic conditions: Consumer spending power changes with economic variables like
GDP, unemployment rate, and inflation.

Consumer preference: Changes in tastes, trends, and lifestyles: fitness trends, use of
technology.

Competitive activity: The activities of rivals that affect customer demand. Examples
include price wars and product introductions.

Given the fluctuating nature of demand, a fixed-capacity service organization might be
going through a lot of hassles. Most probably, such scenarios would be based on one of the
conditions mentioned below:

1. Excess Demand

Description: Demand is more than available capacity. Thus, some customers would either
be refused service or postponed to a later time.

Implications: This includes customer discontent, loss of potential revenue, and harm to
organizational reputation.

Example: It is very common to see airlines and trains running on full capacity or even
overbooked conditions with long wait lists during the festive season in India.

2. Demand Exceeds Optimal Capacity

Description: The service organization is at full capacity, but quality of service may start
eroding due to thin spreading of resources.

Implications: All customers can indeed be catered to, but not at the level of service
desired, thus causing reduced customer satisfaction and possible lost customer base in the
long run.

Example: The clientele of a busy restaurant during peak lunch/dinner hours can all be
seated but possibly experience slower service, lower quality food and less friendly staff.
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3. Optimal Capacity where Demand and Supply are Balanced

Description: The demand exactly fits the capacity of the service organization. Operations
are efficiently done and the quality-of-service delivery high.

Implications: This is an ideal case, whereby the service organization is at its best in
utilizing its resources, satisfying the customer, and retaining profitability.

Example: A booked full capacity conference hall hosting a corporate event with all
relevant services; catering, AV appliances, personnel running smoothly.

4. Excess Capacity

Description: The demand for the service is less than the available capacity, resulting in
underutilization of resources.

Implications: Operational costs may be higher due to the idling of resources; even
profitability will be less. Further, employees would not be able to apply themselves to their
full potential and possibly get disengaged.

Example: Off-season in a tourist destination may keep a hotel half-empty, thus creating
excess capacity.

As illustrated in Figure 2.1, there are four primary types of demand patterns. A service
organization's capacity is determined by its physical infrastructure, equipment, and human
resources. To effectively manage demand and capacity, it's essential to comprehend
demand patterns and their influencing factors. A deep understanding of these patterns
empowers managers to make informed decisions. Demand patterns can exhibit regular,
predictable cycles or, conversely, be highly unpredictable and challenging to forecast.
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A. Predictable demand variations in services are those that take place at regular time
intervals; for instance, monthly or annually. Such changes may well be forecast with
enough accuracy either from past experience, normal trends, or known patterns, enabling
the service provider to plan ahead. The following are some examples of predictable
demand variations in the Indian service sector:

1.Seasonal Demand Variations Tourism Services:

* In India, most of the hill stations—Shimla, Ooty, and Darjeeling—see huge demand
during summer months, from April to June, as people from around the country move to
these destinations to escape the scorching heat of the plains. Goa sees most of its visitors
during the cooler months of winter, between November and February, when the
temperature allows for relaxed beach activities.

» Management Strategy: Accommodation providers and travel agents in these regions
often flex their prices, staff levels, and promotion activities with these peaks of the season.
This may also include low-season discounts to increase number of visitors.

Retail Services:

« Consumer demand surges during the festive seasons of Diwali, Dussehra, and Christmas;
these are up times for retail outlets and e-commerce platforms, such as Amazon India and
Flipkart. Consumer spending rises in weeks leading up to these festivals on clothing,
electronics, and gift items.

« Management strategy: Retailers prepare for big sales events, stock inventory, and do
concentrated marketing for such predictable demand.

2. Weekly Demand Fluctuations Food and Beverage Services:

« The restaurants, open cafeterias and food delivery services such as Swiggy and Zomato
witness a higher number of footfalls over weekends and evenings, especially Friday and
Saturday nights. Contrary to this, weekdays, especially Monday and Tuesday tend to be
quite lean.

» Management Strategy: The restaurants ideally have a weekend special menu in contrast
to mid-week discount offers.

Banking Services
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« Banks in India like ICICI Bank and HDFC Bank find that on the first and last days of the
month the number of customers and value of transactions go up since this is the date on
which salaries are disbursed and due to the fact that a lot of utility bills are paid at month-
end. Even Mondays and Fridays tend to be busier compared to middle of the weekdays.

» Management Strategy: Banks can have more staff or longer shifts on such days to cope
up with the increased traffic and lower customer waiting time.

3. Daily Demand Variations Transportation Services:

« Urban transportation services, such as metro rail systems like those in Delhi, and ride-
hailing apps like Ola and Uber, generally experience peak demand during the hours at
which the working-class commutes to and from their workplace. During midday and late-
night hours, though, demand decreases substantially.

» Management Strategy: To manage such predictable peaks, the service providers may run
more metro trains during hours of peak traffic, or they may increase the price of the ride-
hailing car services during the rush hours, ensuring a balance between demand and supply.

Healthcare Services

« Invariably, the outpatient services of hospitals and clinics in India always see a rush in
the morning time, as patient footfall is always higher in the day. Similarly, demands on
emergency service are relatively more in the late evening and night/night.

« Management Strategy: Rostering additional staff and extending consulting hours in
hospitals and clinics for the said period can help in minimizing waiting time and managing
the demand from patients effectively.

4. Annual or Periodic Time Patterns
Educational Services:

« The months before the board exams and competitive entrance tests (like JEE, NEET)
witness a surge in demand for coaching centers and tuition services; these services are
provided by institutes like BYJU'S and FIITJEE. There is peak demand from December to
March when students prepare with all their might.

» Management Strategy: The educational institute may open up crash courses, extra classes,
and increase faculty availability to meet the demand increase.

Taxation and Financial Services:
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« Tax consultancy and financial planning services have a peak demand during the end of
the financial year in India, normally from January to March. This is when individuals and
businesses wrap-up structuring financial plans to complete income tax return filings and
investment planning in order to reduce or save significant tax outflow.

» Management Strategy: Chartered accountants, tax consultants, and financial advisors
may make their services quicker, offer longer hours, and conduct special campaigns to
attract clients during this season.

5. Event-Driven Predictable Demand Fluctuations Sports and Entertainment
Services:

« The Indian Premier League (IPL) creates a predicted demand shock around sports
broadcasting, advertising, and hospitality services for two months, transcending the
months of April and May when there is a spread of live matches across the country.

Fans view matches in stadiums, subscribe to streaming services, and participate in fantasy
league games.

« Management Strategy: Service providers may increase advertising budgets, introduce
special IPL packages, and ramp up service delivery to cater to the expected demand during
the tournament.

This allows service organizations to be well prepared to handle demand variability, with
appropriate measures in place to meet the customer’s expectation in a timely and organized
manner by resourcefully using resource pools. Such knowledge about the trends helps
service organizations from India contribute toward the designing of its offers in sync with
the peak demand period, price them in an effective manner, and market them with vigor.

B. Random demand fluctuations in services refer to unpredictable and irregular changes in
customer demand that do not follow a consistent pattern. These fluctuations can occur due
to unforeseen events, sudden changes in external conditions, or random spikes in customer
needs. Such variability poses challenges for service providers, as it can disrupt planning
and resource allocation.

Some examples of random demand fluctuations in the Indian service sector for your better
understanding is discussed below.

1. Healthcare Services
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Example: During the COVID-19 pandemic, hospitals and healthcare providers in India,
such as AIIMS (All India Institute of Medical Sciences) and private hospitals like Apollo,
experienced sudden and unpredictable surges in demand for medical services. The demand
for hospital beds, ventilators, and 1CU services skyrocketed unpredictably, overwhelming
the healthcare system at different times.

Implications: This kind of random fluctuation forced hospitals to quickly scale up their
operations, convert general wards into COVID wards, and even set up temporary facilities
to manage the influx of patients. It also created a strain on medical supplies, staff, and
infrastructure.

2. Transportation Services

Example: In cities like Mumbai and Chennai, sudden heavy rains or unexpected weather
events can cause a sharp, unpredictable increase in demand for transportation services such
as taxis, auto-rickshaws, and ride-hailing apps like Ola and Uber. During such events,
public transportation may be disrupted, leading to a surge in demand for alternative modes
of transport.

Implications: Ride-hailing platforms often respond with surge pricing to manage the
increased demand, but this can lead to customer dissatisfaction. Additionally, the
availability of vehicles may become limited, resulting in longer waiting times and
increased traffic congestion.

3. Event Management Services

Example: A political rally or protest in cities like Delhi or Kolkata can lead to an
unexpected spike in demand for event management services, including stage setup, sound
systems, and crowd management. These events are often organized at short notice, leading
to random demand fluctuations in related services.

Implications: Event management companies may struggle to mobilize resources on short
notice, leading to logistical challenges and potential service delays. They must be agile and
have contingency plans to meet such sudden demands.

4. Telecommunications Services

Example: A viral online event, such as a major cricket match or a popular online gaming
tournament, can lead to random spikes in demand for internet and data services across
India. During the IPL final, for instance, telecom companies like Jio and Airtel might
experience a sudden surge in data usage as millions of people stream the match
simultaneously.
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Implications: Telecom providers must ensure that their networks can handle these random
spikes in usage without degradation in service quality. Failure to do so can lead to slow
internet speeds, dropped connections, and customer dissatisfaction.

5. Retail and E-commerce Services

Example: A sudden, unexpected endorsement by a celebrity or influencer on social media
can lead to a random surge in demand for a particular product or service. For instance, if a
Bollywood star unexpectedly praises a new fashion brand on Instagram, the brand's
website might experience a sudden spike in traffic and orders.

Implications: The e-commerce platform may struggle with website crashes, stockouts, and
delays in delivery due to the unanticipated surge in orders. This requires the company to
have robust IT infrastructure and a flexible supply chain to respond to such random
demand.

6. Emergency Services

Example: Natural disasters like earthquakes, floods, or cyclones in India, such as those
frequently occurring in regions like Assam or Kerala, create random and unpredictable
spikes in demand for emergency services. These can include the need for rescue operations,
medical assistance, and temporary shelters.

Implications: Emergency services, including disaster response teams and NGOs, must be
prepared to respond rapidly to these fluctuations. This often requires mobilizing additional
resources, coordinating with multiple agencies, and ensuring the availability of supplies
and personnel on short notice.

7. Hospitality Services

Example: During a sudden influx of tourists due to a popular event or festival (like the
Kumbh Mela), hotels and restaurants in cities like Allahabad or VVaranasi might experience
a random spike in demand. This could happen even during an otherwise off-peak season.

Implications: Hotels and restaurants may find themselves fully booked with little warning,
leading to challenges in maintaining service quality and meeting customer expectations.
They may need to temporarily increase staffing levels, stock up on supplies, and implement
quick service adjustments.

Random demand fluctuations present significant challenges for service providers,
requiring them to be flexible, responsive, and prepared for the unexpected. In the Indian
context, these fluctuations can be driven by a wide range of factors, from natural disasters
to viral trends. Service providers need to have contingency plans, robust infrastructure, and
agile operations to manage these unpredictable changes in demand effectively.
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24 STRATEGIES TO MATCH CAPACITY AND
DEMAND

Matching capacity with demand is a critical challenge in service industries. It involves
balancing the resources available (capacity) with customer needs and wants (demand).
Here are some key strategies broadly categorized into two as :

1. Change demand to fit supply (capacity) — Marketing mix strategies
2. Change supply (capacity) to fit demand — Input scheduling strategies
2.4.1. Change demand to fit supply (capacity) — Marketing mix strategies

When service capacity exceeds demand, businesses often employ marketing strategies to
stimulate demand and align it with available resources. This approach is known as
"changing demand to fit supply."

Marketing Mix Strategies
The marketing mix (4Ps) can be effectively utilized to influence demand:
1. Product as Differentiated Services

Offering differentiated services can help manage demand by attracting different customer
segments at different times. This may include offering premium services during peak
periods and basic services during off-peak periods.

Example:

Telecom Services: Telecom companies like Jio and Airtel offer differentiated data plans.
They might provide high-speed data at premium prices during peak usage hours and more
affordable, limited-speed plans during off-peak hours. This helps manage network load
and meets the needs of different customer segments.

Restaurants: High-end restaurants in cities like Mumbai and Delhi may offer special lunch
menus at lower prices to attract customers during typically slower midday periods,
reserving the full-priced, a la carte menu for dinner service when demand is higher.

2. Pricing

This strategy involves adjusting prices based on demand levels. Higher prices are charged
during peak demand periods, while discounts are offered during low- demand periods.

Example:
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Airlines: Indian carriers like IndiGo and Air India use dynamic pricing models where ticket
prices fluctuate based on demand. During peak travel seasons, such as holidays or festivals,
ticket prices increase. Conversely, airlines offer discounts for advance bookings or during
off-peak periods.

Hotels: Hotels in tourist destinations like Goa or Jaipur employ yield management by
raising room rates during peak tourist seasons (e.g., winter in Goa) and offering discounted
rates during the off-season.

3. Promotions

Offering promotions and discounts during off-peak times can help stimulate demand
during periods when capacity is underutilized.

Example:

Cinemas: Multiplex chains like PVR and INOX offer "morning shows™ at discounted rates
to attract moviegoers during typically slow hours. They also run promotions like "Buy
One, Get One Free" on weekdays to increase attendance.

Retail: Retail stores and shopping malls often run mid-week or end-of-season sales to boost
footfall during otherwise slow periods, ensuring that staff and store resources are fully
utilized.

4. Place (Distribution)
Service location: Adjusting the location of service delivery can influence demand.

Example: Mobile food trucks or pop-up shops can be deployed in areas with high foot
traffic during specific times of the day.

2.4.2  Change Supply (Capacity) to Fit Demand: Input Scheduling Strategies

When demand fluctuates, adjusting the supply or capacity to match it becomes essential.
Input scheduling strategies focus on managing the resources (inputs) to align with demand.

1. Adjusting Service Capacity

Service organizations can adjust their capacity by hiring temporary staff, extending
working hours, or utilizing flexible resources to meet fluctuating demand.

Example:

Retail Industry: During major sales events like the Diwali or Amazon’s Great Indian
Festival, e-commerce companies like Amazon India and Flipkart increase their warehouse
workforce by hiring temporary staff to manage the surge in orders. They also extend
delivery hours and partner with additional logistics providers.
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Food Delivery: Food delivery platforms like Swiggy and Zomato onboard additional
delivery partners during weekends and festivals when order volumes spike. They also offer
surge pricing to incentivize delivery partners to work during high-demand periods.

2. Scheduling

Implementing reservation systems allows customers to book services in advance, helping
organizations manage demand more effectively by scheduling capacity to match expected
demand.

Example:

Healthcare: Many hospitals and clinics in India, like Fortis and Apollo Hospitals, use
appointment systems to manage patient flow. By scheduling patient visits, they can avoid
overcrowding and ensure that resources like doctors and diagnostic equipment are
optimally utilized.

Travel: Indian Railways uses an extensive reservation system to manage the demand for
train travel. Passengers book tickets in advance, allowing the railways to plan the
deployment of additional coaches or special trains during periods of high demand.

3. Part-Time Employees and Outsourcing

Hiring part-time employees or outsourcing certain functions can provide flexibility in
managing demand fluctuations without committing to full-time staffing.

Example:

Event Management: During the wedding season, event management companies in India
often hire part-time workers to handle the increased workload. They might also outsource
specific tasks like catering, décor, or audiovisual services to specialist vendors.

IT Services: Indian IT firms like TCS and Infosys sometimes outsource non-core functions,
such as customer support or back-office operations, during peak project periods to external
vendors, allowing them to focus on core service delivery.

4. Cross-Training Employees

Cross-training employees to perform multiple roles allows a service organization to deploy
staff flexibly, depending on where demand is highest at any given time.

Example:

Hospitality: In Indian hotels, staff may be trained to handle multiple roles, such as front
desk operations, concierge services, and event coordination. During peak times, employees
can be shifted to areas with the highest demand, ensuring that service levels are maintained.
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Retail: Employees in large retail chains like Shoppers Stop or Reliance Retail are often
cross-trained to handle different sections (e.g., billing, customer service, stocking). This
flexibility allows stores to adjust staffing levels dynamically based on customer footfall.

These strategies are essential for service organizations in India to efficiently balance
capacity with demand, ensuring optimal resource utilization, maintaining service quality,
and maximizing customer satisfaction. By anticipating demand variations and preparing
with appropriate strategies, businesses can operate more smoothly and profitably, even in
a market as diverse and dynamic as India.

2.5 YIELD MANAGEMENT

Yield management, also known as revenue management, is a pricing strategy most often
applied in service industries where transactions initiate at a basic or regular price but end
up maximized or optimized through initiated price changes that depend upon fixed or
fluctuating demand. The theory applies the process of selling the correct service to the
correct customer at the right time and price in order to maximize revenue from available
capacity. It works best in cases where services are perishable, for example, hotel rooms
and airline seats, and demand varies significantly.

Key Concepts of Yield Management:

 Segmentation: Divide the customers into different segments based on their willingness to
pay.

« Demand Forecasting: Predicting what the future demand will be in view of the historical
data, trends, and elements that are out.

« Dynamic Pricing: Prices change in real-time according to variations in supply and
demand.

« Capacity management: The provision of ensuring available capacity is utilized at its best,
for example, seats and rooms.

Yield Management Calculation

The basic formula for calculating yield is:

Yield = (Actual Revenue / Potential Revenue) x 100

Actual Revenue: The total revenue generated from selling the service.

Potential Revenue: The maximum revenue that could have been generated if all units were
sold at the highest possible price.

Unit 2 Managing Demand for Services Page 48 of 556



MS 505 Service Marketing Uttarakhand Open University

For example, if a hotel has 100 rooms priced at 5000 INR per night and sells 80 rooms at
an average rate of 4000 INR, the yield would be:

Yield = (80 rooms * Rs. 4000 / 100 rooms * Rs. 5000) x 100 = 64% A higher yield
percentage indicates better revenue management.

Yield Management Methods

e Demand Forecasting: Accurately predicting demand patterns to optimize pricing
and inventory levels.

e Customer Segmentation: ldentifying different customer segments with varying
price sensitivities.

e Inventory Control: Managing the availability of services and products to maximize
revenue.

e Pricing Optimization: Dynamically adjusting prices based on demand, competition,
and other factors.

e Overbooking: Carefully managing overbooking levels to maximize occupancy
while minimizing the risk of overbooking.

Challenges in Yield Management

e Accurate Demand Forecasting: Predicting demand with precision is challenging
due to various factors influencing customer behavior.

e Customer Perception: Price discrimination can negatively impact customer
perception if not managed carefully.

e Competition: Competitors' pricing strategies can influence demand and revenue.

By effectively implementing yield management strategies, service businesses can
significantly improve their revenue performance and profitability.

2.6 MANAGING CUSTOMER WAITING

Managing customer waiting in services is crucial because long or poorly managed wait
times can lead to dissatisfaction, negative perceptions of service quality, and a loss of
business. Different strategies can be employed to minimize the negative impact of waiting
on customers. Here are several strategies to manage customer waiting effectively:

1. Reducing Actual Waiting Time

Increase Service Capacity:
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Adding more staff or resources during peak times can reduce the actual wait time.

Example: In a busy bank branch, hiring additional tellers during peak hours (e.g., lunch
breaks) can help process transactions faster, reducing customer waiting time.

Use of Technology:

Implementing technology to automate or speed up service processes can significantly cut
down wait times.

Example: Fast-food chains like McDonald's in India use self-order kiosks and mobile apps
for placing orders, which reduces the time customers spend in line.

Pre-Processing or Pre-Registration:

Allow customers to complete part of the service process before arriving, which reduces the
time needed on-site.

Example: Healthcare providers like Apollo Hospitals offer online registration and
appointment booking, so patients spend less time waiting when they arrive for their
consultation.

2. Managing Perceived Waiting Time
Provide Waiting Time Estimates:

Informing customers about expected wait times helps manage their expectations and
reduces anxiety.

Example: When booking a ride on Ola or Uber, the app provides an estimated arrival time
for the cab, helping users know how long they will have to wait.

Engage Customers During the Wait:
Providing entertainment, information, or activities can make the wait feel shorter.

Example: In India, many high-end salons and spas offer magazines, complimentary
beverages, or free Wi-Fi to keep customers occupied while they wait for their appointment.

Comfortable Waiting Areas:

Creating a pleasant and comfortable waiting environment can improve the customer's
experience and reduce the perceived waiting time.

Example: Many modern hospitals, like Fortis and Max Healthcare, provide comfortable
seating, TV screens, and even play areas for children in their waiting rooms to enhance
patient comfort.

Diversionary Tactics:
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Distracting customers with something interesting or engaging can make them less aware
of the time passing.

Example: Retail stores like Lifestyle or Shoppers Stop may use digital screens displaying
fashion shows, product advertisements, or store offers near checkout areas to keep
customers engaged.

N |Check Your Progress-A

Q1. State the concept of yield management?

1. Which strategies would you recommend to manage demand when it is too high?
a) offers discounts

b) bring the service to the customers

c) offer incentive for usage during non-peak times

d) all of the above
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2. Providing separate check-in lines for first class passengers by an airline is an
example of differentiating waiting customers on the basis of

a) urgency of the job

b) payment of premium price

¢) duration of service transaction

d) none of the above

2.1 MANAGING OF DEMAND AND WAITING

Managing demand and waiting lines in service industries is a critical aspect of service
management, as long wait times can lead to customer dissatisfaction and lost business.
Effective management of waiting lines (or queues) requires strategies that address both the
actual wait time and the customer's perception of that wait. Below are key concepts and
strategies for managing demand and waiting lines in services:

A. Adjusting Service Capacity Staffing Adjustments:
Increase or decrease staff based on expected demand to reduce waiting times.

Example: In busy restaurants, additional staff can be scheduled during peak dining hours,
such as lunch and dinner times, to ensure quicker service and reduce waiting lines.

Cross-Training Employees:

Employees are trained to perform multiple roles, allowing the organization to adjust staff
to where they are needed most.

Example: Retail stores like Shoppers Stop might train employees to handle both cash
register duties and customer service, allowing them to switch roles based on demand.

Flexible Work Hours:

Offering employees flexible work hours can help match capacity with varying demand
throughout the day.

Example: Hospitals may use flexible scheduling for nurses and doctors to ensure enough
staff during peak patient times.

B. Demand Management
Appointment and Reservation Systems:

Using an appointment or reservation system can help spread demand over time and reduce
peak period waiting.
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Example: Salons like Lakme and Naturals in India use an appointment system to manage
customer flow, ensuring that customers don't have to wait long for their service.

Incentives for Off-Peak Usage:

Offering discounts or promotions during off-peak hours can help shift demand away from
peak periods.

Example: Cinemas might offer discounted ticket prices for morning or early afternoon
shows to encourage more customers to visit during these typically less busy times.

Dynamic Pricing (Yield Management):

Adjusting prices based on demand can help manage customer flow and reduce congestion
during peak times.

Example: Airlines like IndiGo or Spicelet increase prices during holiday seasons when
demand is high and offer discounts during off-peak periods to manage demand and reduce
overbooking.

C. Queue Management Techniques Single vs. Multiple Queues:

Single Queue: A single line feeds into multiple service points (e.g., bank tellers), which is
generally perceived as fairer and can reduce anxiety because customers feel the wait is
distributed evenly.

Multiple Queues: Separate lines for each service point (e.g., grocery store checkouts),
which can create a sense of competition but may be faster if managed well.

Virtual Queuing:

Customers wait in a virtual queue instead of physically standing in line. They are notified
when it’s their turn.

Example: Some hospitals and clinics in India use SMS-based systems to notify patients
when it's time for their appointment, allowing them to wait elsewhere instead of in the
waiting room.

Priority Queuing:

Offering priority queues for certain customer segments (e.g., premium customers, elderly,
or those with special needs) can help manage waiting times more effectively.

Example: Airports often have separate check-in lines for business class passengers, which
reduces wait times for those customers and enhances their experience.
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D. Customer Experience Management Provide Information and Updates:

Keeping customers informed about expected wait times and the reasons for delays can help
manage their expectations and reduce frustration.

Example: Restaurants like Domino's in India provide real-time updates on order status via
their app, allowing customers to track when their food will be delivered.

Enhance the Waiting Environment:
Improving the physical environment where customers wait can make the wait feel shorter.

Example: High-end restaurants might offer a comfortable seating area with magazines,
drinks, and snacks to make the waiting experience more pleasant.

Entertainment and Distractions:
Providing entertainment or distractions can reduce the perceived waiting time.

Example: Amusement parks like Wonderla in Bangalore often have interactive displays or
entertainment options in waiting areas to keep visitors engaged while they wait for rides.

E. Technology Integration Self-Service Options:

Providing self-service options can reduce the number of customers needing assistance,
thereby shortening waiting lines.

Example: Many Indian banks, such as HDFC and ICICI, offer self-service kiosks for basic
transactions like passbook updates and cash deposits, reducing the need to wait in line for
a teller.

Mobile Apps and Online Check-Ins:

Customers can use mobile apps to check in, make reservations, or schedule appointments,
reducing the time spent waiting on-site.

Example: Healthcare apps like Practo in India allow patients to book appointments with
doctors, reducing the waiting time at the clinic.

Effective management of demand and waiting lines in service organizations is essential for
enhancing customer satisfaction and operational efficiency. By strategically adjusting
capacity, managing demand, optimizing queue systems, improving the waiting experience,
and integrating technology, service providers can minimize the negative impact of waiting
and ensure a positive customer experience. These strategies are particularly relevant in the
Indian context, where service demand can vary significantly due to factors like cultural
events, festivals, and economic conditions.
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2.8 SUMMARY

This unit addresses the challenges related to managing demand and capacity in service
organizations. Given that services are perishable, fluctuations in demand pose significant
challenges for service marketers. A service organization with fixed capacity may encounter
four distinct scenarios: excess demand, demand exceeding optimal capacity, balanced
demand and supply at optimal capacity, and excess capacity. The first step in developing
strategies to align demand and capacity is to analyze demand patterns and identify their
underlying causes. Strategies for matching demand and capacity can be categorized into
two main approaches: altering demand to fit supply and adjusting supply to meet demand.
These strategies are discussed in detail in this unit. Additionally, the yield management
technique for profitably managing demand and capacity is explained. Despite having
strategies to balance demand and capacity, customer waiting is often unavoidable in many
service industries. Service waits can be managed through operations management and
perception management. This unit provides suggestions for better managing waiting lines.
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@ 2.9 GLOSSARY

Demand patterns refer to fluctuations or changes that customer demand
experiences over time.

Demand Segmentation: Dividing the customer base into distinct groups with
similar demand characteristics.

Peak Demand: Periods of exceptionally high demand that can strain resources.

Off-peak Demand: Periods of lower demand that can be leveraged for cost
optimization.

Capacity Planning: Determining the optimal level of resources needed to meet
demand.

Yield Management: Maximizing revenue by adjusting prices based on demand
levels.
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2.10 ANSWERS TO CHECK YOUR PROGRESS

Check Your Progress A
Q3 1c 2b

- . 2.11 REFERENCES

e Services Marketing: Integrating Customer Focus Across the Firm by Valarie
Zeithaml, Mary Jo Bitner, and Dwayne Gremler

e Services Marketing: People, Technology, Strategy" by Christopher Lovelock and
Jochen Wirtz Marketing of Services by Vinnie Jauhari and Kirti Dutta

e Services Marketing by Christopher Lovelock and Jochen Wirtz

2.12 SUGGESTED READINGS

Suggested to read news reports, and industry analysis, sources like The Economic
Times, Mint, and Business Standard often provide insights into current trends and
challenges in the Indian service industry. Additionally, reports from organizations
like NASSCOM and FICCI offer data and analysis on service sector performance
in India.
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? 2.13 TERMINAL QUESTIONS

1. Explain the significance of determining the demand patterns. With the help of an any
example of service organization of your choice describe its demand patterns.

2. Illustrate the strategies for matching supply and demand.

3. Explain the term ‘Yield Management’. Discuss the yield management method and
challenges faced in implications.

4. Develop a waiting line strategy for the organization you are familiar with, where
customers have to wait in line for service.

2.14 CASE LETS/CASES

Dr. Nisha Patel runs a busy, small healthcare clinic in Pune, India. Her vast practice has,
among other areas, specializations in general health consultations and minor procedures.
Over time, the clinic built its reputation on quality care at affordable prices and received a
consequent inflow of patients.

More and more people began to visit the clinic for consultations as the time went on. Dr.
Patel then felt that the numbers visiting the clinics were huge, more particularly during the
morning and evening. This resulted in a massive overcrowding of the place during peak
hours, resulting in long waiting hours. This resulted in dissatisfaction among the people
and thus pressurized the working of the clinic due to strain on resources, including staff
members who were getting overworked. In contrast, the afternoons in the clinic were
relatively light, which made it underutilized during those periods. Dr. Patel was worried
that this uneven demand may be affecting the quality of care and hence the overall
experience of the patients. To handle the fluctuating demand, dr. Patel was considering the
following options: Appointment-based system:

Dr. Patel pondered whether moving to a more rigid appointment-based system—in which
patients would be incentivized to make appointments during the slow times by offering
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discounts or shorter waits—would help, but she was afraid of turning away walk-in patients
who represented a large part of her business.

Longer clinic hours:

Another option was to extend the hours into late evenings, which would accommodate all
the patients that were unavailable during regular hours. This, however, would call for extra
staff to be brought in, causing operational costs to rise.

Telemedicine services:

Knowing very well that digital health services are increasing, it came to mind for dr. Patel
to offer telemedicine consultations during peak hours. It would not only reduce the burden
of in- person visits to the clinics or hospitals but also give an opportunity for patients with
lesser critical needs for consultation to be attended to from the comfort of their homes.
She, however, was concerned whether her mainly middle-class patient clientele would be
comfortable with or have access to the right technology.

Demand management through technology:

A mobile application allowing patients to view wait times in real-time and then notifying
them when their turn had come could be implemented to modulate the patient flow more
effectively. Again, this app could be used to book appointments during less busy periods.

QUESTIONS

1. What are the potential advantages and disadvantages of each of these solutions proposed
above in the Indian context?

2. How can Dr. Patel balance satisfaction of his patients against operational efficiency?

3. What other demand management strategies might Dr. Patel want to implement in order
to reduce demand without compromising quality?

4. How would cultural factors among Dr. Patel's patients affect the acceptance and
effectiveness of the proposed solutions?
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UNIT 3 DIFFERENT ASPECTS OF YIELD
MANAGEMENT

3.1 Introduction

3.2 Objectives

3.3 Concept and Evolution of Yield Management
3.4 Importance of Yield Management

3.5 Objective of Yield Management

3.6 Components of Yield Management
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3.9 Challenges and Issues in Implementing Yield Management
3.10 Summary

3.11 Glossary

3.12 Reference/ Bibliography

3.13 Suggested Readings

3.14 Terminal & Model Questions

3.1 INTRODUCTION

In the previous units we have discussed about the concept of service marketing and the
characteristics of services that make them different from goods. Services are perishable
in nature. They cannot be stored. If the service is not consumed at the right time, then its
value is lost. Yield Management, also known as revenue management is a strategic tool
used in service marketing that enables the service marketers to sell the right product to
the right consumer at the right time, thus creating a balance between supply and demand.
The goal of yield management is to make sure that best possible financial returns can be
gained from the available capacity.

Yield= AR/PR
Where,

AR- Actual Revenue

PR- Potential Revenue
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AR= Actual capacity used * Average Actual price
PR= Total capacity * Maximum price

This equation indicates that yield is a function of the capacity used and price. Equipment,
labor and other facilities can cause constraints in capacity. Therefore, the extent to which
an organization’s capacities or resources can achieve their full potential in revenue
generation is called yield. This unit will focus on the concept of yield management and
its techniques and implications.

3.2 OBJECTIVES

This unit’s objectives are to:

e Develop an understanding about the concept of yield management

e Enlighten about the various aspects of yield management and its components

e Explain the various techniques of yield management

e Understand the challenges and issues involved in implementing the practices of
yield management.

e Provide an insight on the application of yield management in service industry

e To get an insight into the role of technology in implementing yield management.

3.3 CONCEPT AND EVOLUTION OF YIELD
MANAGEMENT

There has been a paradigm shift in the service industry due to the deregulation in the
environment and this has changed the way companies are operating. Service
organizations are facing this challenge due to the perishable nature of the services eg.
unsold hotel room, unsold tickets and unsold seats. These offerings if not used or
consumed at the right time might lose value and thus affect the revenue of the
organization. It is very essential that these limited capacities that are perishable in nature
must be managed in a way that they generate optimum revenue for the organization.
These limited capacities must be sold at the right time to the right customer at the right
price. Here comes the role of Yield Management, often referred to as Revenue
Management in the service industry.

To use yield management effectively certain prerequisites, need to be fulfilled. This will
be beneficial in increasing the bottom-line profitability of the organization. These
prerequisites are mentioned below:

e There should be availability of fixed number of capacities (resources) or
inventory for sale. Adding or removing inventory in a short time must be difficult
and impractical.
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e The inventory available for sale must be perishable in nature. They must be used
in the due time otherwise they will lose value and they cannot be stored or used
later.

e The demand for the inventory must be fluctuated and unpredictable.

e The price that the customers are willing to pay for the inventory must be different.
That means that for the same service offering different customers should be
willing to pay different price.

Let us take the example of Hotel Industry and understand the concept of yield
management.

For any hotel the goal of effective yield management is to gain maximum revenue by
creating a balance between supply and demand. For hotels supply refers to the available
rooms and demand refers to the bookings by customers. It is very essential for hotels to
anticipate the behaviour of the customers and the market so that they can align and
optimise their pricing strategies in order to use the supply in full potential in coordination
with the demand and also generate revenue.

Let us say there is a hotel with 50 rooms and the maximum room tariff is Rs 1500
per night.

Potential revenue= 1500 * 50= Rs 75000 per night

Situation 1- If the hotel rents out all the rooms at a discounted tariff of Rs. 1000 per
night.

The total yield/ revenue = 1000*50= Rs. 50000

This is 66.6%. At this rate the hotel is not getting a very good yield but is able to utilize
the capacity to the maximum.

Situation 2- If the hotel charges full tariff but is not able to rent out all the rooms. It rents
out only 50% of the rooms. Then the yield / revenue can be calculated as below:

Yield = 1500*25= Rs. 37500

This amounts to 50%. Here the hotel has maximized the price but could not use the
resource to the full potential.

Situation 3- Let us assume that the hotel rents out 25 rooms at full tariff ie Rs 1500 and
the remaining 25 rooms at a discounted tariff of Rs. 1000. Then the yield/ revenue will
be:

Yield = (25*%1500) + (25* 1000) = Rs. 37500 + Rs. 25000= Rs. 62600
This amounts to 83.3%o.

It can be concluded that out of all the three situations the last one seems the most
profitable for the hotel. Here the hotel has taken into account price flexibility for different
resources (rooms) and is able to generate maximum revenue.
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Evolution of Yield Management

The roots of yield management trace back to 1970’s. The deregulation in the American
aviation industry caused a boom in yield management. Under this deregulation the
American aviation industry gave airlines a monopoly to set their own fares. This caused a
lot of challenges as the airlines had to manage their limited seat capacity and at the same
time also ensure that the revenue is maximized. The competition accelerated due to this.
To combat this issue American airlines took help of yield management. This helped them
in maximizing their revenue while dealing with the issue of limited seat capacity.
Flexible pricing strategies were used to cater to different customers/ segments. The
limited capacity was used in the most profitable manner by giving discounts and offers
on early booking and pricing the tickets at a higher price for last minute bookings.

The airline industry pioneered yield management and this success also attracted other
industries that dealt with perishable products with variable demand. Gradually with the
evolution of information technology, implementation of yield management practices
became more better as information technology enabled the service organizations to
predict demand more accurately and also implement the pricing strategies more
effectively. Also, these technological advancements have enabled the organizations to
reach more people and deliver more customized offerings.

In the current scenario yield management has become one of the most important factors
that is leading to the success of the service organizations. It has become an important
strategic tool for organizations to maximize their revenue and survive in the competitive
scenario.

N |Check Your Progress-A

Q1. What do you understand by Yield Management?

Q3. What do you understand by Actual Revenue and Potential Revenue?
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3.4 IMPORTANCE OF YIELD MANAGEMENT

Considering the involvement of yield management in success of businesses it is essential
to understand the reasons that have led to this. The following are the importance of yield
management:

1. Improved forecasting- Implementation of yield management enables the
organizations to predict the future demand for a given period of time by analysing
the market trends and data. This enables them to prepare the supply in alignment
with the demand. The capacities/ resources can be optimized to adjust to the
future demands.

2. Maximizing Revenue- Yield management caters to the need of selling the right
resource to the right customer at the right time and price. By adjusting the prices
as per different factors influencing the demand the revenue can be maximized.
This is very beneficial in revenue maximization for the hotel industry, aviation
industry etc.

3. Optimizing the use of capacity/ resource- Yield management helps to create a
balance between the available resources and the demand ensuring that the
capacities can be used with flexible pricing strategies, ensuring a consistent and
profitable revenue system. Proper prediction of demand leads to proper resource
allocation.

4. Improved seasonal pricing and inventory management- In case of services
that are seasonal in nature yield management helps in adjusting the price of the
offering as per the fluctuating demand ensuring profit maximization for the
organizations.

5. Identification of new market segments- the service industry gets affected by
ample external factors that pose threat to them. Yield management enables the
organization to be alert and flexible to adapt to the dynamic market conditions. It
also opens up the new avenues to enter into new market segments by being more
proactive and making the offering more personalized in terms of price.

6. Competitive Advantage- Implementation of yield management can help the
organizations to have a competitive edge as it offers optimized pricing and better
customer experience and satisfaction.
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3.5 OBJECTIVES OF YIELD MANAGEMENT

There has been a paradigm shift in the service industry due to the deregulation in the environment
and this has changed the way companies are operating. Service organizations are facing this
challenge due to the perishable nature of the services eg. unsold hotel room, unsold tickets and
unsold seats. The roots of yield management trace back to 1970’s. The deregulation in the
American aviation industry caused a boom in yield management. Under this deregulation the
American aviation industry gave airlines a monopoly to set their own fares. Yield management
involves making decisions that lead to when, how and under what conditions the capacities must
be made available to the customers. It also enables the organizations to adjust the price of the
offering as per the fluctuating demand. The major objective of yield management is to strike
a balance between supply and demand. It helps the organizations to implement a tight
control over the inventory so that the efficiency can be increased. It also enables the
organizations that are dealing with perishable offerings to make dynamic pricing
strategies to deal with fluctuating demands and enables them to remain competitive while
optimizing profitability. It also helps the organizations to adapt new and innovative
strategies to deal with such fluctuations in demand. By the use of effective yield
management practices, the organizations can also enhance customer loyalty and retention
as it offers value-based pricing to the different segments/ customers.

3.6 COMPONENTS OF YIELD MANAGEMENT

Yield Management of Revenue Management encompasses a lot of components that
enables it to maximize business performance by effectively managing supply and
demand. Yield Management is an approach that help the service organizations with
perishable inventory to se effectively sell their offering to the right person at the right
time and ensure that the offering has been sold at the right price.

Capacity
Management/ Segmentation
Overbooking

Competition

Demand

Dynamic

and Market

Pricing Analysis

Forecasting

Fig- Components of Yield Management

e Demand Forecasting- Demand forecasting is a very important technique used in
yield management in order to predict the future demand of the inventory. It
enables the organization to plan effectively, allocate the resources and most
importantly adjust the pricing of the inventory. Accuracy of demand forecasting
is very crucial as it helps to optimize the inventory and enables the organization
to provide the customers an enhanced service experience. It reduces wastage of
inventory and in case of service industry where the inventory is perishable in
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nature it ensures that the revenue is not lost due to unsold inventory. For service
industry accurate demand forecasting is the heart of the operations.

e Capacity Management- Capacity management strategies enable the organization
to balance the inventory efficiently. The main aim of capacity management is to
ensure that the supply meets the demand. In service industry the demand is very
fluctuating, therefore it becomes very difficult to manage the inventory. Many
industries use overbooking as a strategy to manage capacity. Overbooking is done
on purpose by the organizations for selling more that the available inventory. This
is done so that the issues related to cancellations, no shows etc can be resolve.
Overbooking is a very important tool and can not be done on guess work
Overbooking decisions are made by carefully assessing a lot of factors like the
past trends, major events happing in the area, festivals etc. In case of any
cancellations and no shows the inventory can be sold to the customers in the
waitlist. This enables the organizations to create a balance between demand and
supply and maximized their revenue.

e Segmentation- Segmentation is the process of dividing the customers on the
basis of their need and wants into homogeneous groups. In case of service
industry this basis can be demographics, booking patterns, usage patterns etc. the
main of segmentation in yield management is to understand what the customers
want and what price are they ready to pay for the offering. It has been seen that
different customers are willing to pay different prices for the same inventory.
Creating pricing strategies that are segment specific enables the organizations to
maximize their revenue. The premium customers are charged higher prices and
for the price sensitive customers the rates are decided accordingly. This helps in
enhancing overall guest experience and promotes satisfaction and loyalty of the
customers. Proper use of technology can also help in creating better segment and
also CRM can be used streamline the customer data and implement yield
management more effectively.

e Dynamic Pricing- Dynamic pricing strategies have been very beneficial for
service industry. It allows them to optimize inventory and maximize revenue.
Dynamic pricing is also known as demand-based pricing. Under this strategy the
price of a product is adjusted in real time. A lot of factors are taken under
consideration in adjusting the price of the product. These factors include demand
of the product, competition, market trends etc. the main aim of dynamic pricing is
to ensure maximum profit for the organization. This pricing strategy also helps in
managing the demand fluctuations. During the high demand times, the customer’s
willingness to pay high prices can be leveraged. Similarly, during off season, the
inventory can be sold at discounted rates. Dynamic pricing strategies also
influence the perception of the customers. Changes in price changes the
expectations of the customers in terms of value provided by the product. Using
dynamic pricing also stimulated demand. At times the customers buys a product
just because of the discount or lower price even if they would not have any need
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for the product at that time. This strategy also enables the purchasing decisions to
be made more quickly by the customers.

e Competition and Market Analysis- Pricing strategies are often influenced by
competition and the market trends. Also, it is essential to understand the latest
market trends in order to customize the inventory as per the customers and attract
more customers. Proper market analysis helps the organization to get insights on
the behavior of the customers and understand the latest trends. This helps the
organizations to forecast demand and allocate the resource in a better manner.
Gaining proper knowledge of the market helps the organizations to make more
informed and accurate pricing and inventory decisions.

N |Check Your Progress-B

Q1. How does yield management help in maximizing revenue?

Q3. Why is segmentation of customers important in implementing yield
management?

3.7 ROLE OF TECHNOLOGY IN YIELD MANAGEMENT

The technological advancement has bought about a revolution in the way companies and
conducting their operations. The facilitating role of technology in the growth and success
of organizations is very evident. Yield Management has also benefitted from this as by
the use of technology price optimization, demand forecasting, inventory allocation and
customization have become more accurate and efficient. By the use of technology, the
decision making has become quicker and more accurate. With the use of advanced
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software tools traditional yield management techniques are being made more effective
and aligned with the current scenario thus, increasing their predictive capabilities.

The following are the ways in which technology has transformed the yield management
system:

1- Data Driven Insights- Yield management to a great extent depends on the data.
It is very essential that this data is provided at the right time to ensure that proper
softwares can be used to analyse this data in order to make informed and accurate
decisions. It si this data that provides information related to the behavior of the
customers and historical data that are essential in predicting the future demand.
The use of technology has given companies access to a YMS that provides
valuable insights for making decisions related to inventory management and price
adjustments. Also, with the advent of Artificial Intelligence (Al), challenges like
maximizing occupancy and dynamic pricing have been resolved.

2- Demand Forecasting and Dynamic Pricing- Machine Learning and Al have
made it very easy to accurately predict future demand by analysing data. A lot of
predictive analysis softwares are also being used to adjust the price of the
inventory. These tools van forecast future events that might have effect on the
demand of the product in future. This helps the organizations to become proactive
in arranging the inventory and make strategies accordingly. Technology has also
enabled companies to adjust prices in real-time based on the available inventory
levels, demand and changing market conditions.

3- Revenue Management System (RMS)- Revenue Management system automates
the various aspects of revenue management and enables the organizations to
monitor and adjust the inventory booking and pricing in real time. Earlier all this
calculation was done manually which took a lot of time and was costly. Also, the
use of softwares makes the decisions more accurate. This simplifies the tasks and
enables the organizations to focus on expansion and other strategic decisions.

4- Capacity Optimization- As the inventory is perishable, and its value is lost if not
consumed during a specified time, technology helps to optimize the capacity by
suggesting suitable adjustments like overbooking, discounts, CTA, CTD etc
depending on the demand of the inventory.

5- Segmentation and Customization- Customer Relationship Management
Systems gives companies access to customer data that can be used to get insights
on customer behaver and thus results in effective segmentation. Segmentation can
help companies to customize the inventory as per the needs of the customers in
terms of pricing and preferences. This results in optimizing the revenue.

Technology has changed the way companies approach yield management. This allows
for more accurate and effective strategies that can significantly improve sales
performance. However, it is important to remember that technology is just a tool.
Successful yield management also requires a deep understanding of the market and a
strategic approach to pricing, inventory management and customer service.
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3.8 APPLICATION OF YIELD MANAGEMENT

This section of this unit deals with the application of yield management across various
industries that deal with perishable offering and have fluctuating demand.

e Yield Management in Hotel Industry

Hotel industry is one in which the capacity is limited as the number of rooms to be rented
are fixed. This limited room inventory cannot be changed in short term or as per the
requirement of the customers. The offering ie the rooms are perishable in nature. If the
rooms are not rented out today then they cannot be saved for tomorrow. “A Monday
room is not a Tuesday Room”. Therefore, in the hotel industry yield management has the
following objectives to be catered to like: Maximize the yield with minimum revenue
lost. Control the available limited capacity (rooms) as per the expected customer requests
or bookings. Minimize revenue loss caused due to cancellations, early departures or
specific demands etc.

Given this information various yield management techniques can be implemented.
The technigues are as mentioned below:

- Customer segmentation- It is very essential to take into account that different
customers are willing to pay different price for the rooms. It has to identified how
these customers have to segmented as per their requirements and the booking
patterns. Transient travellers travel alone and book the rooms at Best Available
Rates. The second group comprises of group travellers. They book the rooms in
advance and in pre- negotiated or discounted rates. The corporate travellers also
book the rates in pre negotiated rated via their organization. Then comes the
SMERF category. They are social, military, educational, religious and fraternal
travellers who book the rooms under specific conditions. Understanding the
requirement of the customers each segment can be treated in a different manner.
The inventory can be personalized to cater to their specific needs and also the
pricing can be customized as per their requirements. By understanding the
requirement of the customer, the reservation strategies can be made. Some of the
reservation strategies used in the hotel industry are:

Maximum length of stay (MaxLOS)
Closed to arrival (CTA)

Closed to departure (CTD)
Overbooking

Last room availability

- Demand Forecasting- In hotel industry the demand keeps on fluctuating due to
various reasons. Seasonality is one very important factor that leads to demand
fluctuation in hotels. During vacation or festival season, the demand is usually
high. This is also a concern for hotels that are located in popular tourist
destinations. Yield management helps the hotels to forecast demand on the basis
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of past trends and future predictions. Based on the outcome of forecasting
demand the price can be adjusted.

- Price- The hotels adjust their prices according to the demand and supply. They
play with prices to get to an arrangement that best suits them. The pricing
strategies that can be implemented under yield management are:

Segmented Pricing

Length of Stay Pricing

Allotment

Package Pricing

Non- refundable Pricing

Early Bird and Last-Minute Pricing
Dynamic Pricing

Open Pricing

- Facilitating role of technology- The role of technology is very pivotal in
implementing yield management. Doing all the above calculations manually is
very impractical therefore in order to get more accurate prediction and adjust the
prices in real time along with getting an accurate insight on the past and current
trends, use of technology is very essential. Tools like PMS, RMS and booking
engines are very useful.

- Performance Supervision- In the end it is very essential to monitor the
performance of the hotel. The KPIs like ADR, RevPAR etc must be monitored.

It can be concluded that yield management plays a very crucial role in hotel industry to
generate more revenue keeping in mind the limited room capacity and the demand
fluctuation.

e Yield Management in Aviation Industry

As discussed earlier that yield management was first implemented in airlines. In case of
aviation industry yield management focus on three aspects- inventory control, pricing
and availability control. Airlines that implement the yield management practices have
seen a hike of 3% to 7 % in their profit. Let us now discuss how this concept is used in
the aviation industry. Airlines have limited seat capacity. This is also a perishable
offering. If a seat goes unbooked today then its value is gone as it can not be stored to be
used the next day. Airline have very nicely used technology to facilitate yield
management by implementing software for reservation related issues. These softwares
can analyze the unreserved seats and accordingly plan the other strategies. The nested
inventory system is also very beneficial in case of airlines. Airlines offer discount on
flights that have a low demand and where the demand is high the tickets are sold at
higher price.

Segmentation of the market is also one to the effective ways to access the willingness of
the customers to pay a specific price for the seats. Seats are divided into different classes
and accordingly the fare is decided. For example, the business class seats are high priced
whereas the economy class seats are cheaper. Also, the seats are subjected to certain
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terms and conditions like refundability or flexibility. With the help of yield management,
it can be determined that how many seats have to be reserved at what price. Yield
management also helps in overbooking the flights. Overbooking is done because as per
the trend a certain percentage of passengers do not show us. Here the role of yield
management is to calculate the number of extra tickets to be sold so that if some
passengers do not show up then the place does not have to fly with empty seats.

All the above management techniques of yield management help the airline to maximize
revenue and enhance customer’s flying experience. This also enables the airlines to
function with greater efficiency.

Case Study
Hertz Corporation- Success Story of Yield Management Implementation

Background: Hertz Corporation is one of the world’s largest car rental companies. It was
founded in Chicago, Illinois by Walter L. Jacob in 1918 by the name of Rent-a-Car Inc.
In 1923 the company was sold to John D. Hertz. After this it was named Hertz Drive- Ur-
Self System. During this time the company expanded rapidly and also introduced airport
car rental services. Hertz Corporation also introduced Hertz 24/7 service, car sharing and
also included EV cars to promote sustainability.

The company faced inventory management issues as the demand for rental cars in very
uncertain. Alo the issue of last-minute cancellations and no shows was a major concern.
Also, there was a requirement to include a large variety of cars so that the varying need
to customers could be met. Along with this the price adjustment during the peak hours
was a concern.

In the early 1980 Hertz Launched its yield management system that enabled the regional
managers of the organization to be proactive by planning the policies at least 6 months in
advance for their respective areas. This helped to adjust the prices in peak hours and
leisure hours and also get a tight control over the inventory available.

The following yield management techniques helped the organization in generating
optimum revenue by using the available inventory and adjusting the prices accordingly.

e Demand Forecasting and dynamic pricing- Based on factors like seasonality,
events and the booking pattern of the customers the demand for rental cars was
forecasted using software. By forecasting the demand more accurately prices
were adjusted and the inventory was allocated accordingly. Implementing
dynamic pricing strategies also helped the organization to capitalize on the
limited supply by increasing the price during peak and on demand times and
stimulate the demand by offering discounted prices during off peak times.

e Fleet optimization- Yield Management helped the organization to ensure that the
customers demand is met by ensuring that the right type of car is available at the
right location and price.

e Segmentation- The following basis was used by the company to segment the
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customers- leisure travelers, business travelers, short term rentals, long term
rentals. This helped the company to offer personalized packages to cater to the
specific need of the customers.

e Overbooking- This was done to manage the customers that don’t show up after
booking.

Implementing all these practices of yield management in a coordinated manner helped
Hertz to offer personalized packages to the customers to enhance their experience and
satisfy their requirement along with maximizing the revenue.

3.9 CHALLENGES AND ISSUES IN IMPLEMENTING
YIELD MANAGEMENT

The following challenges are and issues arise in effective implementation of Yield
Management. It is essential to understand these challenges so that proper strategies can
be made to reduce their effect.

1- Growing need for services- The demand for services is increasing in the current
scenario. This is also creating a challenge for the business houses. The demand is
increasing and to keep pace with the increasing demand one must use proper
techniques to ensure maximum revenue from the available resources.

2- Capacity Constraints- This is common challenge faced by organizations as the
inventory is limited and perishable. This creates problems during peak and high
demand seasons and leads to revenue loss for the organization. And during the
low demand times if the inventory remains unsold then this also results in the loss
of revenue. Organizations must implement dynamic pricing strategies to
overcome this issue.

3- Role of technology and real time decision making- The evolution of technology
has greatly impacted yield management but as the same time it has posed a lot of
challenges. Aling with the use of technology the organizations also must ensure
that the human touch is added in its operations. Use of updated and latest
technology enables organizations to make informed and accurate decision. The
use of technology is complex and expensive and many organizations are unable to
bear the cost of implementing the latest technology.

4- Balance Demand and Supply: Yn service industry the demand for the services is
very fluctuating and hight unpredictable. This creates problems for the
organizations as striking a balance between the supply and demand is very crucial
for revenue maximization. Organizations must use proper techniques,
technologies and predictions to get an idea about the future demand of their
offering and also adjust the prices of the offering as per the demand.

5- Competitor Pricing: Yield management also presents the problem of keeping up
with rival pricing. To remain competitive and keep potential clients, businesses
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must keep up with their competitors' pricing methods. Finding chances for price
modifications is facilitated by routinely tracking and comparing the prices of
competitors. For instance, automated pricing algorithms are frequently used by e-
commerce platforms to dynamically modify prices in response to market trends
and competition prices.

6- Optimize Sales Channels: Integration of the various channels of sales is very
essential. If the prices are not integrated across all the channels, then this can
cause a lot of misunderstanding which might have a negative effect on the
revenue generated.

7- Neglecting customer satisfaction- Customer satisfaction is the key to success for
service organizations. Along with all the other tasks that are important, the
organizations must focus on enhancing the experience of the customers. It is
important to segment them effectively and as per their need customize the
offering.

8- Ethical Considerations — Implication of yield management techniques and
technology is very essential for organizations to sustain and grow in the current
competitive scenario. But it must be not forgotten that ethically coordinating all
the operations is very crucial. The dynamic pricing, overbooking and other
strategies must be implemented keeping this in mind.

N |Check Your Progress-C

Q1. What do you understand by overbooking? How does it benefit the
organization?
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Q4. Briefly explain how capacity constraint poses a challenge in implementing yield
management?

3.10 SUMMARY

There has been a paradigm shift in the service industry due to the deregulation in the
environment and this has changed the way companies are operating. Service
organizations are facing this challenge due to the perishable nature of the services eg.
unsold hotel room, unsold tickets and unsold seats. The roots of yield management trace
back to 1970’s. The deregulation in the American aviation industry caused a boom in
yield management. Under this deregulation the American aviation industry gave airlines
a monopoly to set their own fares. Yield management involves making decisions that
lead to when, how and under what conditions the capacities must be made available to
the customers. It also enables the organizations to adjust the price of the offering as per
the fluctuating demand.

L 3
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‘ 53? 3.11 GLOSSARY

Actual Revenue- This is the revenue earned by actual sale of products of a
company. It is calculated by multiplying the price of the product with the total
number of products actually sold.

ADR- Average Daily Rate. This concept is used by the hotels to measure the
overall performance. It is the ratio of total revenue and the total number of rooms
in a hotel.

BAR- Best Available Rate. This concept is used by hotels and related industries
to offer the lowest available rate for the inventory to the customers.

Booking Window- This is also known as lead time and is the time duration
between the booking and usage of any service.

Unit 3 Different Aspects of Yield Management Page 73 of 556



MS 505 Service Marketing Uttarakhand Open University

Bottom Line Profitability- This is the net income of the business after paying all
the expenses.

Closed to arrival (CTA)- This applies to the hotel industry when the customers
are not allowed to arrive on a specific date.

Closed to Departure (CTD)- When the check-out is not allowed on certain
specific dates. This is often used in alignment with CTA.

Demand Forecasting- This predicts the demand of a product that might arise in
future.

Deregulation- this means the removal of rules and regulations.

Dynamic Pricing- This is also known as demand pricing or time-based pricing.
This pricing strategy charges different price form different customers for the same
product. This depends on the demand of the product.

Fleet Optimization- This is the process to make the operations of the company
effective by maximizing the fleet productivity in order to reduce the cost.

Inventory Management- Inventory means the goods or products that the
company offers to sell. The management of stock as to how much stock to hold
and how much to order is called inventory management.

KPI- Key Performance Indicators

Last Room availability (LRA)- This is a contact between a hotel and a company
that binds the hotel to sell rooms to a company in agreed rates.

Length of Stay Pricing (LOS)- This pricing strategy takes into consideration the
number of nights the customer wats to book the hotel for and based on this a
customized price is offered to the customer.

Minimum Stay Requirement- Also known as minimum length of stay, MLOS
restricts the number of nights for which a customer can book a hotel.

Non-Refundable Pricing- Under this pricing strategy the customer does not get
any refund in case he cancels the booking.

Occupancy Rate- This is the ration between the total rented space or rooms and
the total space or rooms available.

Open Pricing- This pricing strategy sells the inventory at a rate that benefits both
the customer and the company and also provides the possible profit.

Overbooking- when a company sells more rooms or tickets or seats than the
available quantity it is known as overbooking.

Package Pricing- This is also called bundle pricing. In this pricing strategy a
price is offered to the customer that is inclusive of everything so that the customer
does not have to pay separately for each inclusion.
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Perishable Inventory- This implies to products that lose value if not used at a
certain time.

Potential Revenue- The revenue generated when the company sells all its
available inventory to the customers.

Revenue Maximization- This is a strategy implemented by businesses to
increase their market share and ultimately increase the total revenue of the
company.

RevPAR- Revenue per available room. It is calculated by using the formula-
RevPAR= Total Revenue/ Number of available inventories.

Seasonal Pricing- This pricing strategy adjusts the price of the product based on
seasonal demand of the product.

Segmentation- Process of diving the heterogenous target market into
homogeneous groups or segments. Each segment has customers with similar
needs and wants.

Strategic Tool- Strategic tools are used by organizations to make their operations
more effective and increase their profitability.

Yield- It refers to the income or profit that a business generates.

Yield Management- A management strategy to maximize the revenue by
balancing the demand and supply and adjusting the prices accordingly.
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3.14 TERMINAL QUESTIONS

Explain in detail the concept of yield management. Aso discuss the evolution of
the concept.

. What is the importance of yield management in the service industry?

. What are the different pricing strategies that are used in yield management?
Discuss in detail the concept of overbooking. Also explain how does it contribute
profitably to the organization?

. What are the different challenges and issues in implementation of Yield
Management?

Discuss the implementation of yield management in telecommunication industry.
Discuss in detail the various components of Yield Management.

Explain the role of technology in facilitating yield management.
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4.1 INTRODUCTION

Marketers need to learn more about promoting service products as India's economy shifts
more and more toward one centered on services. Simplistically said, services are
advantages or activities that one party can provide to another that are essentially immaterial
and do not lead to the acquisition of property. So, we may observe how services differ from
products.

Over the last ten years, services have grown in importance within the Indian economy.
Services have become more and more prevalent since this trend was established in the
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1990s. Simultaneously, the level of rivalry inside service organizations is rising. These
organizations must therefore manage their operations with greater professionalism. Maybe
this is the reason why marketing is becoming more and more important in service
organizations. You will learn about the notion of services in this unit.

In this unit we will have an understanding of framework of service marketing management
we will understand different charcaterstics of serives and also understanding service
management framework in detail.

4.2 OBJECTIVES

The objectives of the unit "Understanding the Framework of Service Marketing"
are as follows:

> Define the services and list their characteristics Enumerate and explain the
special qualities of services, such as their intangibility, perishability, and
irreducibility.

» Use the 7Ps: To create successful marketing strategies for services, one must
comprehend and apply the seven components of the service marketing mix:
people, process, concrete evidence, pricing, place, promotion, and product.

> Recognize many service quality models for service marketing management. Find
the model's gaps to address problems with service quality..

> Recognize STP with respect to service marketing management.

4.3 DEFINING SERVICES & SERVICE MARKETING

In 1960, the American Marketing Association defined services as "activities, benefits, or
satisfactions which are offered for sale, or provided in connection with the sale of goods."
This definition puts them among the first organizations to do so.T This definition is
somewhat limited in that it suggests services are only rendered in connection with the sale
of goods.

The other definition, put forth by Regan in 1963, suggested that services could be classified
as intangibles that directly satisfy needs (such as housing and transportation) or as
intangibles that, when acquired in conjunction with other commaodities or services, jointly
satisfy needs (like credit and delivery). Services were for the first time perceived as pure
intangibles, capable of satisfying consumer needs and being promoted in a manner akin to
that of tangible commaodities.

"A market transaction by an enterprise or entrepreneur where the object of the market
transaction is other than the transfer of ownership of a tangible commodity," is what Robert

Unit 4 Understanding the Framework for Services Marketing Management Page 78 of 556



MS 505 Service Marketing Uttarakhand Open University

Judd meant by "service." Lehtinen (1983) defined services as "an activity or a sequence of
activities that occur in interactions with a contact person or a physical machine and which
provides satisfaction to the customer.”

In 1984, Kotler and Bloom defined services as any action or benefit that an individual can
offer to another that is essentially intangible and does not lead to the acquisition of
property. Its production may or may not be associated with a material product.

4.3.1 Service Marketing & Service Marketing Mangement Framework

Promoting the expertise of professionals—such as consultants, attorneys, or plumbers—
that are offered by service-based businesses is known as service marketing. Services need
different marketing tactics than tangible commodities because they are intangible. The
process of advertising and selling an intangible commodity or service to a particular
target market is known as service marketing. It's a cutting-edge marketing tactic that has
gained a lot of traction and assists businesses worldwide in promoting their offerings.

It examines the tactics used in the industry to promote a particular category of services.
Although it is a novel concept, service marketing lacks a means of representing intangibles
such as services. Marketing of services is distinct from marketing of tangible products, or
product marketing. On the other hand, service marketing focuses on providing clients with
a service that is invisible to them. Put simply, services are goods provided to clients on a
same footing with other goods. There is a large selection of services available to customers.
In the end, the global arena evolved into a services hub that provides a range of services to
global clients.

SERVICES MARKETING EXAMPLES

1. The medical field

Since, they physically visit and care for patients, healthcare professionals like doctors,
nurses, and surgeons are great public role models. This is because their visits and cares
for patients promote the health services that they provide.

2. The accommodation industry
The hospitality industry encompasses businesses like hotels and restaurants that offer
their customers a range of services like meal service, massages, and room service.

3. Professional assistance

The following are some examples of occupations that significantly rely on providing
services: accountants, lawyers, teachers, writers, masons, carpenters, cooks, electricians,
and plumbers. Various services could be offered to their clients, contingent on the type of
work.

4.3.2 Framework of Service Marketing Management
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A thorough understanding of positioning, advertising, and service delivery is necessary to
comprehend the architecture of service marketing management. The first step in putting
this strategy into practice is creating strategic marketing plans that highlight a service's
value proposition and uniqueness to set it apart from offerings from competitors.
Establishing a reasonable price, concentrating advertising efforts, and developing a
distinctive brand identity are all crucial tactics for attracting and keeping clients. To
guarantee that services continuously meet or surpass client expectations, quality control of
services is essential. Models such as SERVQUAL are used to evaluate and enhance service
performance. Enhancing customer satisfaction and operational efficiency is another benefit
of optimizing service delivery and operations via capacity management and procedure
optimization.

4.4 UNDERSTANDING CHARACTERISTICS OF SERVICE
MARKETING

Our awareness of a service's attributes advances our ability to deal with it from an
economic and marketing perspective. Services are immaterial, indivisible, and intangible.
Each quality comes with difficulties and requires methods to overcome them

Services, in contrast to items, are immaterial; that is, they cannot be felt, tasted, scented,
or even heard before being purchased. The idea of inseparability holds that services are
created, shared, and utilized simultaneously. Manufacturing for produced goods takes
place within the production unit. Following that, the products are sent to the distribution
location and kept in inventory until clients pick them up to use. When services are given
heterogeneously, it indicates that they differ in terms of quality, delivery time, and scope.
People are variable since they provide the majority of services. Because services are
perishable, they cannot be stored.

Example: Unused tickets on a specific route for airlines remain unsold, yet unsold
manufactured goods can be put into inventory and sold the next day. Marketers need to
figure out how to "tangible™ the "intangible” in order to improve the productivity of
suppliers who are intrinsically tied to the product, standardize quality despite variations,
and better manage supply and demand in the face of perishable services. Services are often
less standardized, generated and consumed continuously, and more invisible than goods.
The unique characteristics of services have specific marketing implications, thus service
marketers must implement appropriate marketing strategies. Berry identified some
noteworthy traits in the service industry, despite its great range (ranging from utilities to
beauty salons). These are mentioned below.

CHARACTERSTICS OF SERVICES
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l ]
Service Marketing Implications Strategies
Characteristics
Intangibility Cannot be stored Tangible clues
No patents Personal sources
No ready display WOM
Communication problem Organisational image
Pricing difficulties Cost accounting for prices
Post purchase comm.
Inseparability Consumer involved in Selection and training of contact
production person
No mass production Manage consumer
Supply demand match Multi-site location
Heterogeneity Standardisation difficult Industrialise
Cuality control difficult Customise
Perishability No inventorisation Cope with fluctuating demand
Better match through process

Figure 1: Characteristics of services

4.5 SERVICE MARKETING STRATEGIES

In a competitive market, service positioning, promotion, and delivery need the use of
service marketing strategies. These tactics assist companies in satisfying client demands,
setting themselves apart from rivals, and accomplishing their marketing goals. A closer
look at a few crucial service marketing strategies is provided below:

1. Service positioning: This is the act of making a distinctive and appealing impression of
a service in the eyes of potential clients by emphasizing its advantages over rival goods.
This procedure entails positioning tactics that are tailored to particular client categories,
differentiating the service on the basis of criteria like quality, experience, or innovation,
and creating a concise value proposition that explains why the service is the superior
option. For example, Apple offers customer service as a premium offering consistent with
its premium brand image, whereas Southwest Airlines positions itself as an affordable
airline with a relaxed attitude. Customers will perceive a service as uniquely useful and in
line with their own wants and preferences if it is properly positioned.

2 Service Branding: To increase client loyalty and set a service apart from rivals, service
branding is the strategic process of developing and maintaining a unique and memorable
brand identity. This entails creating a distinctive brand identity by consistently utilizing
slogans, color palettes, and logos that represent the company's key principles and service
commitments. Increasing the perceived worth of the service through quality, dependability,
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and satisfied clients—all of which can support a premium price—is necessary to develop
brand equity. Hilton Hotels, for instance, has a powerful brand identity that highlights
luxury and first-rate customer service to solidify the company's standing as one of the
leading global hotel brands. Because of its reputation, Amazon Web Services (AWS) has
become the industry leader in cloud computing. Increasing the perceived worth of the
service through quality, dependability, and satisfied clients—all of which can support a
premium price—is necessary to develop brand equity. Hilton Hotels, for instance, has a
powerful brand identity that highlights luxury and first-rate customer service to solidify
the company's standing as one of the leading global hotel brands. AWS has become the
industry leader in cloud computing because of its reputation for innovation and
dependability.

3. Pricing Strategies: Choosing service rates that appropriately reflect the perceived worth
of the offering while ensuring profitability and drawing clients is an essential component
of pricing strategies. Value-based pricing bases prices on the advantages and value that
customers perceive a product or service to give, emphasizing their willingness to pay rather
than the cost of the service. Cost-plus pricing covers costs but may not always match
customer perceptions of value because prices are determined by marking up the cost of
providing the service. Competitive pricing requires positioning the service to stay
competitive while differentiating through quality or added features, evaluating
competitors' pricing methods, and setting prices in line with their rates.

For example, Uber uses dynamic pricing to optimize revenue and control capacity during
peak hours by adjusting prices based on supply and demand. Netflix offers multiple
membership pricing to accommodate a diverse variety of client segments and their varying
willingness to pay for streaming content.

4. Service Delivery Strategies: The goal of service delivery strategies is to give customers
a seamless and fulfilling experience by streamlining channels, processes, and interactions.
Two essential components are service delivery, which connects several channels including
online, in-person, and mobile to give a consistent and convenient service, and service
process design, which uses tools like service blueprinting to streamline procedures and
reduce wait times. Training and employee empowerment are also crucial for equipping
staff to address issues and deliver exceptional customer service. For example, Zocdoc uses
an efficient online system to streamline the scheduling of medical appointments, boosting
patient convenience and efficiency, while Starbucks uses strategy, allowing customers to
order through an app, pick up in-store, or have their drinks delivered.

5. Service Promotion: This is utilizing a variety of strategies to highlight the benefits of a
service above rival offerings in order to convince prospective clients to select it. This
means advertising the product through a range of media channels to raise awareness and
highlight key features, leveraging content marketing and public relations to project a
positive image and highlight expertise, and using sales incentives like discounts or special
offers to encourage prompt action. Travel agencies use social media and advertising to
entice vacation planners with seasonal promotions and discounts, while LinkedIn uses
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content marketing and targeted online ads to advertise its premium services and highlight
the features and advantages that are ideal for professionals and businesses.

6. Service Experience Management: The core idea behind service experience
management is managing the whole customer journey, from first contact to follow-up after
a service. Customer journey mapping is the process of identifying and improving crucial
points of contact. Key components include effective service recovery, which responds
quickly to any problems or complaints, and customization, which adapts interactions and
service delivery to each individual's preferences and habits. For instance, Amazon uses a
user-friendly interface, tailored recommendations, and effective customer service to offer
a seamless and enjoyable purchasing experience, whereas Ritz-Carlton allows staff to
create truly unique and unforgettable experiences.

4.6 The Service Marketing Mix (7Ps)

The four traditional Ps of the marketing mix—product, venue, pricing, and promotion—
are adequate for selling a product. The following issues, which distinguish services from
products and are vital for services marketing, are not addressed by them, though. The
product element is incorrect because services are primarily ethereal in nature, whereas
products primarily consist of tangible elements.

Example: The same methodology that was used to develop and launch a new motorbike
model cannot be applied to the introduction of a new service as a variant. Usually, some
service advertising takes place right at the time of consumption. This is not true in the case
of a product. The people that create the services are typically also in charge of their
marketing.

One example of service marketing is the way a waiter attends to customers at a restaurant.
Nevertheless, the promotion element of the traditional marketing mix ignores this
distinction. The majority of services in India were produced by the public sector until
recently (it still produces many services like rail transit). The fact that the final consumer
pays the standardized and subsidized price is usually disregarded in the pricing mix.

The dual role that service clients play in the development of services as end consumers and
co-producers is overlooked by the four traditional Ps. The four classic Ps ignore the
importance of distribution for services. Because most services are created and used at the
same time, there is either very little or no distribution route. Furthermore, clients are unable
to assess the caliber of the service before to using it. Nevertheless, marketers lack the
ability to identify and measure the elements of the marketing mix that can deliver superior
services.

The aforementioned challenges encountered by marketers have resulted in the inclusion of
three more Ps for marketing services: people, process management, and tangible proof.

The Expanded Marketing Mix for Services

Certain characteristics, such intangibility, perishability, and inseparability, set services
apart from products. When it comes to selling services, people, processes, and concrete
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proof are more crucial than when selling products. Regarding services, marketers have
identified three distinct phases in the evolution of the product element within the marketing
mix. The core level of the product aims to satisfy the important needs of the customer,
while the physical level manages the product's appearance. At the core level, other services
are added to the base offering. These three levels can be divided into two: the foundational
level, which provides the necessities, and a secondary level that consists of both the
enhanced and tangible service levels. Essentially, the fundamental level.

The core level of the product aims to satisfy the important needs of the customer, while
the physical level manages the product's appearance. At the core level, other services are
added to the base offering. These three levels fall into two categories: a core level that
offers the essential advantages, and a secondary level that encompasses both increased
and tangible service levels. The primary focus of the secondary service level is on service
delivery, whereas the core level largely handles the service offering. For instance, a
restaurant's primary function is to feed its patrons delicious cuisine; its secondary
function is to give them a pleasant atmosphere. When compared to services, products are
simple to distinguish from one another.

For example, can a customer distinguish between the services offered by two banks with
similar programs and interest rates? Thus, offering state-of-the-art services and launching
fresh secondary services on a regular basis constitutes new service product development.
This helps marketers attract and retain customers in a competitive market..

Pricing

For a multitude of factors, the cost of goods and services fluctuates substantially. One way
to distinguish services from one another is by pricing, as higher costs are typically
associated with higher quality. Another way that products and services vary in price from

one another is the cost factor. A service has higher fixed costs and lower variable expenses
as compared to a product.

For example, serving a customer in a restaurant has a modest marginal cost, but there are
significant fixed expenses associated with opening and maintaining a restaurant. As a
result, the service provider's fixed expenses are mostly covered by the money that clients
pay. The price that a customer pays for a product is largely determined by the variable
expenses involved in producing each unit of the product. Another important aspect of
service pricing is the possibility of demand-based variations in a service's cost. For some
seasonal products, this is true; however, for services, it largely relies on demand.

Promotion

Because services are intangible, consumers view them as carrying a greater degree of risk
than consumers of products. To remove the components of this perceived threat, service
providers can make an effort to market their products. The best ways to accomplish this
are to build strong brands, provide a free trial of the service to customers, encourage and
support great word-of-mouth advertising, and, lastly, manage public relations and
advertising to effectively reach the target audience. Since intangible services cannot be
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rated without knowledge of the service provider, marketing service offers alone is not
possible without marketing the service provider as well.

As such, in the services industry, service provider promotion takes on equal significance.
For example, bank clients who are familiar with the service provider—bank personnel or
the brand—are better able to recognize and relate to the services provided. The
participation of clients and service staff in the advertising process is another unique feature
of service marketing.

Place

Place in the context of services refers to how simple it is to obtain a service. Services are
generated and consumed in the same location because they are inseparable. Because
services are indivisible, it is not feasible for suppliers of services to produce their goods at
a low cost location and supply them at a high demand location. Services marketing
therefore either have very little or no distribution channel. The exact address of the service
station. For example, telecom network providers work hard to give their customers
additional ways to utilize their services the outside look and atmosphere of the location
where services are provided. Customers in a bank can be divided into two categories: those
who are waiting and those who are not. the choice to utilize specific middlemen in order
to increase operational efficiency and provide clients with convenient accessibility within
the firm. For example, a movie theater operator may choose to sell tickets directly to
customers or via third-party sellers such as bookmyshow.com.:

People

Many service providers include their staff in non-client-facing manufacturing processes as
well as front-line delivery points. The service team is therefore crucial to the service's
planning and execution. In many services, customers take part as co-producers, assisting
in tailoring the product to their own preferences. In these circumstances, the customer
service representatives play a critical role in helping the end user articulate his demands
clearly. Example: To ensure client satisfaction, a salon's service provider involves the
client in the service and inquires about his preferences through a series of inquiries.

Process

Compared to the services industry, the manufacturing sector's production and distribution
processes are more straightforward. Because there is little difference between operations
management and marketing in the services sector, service marketers can become confused
at times. This is because services are developed, rendered, and utilized all at the same time.
For instance, before entering the theater, a patron must pay for their ticket and have it
examined by security. Customer service encounters have an impact on the standard of
services that the business offers. A service encounter is the actual length of time that a
customer and a service provider interact. Out of all the service encounters, just a handful
is essential to the successful completion of the service delivery process.

For instance, before entering the theater, a patron must pay for their ticket and have it
examined by security. Experiences with customer service have an effect on the caliber of
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services that the company provides. The actual amount of time that a client and a service
provider communicate is called a service encounter. Just a small percentage of all service
interactions are necessary for the service delivery process to be completed successfully.

Physical evidence

When customers can't evaluate a service before utilizing it, they see a greater degree of
risk. As a result, service providers ought to make an effort to include a tangible
component in their offerings. Physical proof comes in a variety of forms. Examples
include flyers or television commercials that highlight a destination for vacation, the
location and atmosphere of a restaurant, the courteous and helpful demeanor of bank
staff, etc.

4.7 CUSTOMER RELATIONSHIP MANAGEMENT IN
SERVICE

When customers can't evaluate a service before utilizing it, they see a greater degree of
risk. As a result, service providers ought to make an effort to include a tangible component
in their offerings. Physical evidence can take many different forms. Examples include fliers
or TV ads that showcase a vacation spot, the location and ambiance of a restaurant, the
friendly and accommodating manner of bank employees, etc.

4.7.1 Customer Retention through Relationship Marketing

A service company's marketing strategy should be:
o To attract new customer

o To keep existing customer

o Dealing exclusively with profitable customer
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Figure 2: Customer Retention Leaking Bucket Theory

According to the leaky bucket theory, after 14 years, a business with half of its rival's client
leakage will have twice as large of a market base, assuming all other variables stay the
same (firm size, service offer, rate of customer acquisition, etc.). This is depicted in the
diagram up above. Stated differently, various service organizations will need varied
customer acquisition rates or volumes if they aim to serve the same market yet have
differing customer retention capacities. Better customer retention means that the service
provider will have to take on fewer clients than its competitor, which will save costs and
allow it to focus on high transaction, high profit margins.

Customers with little maintenance expenses. It highlights the importance of relationship
marketing in the services sector, which is an intangible industry. Being all things to all
people would be highly difficult and impractical for a service company; instead, it should
focus on the clients who provide the highest level of customer satisfaction and hence earn
the highest revenues. The service company will be able to better utilize its limited resources
and increase return on capital employed (ROCE) with the aid of this segmentation. In order
for a business in the services industry to thrive, it must map out its strengths and
capabilities, identify profitable clients, and put up great effort to keep those clients.
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Retaining customers is a wise business move. Numerous studies have provided evidence
of a robust correlation between customer happiness and profitability, as well as between
customer retention, or loyalty, and profitability. The service-profit chain model provides
an explanation of this.

4.7.2 Components of CRM

CRM is made up of three separate parts: management, relationships, and customers. By
carefully combining these three elements, CRM aims to provide a "single integrated view
of customers" and a "customer-centric approach."

Consumer

The sole source of the business's current earnings and potential expansion is its clientele.
However, due to tough rivalry and informed customers, good customers are always in short
supply and yield more profits with fewer resources. Because the choice to buy is often a
collaborative one among everyone involved in the process, it can be challenging to
determine who the actual consumer is. Technologies related to information can offer the
capacity to identify and handle clients. CRM can be conceptualized as an information-
based marketing strategy.

Relationship

A business and its clients have a connection that is characterized by constant engagement
and bidirectional communication. Relationships can be long-term or short-term, ongoing
or intermittent, and one-time or recurring. A relationship might be behavioral or attitude-
based. Customers are generally favorable about the company and its offerings, but their
purchasing habits are often situational. For instance, a person's purchasing behavior for
airline tickets varies depending on whether they are purchased for a business or family trip.

CRM entails managing this partnership to ensure profitability and reciprocity. CLV, or
customer lifetime value, is a metric used to quantify this relationship.

Supervisory

CRM is not just something that happens in the marketing division. Instead, it entails
ongoing organizational culture and procedure reform. The gathered consumer data is
converted into business knowledge, which inspires actions that capitalize on the data and
market possibilities. CRM necessitates a thorough transformation of the company and its
personnel.

4.7.3 CRM Business Cycle
CRM Business Cycle includes:

Purchasing and Holding

A crucial phase in developing a relationship with a customer is acquisition. An firm
seeking to acquire new consumers will probably concentrate on prospects, inquiries,
lapsed customers, past customers, referrals from competitors' customers, and current
buyers.
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Understand and Set Differentiate

Without understanding their customers—what they value, what kinds of services are
important to them, how and when they prefer to interact, and what they want to buy—
organizations cannot build a relationship with them. In-depth analysis combined with
interaction is the foundation of true comprehension.

Create and Customize

In the days of product focus, businesses created goods and services and then anticipated
that consumers would purchase them. Product and channel development must take the
lead from the customer in a world where the customer is paramount. In response to
consumer demands and service standards, businesses are progressively creating new
channels as well as new goods and services.

Engage and Provide

Another essential element of a successful CRM endeavor is interaction. It is crucial to
keep in mind that consumer connection happens across various channels within the
company, including distribution and shipping, customer service, and online platforms, in
addition to marketing, sales, and media. Organizations that have access to the right
information and training will be able to gradually raise the value that they provide to
clients.

4.8 SERVICE QUALITY MANAGEMENT

The fundamental distinction between products and services presents a number of difficult
ies for service marketers.Understanding customer needs and expectations from service, ta
ngibilizing the service offering, dealing with a variety of people, including internal and e
xternal customers, delivery issues, and keeping promises made to customers are some of t
he challenges they face on a daily basis.

4.8.1 The Gaps Model of Service Quality

A company looking to enhance service quality may find that by using this model, it may
better concentrate on its strategies and service procedures. This approach can be used to
measure and track service quality in addition to locating and identifying potentially low-
quality regions in designs and service delivery. Customer perception determines the quality
of the service. There's no other way to govern or understand. Since service is intangible,
the only ways to gauge its quality are by measuring the customer's expectations prior to
receiving assistance and his perception following the interaction, or service encounter. The
gap between the two is a measure of the service quality. The larger the gap, the worse is
the service quality; the narrower the gap, better the service quality of the firm; i.e., the firm
is successful in meeting the customers expectation. So far as customer expectations
continue to rise, service quality must also stay up. This involves measuring the customers'
expectations (in this case, the students) prior to service delivery, or before admission, and
measuring the customers' perception of the experience following the service encounter, or
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after admission, during the 2-year course, and after convocation. The difference between
the two is then measured.

The model claims there are two kinds of gaps:

The discrepancy between actual performance and the customer's impression of the service
is shown by the customer gap. Customers make a lot of subjective assessments. Past
encounters may have tainted them and altered their perception of quality.

The difference between what customers believe and expect is known as the "customer
gap.” Put otherwise, this represents the perceived deficiency in service quality by the
Consumer. Consumers receive external inputs from a variety of sources, including societal
influences and company-controlled ones, which helps them form expectations. These serve
as the cornerstones of his reference to the service encounter. For all intents and purposes,
the customers' impressions of the service show that it was truly received because
perception is reality. Everything is based on perception. The external stimuli that the
company controls include service products and offers, prices, advertising, promotions,
displays, outlets, and so on.

Word-of-mouth and peer groups are examples of social forces acting as external stimuli.
The customer's prior experiences and personal needs are other factors that impact
expectations. The discrepancy between actual performance and the customer's impression
of the service is shown by the customer gap. Customers make a lot of subjective
assessments. Past encounters may have tainted them and altered their perception of quality.

The Provider Gap

The entire set of four provider gaps is what leads to the customer gap. These are the
weaknesses in the service company. The provider gap, sometimes referred to as the

company gap, must be closed in order to close the customer gap. The following four
provider gaps exist:

Gap 1: Management of Customer Expectations Gap in Perception

The primary cause of a company's inability to meet a customer's expectations is the
incapacity of upper management to understand what the client wants. A perceptual
curtain of ignorance, hubris, or criminal indifference is blinding the company. Inadequate
marketing research, a lack of upper communication within the organization, an
insufficient emphasis on relationship building (a "don't care™ mentality), and other factors
are some of the reasons why Gap-1 can occur.

Gap 2: Perception of Management Expectation Gap for Service Quality

This gap is brought about throughout the service product design process and when
specifications for service quality are laid down during service transactions. This gap
appears in the design phase when management's expectations of the client are translated
into design specifications. Managers would make the extremely risky assumption that the
client needs what they believe when setting standards for service quality. This gap means
that even if the company understands and knows exactly what the consumer expects, there
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is still room for interpretation, which could result in incorrect standards, service designs,
and specifications being defined.

For instance, a bank might think that its clients want interactions that are warm and
personable, but computerization—which is neutral and impersonal—would set the
standard. The idea of friendliness is not supported by any human interaction. Among the
causes of Gap-2 are: The inability to establish a formal procedure for defining service
quality goals; the lack of customer-defined service standards; the lack of a systematic new-
service development process; and the failure to tie service design to service positioning

Gap 3: Service Delivery + Service Quality Specifications Space Gap

When there is a difference between the services that are defined and those that are actually
provided to the clients, this happens at the level of the service provider. This is most likely
the scourge of all public sector organizations, including hospitals, banks, insurance
providers, hotels, and travel agencies. The criteria and viewpoint of the management
regarding service design may be precise and flawless. However, the consumer would have
the perception that the business is underperforming if the interacting service provider does
not live up to the established criteria throughout service delivery. This becomes
particularly crucial for the company whose last transaction primarily relies on human labor.

Example: Public sector banks may have the best design guidelines established by the
Reserve Bank of India, but, to put it mildly, they would suffer greatly from tardiness and
dishonest personnel (the Harshad Mehta scandal of misusing portfolio management funds
and the internal document blunder at State Bank of India).

Ineffective recruitment, role ambiguity, role conflict, lack of empowerment, control, and
poor teamwork are some of the factors that lead to Gap-3. Other factors include customers
who don't cooperate or don't live up to their roles (within the store, there would be peak
crowds in the evenings and slack demand in the afternoons, but the employees' strengths
would remain the same), channel conflicts, etc. The service provider has to make sure that
personnel, systems, and procedures are all located appropriately. This will ensure that the
provision of services adheres to the established design criteria.

Gap 4: External Communications to Customer in Service Delivery In essence, there is a
communication gap here. The discrepancy lies in the aim and ability of service delivery
compared to what is conveyed to clients. Overhyped communication drives up customer
expectations, which in turn drives up the customer's benchmark for service quality and his
expectations from the provider of services. The company would therefore find it
challenging to live up to the expectations, and a shortfall would unavoidably occur.

The reasons behind Gap-4 are as follows:
* Inconsistency in marketing communications;

* Lack of a robust internal marketing program, making it difficult to satisfy customers
through communications;
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* Overpromising in advertising and personal selling;
* Insufficient horizontal communication between sales and operations;

* Variations in corporate policies and procedures.

Gaps Model of Service Quality
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Expected
Service
Customer [ t
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Perceived
Service

|
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Service Delivery External
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Figure 3: Gap Model

4.8.2 Service Triangle Marketing Mode
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The Services Marketing Triangle
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Figure 4: Service Triangle

Services marketing is described as a "promises” game between three parties involved in
the service transaction. In a service transaction, there are three parties involved: The
Business

This Company is the one who conceptualized the service product and all of its advantages.
In order to meet its service objectives, it provides the customer with the service product.

The customer:
It is the customer's desire to have his needs and wants met. He'll accomplish this by using
the service product.

The provider:

They are an organization's internal clients who always finish the service transaction on the
business's behalf. The majority of them are workers, but there are also distributors,
wholesalers, retailers, franchisees, and channel partners.

External Marketing:

The business markets itself to customers externally. Through advertising, public relations
campaigns, and other business communication strategies, it highlights features, makes
claims about benefits, and ensures customer satisfaction. It delivers on its promises by
using the media. It assures the clients by making promises.

Internal Marketing:

The organization markets internally to its suppliers. The business must give its supplier
workspace, such as offices, and tools, such as phones and computers. Additionally, it must
find, choose, and train qualified staff members, channel partners, and franchisees. It makes
it possible for the service providers to finish the transaction. The corporation fulfills its
commitments.
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Interactive Marketing:

In order to reach customers, providers engage in interactive marketing. The person who
deals with consumers is the provider. The provider serves as the organization's
spokesperson and face. In the course of a service transaction, the supplier and the client
receive immediate feedback on one another. Their purchase indicates how good they
thought the service was. The supplier honors the commitments made to clients by the
business.

4.8.3 SERVQUAL Model

This approach claims that there are a few elements that can be used to quantify customer
service expectations. This approach comes in two variations.

David A. Garvin: Garvin defined eight dimensions of quality:

1. Performance: Every product should provide benefits, and the offer's performance
serves as a gauge for the quality of the product. A dish scourer would be a performance
measure because it can swiftly and thoroughly clean plates.

2. Features: These are extras that come with the main product; they are not included as
regular features or add-ons.

3. Reliability: This quantifies the likelihood that the product will fulfill its promises.
4. Conformance: Quality of delivery that satisfies design requirements.

5. Durability: The amount of time a product may provide benefits without degrading is
measured by this attribute.

6. Serviceability: A product's ability to be quickly and easily repaired is a sign of its
quality. It might cover the courteousness of service staff as well as their behavioral
aspects.

7. Aesthetics: This refers to how the thing feels, looks, and is designed.

8. Perceived quality: Company-controlled stimuli like advertising, publicity, and brand
promotion, as well as societal influences like word-of-mouth, help consumers form a
perception.

A Parasuraman et al.: Leonard Berry, Valerie Zeithaml, and Parasuraman determined fiv
e criteria that customers use to evaluate services.

1.Reliability: The service must be provided consistently and according to its commitmen
t.

2. Responsiveness: This refers to the willingness of the service provider to offer assistan

ce. It also involves how quickly and sensitively they respond to requests from customers.
3. Assurance: This refers to the service providers' expertise, experience, and knowledge.

It also demonstrates their capacity to inspire faith and trust, as well as their ability to prov
ide courteous, considerate service.
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4. Empathy: This dimension has to do with emotion, caring, and being able to provide in
dividualized service.

4.9 Service Segmentation and Targeting

After examining the customer and their purchasing habits, the service marketer typically
concludes that it is neither feasible nor ideal to cater to the entire market with their
offerings. The choice of markets to target with service offerings is made by the service
provider. Target market strategy is the process of identifying market segments, choosing
one or more of them, and creating a marketing mix to suit their requirements.

Market segmentation, initially introduced by Wendell R. Smith in a 1956 study, is the
process of breaking down a heterogeneous market into homogenous sub-units. It is
described as segmenting a market into discrete customer groups with varying demands,
traits, or behaviors that may call for particular services or advertising strategies.

A market's nature and composition were examined, and it was categorized based on shared
demands and other attributes. Consumers within a grouping exhibited comparable
characteristics and preferences, but those in two distinct groups differed. The method was
known as market segmentation, and each of these categories was referred to as a segment.

4.10 BASES FOR SEGMENTING THE SERVICE
CONSUMER

Market segmentation can be done by a service marketer using psychographics, location,
behavior, and demographics.

4.10.1 Segmentation by Demographic
Age, gender, family, income, and education are among the factors that can be used to
segment a population.

Age : People in the same age group are often seen to act or behave similarly and to have

particular needs and desires. According to service marketers, a person's requirements and
desires alter as they become older. Their capacity and ability to comprehend information
also alter in tandem with this.

Gender: Market segmentation based on gender is another option available to gender
marketers. They are able to create services tailored to one or both sexes

Family: When segmenting the market, the size and makeup of the family should also be
taken into account. The emphasis is quickly moving from joint families to nuclear families
in light of the changing times. Nonetheless, marketers continue to be interested in
combined families. Their services are specifically tailored to meet the needs of families
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consisting of three to four people, and they have the option to serve additional members as
needed.

4.10.2 Geographic Segmentation

The market can be divided into segments according to nations, states, cities, districts, urban
and rural areas, etc. under the heading of geographic segmentation. One can separate a
territory into its north, east, south, and west halves. Each country has its own gross
domestic output, per capita income, lifestyle, culture, values, and level of living. While
developing market segments, each of these factors must be taken into account. Markets
can also be divided into subgroups according to climate and population. All of these factors
are taken into account while creating services or goods for certain markets. Marketers
should also examine how the moved population has changed in terms of behavior.

4.10.3 Psychographic Segmentation

The marketer needs to identify the fundamental traits that people may use to inform their
purchasing decisions. Marketers can do this by dividing the consumer base according to
lifestyle and personality traits.

Ways of Living: People’s purchasing habits are greatly impacted by their lives.
Marketers obtain a comprehensive grasp of their customers' lifestyle, activities, interests,
views, beliefs, and values by segmenting the market based on lifestyle. The marketers
will use all of this information to better tailor their offerings. This segmentation also
helps in determining the effective marketing design for services.

Personality: Marketers of personality services can also create services based on different
types of personalities. Special character features are referred to as personality, and every
individual has a distinct personality. And the foundation of their distinct needs and
desires is their distinct personality.

4.11 MARKET TARGETING

The service marketer assesses these categories and selects the ones it believes it can serve
with the resources at hand. A service marketer is engaging in focused or concentrated
marketing if he selects just one segment, concentrating his efforts on a specific market that
is referred to as a niche. If he selects a small number of the segments, then multi-segment
tactics apply, in which a range of distinct marketing initiatives are created for various
market segments. A well-funded service marketer who has access to additional resources
targets each category. Over time, the service marketer has realized that no single solution
can meet all requirements.

Through niche marketing, a business can make the best use of its limited resources while
keeping clients clear about its capacity to meet their needs. However, using a niche strategy
leaves a service provider open to attack from strong rivals.
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Larger service companies are more inclined to use multi-segment tactics, trying to
dominate several markets with various marketing campaigns. With this plan, there is
greater room for growth and expansion, and the company will profit from economies of
size and scope. However, this will result in increased costs for the service provider and a
greater need for expertise. There's a chance of spreading yourself too thin, which could
leave clients perplexed.

4.12 MARKET POSITIONING

The struggle for the consumer's attention is known as positioning. In the much-discussed
STP process, it is the third and last step after segmentation and targeting. Customers must
be convinced that the service provided is exceptional in terms of features, value, and
benefits for positioning to be successful. Therefore, the offer needs to be positioned in their
eyes so that they can identify it as unique from the competition and be convinced that it is
the best option.

Four Positioning Principles

1. The first of the four positioning tenets is that a service provider needs to establish its
image within the target market.

2. There should only be one position and one clear, concise statement.
3. The stance needs to differentiate both the service provider and the service offering.

4. A service company should concentrate on specific market niches rather than trying to
please everyone.

4.12.1 Positioning and Differentiation of the Service

Positioning by Attributes: A service provider arranges their offering according to a
special characteristic or trait.

Benefits-Based Positioning: A service may also be positioned in accordance with the
advantages that customers are looking for. Because customers typically weigh the
advantages of a service before utilizing it, this kind of positioning might be effective.
User-specific Positioning: Certain user groups are given preference when it comes to the
services.

Purpose-based Positioning: A service is presented as the greatest choice for a certain
purpose or application.

Services are positioned in relation to their competition based on their positioning.
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N |Check Your Progress-A

State whether the following statements are true or false:

1. Focus marketing occurs when a marketer selects just one target segment.
(True/False)

N

Niche marketing helps a business make the best use of its limited resources.
(True/False)

3. Itis least expensive to target multiple segments. (True/False)

4. In a service company, staff members are responsible for both representing the
company and transmitting information. .(True/False )

5. A service company's internal customers include retailers, wholesalers, BPOs,
franchisees, etc. (True/False)

4.13 UNDERSTANDING FRAMEWORK OF CONSUMER
IN SERVICE MARKETING MANAGEMENT

Consumer decision making process in service marketing management includes:

Need Recognition: The process begins when clients recognize a need or problem that
has to be fixed. For example, after understanding they require a health examination, a
person may choose to seek medical attention.

Information Search: Following the determination of their requirements, clients search
for information about potential service providers. They could look things up online,
consult with friends and relatives, or read reviews to assess options.

Evaluation of Alternatives: Consumers evaluate various service providers based on a
number of variables, including convenience, cost, reputation, and level of service. They
assess how well each option meets their needs and preferences, often making use of past
encounters and experiences.

Purchase Decision: After considering their options, customers choose the service
provider. A few factors that could influence this decision are perceived value, personal
recommendations, and promotional offers.

Post-Purchase Assessment: After the service is rendered, clients assess their degree of
satisfaction by comparing what they really received with what they had hoped for. Their
evaluation could influence future behavior, such repeat business and referrals from
friends and family.

4.13.1 Influencing Factors
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Personal Factors: Customers' distinct needs, preferences, and life experiences all have a
significant influence on their behavior. Personal elements include values, lifestyle
decisions, and demographic characteristics including age, money, and education.

Social Factors: Friends, family, and social networks can all have an impact on consumer
behavior. Reputable sources may have suggestions and opinions that impact consumer
decisions and perceptions of service quality.

Psychological Factors: How clients evaluate and respond to services is influenced by
factors like motivation, perception, and attitudes. For instance, a customer's perception of
the value of a service and their overall impression of the service provider may have an
impact on their level of satisfaction and loyalty.

Situational Factors: The setting in which a customer uses a service can also have an
impact on their behavior. Variables including time restrictions, the location, and the
person's mood might affect the decision-making process and the evaluation of the service
experience.

4.13.2 Customer Expectations and Perceptions

Expectations: Based on previous interactions, advertising, and word-of-mouth,
customers bring specific expectations to the service encounter. To guarantee satisfaction,
it is essential to control and fulfill these expectations.

Perceptions: Customers' degree of satisfaction is based on how they view the actual
service delivery in relation to their expectations. Disparities between expectations and
reality might cause discontent, but positive views increase satisfaction.

4.13.3 Strategies for Addressing Consumer Behavior

Personalization: Providing services that are tailored to each individual customer's needs
and preferences will boost customer satisfaction and loyalty. Customized service offerings
and one-on-one conversations can result in a more relevant and engaging customer
experience.

Effective Communication: Timely, honest, and clear communication is key to managing
client expectations and building trust. Providing accurate information about the service,
including delivery and pricing details, can increase customer satisfaction.
Quality Assurance: Standardization, training, and quality control methods guarantee
consistent service quality by removing variability and enhancing the customer experience.
Feedback Mechanisms: By implementing systems to collect and evaluate customer
feedback, businesses can improve service delivery and gain a deeper understanding of what
customers want.

Therefore, comprehending customer behavior in services marketing requires an awareness
of the unique characteristics of services and how they affect consumer decision-making.
By looking at how consumers search for, evaluate, and use services, businesses can

Unit 4 Understanding the Framework for Services Marketing Management Page 99 of 556



MS 505 Service Marketing Uttarakhand Open University

develop strategies that successfully meet their demands, increase customer happiness, and
build long-lasting relationships. This knowledge is essential for developing and delivering
services that live up to customer expectations and foster fulfilling relationships.

4.14 SUMMARY

There are four special characteristics of services: intangibility, perishability, variability
Services are now essential to urban living and a fundamental component of the
infrastructure of every economy. Services marketing is value and relationship-driven
marketing. It could be applied to product or service marketing. Marketing a company that
offers services differs from marketing a company that offers products. Target marketing is
the process of identifying market segments, choosing one or more of them, and creating a
marketing mix to suit their requirements. Market segmentation refers to the process of
breaking down a market into discrete buyer groups based on their unique demands, traits,
or behaviors. These groups may need different services or marketing mixes Under
psychographic segmentation, the service marketer can segment on the basis of Measurable,
actionable, accessible, competitive, sustainable, and differentiable segments are the ones
that are considered effective. A service marketer can segment the market using a variety
of methods, including psychographics, geography, demographics, and behavioristics. It is
possible to segment people based on their age, gender, family structure, income, and level
of education. The market can be divided into segments based on nations, states, cities,
districts, urban and rural areas, etc. under the category of geographic segmentation. One
can separate a territory into its north, east, south, and west halves.
lifestyles and personality. Behaviouristic segmentation can be done based on benefits,
attitudes, motivation, usage rate, loyalty, The service provider ought to be able to provide
a large selection of goods. They will be able to meet their varied wants and attract
additional customers as a result. The way that service organizations handle customer care
and maintain consistency in their service delivery may be viewed as drastically different.
An internal customer with more training and skill would be able to communicate with the
external customer more effectively.
customer to detect any change in the service delivery. This goes a long way in putting the
customer in comfort zones, preventing him from having any feeling of fear, anxiety or
dissonance.
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Experience goods: These are products or services that must be used in order to be
assessed.
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Perish ability: The term "perish ability™ describes the inability of services to be
created, stored, and then consumed in advance.

Service: A service is an intangible, non-storable type of economic activity that
does not lead to ownership.

Service Marketing: Service marketing is value-and relationship-based marketing.

Customer Gap: the discrepancy between what customers believe and what they
expect.

External Marketing: correspondence between the business and its Client’s .
Interactive marketing: It is the exchange of information between suppliers and
buyers.

Internal Marketing: Correspondence between the business and suppliers

Moments of Truth: communications between the client and the supplier.
Supplier Gap: Gap on the provider's end, the reason for the consumer gap.

Quiality: is the sum of a service's attributes that affect its capacity to meet certain
needs.

SERVQUAL.: provides variables that impact client expectations

Behaviouristic Segmentation: predicated on benefits, usage frequency, attitudes,
loyalty, etc.

Demographic Segmentation: Segmentation of the population according to age,
income, gender, family, education, etc.

Geographic Segmentation: according to nations, areas, states, districts, etc.

4.16 ANSWERS TO CHECK YOUR PROGRESS

Check Your Progress A
Answers to MCQ:  1(T),2(T), 3(F) ,4(T),5(T)
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4.19 TERMINAL QUESTIONS
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10.

What do you understand by the concept of service marketing?
Explain the various characteristics of service marketing management?
How do in services customers are retained explain the strategies of retaining
customer?

What is Gap Model in service marketing explain in detail?

Explain Bases for Segmenting the Service Consumer?

Explain SERVQUAL Model?

Define Market Targeting in services?

Define Services?

Explain Framework of Consumer in Service Marketing Management?
Define Consumer.
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UNIT S POSITIONING AND FOCUSSING

5.1 Introduction

5.2 Objectives

5.3 Positioning of Services

5.4 Focus Strategies of Services
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5.6 Determining Service Attributes and Levels
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5.9 Summary

5.10 Glossary

5.11 Answers to Check Your Progress

5.12 Reference/Bibliography

5.13 Suggested Readings

5.14 Terminal & Model Questions

5.1 INTRODUCTION

Liberalization and globalization has led to highly competitive world, due to which survival
of firms is becoming very difficult. As customers are endowed with variety of products
and services in the market so firms compete for gaining the attention of customers and sell
their products and services to them. It has become inevitable for the organizations to
differentiate themselves from the rest and be noticed by the customers i.e. to stand out
unique from the crowd. So to attain this objective positioning strategy comes into action.

The present unit discusses about the positioning and focussing strategy of services i.e. how

to effectively position the services in the market.

5.2 OBJECTIVES

After reading this unit you will be able to:

e Understand the concept of positioning
e Focus Strategies of Services
e Market Segmentation
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e Differentiate between the important and determinant attributes of services that
impact consumer’s choice
e Developing an effective positioning strategy.

5.3 POSITIONING OF SERVICES

Positioning deals with forming and communicating a distinctive image in the minds of the
customer and maintaining it. Positioning requires marketers to recognize the characteristics
of the service offering that make customers to select that service provider among several
such competing services and stay faithful to it. It emphasizes on the unique attributes of
the service that can be easily noticed as well as are of relevance to the customers. Thus,
positioning distinguishes the product in a manner that is meaningful for the customers and
hence makes the customers loyal. The positioning strategy creates a long-lasting image of
the service in the minds of the customer so that whenever the customer thinks of the service
that particular service provider pops in their minds. For example, whenever a customer
thinks of a luxurious hotel, Taj Hotel or Maurya Sheraton comes to his/her mind. So, these
hotels have a distinctive image of luxurious hotels in the minds of the customers. Similarly,
McDonald is known as a fast-food family friendly restaurant.

To develop a successful positioning strategy, it is important for the firms to know the
preferences and expectations of the customers as well as what is being offered by the
competitors. The positioning of services by the marketer takes into consideration different
elements of service marketing mix such as service personnel, distribution system, location
where the service will be provided, service processes, service environment, ease of use etc.
The image of the service that is being communicated to the customers must be reflected in
all the elements of service mix i.e. price of the service, personnel, place, processes etc. The
luxurious hotel image requires physical evidence well carpeted corridors, lobbies, rooms,
beautiful chandeliers, paintings. Prices should be high, staff must be well groomed and
efficient operations etc.

Hence service marketers must evaluate all the facets of service offering and emphasize on
those characteristics of services, which are of prime importance for the customer. As
customers vary in their preferences therefore, development of successful positioning
strategy requires the firms to focus on meeting the needs of specific set of customers which
is discussed in the next section.

5.4 FOCUS STRATEGIES OF SERVICES

As the preferences, purchasing behaviour and consumption pattern of consumers vary
therefore it is not possible for firms to satisfy the needs and wants of all the customers.
Also, the consumers are widespread geographically, making it difficult for marketers to
study their needs and preferences. Hence, to fulfill the needs and wants of the customers
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it becomes vital for firms to select few segments of customers and study them well to fully
satisfy their needs. It leads to the requirement of focus strategies.

Focus strategy implies identification of the customers with similar preferences, purchase
behaviour and consumption pattern that can be served well by the firm through the services
provided. There are two dimensions on the basis of which focus strategies are designed.
These dimensions include: market focus and service focus. Market focus refers to the
number of markets being served by the firms whereas service focus deals with the variety
of services being offered by the firms. So on the basis of the markets served and the breadth
of the services being offered, focus strategies can be categorized into four types as shown
in Figure 1.

Few Market focused Fully focused
Number of
Markets served
Many Unfocused Service focused
Wide Narrow
Figurel: Focus Strategies Breadth of Services

e Fully focused: Fully focused firms are the firms that remain limited to serving
narrow segment of customers with slender service mix. These firms offer fewer
services in fewer markets. The strategy leads the firms to develop their expertise in
the niche market segment and provides them an edge over their competitors. They
are able to supply better quality to customers more efficiently as compared to their
competitors. The use of fully focused strategy can lead firms to charge premium
prices for the offering they made to the customers. For example, private jet charter
services may focus on corporate customers i.e. the services can be designed keeping
in mind the needs of the executives travelling for a conference or meeting.

e Market focused: Market focused firms as the name implies, focus on meeting the
needs and demands of fewer market segments. These firms attempt to cater to the
maximum needs of the customers in the markets chosen to serve. Such firms offer
variety of services to their customers to meet their demands. The strategy leads the
firms to develop a large range of services for its customers. For example, a wedding
planner service provider may not only focus on organizing the wedding function
for its customers but try to cover all the events related to wedding. Such as pick
and drop of guests, dress designing of bride and groom, place of event, decoration,
catering etc. Service focused: Service focused firms emphasize on the service being
offered to broad set of markets. These firms attempt to satisfy the needs and wants
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of a broad set of customers by developing a standardized service offering. These
firms offer limited range of services to large number of markets. However, as new
markets emerge, firms modify the services being offered to some extent to meet the
needs of the customers. Thus, these firms specialize in a category of service. For
example, a cardio specialist who specializes in the treatment of heart related issues
of different types of patients of different age groups. The strategy requires broader
sales efforts and focus on marketing communication.

e Unfocussed: Unfocussed firms offer variety of services to broad market segment.
These firms are neither focused on any market segment nor do they emphasize on
a particular service. Unfocused firms attempt to fulfill all the related needs of all
the customers. The strategy is not much appreciated and the firms that adopt this
strategy face continuous threat of being out of the market from more focused firms.
For example, hypermarket stores where variety of products are being offered to
customers of all the segments.

The firms are advised to either focus on service being offered or market being served to
sustain in the competitive marketplace. However, each of the focus strategies discussed
above have limitations. Fully focused firms may remain restricted to small market segment
which may turn out to be unprofitable in the longer run. Also the demand for the services
being offered by fully focused firms may change over the period of time due to change in
the environment. The service focused firms have to constantly evolve to meet the changing
needs of customers to stay in the market. These firms have to keep themselves abreast with
the changing needs of the customers and modify the offering as per the demand. In case of
market focused strategy, firms have to diversify their operations to deliver different needs
of the chosen market segment. These firms also need to make continuous efforts to know
their customers well.

5.5 MARKET SEGMENTATION

Market segmentation is the pre requisite of focus strategies. Due to distinctive
characteristics of consumers, it becomes difficult for a service firm to uniformly satisfy the
needs and wants of all the customers. Also, service firms vary in their capabilities to serve
different types of customers. Therefore, instead of targeting the whole set of customers; it
is advisable for firms to first segment the customers on the basis of their certain
characteristics and then select few of the segments which can be served well. It is also
called rifle approach, as it helps the firms to identify the customers whom it can serve better
with its abilities.

Segmentation is the grouping of customers with similar needs, preferences and
consumption pattern. Since needs of the customers vary as per their demographic and
geographic conditions, their lifestyle, personality etc, therefore marketers segment the
customers on these bases. It results in formation of groups of customers which is
homogeneous as all the customers in the segment have similar characteristics leading to
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same needs and preferences. But these segments vary from one another on the same
characteristics. So, after segmenting, firms target one or more of these segments which it
can serve well.

N |Check Your Progress-A

Q1. What do you mean by positioning strategy?

Q3. State True/False

(i) Dividing the customers into different segments on the basis of different characteristics
of the customers is called segmentation.

(i) Focus strategies help service organizations in effective positioning.
(iii) Unfocussed strategy is the most preferred focus strategy of service firms.

(iv) Income can be used as a basis for segmentation of the market.

5.6 DETERMINING SERVICE ATTRIBUTES AND LEVELS

After the segmentation has been done by the marketers and the target segments are
selected, the next step is to deliver the right services to right customers. So, firms attempt
to identify the attributes of the services that are relevant to the customers and then frame
service offering accordingly. However, the importance of these attributes varies for the
customers according to time, place, occasion, decision maker, purpose etc. For example, a
young individual may prefer to travel by office cab while going to office but uses his
personal car while going to dine out with his family as here occasion as well as comfort is
more important.

Service attributes types: Importance vs Determinant attributes
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Customers while selecting a service from the competing service offerings available in the
market, give importance to few attributes of the services. But these important attributes are
not the sole criteria for the selection of the service. There are certain other attributes which
finally lead to the purchase of the service. These attributes which determine the purchase
of service are called determinant attributes. For example, customers while seeking a stay
in the hotel may give prime importance to the location of hotel and budget. But while
making the final choice of the hotel to stay the attributes such as cleanliness, room size,
and service quality are also considered.

Thus, the marketer while designing a positioning strategy for their service offering must
identify the attributes that are considered quite important by the customers and sought first
in the offering. Along with the important attributes, the researcher must also identify the
attributes that actually determine the final choice of the service offering among several
competing brands.

Determining levels of services

After the important and determinant attributes of the services are identified by the service
marketer, the next step is to find out the extent to which these attributes affect the selection
of service. Some of these service attributes such as prices are guantifiable and can be
expressed in numbers while others are subjective in nature and vary with the perception of
customer. For example, the quality of food at the restaurant depends on the varying taste
of consumers. However, prices of food are quantifiable. So, firms must study the
preferences of customers towards each of these attributes and position their service
accordingly. Customers can also be segmented on the basis of their sensitivity towards
price and importance attached to certain attributes. Few customers may tradeoff prices for
obtaining certain level of quality food in the restaurant.

5.7 POSITIONING FOR COMPETITIVE ADVANTAGE

After segmenting the market and identifying the important and determinant attributes of
the service and their levels of preference for customers, the next step is to position the
product in the market so that it differs from its competitors. Jack Trout has given four
principles for positioning:

¢ A firm must position its product in the minds of the customers
¢ Positioning should be consistent, that is it must provide a single message.
e Positioning must distinguish the company from its competitors.

¢ Firm must focus its efforts on serving few needs of the customers as it cannot satisfy all
the needs.

So based on these principles firms can position their service offering in the market so that
it stands out in the minds of the customers. The firms should identify those points of
difference for positioning which cannot be easily copied by its competitors.
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5.8 DEVELOPING AN EFFECTIVE POSITIONING
STRATEGY

Positioning of services is very important for service firms due to their experiential and
intangible nature. It helps customers to create a mental image of what can be expected from
the services. It basically involves the analysis at three levels i.e. market analysis,
competitor analysis and internal analysis, that lead to development of a positioning
statement. Market analysis is done to assess the level of demand of services. It also reveals
the variation in needs and preferences of the customer with age, location lifestyle etc. Thus,
it provides a basis for segmenting the market and determining the market potential of each
segment.

Competitor analysis helps the marketer to know the strengths and weaknesses of the
competing firms and the market segments they are serving. The analysis helps the firm to
identify the unmet needs of the customers and use it as an opportunity to differentiate its
service offering. It leads the firms to anticipate the possible competitive actions and
responses.

After market and competitor analysis, service firms must emphasize on their own resources
and capabilities. Organizations must identify their resources (human, financial etc.),
competencies as well as their constraints and accordingly define their target segment and
how these segments can be served well.

After market, competitor and internal analysis the firm can design its positioning strategy
that distinguishes it from its competitors and creates a distinct image in the minds of the
customer.

N |Check Your Progress-B

Q1. Explain different steps involved in effective positioning of services.
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Q3. Distinguish between market analysis, competitor analysis and internal analysis.

Q5. Multiple Choice Questions:

(i) Segmentation strategy is done to :
a) break down the large markets into smaller markets.
b) to provide an opportunity to surpass competitors.
C) to group together customers with similar needs.

d) achieve greater market share.

(ii) Fully focused strategy involves:
a) focusing on few markets with limited service offerings.
b) fulfilling the needs of broad market segment with limited services.
c) fulfilling the needs of few market segments with variety of services.

d) fulfilling the needs of broad market segments with variety of services.

(iii) Market analysis is done to:
a) assess the demand of a product in market.
b) assess the needs of the customers.
C) assess the position of competitors in the market.

d) assess the internal resources of the firm.

(iv) Positioning strategy can be effective when:
a) market is segmented well.
b) firms adopt focus strategy
c) the attributes relevant to customers are identified
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d) size of firm is large.

5.8 SUMMARY

Positioning aims at creating a distinctive image in the market that is valued by the
customers. It helps the firm to stand out from the crowd and develop a long term
relationship with the customers. Services position themselves on the basis of price,
convenience and ease of use for customers, the environment in which service is provided
as well as the personnel providing services.

In order to achieve competitive advantage a firm needs to focus its efforts on selected
customer groups. There are three types of focus strategies: fully focused, market focused
and service focused. Fully focused firms attempt to fulfill the needs of few markets with
limited-service offerings, market focused firms cater to the needs of selected market with
broad range of services. Service focused firms deliver few specialized services to several
segments.

Market segmentation is the formation of group of the customers with similar needs. It
allows the firms to better know the customers and focus their efforts accordingly.After
segmentation firms try to identify the service attributes that are valued by customers in the
selected target segment. The attributes can be of two types: important as well as
determinant attributes. Important attributes are the attributes that are primarily considered
by customers while selecting a service among competing services available. But the final
choice of the service depends on other conditions such as time, price, convenience etc.
Thus, determinant attributes shape the final decision of customers and they can be different
from important attributes.

Positioning provides competitive advantage to firms. Market analysis, Internal analysis
and competitor analysis is done to develop an effective positioning strategy.
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Positioning: Positioning is a strategy which aims at creating a distinct image
of the product in the minds of the customer.

Segmentation: Segmentation is the process of dividing the potential customers
into groups based on different characteristics.
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Y 5.10ANSWERS TO CHECK YOUR PROGRESS

Check Your Progress —A

(i) True (ii) True (iii) False (iv) True
Check Your Progress -B

(i) c (i) a (iii) a (iv) ¢
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? 5.13 TERMINAL QUESTIONS

Q1. What is positioning strategy? How does it provides a competitive edge to service
firms?

Q2. Explain different types of focus strategies used by service firms with suitable
examples.

Q3. What role does important and determinant attributes of a service offering play in
designing its positioning strategy?

5.14 CASE LETS/CASES

Marketing of Health Services

(Reference: http://www.universalteacherpublications.com/mba accessed on 22/11/2017)

Pulin Kayastha was simply amazed. He had seen all forms of hostility and marketing
warfare in the consumer goods industry, but to see similar warfare in the health industry
fascinated him. Clearly, he told himself, doctors had found consumers in their patients. At
least, that's what the concept note sent by Dr. AJit Varman, country manager of Recovery
Clinics & Hospitals, seemed to indicate. Varman and seven other senior doctors had left
Karuna Nursing Home and Hospital to set up Recovery, which, as the note said, ".... would
be entirely devoted and dedicated to customer responsiveness."

Pulin was a management consultant and was recommended to Recovery by the marketing
director of Regrow Pharma, a large pharmaceuticals company in Mumbai. In fact, the
suggestion to set up Recovery came from a non-resident patient, Dinesh Shah, who was
undergoing treatment at Karuna's large speciality hospital in Central India. It was in the
course of his interaction with the doctors that Shah sensed their unhappiness with the
system. This prompted him to suggest the idea of Recovery. Varman had joined Karuna
10 years ago, assured of a challenging career in a hospital that was promising to be
different. But over time, disillusionment set in as Karuna's image and response to the
environment diluted its equity.

Now that we have decided to do this, we do not want to repeat old mistakes," VVarman had
told Pulin during their first meeting. "Having worked at Karuna, we can see its weaknesses
and why it's losing saliency. Ten years ago, when it was established, we believed ii was
going to add value to our careers, We became a part of it because we were told that we are

Unit 5 Positioning and Focusing Page 113 of 556


http://www.universalteacherpublications.com/mba

MS 505 Service Marketing Uttarakhand Open University

specialists who would bring exclusivity to the hospital. But soon, the focus shifted to
fetching business and revenues. The management started hiring specialists and private
practitioners, offering them cabins and consultancy arrangements at Karuna. The strategy
was that these doctors would bring in their patients and use the infrastructure so that the
hospital would start earning money."

The Karuna management wanted to derive short-tem benefits, than gradually build up
clientele. But the strategy, it appeared, did not pay off. As Varman said: "Because there
were many doctors and the business was not large enough in the first few months.
Consequently, competition for business became cutthroat between doctors.

Despite modem amenities, state-of-art systems and numerous doctors, the image of the
hospital was that of being too commercial - a fallout of the stigma of being a private
hospital. It was common among doctors to slot every hospital under either category - a
place where you get neglected to death or a place where you get researched to death.
Karuna earned a new label - a place where you got cross-referred to death, {or doctors at
Karuna slowly took to enhancing each others earnings as they sent patients back and forth
to doctors and specialists. At the end of his diagnoses, the patient ended up paying a huge
amount of money for this treatment.

According to Varman, the high-cost, high-expectation syndrome hit the hospital. The
initial promise of exclusivity and quality was lost. Karuna had the best doctors, but after-
care was abysmal. With a view to keeping costs low, nurses, housekeeping staff and even
the front office staff were hired cheap, training was virtually absent, and no attention was
paid to end user needs.

Kayastha could see Recovery trying to be all that Karuna was not and desiring not to be all
that Karuna was. If Kayastha thought VVarman was hiring him for routine systems design
and a patient management manual, he was mistaken. For Varman said "We want to get
Recovery's positioning platform right and work on a sound marketing plan. What we want
you to do is to help us build this brand, help ordinary doctors like us understand what
brand-building entails and how it is managed in a service industry."

Questions
(a) Suggest a positioning strategy for Recovery Clinics and Hospitals.

(b) Explain why it would be necessary for doctors as well as nursing staff to be marketing
oriented.
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6.1 INTRODUCTION

Today the consumers are well exposed to the environment and are aware of the products
or services present around them. They are ready to take risk and try new brands. They are
becoming more selective and demanding. Thus, it becomes important for the marketers to
fulfil the expectations of the customers and stay in the market for long.

In order to achieve this objective, the marketers need to understand the consumer behaviour
i.e. how do consumers take decisions related to purchase of a product or service. So, in this
unit consumer behaviour in context of services is studied.

6.2 OBJECTIVES

After reading this unit you will be able to:

e Develop an understanding of the consumer behaviour in services.
e Understand the three stage service consumption model
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e Learn the evaluation of services by customers and how do they choose among

competing services.

e Learn about the risk that customers perceive while making a purchase and the
strategies employed by firms to reduce the risk in the minds of the customers.

e Understand the different levels of expectations that customers form for the services.

e Understand the high and low contact services and how customers evaluate these

services.

e Learn about the servuction model and theatrical metaphor of services

6.3 SERVICE CONSUMPTION MODEL

As services involve simultaneous production and consumption therefore the model used to
depict the consumer behaviour is also called service consumption model. It is a model with
three broad stages: pre-purchase stage, service encounter stage and post encounter stage.
Pre purchase stage deals with the steps involved before making a purchase such as need
recognition, information search, evaluation of alternatives and finally making a purchase
decision. Service encounter stage involves the actual consumption of service and its
experience while post encounter stage deals with the evaluation of service after
experiencing it and determines the future purchase of services.

Model is illustrated in Figure 6.1 and each stage of the model is elaborated in following

sections.

r

Pre-Purchase
Stage

Need Awareness
Information Search
Evaluation of alternatives
Purchase Decision

Obtain service from service supplier
Delivery of Service

_
e .
Service
Encounter
Stage
p

Post- encounter
Stage

\_

Evaluation of performance of Service
Future Intentions

Figure 6.1: Service Consumption Model
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6.4 PRE-PURCHASE STAGE

e Itis the first stage of the service consumption model and comprises several steps.
The various steps involved as shown in Figure 6.1 are:Need awareness

e Information Search
e Evaluation of Alternatives
e Purchase decision

6.4.1 Need Awareness

It initiates with the recognition of need by the prospective customers. The need can be
triggered by the external or internal stimuli. For example the need for watching a movie
can be aroused when one gets bored with the monotonous routine so it is an internal
stimuli that arouse the need for entertainment. The external stimuli in the above case
could be some promotional offers by movie theatres or movie itself that arise the interest
of consumers for watching movie.

6.4.2 Information Search

After the need is aroused, the information search begins. The customers begin to search
for the solution to satisfy their need. As a result of search for information an evoked set
(or consideration set) is formed which contain the brands or products that can satisfy the
need of the customer. As a marketer one has to make efforts to be part of evoked set of
customers. For example the need for eating out leads to searching for good restaurants.
Thus, consumers must be well aware of the restaurants that are present in the city and
that can meet their requirements which will be their evoked set.

6.4.3 Evaluation of Alternatives

Once the information is sought and evoked set is ready, the next step is to evaluate the
different alternatives present in the set. The evaluation depends on attributes of services,
perceived risk and service expectations.

Service attributes There are three types of service attributes that determine the ease or
difficulty of evaluating a service before its purchase. These attributes are: search
attributes, experience attributes and credence attributes. Search attributes are tangible
attributes such as colour, style that help customers to evaluate the product. Tangibility is
also added to service offering through pamphlets, ambience and location of the place
where service is provided. Example warm welcome and cleanliness in a restaurant can
somewhat convince the customer about the quality of service. Experience attributes are
those attributes that are known to customers only after they purchase and use the service.
For example, one can know about the services of a hair salon only after visiting and
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getting hair styling done there. The reviews and recommendations can be used by
marketers for convincing the customers but they cannot always be helpful as
inconsistency may creep in due to change of service personnel as well as the participation
of customer. Credence attributes are the attributes of the product that are difficult to
evaluate even after utilizing the service. In such cases customers are forced to trust the
service provider that the task has been performed well. For example, surgery done by a
doctor or maintenance and repair task performed by a mechanic is difficult to evaluate
due to lack of expertise. In these cases one has to keep faith on the knowledge and skills
of the service provider. All the products can be placed on the continuum of easy to
evaluate and difficult to evaluate. The services that are high in search qualities can be
easily evaluated whereas services that are high in credence qualities are difficult to
evaluate.

Perceived Risk While evaluating the various alternatives of competing services, the
customer tries to find out the service that can best meet their expectations. But as services
are high in experience and credence attributes therefore, the perceived risk of customers
of services not meeting their expectations is also high. Different types of risks that a
consumer can be exposed to include:

e Functional risk: Example: Will I get the right hair cut in this salon?

e Financial risk: Will | lose money after investing in this mutual fund scheme?
o Temporal risk: Will | get delayed for my meeting while waiting for the cab?
e Physical risk: Will I get hurt while skiing?.

e Psychological risk: Will the counsellor be able to help me finding the right
solution of my problem?

e Social risk: Will my friends come along with me to this restaurant?

e Sensory risk: Will I be comfortable in this seat?

So the marketers must try to reduce the risk, as consumers will prefer the service with the
minimum perceived risk. Different strategies that can be used by marketers to reduce the
risk are as follows:

e Let prospective customers know the service by previewing it on websites,
brochures etc.

e Invite customers to visit the place where service will be provided in advance of
making purchase.

e [For services with high experience attributes, marketers can offer free trial to
prospective customers before making purchase. For example few software are
available free of cost online for a limited period.
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e Services that require involvement of customers and also possess more credence
qualities must be advertised well by marketers to communicate the key aspects and
also addition of tangibility to the product can be helpful.

e Display credentials and qualifications of the service provider for services such as
doctors, lawyers. Also, exhibit the previous cases to enhance credibility of service
offering.

e Help customers to track their orders online such as online stores allow customers
to track their purchase order online.

e Service firms can assure the customers about the quality through performance
warranties or money-back guarantees.

e Service firms must provide evidences that are consistent with the targeted image of
the company. For example, uniform of employees, ambience of the service facility
etc.

Thus, these strategies reduce uncertainties and can prove to be helpful for customers
while making purchase. The next important input to consumer decision making
process, while evaluating a service are service expectations discussed next.

Service Expectations Consumers form certain expectations from the services being
provided based on their prior experience, word of mouth or during information search.
These expectations vary from time to time and are situation specific. Such as instant
order delivery in a restaurant during peak hours is not expected. The expectations may
change over the period of time with the innovation in services, technology
development, advertisements and pricing. However, these factors are under the control
of supplier of services. There can be four levels of services: desired, expected,
predicted and zone of tolerance.

e Desired service level is the level of services which is actually wished by the
customers. This level of expectations is the ideal level of services wanted by
the customers. The level can be based on the promises being made by service
firms.

e Adequate service is the minimum level of service that must be provided to
satisfy the customers as customers are realistic and aware of the constraints of
the provider that desired level cannot be always delivered.

e Predicted service level is the level of service which a customer anticipates
from the service provider. This level of service is set on the basis of the word
of mouth, prior experiences, advertisements etc. The predicted service level
defines the adequate level of service for customers.

e Zone of tolerance level is the level of variations in the services which is
acceptable by the customers. It is defined because services cannot be delivered
consistently at all the touch points and throughout the day due to human
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interventions. Thus, zone of tolerance defines the range within which variation
is accepted. The size of the zone can be different for individual customers and
depends on price, competition and the relevance of certain attributes for the
customers.

Thus, it is important for marketers to under the predicted level of service of
customers and the width of their zone of tolerance as these factors can affect the
evaluation of services by customers.

6.4.4 Purchase Decision

The customers after evaluating the different service alternatives on the basis of the
attributes, considering the perceived risk associated with different alternatives of services
and also different level of expectations from the service offering are ready to take the final
decision of purchase.

The alternative where perceived risk is low and the buyer has already experienced the
service, purchase decision is quick. In such cases the service is well known and may be the
service provider is well decided. But in cases when the purchase is made for the first time,
perceived risk is high and purchase decision takes time. The decision to purchase can also
be affected by other factors such as price, time. For example if a person is in hurry he will
quickly take the decision of hiring a taxi which so ever is available but if he has time than
he will evaluate the alternatives.

Check Your Progress-A

Q1. State different attributes of services used for evaluation purpose.

Q2. What are the various types of risks perceived by the customer while evaluating
services?
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Q4. State True or False.
(a) Adequate service level is the minimum level of service expected by customers.
(b) Functional risk takes into consideration the comfort to sensory organs.

(c) Offering free trials of service high in experience attribute can help to reduce the risk.

6.5 SERVICE ENCOUNTER STAGE

After the purchase decision is taken by the customer, the service encounter stage begins
where the customer comes in contact with the service firm. The stage involves a series of
contacts between the customer and service provider ranging from placing an order to
delivery of services. The contact between customer and service provider can involve
personal interaction such as visit to a beautician or impersonal interactions such as internet
banking. These contacts can be very brief such as booking a taxi or may last long such as
visit to a restaurant. The service encounter stage let the customers determine the quality of
service and whether the service expectations of customers are met.

Service encounter stage can be explained using three models or framework, namely
moments of truth model, high or low contact model, servuction model and theatre
metaphor. All these models are explained one by one in sections given below.

6.5.1 Moments of truth

It is given by Richard Normann and explains the importance of contact points with the
customer. It refers to the time when customer and service provider confront each other. For
example, the time when doctor actually, examine the patients. At this moment the
expertise, skills and behaviour of the service provider as well as the participation and
attitude of customer determine the quality of service delivered. The apt management of
moments of truth is very important for the success of the service organizations. For
example if a person visits a hair saloon and has to wait for long time but at last gets a
satisfactory hair cut by the hair dresser will be satisfied.

6.5.2 High Contact to Low Contact Service Encounters

During service encounter stage the contacts between the service provider and the customer
can be very brief that requires only fewer steps or it can extend over a period of time. These
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contacts refer to the interaction of customer with the service provider and the physical
environment where service is delivered. Thus, based on the type of contact, services are
categorized as high contact services and low contact services.

High contact services expose the customers to the tangible components of the service. It
involves the interaction of the customer with the service personnel and also let the
consumer evaluate the service through the physical environment where service is provided
as well as the equipments used for services. These services require management of several
interactions or moments of truth with the customers. The assessment of the customers may
also be influenced by other customers. In such services marketers must focus on providing
a pleasing experience to the customers. For example a person staying in a hotel will be
influenced by the warm greetings of the staff of the hotel, ambience of the hotel, the room
of the hotel, comfort provided etc.

Low contact services are the services where the customers interact with the service
provider only through different mediums i.e. internet, phone or channels of delivery. Here,
the customers may never have face to face encounter with physical environment and the
service provider. In the present situation, such types of services are preferred by customers
due to convenience and time saving. For these services, marketers need to focus on delivery
of services and the quality. For example in online booking of air tickets the customer will
only be exposed to the website of the organization and will be influenced by the timely
booking of tickets, payment options available etc.

6.5.3 Servuction System

Servuction is the combination of service and production. It integrates the customers,
marketing and operations. It focuses on all the components of the service that influence the
experience of the customers. These factors can be categorized as technical core and service
delivery system.

Technical core is the invisible part where elements of the service are produced after
processing inputs. It is the backstage of the service firm and is not of concern to the
customers. However, if the backstage processing impacts the quality of the service
delivered it is noticed by customers and influence their service experience.

Service delivery system is the visible part of the service operations and consists of service
environment, personnel, equipments and even other customers. This part of service
organizations comes in direct interaction with the customers and influence their
experience. In case of high contact services the service delivery system needs to be
managed well as customers passes through several moments of truth and comes in direct
contact with the ambience, service personnel, facilities etc. But in case of low contact
services efforts on service facility and other visible components are not required.

6.5.4 Theatre Metaphor

Theatre metaphor framework helps to understand how to effectively stage the service
performance so that the desired experience is created for the customer. Here the service
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delivery is compared with the theatre performance where the aim of both is to satisfy the
customers with the performance. The metaphor is useful; for high contact service providers
as well as services where simultaneously more than one customer is served. Different
components of services can correspond to different stages of performance.

Service facilities can be compared with the stage where the drama unfolds and in case of
services, the customer’s perception of the service starts building. The service is exposed to
customer through different touch points.

Service Personnel who are at front line to serve the customers correspond to the actors on
the stage playing different roles in a drama. Similarly, employees at front stage are
expected to behave in a specific way with the customers. In some organizations their
uniforms are decided. As in theatres stage actors are supported by the back stage team
similarly in services the processes at the back end help front end employees to deliver
better services.

Since processes in services involve several interactions with the customers at different
stages therefore it is important for service firms to better understand, design and manage
the behaviour of service personnel as well as customers. It can be better understood with
the help of role and script theories.

Role Theory proposes that as in theatre the roles of employees and customers in a service
set up are predetermined. Employees must perform their role as per the expectations of the
customers and the customers must also play their role to get better services. The roles of
customers and employees must be in congruence with each other for better service
delivery.

Sript theory states that as in movie script, the service also specifies the series of steps and
behaviour that employees and customers are expected to learn and follow during service
delivery process. Employees are trained for the expected behaviour while customers learn
about it through their own experience or the communication by the service firms and other
customers. The higher is the experience of the customer the more is he acquainted with the
script. The unwillingness to learn a new script may keep the customers loyal to the service
firm. In case a service firm makes changes in its delivery process that requires a different
script then it must well educate and train the employees and customers. Few services are
tightly scripted leading to consistent and uniform service delivery but for customized
services the scripts are flexible.

Role and Script theories complement each other and both should be well defined for the
parties, employees as well as customers for higher customer satisfaction and service
productivity.
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6.6 POST ENCOUNTER STAGE

The stage arrives after the service is consumed by the customer. It involves comparison of
the service experience with the prior expectations. The stage determines the satisfaction or
dissatisfaction of the customers.

Satisfaction is based on the confirmation or disconfirmation of expectations formed before
service encounter. Customers have certain predicted level of expectations from the services
formed on the basis of their evaluation of alternatives available and search process. During
service encounter customers experience the service and compare it with the predicted
service level. If the service is better than the expected level than positive disconfirmaion
of service is obtained, and if it is worse than negative disconfirmation. If it is as expected
by the customer than confirmation of services is done by the customers.

Customers stay satisfied with the services when the perceived performance of the services
lie within the zone of tolerance or above the adequate service level. If performance exceeds
the desired level customers are delighted and are more likely to make repeat purchase and
spread positive word of mouth. But the service performance falls below the expected than
customers withdraw from the services and switch service provider in future.

Service expectations are developed by the customers on the basis of evaluation of the
attributes and risks related to the service offering. These attributes decide the zone of
tolerance. If the attributes are very important for customers than the zone of tolerance is
narrow. Also, if the customers pay high prices for the services than expectations are high.
Thus, marketers must carefully manage the expectations of the customers at each and every
stage of service consumption.

Comparison of Service Standards on basis other than Service Expectations

Expectations are useful for comparing the standards of performance of services in
competitive markets when customers are well aware of the service. Due to acquaintance
with the service, customers have sufficient knowledge to select the service that meets their
needs and wants. However, in non-competitive markets where the choice is low customers
do not form expectations. Rather, in such cases the services that satisfy the needs and wants
of the customers are rated high and preferred by the customers. Therefore, service
marketers must focus on satisfaction of needs and wants of the customers rather than
fulfilling their expectations.

For services high in credence quality, it is difficult for customers to evaluate the services
even after consuming it, for example, surgery by a doctor, legal case by a lawyer etc. So,
in such cases tangible elements of the services and the service processes are used by the
customers to evaluate the services. Hence, in these situations service providers must
understand the attributes that can influence the customer’s evaluation of services though
those attributes may not be core attributes of the services.
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Customer Delight

Customer delight depends on three factors: (i) performance higher than the expected level
of services (ii) arousal of surprise or excitement (iii) positive effect on consumers such as
joy and happiness. High satisfaction in customers is the result of positive disconfirmation
of expectations and positive effect. Therefore, to delight the customers requires not only
avoiding defects in the service processes and delivery but emphasizing on what lies beyond
the expectations of the customers.

However, delighting the customers is criticized by marketers because it further raises the
expectations of the customers and requires more efforts to delight the customers in future.
Also, if service levels return to previous level, it dissatisfies the customers. Customer
delight is also not considered feasible for mundane ervices such as newspaper delivery etc.

But even then if few innovative suppliers want to delight the customer, then they must
attempt to identify the attributes of the services that can delight the customers for longer
time.

N |Check Your Progress-B

Q1. Write a shot note on moments of truth in service.
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Q4. Identify the high and low contact services:
(a) Watching movie in a theatre.
(b) Booking air tickets over the internet.
(c) Stay in a hotel.
(d) Visit to a doctor.

(e) Transfer of money through net banking.

6.7 SUMMARY

Service consumption model broadly categorize the consumption of services by customers
into three stages, namely: pre purchase stage, service encounter stage and post encounter
stage.

Pre purchase stage of the model refers to the stage when customer realizes the need for a
service and search for the information for different types of services, evaluates the service
alternatives available and make a purchase decision.

After making a purchase decision customer enters the service encounter stage where he/she
enters into interactions with the service firm at different stages. Several frameworks are
used to better understand the consumer behaviour during service encounter stage. These
are moments of truth, high/low contact service model, servuction model and theatre
metaphor.

Moments of truth sframework indicates the significance of managing the different
touchpoints for service provider. It is the time when service provider and consumers
interact with each other. High/Low contact service model classifies services into two types:
high contact services and low contact services. In high contact services the customer
interacts with service firm at several points for longer time while in low contact services
the customer has less interaction with the service firm and hence the focus is mainly on
effective delivery of services. Servuction framework combines the operations of the
service firms as well as the service delivery process. It describes the physical environment,
service operations as well as service delivery that can influence the overall service
experience of the customers. Theatre metaphor compares the service delivery with the
theatre performance on stage.

Post encounter stage of service consumption model evaluate the service experience of the
customers and compare it with their expectations.
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Moments of truth: It refers to the interaction of customers with service provider
which influence the relationship with customer.

Servuction model: It integrates the service operations and service delivery
processes. It emphasize on all the factors that influence the experience of the
customers.

Zone of tolerance: It refers to the variations in the service delivered that is
acceptable to the customers.

6.8 GLOSSARY

) 6.9 ANSWERS TO CHECK YOUR PROGRESS

Check Your Progress —A
4. (a) True (b) False (c) True

Check Your Progress —B
4. (a) High (b) Low (c) High (d) High (e) Low

F
\
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? 6.12 TERMINAL QUESTIONS

QL. Explain the different stages of service consumption model used to study the behavior
of consumers towards service firms?

Q2. Discuss the relationship between customer expectations and customer satisfaction?

Q3. Explain how the theatrical metaphor explain the consumer behaviour during service
encounter stage.

6.13 CASE LETS/CASES

SouthWest Airlines

South West Airlines entered the airline industry in 1971 with little money, but lots of
personality. Marketing itself as the LUV airline, the company featured a bright red heart
as its first logo. In the 1970s,flight attendants in red-orange hot pants served peanuts and
drinks. With little money for advertisement in the early days, Southwest relied on its
outrageous antics to generate word of mouth advertising.

Later ads showcased Southwest’s low fares, frequent flights, on-time arrivals, and
top safety record. Throughout all the advertising, the spirit of fun pervaded. For example,
one TV sport showed a small bag of peanuts with the words, “This is what our meals look
like at Southwest Airlines.....It’s also what or fares look like.” Southwest Airlines used
ads to poke fun at itself and to convey its personality.

Southwest can offer low fares because it streamlines operations. For example, it
flies only Boeing 737, which saves time and money because training is simplified for
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pilots, flight attendants and mechanics;and management can substitute aircraft, reschedule
flight crews, or transfer mechanics quickly. Southwest also bucks the traditional hub and
spoke system and offers only point-to-point service; it chooses to fy to smaller airports
that that have lower gate fee and less congestion, which speeds aircraft turnaround.
Southwest’s 15 to 20 minute turnaround from flight landing to departure is half the industry
average, giving it better asset utilization.

Southwest Airlinesgrow by entering new markets that are overpriced and
underserved by curren airlines. The company believes that it can bring down airfares from
one third to one half whenever it enters a new market, and it grows the market in every city
it serves by making the flight affordable. Southwest Airlines serves 64 cities in 32 tates.

Even though Southwest is a low cost airline, it has pioneered many additional
ervices and programs such as same day freight service, senior discounts, fun fares and fun
packs. Despite the reputation of low fares and no frills services, the company wins the heart
of the customers. It consistently rank at the top of the lists of customer service for airlines,
yet the average price of a flight is $105. Southwest has been ranked by Fortune magazine
as the United States’ most admired airline since 1997. The company has been profitable
for 34 straight years. It has been the only airline to report profit every quarter since
September 11, 2001, and one that had few layoffs amid a travel slump created by the slow
economy and the threat of terrorism.

Although the hot pants have long gone, the LUVing spirit remains at the heart of
Southwest. The company’s stock symbol on the NYSE is LUV and red hearts can be found
everywhere across the company. These symbols embody the Southwest’s spirit of
employees “caring about themselves, each other, and Southwest customers.” “Our fares
can br matched; our airplanes and routes can be copied. But we pride ourselves on our
customer service”, said Sherry Phelps, Director of corporate employment. That’s why
Southwest looks for and hires people who generate enthusiasm. In fact, having a sense of
humor is a selection criteria it uses for hiring. As one employee explained, “We can train
you to do any job, but we can’t give you the right spirit”. And the feeling is reciprocated.
When Southwest needed to close reservation cntres in three cities in 2004, it didn’t fire a
single employee but rather paid for relocation and commuting expense.

QL. Delineate the service operations that affected the service delivery to customers.

Q2. Try to identify the moments of truth that are take care by Southwest airlines to
influence customers.
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7.1 INTRODUCTION

In our previous unit we learnt how people i.e. buyer/consumer make buying decisions like
what they want to buy, what are their want, need, how they act in regards to a product,
service, or company, what are the factors which influences their buying decisions. In this
unit, you will study about what are the customer expectations, what are the different types
of customer expectations and factors which influences their expectations.
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7.2 OBJECTIVES

The following are the objectives of this unit;

o To Identify that customer carries divergent expectations for service quality and
performance.
o To look at the controllable and uncontrollable wellsprings of customer

expectations of service and the various factors influencing Customer
expectations.

° To recognize the similar wellsprings of expectations that are alike for B2B and
B2C i.e. Business customers and End customers,
o To identify the types of sources which are delivered in Intangible form like

Lecture by professors/ Teachers also known as pure service and product
Related Service-related service, for learned and inexperienced Customers.

o To list down and describe the vital current issues wrapping customer
expectations.

o To understand the customer’s general expectations at global level

. To understand the deviation between customer’s expectation from the service
and actual Service Performance.

. How to tackle the unrealistic Customer expectation

7.3 MEANING OF CUSTOMER EXPECTATIONS AND
CUSTOMER GROUP

Customer expectations are the faith, credence with respect delivery of services, that serve
as standards or reference points sometimes a benchmark against which Service
performance (SERVPERF) is judged. As customers tend to differentiate evaluate and
compare their impression, experience of service delivery and service quality
(SERVQUAL).

Customer expectations have become essential to organizations, Marketers. Now customer
expectation has become the first and possibly most fundamental step while implementing
and delivering the service or quality service.

Many organisation losses their businesses, resources money, time etc if they have not taped
the customer expectation correctly and also losses business when another association hits
customer expectations correctly. Being off base can even throw you out of the highly
competitive market.

Following are the questions needs to be answered for the successful service delivery and
to improve service quality and service performance in service marketing.

1. What are service standards in the customer’s mind (his expectations about the service?)
2. What are the factors that affect customer’s expectation?

3. What are the issues related to customer expectation?
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4. How to bridge the gap between service actual performance and service standard?
5. How to meet customer expectation and how to exceed customer expectations?

More importantly we have discussed the types of customer expectations, various levels of
customer expectations, factors affecting customer expectations of service, current issues
involving customer expectations.

If we get to know about what customer expects, what are their needs, wants who are our
customers, we can form and deliver excellent service to our customers so that we can be
highly satisfied.

When customer satisfaction is calculated or when they are asked about the product or
service which has met or outperformed expectations. Customer satisfaction shows the
experiences and expectations that the customer has with a product or intangible product.
Expectations showcase both history i.e. past and current product appraisal and the
experiences.

This information impacts our expectations and gives us the capability to analyze value and
quality, the potentiality of the product or service to address customer’s need or want.

Customers hold expectations for properties, features, and preferences of products and
Services.

Customer groups:

Customer group is grouping or aggregation similar customers or customers who are similar
in some or the other way are called customer group. For example wholesale customers or
retail customers or company employees and external customers etc. Customer Groups help
us to categorize our customers.

It can be a termed as identification or a tag or a label that you can assign to our
customers and thus grouping/segmenting or categorizing them under certain criteria

Customer groups allow you to organize your customers, give them discounts, and
restrict access to specific product categories.

Service delivery is compared keeping customer expectations in the mind. Expectation level
can differ broadly relying upon the reference point the customer holds. Service marketers
require a significantly more intensive and clear meaning of expectations to understand
measure and oversee them.

Let’s envision that you are intending to go to a Coffee shop or a restaurant. Below figure
shows a continuum along which arranged conceivable sorts of service expectations can be
appeared from low to high.
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In the figure 3.1 on the left are levels of expectations, running from high (top) to low (base).
At each and every point we provide a name to the kind of need and depict what it may
mean with respect to a coffee shop you are thinking about.

Let’s take an example, if we go to any local restaurant and we get best of the service as
which was not expected from a local restaurant, they greet you when you enter, they take
your order and give food in time, serve you tasty and mouthwatering food and in a
reasonable price.

Now when you go to a famous restaurant or in 3- or 4-star restaurant where you expected
the best service and good food. No one greeted you; order was taken after you have had to
find the waiter, food came after 40-50minutes that wasn’t hot enough and taste was not so
good and you end up paying a lot.

Which one according to you is the best restaurant? How you selected which one is better
than other? Which things you considered while taking decision? Which expectations were
fulfilled? To get the exact customer expectations of service is tough and critical.

Name the hotel or restaurant whose experience would you judge to be best? The response
is likely to depend an incredible deal on the reference point that you are going to bring it
to the experience. The idea of customer desire and expectations is so essential and critical
for the assessment or evaluation of service, we will discuss the level of expectations
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High
Ideal /;Evenrone says this restauran
expectations is as good as one in France
e and | want to go somewhere very
special for my anniversary.”
Mormative / ‘As expensive as this
‘should” *—{‘1'. restaurant is, it ought to hah"
expectations \ excellent food service.”
Experience- / ‘Most times this restaurant
based - is very good, but when it gets
norms \ busy the service is slow.”
pcceptale o [ Tieypecine remanren:
i =
expectations \ adequate manner.”
Minimum / ‘I expect terrible service
tolerable o from this restaurant but come
expectations \ because the price is low.’
Low
FIGURE 3.1 Possible levels of customer expectations
Source: R.K Teas, ‘Expectations, performance evaluation and consumers’ perceptions of quality’, Jownal of Marketing (October 1883), pp. 16-34.
Reprinted by permission of the American Markating Association

7.4 TYPES OF SERVICE EXPECTATIONS OF
CONSUMERS

Customer expectations are the base assumptions that customers make about your brand,
services and products. When expectations aren't met for one reason or other customers may
be either positively or negatively surprised. The following are illustrative examples.

Expectations lead to disappointment if not fulfilled. Expectations are the base suppositions
that customers make about your brand, services and products. Customer will have negative
feedback if his expectations are not fulfilled and will be positive if expectations are
fulfilled.

Types of expectations:

Ideal expectations refer to the service delivery, actual service performance wished for in a
flawless service.

Desired expectations are the service delivery, performance levels that customers require
the service to meet essentially. Sometimes customers digest and resist if there is any
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deviation or the service deliver has not been done at expected level (deviation is between
expected standard performance v/s actual performance of service) the satisfaction level
will be depreciated. Dissatisfaction comes to fruition if the execution falls underneath this
level.

The predicted expectation is the performance level that the customer foresees, anticipates
will be accomplished by a service encounter or experience before this encounter is
experienced. This is known by previuos experience with the service.

is the execution level that the client foresees will be accomplished by an administration
experience before this experience is experienced. This is controlled by past involvement
with the administration.

If our past experience of services have been disappointing and have not fulfilled our
expectations and has been unsatisfactory, but obvious next time the expectations w.r.t. the
service is likely to be low.

For example, a customer who booked a ticket from a travel portal, and money got deducted
without the getting the ticket booking confirmation or before generating PNR (Passenger
Name Record) number and his money get refunded after 20-30 day. What will be the
expectation level of service next time if he thinks to book a ticket from the same portal?

Comparative Expectations imply the expectation levels foreseen for the service got from
experiences with competitive services.

For example how Kingfisher airlines was better than its competitors for example Air India,
Indigo airlines, Go air, jet airways etc. we tend to compare expectation level from one
player to its competitor’s one.

Normative expectations are based on brand names — an outstanding brand might be
required to perform superior to anything one that is lesser known.

For example if we think about pizza we know that Dominos restaurant as a brand name
will have better services than other local pizza makers

Value-based expectations depend on a value of a product i.e. worth of a product “worth
what is paid for” analysis — if performance, service delivery and benefits are greater than
the price we paid we tend to believe that it’s better. The service delivery expectations
depend on its price

If we buy NIKE Shoes worth 10000/- and we tend to think it is a better quality product.
Examples of Customer Expectations

Sensory Perception: A customer who is hungry and wants to have good food in quick time
such as fast food i.e. Burger he will be expecting taste smell, texture and quick delivery.

Quiality: A customer of a five star hotel may expect great ambience, decorations class
interiors with awesome materials. A customer of a motel may expect an impeccable, clean,
pleasing and quiet room.
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Fee Structure: A customer of Rajdhani train or an airline may expect meals and drinks to
be free.

Security & Privacy: customers of I-phone or android and associated software may expect
that their data to be secured and safe and their images, messages to family, friends are
private.

Customer Service: Customers of a restaurant or hotel or any airline services may expect
staff to be courteous, diligent, professional and amiable.

Terms: A customer, who purchases a product online from Amazon, Flipkart and is
delivered with quality defects or some any other reason, may expect that they are entitled
to a refund if they return it in a reasonable period of time.

Personalization: A customer who returns to the same restaurant or hotel frequently may
expect the staff to remember preferences, likes and dislikes.

Performance: A customer expects their internet service to give good speed and should be
able to load website within seconds.

Availability: A customer expects their telecom customer care or car services like OLA,
UBER to be available 24/7 with minimal downtime

Reliability: A customer should expect that credit or debit card details entered on the
website should be secured and company should be reliable so that they can enter the details
or airline expects aircraft to be 100% reliable in the air.

Sustainability : A customer expects solar panels to be recycled, reused at end-of-life.

7.5 LEVEL OF EXPECTATIONS

With reference to figure as mentioned below we can state that customers hold different
types of expectations about service. There expectation level travels from low to high. From
worst possible (low) to ideal service expectations (high).

THE EXPECTATION HIERARCHY

N

N

Ideal

/

N
\

Should expectation

N

Will expectation (high expectation)

N\

Minimally acceptable

Will expectation (low expectation)

Worst possible
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As we have discussed above the types of expectation, now we will be discussing the
hierarchy or level of expectation.

The highest can be termed Ideal service or desired service. At this service level, the
customer thinks to receive — the ‘wished for’ performance level. Desired service is a mix
of or blend of what the customer believes ‘can be’ and ‘should be’.

In this level of service the customer might want to get — the ' best possible service or ideal
service that he can wish for’. Ideal service that is expected is a blend of what the customer
acknowledges 'can be' and 'should be'.

For example, customers who books ticket online for a movie, he expects to have hassle
free booking steps, user friendly application, booking counter to have their details, should
get their choice of seats, meals, he should be allowed inside without any hassles and should
be able to enjoy movie.

The expectation shows these wishes and hopes of the customers; without these wishes and
hopes and the belief that they might get fulfilled; probably customers would not purchase
the dating service.

Likewise if you want to buy clothes online, from Myntra.com, Jabong.com. we would like
to expect that we should get the clothes of our size, should comes in our packet size
(budget) should be delivered as date and time decided by you, should get good offers,
should have hassle free buying process, should have Cash on delivery option or the delivery
boy to carry card swiping machine, to get easy refunds and returns. Customers do know
that all the desired expectation s can’t be fulfilled always. We call this as threshold level
of adequate service or acceptable service—it’s the level of service the customer will accept.
So this adequate service shows the ‘minimum tolerable expectation’ the worst possible
expectation. For example you don’t like to book train tatkal ticket IRCTC but you still try
to do that because it’s the only option to book ticket, or else or you don’t like a particular
restaurant but you still pay visit because it’s prices are low.

The below figure shows the Dual customer expectation levels i.e desired level of
expectation and adequate or acceptable level of expectation.

Zone of
Tolerance
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For example, two fast food company’s Dominos and pizza hut having same business,
products but offer different level of services an still their customers happy and satisfied.
And when we compared to big restaurants serving pizza in five star hotels with suited
booted waiters, expensive pizza might not be able to with customer’s point of view.

Customers normally have similar kind of desired expectations across different categories
and sub categories, reference points of service. Among subcategories of coffee shops are
expensive coffee shops, mom and dad coffee shops (thela), mall coffee shops, coffee in
normal restaurants, expensive restaurants airport coffee shops.

A customer’s desired service expectation for mom and dad coffee shop (known as Thela)
is quick, tasty, convenient, custom made.

A customer’s desired service expectation for an expensive coffee shop like Starbucks
would be usually elegant surroundings, gracious employees, tasty coffee, variety of coffee
drinks like espresso, cappuccino, hot or cold coffee etc.

So, we can say that desired service expectations seem to be the similar or same for service
providers within industry, categories or subcategories that are viewed as similar by
customers.

But that is not in the case of adequate service expectation level. It varies from company to
company and category to category or sub categories.

For example, in airline industry a customer has higher expectations from Air India or jet
airways as compared to Indigo or Go air. Though customer get disappoint from the Jet
airway’s service than from Air India, even though Jet airway’s actual service is better or
superior than Air India.

7.5.1 The zone of tolerance

Services performance may vary across providers, across employees with in industry
between same provider, and even with the same service.

The limit to accept, recognize the variation in service performance is termed as zone of
tolerance.

Zone of tolerance is the limits or boundaries of customer perceptions of a service between
desired and minimum acceptable standards ( Zeithaml, Berry, and Parasuraman, 1993 ). In
essence it is the range or area of service performance that a customer considers satisfactory.

In the below given figure the customer won’t be satisfied if service drops below adequate
expectation level service i.e. the minimum level considered acceptable.
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Adequate Desired

Zone of tolerance

< >

Expectations of service level

If the actual service performance is greater than or exceed the desired, standard
expectations then the customers will be very pleased, happy and satisfied Customer will
have negative or positive feedback if the service expectation falls outside the range (either
very low or very high).

For example, a customer in a fast-food restaurant like in Mc Donald holds range of
acceptable time for the service delivery of the restaurant. Time range of 5-10 minutes is
acceptable at an average. Sometimes standing in queue for more than 5-10 won’t matter if
he gets his food within 5 minutes.

Customer will be frustrated when he will find that number of employee on the counter are
more, still he/she is waiting for more than 15 minutes and order is also served after 15
minutes. The longer the wait is below the zone of tolerance, the more frustrated the
customer becomes.

As per the figure Customers’ service expectations are portrayed by a range of levels. The
service expectations are surrounded and bounded by adequate and desired service rather
than a single level.

This tolerance zone, i.e the distinction between adequate and desired service can expand
and contract within a customer.

Different customers possess different zones of tolerance. For example if a customer is
getting late for the meeting and he is hungry and he want to buy a coffee from Starbucks
his zone of tolerance will narrow as the customer’s adequate service level will increase,
because he/she is getting late and every minute counts.

If customer has asked for UBER/OLA cab, who books the cab early will have larger Zone
of tolerance, as he will be not notice if he has to wait for the cab.
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The company must understand this range of zone of tolerance, when and how the tolerance
zone fluctuates with respect to the customers.

There are many factors which influences Zone of tolerance. Like for example if the price
of a product is increased, customer will become less tolerant because he won’t accept poor
service as he has paid more.

7.5.2 Service dimensions effects on Zone of Tolerance
Dimensions of service like Reliability, Responsiveness, Assurance, Empathy, Tangibles.

Reliability: Provide what is promised. “How reliable our customer perceives the company
should be” can customer trust the promise made by the brand?

Responsiveness: promptness in service. How quick bank provide service, how quick fast
food restaurant provide food, how quickly your debit/credit card gets blocked when the
customer lost it.

Assurance: Ability to convey trust, confidence. “The trust PAYTM gained, that customer
keeps their card details with them on the app and keeps wallet balance.”

Empathy: care given to the customer, personal attention. “How Amazon pay attention to
your problem”

Customers’ zone of tolerance varies for various service attributes or dimensions. The more
important the factor, zone of tolerance will be narrower

If expectations are higher for the most important dimension, lesser are willing to relax on
these expectations rather than those factors who are of less importance which makes the
zone of tolerance for the service dimension which is the most important , adequate and
desired service levels higher

The boundaries of customer expectations of service with two different levels of
expectations: are adequate service and desired service

The desired service level is stable i.e. it’s less subject to change as compared to the
adequate service level. The zone which divides these service levels is zone of tolerance.
This zone of tolerance changes as per customers to customers it may expand or it may
contract with the same customer.
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FIGURE 3.4 7ones of tolerance for different service dimensions

Source:LL Frac%mr and V.A. Zeithaml, "Ten lessons for improving serv cﬁagt@rfs.: ance Institute, Report No. 93-104

(May 1953)

Source: Berry, Parasuraman, and Zeithaml (1993)

7.6 FACTORS INFLUENCING CUSTOMER
EXPECTATIONS OF SERVICE

The customer expectations i.e desired and adequate service expectations get influenced by
various factors.

Factors affecting desired Service Expectations or sources of desired service expectations
Personal needs — physical, social, psychological, and functional needs

Personal needs are those conditions which are essential to the physical or psychological
well-being of the customer, are important factors that shape what customers expects or
desire in service. For example a office going man whose family doesn’t eat outside and
who regularly goes to work straight away comes home and take food at home will have
low or zero level of desired service from the restaurants whereas a person who eats out on
weekends and visit a restaurant regularly hopes and desires that the food and drink attentive
staff, good food.

Unit 7 Customer Expectation and Customer Groups Page 141 of 556



MS 505 Service Marketing Uttarakhand Open University

A customer who likes to get socialize and with high social needs might have higher
expectations for a hotel’s ancillary services for example, that the hotel or restaurant has a
good dine area, a bar with live music.

Lasting service intensifiers are those individual factors that show a way to the customer to
a heightened sensitivity to service. This normally occurs when customer expectations are
driven by group of people or by another person.

For example, parent choosing a vacation for the family, individual expectations are
intensified because they represent and must answer to other members who will receive the
service.

A friend who wants to celebrate his birthday has to select a restaurant for grand
celebrations. His/her need will be driven by derived service expectations from his other
friends.

Personal service philosophy — it’s a customer’s underlying universal attitude about the
definition of service and proper conduct of service by the providers

Derived service expectations- are those customer expectations which are driven by group
of people or by another person. Ex. Managers, Family, other people or supervisors, or own
customers in B2B.

If a customer knows the way how a restaurant works, he/she may be less tolerant of
lukewarm food or errors in the order, as compared to those customers who is not well
versed with working of restaurants, or has not held the role of waiter or waitress.

A person who has worked for a call center will never be rude to the selling calls if receives
any. Customers who have worked themselves in service businesses or have worked for
them in the past seem to have especially strong personal service philosophies.

Factors influencing adequate service expectation or sources of adequate service
expectation

e Transitory/temporary service intensifiers (urgent need-small purchase, doctors etc)
e Perceived service alternatives (booking of tickets)

e Customer’s self-perceived service roles (food service in hotel)

e Situational factors (petrol, bank, food served for marriage)

e Predicted services (give quality service rather than predicted service)

Temporary or transitory service includes short-term, individual factors that make a
customer more attentive, familiar and aware of the need for service. In cases like Personal
crisis or emergency situations in which service is immediately needed (such as in case of
car accident, the need for vehicle insurance or a breakdown in office equipment during a
busy time) it raises the level of adequate service expectations, particularly the level of
understanding or responsiveness required and considered acceptable.

Perceived service alternatives are other service providers from whom the customer can get
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service. If customers have multiple options as there are many other service providers that
he can choose from, their adequate service levels are higher than those of customers who
believes that it’s impossible to get better service elsewhere.

For example, if a person living in a small town and goes to a theatre, has less options to
watch movies elsewhere. The customer will be tolerant with the kind of service
performance, delivery the theatre gives as there are fewer options. Customer has to accept
the level of service as compared to the customer who lives in a metro city and has multiple
options to watch movies. So, it’s the customer’s perception, that the service alternatives
exist raises the level of adequate service and narrows the zone of tolerance

Customer’s self-perceived service role is the degree to which customers apply an impact
on the level of service they get. Customers’ expectations are mostly shaped, how well they
believe they are playing out their own specific parts in service delivery. The customer’s
active participation in the service also affects this factor. If a customer goes to a restaurant,
and he is clear about his food and cooking method. He will be highly disappointed if his
food overcooked or not well cooked than a customer who is not bothered about the degree
of cooking expected. A customer who is dissatisfied and complains then he will be less
tolerant as compared to the one who does not voice his or her concerns

Situation factors termed as service performance conditions where customers knows it’s not
under the control of the service provider. In normal working days if there is a lot queue in
the bank, it will be terrible for the customer who steps in. but during the Demonetization,
all customers in the banks were known that it has affected large number of people things
were beyond banks control. Customer who very well knows that situational factors are not
under the control of the service provider and it’s not the fault of the service provider, he
may accept lower adequate service levels. In general, situational factors temporarily widen
the zone of tolerance and lower the adequate service level.

Predicted service: the service level that customers believe that they are likely to receive.
It’s a prediction made by customers about what is likely to happen during service delivery.

Travelers may expect or think of poorer service from some of the no-frills airlines such as
indigo, Go air, Spice jet as comparison to some of the full-cost airlines (Air india, jet
airways).

The prediction will mean that better or higher standards for adequate service will be there
in the full-cost airlines. On the other hand, during the festival seasons customers of telecom
or phone any other service providing companies may know that the Customer care or
operations at call centre will provide poor service as compared to normal days as there be
big rush. It can be poorer in monsoon season also.

If someone wants to avail some service or need to purchase some service, he/she is going
to research before making the purchasing decision. They will search a lot of information
from several different sources from internet, friends, relatives, expert, peer groups or by
previous experience etc.
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There are four factors that influence both adequate and desired and service expectations
are as follows:

1. Explicit service promises (ad -we promises to customers)
2. Implicit service promises (two company charges diff. prices)
3. Word-of-mouth communication
4. Past experience (previous exposure to the focal firm‘s service )
»  Managing customer expectations
«  During pre-purchase phase

a) Learn, what customers can expect
b) Tell, customers what they can expect
c) Consistently provide the service that customers expect.

»  During the service encounter
»  During the post-purchase phase

Explicit service: Promises are made by the organization to customers regarding personal
and non-personal statements about the service. The statements become personal like
personal selling when they are communicated by salespeople or service or repair personnel.

Non-personal statements come from promotions brochures, advertising and written
publications. Explicit service promises are completely under the control of service
provider.

Explicit service guarantees impact both the levels of desired service and Predicted service:
They shape what customer will currently desire and in addition what they foresee will
occur in the following service experience from a specific service supplier or in a specific
service experience.

2. Implicit service promises: Implicit service promises are service-related signs other than
explicit promises that incite inducing about what the service ought to and will resemble.
These quality signs are controlled by price and the other tangibles which are associated
with the service.

It has become a trend or a general thinking in the customer’s mind that more they pay, best
they get and more they will expect from the service A customer who stays at a 5 star hotel
is going to desire or predict a better or higher standard of service as compared to 3-4 star
hotel with lower and lesser impressive facilities.

Customers of Maruti Nexa have that thing in mind. Customer owning a CIAZ will expect
better service as compared to the customer of Maruti Alto or Celerio, as he has paid more
for the car.
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3. The word-of-mouth communication: It’s known as the most influential communication
channel in service marketing. It has ability of creating excellent and great results for the
organization and but has to cautious because it can create some disastrous results, if it’s
not handled effectively and properly.

It’s an uncontrollable variable; Organization influences the sources indirectly or directly,
to generate a positive market image. They influence both predicted and desired service.

Sources like employees, experienced customers, Experts (which includes Friends,
consumer Reports, family) opinion leaders, public discussions are also termed as word-of-
mouth communication sources that can affect the levels of predicted service and desired
service.

4. Past experience: It can be previous exposure of the customer to service relevant to the
focused service. It is one of the influential forces in shaping desires and predictions

Examples

» Have you visited any restaurant where you can keep your baggage, coats,
Hat on the hooks on the table?

> Is there any general store or Hyper market which provides you hand
sanitizer to get the bacteria, germs off your hands or any wipe to get rid of
precipitation?

> Is there any store where you visited and you don't have to pay for a reusable
bag?

» Did you visit any online, e-commerce website which made your shopping
easy?

» Did you visit any store where you don't have to roam around or dig around
for self-help?

Samsung: motivate customers to visit again and again

In 2012, during London Olympics, Samsung came up with series of brand encounters
around London's hotspots that kept running for around two months. Guests, visitor, could
make a trip to play with the most recent model of their latest mobiles, laptops and tablets,
in addition to look at the exceptional Olympics application they had for the Games. They
were not on sale and didn't really offer the items for sale there; they simply let individuals
look at them and take good experience of it. Over that, Samsung gave individuals a
noteworthy motivating force to return each and every day — they could win the most recent
Samsung phones and tablets and a trip around the globe. They were just required to gather
pins each and every day from the stand.
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7.7 MANAGING CONSUMER EXPECTATIONS:

Higher the desires, the more prominent the likelihood of procurement/ purchase. The lower
the desires, the lower the likelihood of procurement.

The higher the desires, the more prominent that the service firm won't have the capacity to
meet customer desires and that the customer will be disappointed.

During Pre-Purchase Phase: Managing customer expectations during the pre-purchase
phase consist of 3 steps.

» Learn what customers expect.

» Tell customers what they can expect.

» Consistently provide the service that customer expects.
» During the service encounter

In the first place customer should be asked by the service staff regarding service
experience. Second, if conceivable service suppliers should alter the service to meet the
customer’s desires. Third, if the service why the client desire can't be met. The objective
amid this stage is to guarantee the services are given matches the consumer’s desire

During the post-purchase phase:

To begin with, Companies ought to speak with customers instantly after consuming service
to verify, analyze whether the desires were met. Second, firms can utilize a supporter
program, for example, an assessment overview sent to the client through the mail or a
telephone call. Third, organizations ought to have a strategy for managing disappointed
customers that will help with overseeing future desires

Unit 7 Customer Expectation and Customer Groups Page 146 of 556



MS 505 Service Marketing

Uttarakhand Open University

Explicit service

promises

Make realistic and accurate promises that reflect the service actually delivered rather than an 1dealized version

of the service.

Ask contact people for feedback on the accuracy of promises madein advertising and personal selling.

Avoid engaging in price or advertising wars with competitors because they take the focus off customers and
escalate promises beyond the level at which they can be met.

Formalize service promises through a service guarantee that focuses company employees on the promise and
that feedback the
number of times promises are not fulfilled

provides on

Implicit service promises

Ensure that service tangibles accurately reflect the type and level of service provided

Ensure that price premiums can be justified by higher levels of performance by the company on mportant
customer attributes.

Use market research to determine sources of denved service expectations and their requirements. Focus
advertising and marketing strategy on ways the service allows the focal customer to satisfy the requirements of

La sting SCIVICC the influencing customer

Intensitiers Use market research to profile personal service philosophies of customers and use this mformation i designing
and delivering services.

Personal needs Educate customers on ways the service addresses their needs.

Temporary service intensifiers

Increase service delivery dunng peak pertods or in emergencies.

Perceived service alternatives

Be fully aware of competitive offerings, and where possible and appropriate, match them

Self-percetved service role

Educate customers to understand their roles and perform them better

Word-of-mouth
communications

Stmulate word of mouth in advertising by using testimontals and opinton leaders.

Tdentify influencers and opinton leaders forthe service and concentrate matketing efforts on them.

Use incentives with existing customers to encourage them to say positive things about the service,

Past expertence

Use marketing research to profile customers previous experience with similar services.

Situational factors

Use service guarantees to assure customers about service recovery regardless of the situational factors that occur

Predicted service

Tell customers when service provision is higher than what can normally be expected so that predictions of]

future service encounters will not be inflated.

Unit 7 Customer Expectation and Customer Groups

Page 147 of 556



MS 505 Service Marketing

Uttarakhand Open University

Type Offy v o .
. Vvt ! ; > . ]
Type Of Service |, [Principal Expectations
Be competent. (‘Fix it right the first time. )
Car rep air Customers Explain things. (‘Explain why I need the suggested repairs - provide an ttemized list.")
Berespectful. (‘Don't treat me like a dumb female.”)
Keep me informed. (T shouldn’t have toleam about insurance law changes from the newspaper.”)
Be on my side. (T don’t want them to treat me like a criminal just because [ have a claim.”)
W
P TS Cust . ;
Car insurance - Custoners Play fair. (‘Don't drop me when something goes wrong.*)
Protect me from catastrophe. (Make sure my family 15 provided for i the event of a major accident.”)
Provide prompt service. (T want fast settlement of claims.”)
Provide a clean room. (‘Don't have a deep-pile carpet that can’t be completely cleaned . you can
literally see germs down there.”)
Provide a secure room. {'Good bolts and peephole on door.”)
ustomers reat me like a guest. (Tt 15 almost like they're looking you over to decide whether they're going to let
ote C T lik It 15 almost like they're looks decide whether th l
you have aroom.’)
Keep your promise. (‘They said the room would be ready, but it wasn't at the promised time.")
Fulfil obligations. (‘Pay up.)
Property and[Bysiness Lean my business and work with me. (‘T expect them to know me and my company.”)
accidentinsurance [customers Protect me from catastrophe. (‘They should cover my risk exposure so there is no single big loss.")
Provide prompt service. ( Fast claim service.”)
Share my sense of urgency. ("Speed of response. One time I had to buy a second piece of equipment
Equipment Miiisi because of the h};ge downnme with theﬁrst piece.’) _ ‘ .
Be competent. (‘Sometimes you are quoting stuff from their imstruction manuals to their own people and
l\el) o]il‘ customers s . .
f they don't even know what it means.”)
Be prepared. (‘Have all the parts ready.”)
. L Keep the equipment running. (‘Need to have equipment working all of the time — that is the key.")
Vehicle Busness
rental/leasine customers Beflexible. (‘The leasing company should have the flexibility to rent us equipment when we needit.")
ile

Provide full service_{*Getrid of all the paperwork and headaches )

TABLE 3.2 Service customers want the basics
Source : adapted from "Understanding customer expectations of service’ by A. Parasuraman, LL. Berry and V.A. Zeithaml, MIT Sloan

Management Review (Spring 1991), pp. 3346, by permission of publisher. Copyright © 1991 by Massachusetts Institute of

Technology. All rights reserved
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7.8 ANTECEDENTS OF CONSUMER EXPECTATIONS

Internal Factors

Individual Needs

Level Of
involvement

past experience

service Phillosphy

Internal factors:

Firm Produced
factors

Prmotions
Price
Distributions
Service personnel
tangibles Cues
firm Image

pre service waiting

ANTECEDENTS OF
CONSUMER
EXPECTATIONS:

Situational Factors

Time
Reason to Purchase
Weather
Consumer's mood
Emergency

External Factors

Competitve Options

word of mouth

social context

It includes the consumer’s personal needs, level of involvement, past experience, and

service philosophy.

Individual needs:

It’s based on Maslow’s hierarchy.

e Physiological Needs: Need for food,lshelter and clothing

o Safety Needs: Need for protection, safety, security from physical harm,
and avoiding the unexpected.

e Social needs: Acceptance from family, other individuals and groups.

e Self-esteem Needs: Status, esteem and to be respected by others.

e Self-actualization: Attainment by an individual of all he or she can be.

Level of involvement:

e Thedifference between the desired level and ideal level of service of service
narrows, as the level of involvement increases,
e As the level of involvement increases, the zone of tolerance decreases.

Customers are less tolerant when service is less than ideal.

Past experience:
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One of the most important factors is past experience. Past experience includes experience
with a particular or other service vendor within the industry, and experience with similar
or related services.

Service philosophy:

Some customer’s perception has high standards concerning the quality of service delivery
and very little tolerance for deviation. Other customers have lower standards and tend to
be more tolerant of service deviations.

Individuals develop their personal service philosophy through a combination of two inputs:
hereditary and past experience. A vital bit of what individuals look like at services is gained
or what they envision from services relies upon their character and aura.

Nevertheless, past experience shape and tempers the character. In early puberty,
individuals pick up from watching others. At some point not far off, they pick up from
their own specific past experiences.

Il External factors:
The external factors that affect consumer expectations are

e \Word-of-mouth communications.
e Social context
e Competitive options

Competitive Options:

It means the alternatives which are available to the customer. Sometimes expectations of
services will not only be affected by other vendors in the same industry but by what is
available in other service industries.

For example, corporate travelling might get affected by the video conferencing
Social Context:

Social situation impact on the customer’s desired level of expectations. Expectations tend
to increase when they are with others who are important to them, while their tolerance zone
is narrowed.

Word-of-mouth Communications:

It is one of the strongest sources of information taken up by the customers in forming
expectations Customers often search, seek and ask the opinion and view of other
individuals before purchasing and availing a service.

Sources of WOM are: personal sources, expert sources, and derived sources

Personal sources include work associates, friends, relatives etc
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Expert sources are especially for high-involvement, or expensive purchases. Experts will
often provide information that customers can use in forming expectations about the
technical nature of the service. For example, for buying a car we need an expert advice.

Derived sources are third party sources.
I11 Situational factors:

Consumer expectations of a service are affected by situational factors as the reason to
purchase, whether, the consumer’s mood, time.

Situational factors can create temporary influences in the usual state of things. These
temporary changes impact what customers expect from a service.

Reason for purchase

The reason the service is purchased can alter consumer expectations. For example some
customer prevail service from the private bank reason being they can get personalized
service and some living at narrow places prevail service from Government nationalized
banks like SBI because it has got vast network.

Consumer Mood:

The Individuals who have good mood are more tolerant of service personnel. Their
tolerance zone is greater and lower is their expectation level of adequate service.
Individuals in a bad mood demonstrate the reverse characteristics. The tolerance zone is
reduced and the expectation level of adequate service is higher.

Weather:

Weather also plays a role in consumer expectations. In normal weather, passengers expect
airlines to arrive on time, but in bad weather, passengers realize there may be a delay. The
desired level of service remains the same but the passenger’s due to the inclement predicted
weather conditions.

Emergencies

Emergencies and unforeseen contingencies, catastrophes have an impact on consumer
expectations. During Demonetization, Tolerance level of customers were on the higher
side as compared to the normal days.

IV Firm produced factors:

Consumer expectations are affected by the 3 primary factors discussed in Promotions,
pricing and distribution.

Promotions
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Promises made in advertisements and sales promotions will be used by customers in
forming their predicted level of service for a particular firm. Promotions can modify
consumer’s desired and adequate level of service.

Pricing
Pricing does affects Consumer expectations. Normally,

higher the price, the higher the zone of tolerance. Determination of a high or low
price, however, is relative to the competition and to other service alternatives.

Distribution
Distribution has an impact on service expectations.

The availability and accessibility of a service to customers has an impact on their
expectations. Many banks, such as SBI, PNB, ICICI, are now offering on-line computer
banking services that include paying bills, monitoring daily account activities, and
transferring funds.

Now Post offices have payment banks, and PAYTM payment bank app can be accessed
by those who have got Smartphone.

Service Personnel

Conversations with service personnel also have an impact on expectations. For example in
restaurants a service personnel like waiter can rise or lower customer’s expectations about
the restaurant.

Tangible Cues

It includes things like the appearance of the interior and exterior of the facility or the
property, it can be furniture, kind of equipment technologies utilized in the service, interior
designing and decoration, hygiene and clean, point of purchase displays, and the looks and
appearance of the firm’s services, the appearance of the service personnel also plays an
important role

Example Patients have certain expectations regarding the looks and appearance of doctors,
nurses, and receptionists. Expectation level of the customer will be on higher side if he
visits 5star hotel as it has got great interior,

Other Customers

Expectations of a service can be affected by other customers.

Firm Image

The firm image also influences the customer’s expectations of the service.

Customer has a high image of a company like AIRTEL, VODAFONE, RELIANCE JIO,
If the firm’s image is low, expectations will also be low. Firm’s image also affects the zone
of tolerance. Customer will be more tolerant to the deviations in the service if they have a
high image of the firm as compared to the firm having low image.
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Check Your Progress-A

l. Short Answer Questions

Q1. State the meaning of Zone of Tolerance?
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1. MCQs

1. Determinants of service quality in service-quality model includes
Reliability and empathy

Responsiveness

Assurance and tangibles

All of above

2. Hospitals, loan agencies, postal services and schools are examples of services of
e Government sector
e Private non-profit sector
e Manufacturing sector
e Business sector

3. Three types of customer expectations can be identified:
e Explicit expectations internal expectations, implicit expectations.
e Explicit expectations, Implicit expectations, Fuzzy expectations
e Internal expectations, External expectations, Implicit expectations.
e None of the above

4. Perceived Service Quality concept includes which of the following?
e Courtesy, Access, Choice
e Credibility, Security, Process
¢ Reliability, Courtesy, Communication
e Access, Service, Communication

5. The concept of Zone of Tolerance assumes:
e Customers can tolerate and accepts some differences and variations in the real
life experiences
e Customers does not expects a service attribute on a single level.
e Customers' expectations exist on two levels.
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e All the above are true

1. TRUE OR FALSE

1. The main advantage (from a user/buyer point of view) of any product is not the
tangible ones - services attached to the product or services the product provides.
TRUE
FALSE

2. Services are intangible. We can’t taste, see, hear or smell services before they are
availed and purchased. Services do not cast a shadow.
TRUE
FALSE

3. No services can be heterogeneous.
TRUE
FALSE
4. No service can be stored.
TRUE
FALSE

5. All value offers (products) - represent a two way relationship.
TRUE
FALSE

6. Service organization’s customer will be affected by various factors while
purchasing or using specific product. One of these factors is the role played by
physical (tangible) aspects and evidence.

TRUE
FALSE

7. Quality is tangible not what customers perceive.
TRUE
FALSE
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8. A service encounter is a time period where a consumer connects with the service
provider.
TRUE
FALSE

Q4. Fill in the Blanks with appropriate word or words.

1. The includes all the experiences the customers get while buying and
using the offering.

a.Value,exploration,system
b.Value,delivery,system

c.Value,creation,system
d. None of the above

2. Companies can know about customer loyalty by the number of customer
satisfaction questions.

a.Increasing
b.Decreasing
c.Both(a&b)
d.None of the above

3. If product performance exceeds customer expectations, customer
IS

Satisfied

Dissatisfied

Delighted

None of above

o0 o

4. In Antecedents of consumer expectations internal factor includes
a. Past experience

b. Promotions and price

¢. Word of mouth

d. Reason for purchase
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7.9 ISSUES RELATED TO CUSTOMER SERVICE
EXPECTATIONS

How service provider meets customer’s unrealistic expectation?
How to delight the customer?

Exceeding customer service expectations

Continuous escalation of customer service expectations

Staying ahead of competition with meeting customer expectations.

® o0 T

How service provider meets customer’s unrealistic expectation?
“DO NOT PROMISE something you cannot deliver”

Customer’s fundamental desires for service are very essential and basic: Normally,
customer think and anticipates that service providers will do what they should do. They
expect basic and essentials, not unmistakable quality; performance, delivery, not false
promises. Customers need service to be delivered and conveyed as said, promised and
guaranteed.

They want their pizza on time (dominos in 30 days), they want to be fair in 14 weeks (fair
and lovely) they need white clothes (Tide detergent) they need planes to reach their
destination on time as promised by INDIGO, food to be hot etc.

Tragically, many service customers are frustrated unsatisfied and let down by many big
organizations' to meet these essential service desires.

Seeking advice, opinion from the customers about their expectations heightens the belief
that the company will take actions and will do something with the information data they
have rather than raising the levels of the expectations. The sad part would be that company
not taking any action on the data provided to them rather than just showing a strong interest
in understanding what customers expect.

After getting some data about the customer desires it increases the determination that the
organization will achieve some level with the amount of information or data that the
company has rather increasing the level of the desires. What the worst part is that some
organizations demonstrate a solid enthusiasm, interest in understanding about the
customer’s expectation but they never act and follow up on the data.

Educating customer could be a way to use and improve the service delivery level of what
they currently receive. Much organization makes some sensible strategies by updating
customers regarding service improvement as it allows the organization to get credit for
extra efforts to improve service.
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The organization without any doubt does not have to deliver communicated desires. An
optional response will let the customers know the reasons that desired service level will
not be provided in the current scenario

Employees who are at front, and interacting with the customers should be armed with the
variety of solutions, they can provide customers an optional, alternatives, when they
demand something that’s not possible. Companies should make their values, policies and
practices open and transparent to build trust with customers. Must train employees to
practice those principles. Many customers don’t mind waiting a little — as long as they
know the reason and they understand why. But they expect you to be honest about them.

If a service provider can deliver a service in 7 days at a higher side, then company can tell
customer 10 wait for 10 days and should deliver within 7 days or at the 7" day.

Companies should be honest and optimistic enough with the customer and should keep
customers happy by giving quick resolution to their problems. Organizations should have
proper follow up because it’s the most crucial element to setting and managing
expectations.

Companies should define their service Capabilities and should not leave Service
Competencies to Assumptions, because customer expectations, it’s really a “give-and-
take” process, and should be ready to negotiate

Some scholars prescribe intentionally to under-promise the service to improve the chances
of surpassing or meeting client desires. Under-promise helps to makes service desires more
rational and reasonable, along these lines shortening the gap amongst desires and
recognitions; it likewise may decrease the aggressive interest of the offer.

Some research has indicates that, just to under promise may also have the inadvertent effect
of decreasing image of service in the mind of customers, particularly in those scenarios
where customers have little or no experience with a service.

Some exploration has demonstrated that, under promise can have the accidental impact of
lowering down image of service, especially in those circumstances where customers have
little or no involvement with a service.

How to delight a customer?

To make customer delight will help the company to gain competitive edge over other
competitors players with in and out the industry. Customer will be delighted when its
expectation level is surpassed by the kind of service delivery and performance by the
provider.

For example, Dominos delivers pizza in 30mins. When Domino’s pizza delivers it in less
than 20 minutes, customer will be delighted. So, to Be on time, respond quickly to the
customer’s query will help you to make the customer delight. if the telecom service
provider attends your issues on time and solve it in time and responds to your issues as
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soon as possible. Customer will be delighted. Service provider has to listen to your
customer, and have to provide e them what they need.

If a customer goes to the bank to deposit money. It takes more than an hour to do the same
process and also what if an associate comes to him and start pitching him for investing in
insurance or in ULIP plans but customer doesn’t want to. His need is to deposit the money
quickly.

In this case will the customer be delighted? Will he visit again with the same manner as he
is used to do so? In order to delight the customer gives a point of contact to customer, so
that he/she can contact at time of need. Give space to the customer so that he can think, he
can discuss and make decision, service provider should not super impose his decision on
the customer. There should be policies, but make it flexible at times for the customers.

Deliver Beyond Customer Expectations. Empathize with Customers and try to Know Your
Customers Top Issues and solve it in quick manner and within a time limit. Make your
customers feel valued, just don’t sell educate Your Customers.

Delighting customers may appear like a smart thought; however, this level of service
arrangement accompanies additional exertion and cost to the firm. Thusly, the advantages
of giving pleasure must be weighed.

In case an opponent in a similar industry can't copy the delighting the customer
methodology, it will be blocked by the customer’s expectation. In some restaurants like
Yellow chilly, when we enter the order the food, we are served with some snacks which
come for free, and customer enjoys it. If a competitor doesn’t offer similar kind of strategy
to overcome the strategy, customer might choose yellow chilly for food and dining. So
customer should be delighted, in order to create that positive impact on the customer’s
mind.

A manner that some managers can understand the term delight is to scrutinize features of
products and services in terms of concentric rings.

The deepest, known as MUSTS i.e. bull’s-eye can be known as the quality that are pivotal
to the essential function of the product or service, called musts. Their absence will be come
in notice but there procurement mighty not particularly is noticeable. Ring surrounding to
the musts termed as satisfiers: they are the qualities that have the potential scope for added
satisfaction beyond the elementary function of the product. Final outer level is termed as
delights or those product characteristics that are amazingly and surprisingly enjoyable.
These are those features that costumers normally don’t expect to be there and when they
get it they are highly surprised and excited when they get them.

For example, for a college going student musts will consist of faculties, lecture or seminar
rooms. Satisfiers might include faculties or professors who are friendly, interesting,
entertaining lectures and having good audiovisual contents and aids. Student will be in
delight when he will receive a free textbook for enrolling in the course.
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Exceeding customer service expectations

’

“The first step in exceeding your customer’s expectations is to know those expectations.’
— Roy H. Williams, Author of the Wizard of Ads

As studied above we saw how to delight our customer. Many companies just don’t delight
their customers but always try to exceed the customer’s expectations. Is it so necessary for
them to exceed the customer’s expectations or they should only meet the expectations?

To exceed the customer service expectations, we need Understand Why Customers Contact
you learn why customers call you and when they call you can analyse their needs with
questions, FAQs, be a good listener and try to understand what actually they need and
always be Proactive don’t be Reactive because Customers don’t want to waste their time
addressing their problems again and again. So think out of the box and contact your
customers before they’ve had a chance to complain. This approach may create trust and
loyalty that last long in future also.

Many companies ask customers upfront after few days whether they liked the service or
not? IRCTC sends message regarding the booking experience. Many App services ask
about their experience and asks them to rate their service provided.

Many companies Collect Customer Feedback and work on those and if you have not done
well and got less rating or got some bad feedback Don’t hesitate to apologize and Speed
Up Problem Solving to Meeting Customer Expectations. Try to build good relations with
the customer Personalize Each Interaction, don’t make a sale.

Build a relationship. Help Customers Understand Your Technology and create a world
class Customer Service model by putting service Quality first, speed second Connect with
your Customers and Go the Extra Mile for your customers. Institute an impactful employee
training program so that they can build a good relationship with customer and also to train
them to follow up with customers. Some companies do The Unexpected, Surprise your
customers often.

For example, promotional scheme run by United Airline’s Saves Your Seat, Books a Flight
i.e. when you are running late UA saves your seat until last moment as compared to other
airlines. On some occasion, United Airlines calls its customer and informs that the flight
is delayed by a few hours. The pitch goes like this

“I see that you’re at the airport and your flight is delayed a few hours. A seat opened up on
an earlier flight, so | grabbed it for you in case you wanted it. It leaves in 40 minutes, so
you’ll have to hurry.”

Starbucks "Nothing Short of Fantastic™: customer to have an experience
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There is a story of a customer who once had a bad experience over a 6 dollars coffee at a
starbucks. So that customer gave a call to the starbucks corporate offices to present his
experience on starbucks handled the situation and also gave some idea how the starbucks
store could have taken care of the situation. After some day he was amazed to see 50dollars
starbucks gift card in his mail inbox. This action of starbucks not only made the customer
more loyal as compared to his previous experience but also made him spread positive word
of mouth promotion of starbucks.

Hotels like Ritz-Carlton gives personalized attention to its customers. In its chain of hotels,
a special function is present named as guest recognition. This wonderful quality helps to
remember around 1 million guests and generate data, information for all appropriate staff
from its CLASS database. It also stores: dislikes, likes; previous issues; friends and family
and personal interests; preferred debit, credit card; no of time he uses the hotel; lifetime
amount or usage of purchase.

And many more examples are there where companies has exceeded the customer’s
expectations

Continuous escalation of customer service expectations

Customer service expectations —expectations of adequate service— ascend/escalates as fast
as delivery and performance of service rise.

Markets are highly competitive now and have become dynamic. Many companies’ try to
outperform the competitors and they raise their service delivery performance level and
promises which lead to rise in customer desires and it rise rapidly. Thus organizations
require ceaselessly screening sufficient service desires — the more tempestuous in the
sector, the more successive the observing required.

Desired service expectation is significantly steadier. Since they are driven by all the more
continuing elements, for example, individual needs and enduring service intensifiers, they
have a tendency to be high in any case and stay high.

As per the personal observations | saw a customer who wanted to some Tiles from House
of Johnson. Customer had some designs from the internet we didn’t have that exact design,
so in order to prove good customer service we wrote down the Design number, pattern tile
specification so that she could search on the internet.

Customer came back after 3 weeks with piece of paper in hand and insisted me on to ‘check
on what size of tile should they buy’, which was written down as well. I had to get few
same sizes of tiles so show them. That was a complete waste of my time and energy; as
they had NO intention of buying from House of Johnson.
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Staying ahead of competition with meeting customer expectations.

A company’s ultimate goal is to meet customer expectations and exceed the expectation
and should also deliver service better than its competitors. As we discussed that adequate
service expectations changes significantly in a dynamic environment, it’s an organization’s
strategy, how to stay ahead of competition?

The satisfactory service level i.e adequate service level mirrors the minimum service
delivery and performance level as expected by the customers after they think of an
combination of outside variables and individual including the approachability of various
service options or alternatives from different service providers.

Companies whose service execution misses the aspect concerning this minimum service
delivery level are plainly at an aggressive burden, with the disservice magnifying as the
gap augments. These customers may well be 'hesitant’, and prepared to take companies
business to a different level the minute they see an option.

A company wants to use customer service as an USP (unique selling proposition) or to use
it as fight competition then the company has to meet the customer desired or adequate
expectation level.

In this highly competitive and dynamic service environment these services are temporary
in nature and can have some short-term advantage.

Adequate service levels of customers are less stable as compared to desired service levels,
and it will significantly rise when competitors service delivery and performance is of
greater and higher level.

In the beginning, if a company’s service delivery and performance level is just above the
adequate service level then the competitor can overcome this level in not time and will
corrode that advantage. Organizations working and performing in the competitive
environment must be attentive to beat competition.

7.10 SUMMARY

Utilizing a reasonable structure of the determinants and features of customer expectations,
desires of service, we tried to showcase, that customer carries diverse sorts of service
expectations or desires: (1) Desired service, tells what customer will need; (2) adequate
service, (what customer will accept); and (3) Expected service (what clients thinks he/she
IS going to get).

These distinctive differentiating levels of service are mirrored inside the zone of tolerance
which sets up the inconstancy in the service delivery, service performance that customer
will happily accept.
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Zone of tolerance levels and Customer expectations are affected by various numbers of
variables. The sorts and wellsprings of these are the same for B2C and B2C, for pure and
product or item related service, and for experienced and as well as for inexperienced
customers
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_ Sgﬁ 7.11 GLOSSARY

Adequate service: minimum or least level of service that a customer will
acknowledge without being disappointed or dissatisfied

Customer Engagement: Engagement of customers with each other, with a brand
or with an organization. The activity for engagement can be either customer or
organization driven and the medium can be online or offline. These engagements
help company,organizations and associations to comprehend their customers, their
necessities, needs and wants.

Customer Expectations It’s the customer’s view point that they have when they
contact a company or service providing organizations about the quality, types of
service they ought to get. These desires are customer’s' very own past experiences
with the company or of their companions.

Customer Experience: It’s about customer’s impression of their involvement with
different touch-focal points over their lifecycle with a company. It would be ideal
if you take note of that it is the "observation" of Customers and thus, depends on
their experience with respect to service.

Customer Feedback: It’s an assessment about the service of a service provider,
company or an association. It can be gathered utilizing overviews, or proactively
tuning in to what customer’s word of mouth communication web-based networking
media.

Desired service: it is a level of service quality that customer wishes of and expects
that to be delivered.

Intangible: like service which cannot be seen, touched or preserved.
Quality: how reliably a product or service fulfills customer’s need and wants

Frontline Staff: those who have the most direct contact with customers either face
to face or at a distance.

Follow-up: Scheduled and planned calls that are made to promise and guarantee
that customer is happy and satisfied with a service or product that has been bought.
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Service: it is a financial activity that has been offered by one person to another,
ordinarily without exchange of possession, making an incentive from rental of, or
access to, products, work, proficient abilities, offices, systems, or frameworks,
separately or in blend

Service encounter: a timeframe which customer communicate straightforwardly
with a service.

Service Promise: It unequivocally expresses the base level of service that a
customer can expect with a company. This aide in brand building and trust

Service quality: from the service supplier's point of view implies how much the
service characteristics comply with the association's particulars and prerequisites;
from the client's viewpoint it implies how well the service meets or surpasses
desires and is reflected in the fulfillment it gives.

7.12 ANSWERS TO CHECK YOUR PROGRESS

Check Your Progress A
I1. MCQs

6.
7.
8.
9.

All of above

Government sector

Explicit expectations, Implicit expectations, Fuzzy expectations
Reliability, Courtesy, Communication

10. All the above are true

The main advantage (from a user/buyer point of view) of any product is not the
tangible ones - services attached to the product or services the product provides.
TRUE

TRUE

FALSE

FALSE

TRUE

TRUE

FALSE

TRUE

N GaRWDdDE

Q4. Fill in the Blanks with appropriate word or words.
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B Value,delivery,system
B Decreasing

C Delighted

A Past experience

7.13 REFERENCES

https://www.americanexpress.com/us/small-business/openforum/articles/10-
examples-of-shockingly-excellent-customer-service-1/ DOA: 22/11/2017
http://mentalfloss.com/article/30198/11-best-customer-service-stories-ever
https://beyondphilosophy.com/4-actions-to-exceed-customer-expectations/
http://blog.glance.net/2010/02/2000-consumers-in-the-us-and-the-uk-nearly-
half-49-per-cent-said--poor-service-led-them-to-change-service-providers-
in.html

Notes

The model on which this unit is based is taken from V.A. Zeithaml, L.L. Berry
and A.

Parasuraman, ‘The nature and determinants of customer expectations of service’,
Journal of the Academy of Marketing Science 21, no. 1 (1993), pp. 1-12.

R.B. Woodruff, E.R. Cadotte and R.L. Jenkins, ‘Expectations and norms in
models of consumer satisfaction’, Journal of Marketing Research 24 (August
1987), pp. 305-14.

Unit 3 Customer expectations of service J.A. Miller, ‘Studying satisfaction,
modifying models, eliciting expectations, posing problems, and making
meaningful measurements’, in Conceptualization and Measurement of Consumer
Satisfaction and Dissatisfaction, ed. H.K. Hunt (Bloomington, IN: Indiana
University School of Business, 1977), pp. 72-91.

W.H. Davidow and B. Uttal, ‘Service companies: focus or falter’, Harvard
Business Review(July—August 1989), pp. 77-85.

Parasuraman, L.L. Berry and V.A. Zeithaml, ‘Understanding customer
expectations of service’, Sloan Management Review 32 (Spring 1991), p. 42.
L.L. Berry, A. Parasuraman and V.A. Zeithaml, ‘Ten lessons for improving
service quality’, Marketing Science Institute, Report No. 93-104 (May 1993).

D. Bowen, ‘Leadership aspects and reward systems of customer satisfaction’,
speech given at CTM Customer Satisfaction Conference, Los Angeles, 17 March
1989.

Unit 7 Customer Expectation and Customer Groups Page 165 of 556


https://www.americanexpress.com/us/small-business/openforum/articles/10-examples-of-shockingly-excellent-customer-service-1/
https://www.americanexpress.com/us/small-business/openforum/articles/10-examples-of-shockingly-excellent-customer-service-1/
http://mentalfloss.com/article/30198/11-best-customer-service-stories-ever
https://beyondphilosophy.com/4-actions-to-exceed-customer-expectations/
http://blog.glance.net/2010/02/2000-consumers-in-the-us-and-the-uk-nearly-half-49-per-cent-said--poor-service-led-them-to-change-service-providers-in.html
http://blog.glance.net/2010/02/2000-consumers-in-the-us-and-the-uk-nearly-half-49-per-cent-said--poor-service-led-them-to-change-service-providers-in.html
http://blog.glance.net/2010/02/2000-consumers-in-the-us-and-the-uk-nearly-half-49-per-cent-said--poor-service-led-them-to-change-service-providers-in.html

MS 505 Service Marketing Uttarakhand Open University

e D.L. Davis, J.G. Guiltinan and W.H. Jones, ‘Service characteristics, consumer
research, and the classification of retail services’, Journal of Retailing 55 (Fall
1979), pp. 3-21; and W.R. George

e and L.L. Berry, ‘Guidelines for the advertising of services’, Business Horizons 24
(May—June 1981), pp. 52-6.

e E.R. Cadotte, R.B. Woodruff and R.L. Jenkins, ‘Expectations and norms in
models of consumer satisfaction’, Journal of Marketing Research 14 (August
1987), pp. 353-64.

e Parasuraman, Berry and Zeithaml, ‘Understanding customer expectations’, p. 40.
Davidow and Uttal, ‘Service Companies’.

e W. Boulding, A. Kalra, R. Staelin and V.A. Zeithaml, ‘A dynamic process model
of service quality:from expectations to behavioral intentions’, Journal of
Marketing Research 30 (February 1993),pp. 7-27.

e R.T. Rust and R.L. Oliver, ‘Should we delight the customer?’, Journal of the
Academy of

e Marketing Science 28 (Winter 2000), pp. 86-94.

e T.S. Gross, Positively Outrageous Service (New York: Warner Books, 1994).

e J. Clemmer, ‘The three rings of perceived value’, Canadian Manager (Summer
1990), pp. 30-2. Rust and Oliver, ‘Should we delight the
customer?’.Parasuraman, Berry and Zeithaml, ‘Understanding customer
expectations’, p. 41.See http://corporate.ritzcarlton.com

=

7.14 SUGGESTED READINGS

1. Anderson, E. and Sullivan, M. (1993) ‘The antecedents and consequences of
customer satisfaction’,

2. Marketing Science, 12, 125-43.

3. Bebko, C.P. (2000) ‘Service intangibility and its impact on customer
expectations of

4. service quality’, Journal of Services Marketing, 14(1), 9-26.

5. Hubbert, A.R., Sehorn, A.G. and Brown, S.W. (1995) ‘Service expectations: the
consumer

6. versus the provider’, International Journal of Service Industries Journal, 6(1), 6—
21.

7. Johnson, C. and Mathews, B.P. (1997) ‘The influence of experience on service
expectations’,

8. International Journal of Service Industries Management, 8(4), 290-305.

Unit 7 Customer Expectation and Customer Groups Page 166 of 556



MS 505 Service Marketing Uttarakhand Open University

9. O’Neill, M., Wright, C. and Palmer, A. (2003) ‘Disconfirming user expectations
of the online service experience: inferred versus direct disconfirmation
modeling’, Internet Research, 13(4), 281-296.

10. Yap, K.B. and Sweeney, J.C. (2007) ‘Zone of tolerance moderates the
service quality—outcome relationship?’, Journal of Services Marketing, 21(2),
137-48.

7.15STERMINAL QUESTIONS

. What are the different types of customer service expectation?

Discuss the sources of customer expectations of service?

. Now a day’s all service providers are looking out to lead the market by exceeding
the customer expectations. Which are the ways they are adopting to exceed the
customer expectations?

4. Customer in modern times comes out with unrealistic demands, and it creates a lot

of issues for the service provider to fulfill it. Elaborate.

5. What are the sources of both desired and predicted service expectations?

6. How service providers should stay ahead of the competition by meeting the

customer’s expectation?

7. Explain the zone of tolerance and how companies are making use of this method to

excel?

8. Explain the Antecedents of consumer expectations?

9. How customers are getting delighted by the service providers?

)
W N e

7.16 CASE LETS/CASES

Case Study 1.1: Amazon.com

Amazon.com likes to describe itself as Earth’s Biggest Bookstore, yet it has no physical
bookshops. Instead, it’s a virtual bookshop doing business on the Web and accessible 24
hours a day to anyone in the world who has a computer capable of connecting to the
Internet. It opened its ‘virtual doors’ in the US in July 1995 and grew at an extraordinary
rate. By mid-1998 it had made sales to more than 3 million customers in 160 countries,
claiming it was by then the leading online shopping site. In addition to books, the company
offered 125 000 music titles, ten times the number offered by the average music store. Ten
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years later Amazon.com had 88 million customers, sales of $25 billion and a net income
of $9.2 million. In addition to books, the company offers a wide range of music, electronics
and other goods and it operates retail websites for other major retailers. In 2007 Amazon
launched a cheap electronic reading device, the Kindle, on which owners can buy and
download electronic books.

Through its website, Amazon customers could search for books by author, title, subject or
keyword or browse for books in 28 subject areas. The software at its user-friendly website
simulates a knowledgeable bookshop assistant. By indicating your mood, your preferences
and other authors or artists you like, you can get recommendations for new books or music
that you might enjoy. Customers are invited to send in their own reviews of books or music,
which visitors to the website can then compare with reviews by professional reviewers.
When a customer places an order through the website, the company arranges for physical
items such as books, CDs or other products to be shipped directly from a warehouse.
Customers selecting MP3 music or e-books can download the material onto the relevant e-
product.

1. Explain how Amazon.com has met the expectation of customers?

2. Does technological innovation and internationalization have raised the expectation
level of the customers? If Yes then how?

3. What are the Desired and adequate service expectation of customers from
amazon.com

Customer Experience Bar Raiser (CXBR)

Customer Experience is the key tenet to Amazon’s work philosophy. We put the customer
at the heart of everything we do. We start with what the customer needs and we work
backwards. Amazon has a Customer Experience Bar Raiser (CXBR) team, consisting of
leaders from around the company, who liaise with teams across Amazon to continuously
improve customer experience. One of the key indicator of a positive or negative customer
experience is Customer Concessions. Concessions cost is incurred when customers return
their products or had a bad experience with a purchase. It includes all returns, free
replacements and other post-order customer compensation or remediation events (e.g.
issuing a promotional gift card, adjusting shipping cost). A high Customer Concession rate
can signal poor customer experience. They also are a defect and a significant financial cost
to Amazon.

Adam has recently joined Amazon as the lead Program Manager for Concessions in India
(IN) marketplace (MP). During the half-yearly business review Adam has found that
Amazon has issued concessions worth 3.5 M $ in H1 2017 (7.2 M $ Annualized) in IN
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MP. The concessions issued in H1 2017 contribute to 9.25% of the total revenue generated
in the same period. The top three quadrants that the concessions are as follows:-

1. Item Quality- Defective Items, item performance not as per customer expectation (E.g.
A mobile phone with broken accessories, A pulpy juicer which does not churn out pulp!
or the customer simply feels that the product at hand does not meet his expectations). It is
observed that YTD 45% of the concessions are originating from item quality issues

2. Damaged goods- Damaged in transit, damaged in Fulfillment Center (FC), bad
packaging. This is another top driver for concessions. The problems range from choice of
inaccurate mode of transport (e.g. transporting perishable items by air), under-utilization
of box space to usage of improper packaging material leading to damaged goods at
delivery. Such cases account for ~35% of the overall concessions costs. Also, at least 10%
of such costs are incurred due to a type of contract with certain vendors where Amazon
takes absolute ownership of the damaged goods once same have been inbounded into its
Fulfillment centers

3. Delivery- Missed Estimated Delivery Data (EDD), delivery problems due to inaccurate
geo codes. Contributing to nearly 20% of the concessions costs, this particular quadrant
encompasses cases related to breakdown in the courier and transportation services, missing
items within delivery packages, inefficient tracking of EDDs by 3P courier agencies etc.

The CXBR team is keen on embarking on a mission to reduce concessions to 3% (of the
total revenue) by 2023. During the same period Amazon is expected to witness a 40% Unit
Sales Growth YOY. The customer base is expected to increase by 2.5x the current number.
Adam has been assigned to lead the 5-year plan and execution.

Additional observations made by Adam during the course of his initial analysis:

1. 70% of customers depend on five key pieces of information (presented within the
catalog) before making a purchase decision — Product image, Price (including
available discounts), product features (displayed within bullet points), Expected
delivery date and product description.

2. The packaging team at FCs follow a manual process of selecting packaging
material. Due to high opportunity cost associated with delayed outflow, they have
settled for a trade-off between packaging audits and a faster dispatch process.
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3. Adam also realized that there are specific product categories, which contribute to
higher concession costs across all quadrants as compared to others; the top
contributors are women’s apparels, shoes, groceries and provisions (especially
perishable items), wireless products and musical instruments.

4. The volume of customer contacts is directly proportionate to the Concessions
rate/DPMO (Defects per million opportunity)

We aim to improve customer experience YoY. Even with the present challenge, Amazon
focuses to solve this problem with the help of unique strategies, innovative technology,
investment in infrastructure and thinking on behalf of customers.

1. Suggest three unique long-term ideas/initiatives along with logic/number assumptions
that Adam should pursue, in order to reduce the concession from 9.23 to 3% of the total
revenue by year-end 2023.

2. Recommend two key metrics that Adam should consider in order to measure the success
of the mission? (The metrics should successfully measure the impact over a period of five
years).
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8.1 INTRODUCTION

A business's success depends on its customers having a positive perception of the company
and its products and/or services. How a customer perceives the efforts of a company is
more important than how effectively those efforts have actually been delivered. A happy
customer brings success and prosperity to the business, whereas an unhappy customer can
lead to significant losses. Hence, it becomes essential to make customers happy by ensuring
their satisfaction. To achieve this, it is crucial to understand market expectations,
perceptions, responses, and the factors that influence purchasing decisions.

This is an era of consumer, if the strategies in the organisations are not designed according
to the dynamic market, then service organisation might face lots of complications in the
survival. Now customer satisfaction has become priority of the business organisations.

In this competitive environment, the success of any business largely hinges on its ability
to understand and meet customer expectations. As consumers become more informed and
demanding, their perceptions of service quality play a pivotal role in shaping their
purchasing decisions and brand loyalty. This chapter delves into the intricate relationship
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between customer perception and service quality, offering insights into how businesses can
enhance their service offerings to foster positive customer experiences.

= Understanding Customer Perception

Customer perception refers to the way customers view and interpret a company, its
products, services, and overall brand. It is influenced by a variety of factors, including
personal experiences, word-of-mouth recommendations, advertising, and social media.
Perceptions are subjective, varying from one individual to another, and are shaped by both
rational evaluations and emotional responses. Understanding these perceptions is crucial
for businesses as it directly impacts customer satisfaction, retention, and advocacy.

= The Importance of Service Quality

One of the most important elements of customer satisfaction is Service quality. Reliability,
responsiveness, assurance, empathy, and tangibles are most important components of
service quality. High service quality can differentiate a business from its competitors,
foster customer loyalty, and lead to positive word-of-mouth marketing. On the other hand,
inferior service quality can result in customer dissatisfaction, negative reviews, and
business loss.

= Measuring Service Quality

As the quality cannot be measured due to subjective nature but this could be quantified up
to some extent. This is an important initiative from the companies’ part in order to identify
the problem in the services. For enhancing the customer satisfaction and assess service
quality, several models have been developed. SERVQUAL model is been widely used to
assess the service quality. This model evaluates service quality based on the gap between
customer expectations and their actual experiences across the five dimensions mentioned
earlier.

= Enhancing Service Quality

Improving service quality requires a holistic approach that involves understanding
customer needs, training employees, and continuously monitoring and refining service
delivery processes. Businesses must strive to exceed customer expectations by offering
personalized experiences, being responsive to customer inquiries and complaints, and
maintaining a high standard of service across all touchpoints.

= The Role of Technology

In the digital age, technology plays a significant role in shaping customer perceptions and
enhancing service quality. From customer relationship management (CRM) systems to
artificial intelligence (Al)-powered chatbots, businesses are leveraging technology to
provide seamless and efficient service. Additionally, online reviews and social media
feedback offer valuable insights into customer perceptions, enabling businesses to make
data-driven decisions to improve service quality.
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Customer perception and service quality are interdependent components that significantly
influence a business's success. By understanding and managing customer perceptions and
consistently delivering high-quality service, businesses can build strong customer
relationships, enhance their reputation, and achieve long-term success. This chapter
explores these concepts in depth, providing a comprehensive guide to understanding and
improving service quality in the dynamic business environment.

8.2 LEARNING OBJECTIVES

After studying this chapter, the learner will be able to understand:

e Customer Perception and Service Quality

e Need and Importance of Customer Perception and Service Quality
e Factors Affecting Customer Perception

e Managerial Implications of Customer Perception

e Dimensions of Service Quality

e Measure Service Quality and Conduct Gap Analysis

e Address Issues in Service Quality Measurement

e Analyse Issues in Service Quality Control

8.3 CUSTOMER PERCEPTION: MEANING AND
IMPORTANCE

The business needs to identify customer perception. Customer perception refers to “how
customers see the market around them.” Customer perception is a process in which
customers select, organize, and interpret information to make their purchase decisions.
There are many products in the market for customers, but it is customer perception that
ultimately influences the actual purchase. Customer perception of a product is based on the
advertising strategy of the manufacturer/marketer, information obtained through reading,
discussions with peers and friends, media exposure, and previous customer experiences.

Businesses must identify customer perception. Customer perception refers “How
customers view and interpret the market around them.” It involves customers selecting,
organizing, and interpreting information to make purchase decisions. Despite the numerous
products available, customer perception ultimately drives their buying choices. This
perception is shaped by the advertising strategies of manufacturers and marketers,
information obtained through reading, discussions with peers and friends, media exposure,
and past experiences with the product or service.
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Customer Perception refers to the impression, awareness, or understanding that
customers form about a company and its offerings. This perception is influenced by
multiple factors, including personal experiences, interactions with the company's products
or services, marketing communications, reviews, word-of-mouth, and social media
presence. It encompasses the overall attitude and feelings customers have towards a brand
and its value proposition.

Definition: Customer perception is the process of receiving, selecting, organising and
interpretation of service features, quality, performance and other stimuli. Perception is the
process of generating certain opinion, observations, attitude about the service
organisations. This process is deliberate as well as unintentional. Consumers are making
the perception on the basis of either past experiences or references. As this leads to the
future business of the service organisation, service organisations put their all efforts to
know the consumers’ opinion towards their brands. This initiative facilitates in
understanding the consumers need and expectations. With this the service organisation can
improve the service quality and try to influence their buying behaviour through effective
strategy.

Importance of Customer Perception:

By understanding and managing how customers perceive their brand and offerings,
businesses can enhance customer satisfaction, build loyalty, and create a strong market
presence.

1. Influences Purchasing Decisions:

o Customer perception plays a crucial role in shaping purchasing decisions.
Positive perceptions can drive customers to choose a particular brand over
competitors, while negative perceptions can deter them.

2. Affects Customer Loyalty:

o A positive perception of a brand fosters loyalty. Satisfied customers are
more likely to return and make repeat purchases, contributing to sustained
growth of the business.

3. Impacts Brand Image and Reputation:

o Customer perception significantly influences the overall brand image and
reputation. A company perceived positively is seen as trustworthy and
reliable, which enhances its market position.

4. Drives Word-of-Mouth and Referrals:

o Satisfied customers with a positive perception of a brand are more likely to
recommend it to others. This word-of-mouth marketing is invaluable as it
often carries more weight than traditional advertising.

5. Guides Marketing and Communication Strategies:
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o Understanding customer perception helps businesses tailor their marketing
and communication strategies to align with customer expectations and
preferences, making them more effective.

6. Identifies Areas for Improvement:

o Customer perception provides valuable feedback on what a company is
doing well and where it can improve. This insight helps businesses refine
their products, services, and customer interactions to better meet customer
needs.

7. Enhances Competitive Advantage:

o Astrong, positive customer perception can differentiate a company from its
competitors. It creates a unique value proposition that is hard for
competitors to replicate.

8. Builds Customer Trust:

o Trust is a critical component of customer relationships. Positive customer
perception builds trust, making customers more likely to engage with the
brand and less likely to switch to competitors.

9. Supports Pricing Strategies:

o Customers are often willing to pay a premium for brands they perceive
positively. A good perception can justify higher pricing and contribute to
better profit margins.

10. Enables Effective Service Recovery:

o In situation of service failure, it is most necessary to know customers
perception for successful service recovery. Understanding consumer issues
and their rectification can develop favourable attitude of consumers towards
the service company.

8.3.1. DIFFERENCE BETWEEN CUSTOMER EXPECTATIONS AND
PERCEPTION

Customer Perception—

Customer perception is the post-purchase attitude of the consumer towards service
company. This has a great impact on the future buying behaviour of consumers. Customer
perception can also be termed as Perceived value. Consumer’s overall opinion and
assessment about the entire experience with the service delivery process is called Perceived
value. Because services are intangible, customers look for evidence of service in every
interaction they have with a service firm. This evidence includes people, processes, and
physical aspects. Perception is directly influenced by brand positioning, where a product
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is advertised, and customers 'Perceive' that it will meet their needs based on this
advertisement.

Customer Expectations—

Customer expectations are beliefs about a service formed before purchasing it, serving as
a benchmark against which the service's performance is judged. These expectations are the
desires or wants that a customer believes a service organization should fulfil. A customer's
purchase decision is influenced by their expectations of the product, which are based on
criteria such as perceived value, cost, and overall value expectations. This inclination to
buy based on expectations can also be termed as 'Propensity to Buy.'

1. Perceptions > Expectations: Quality Surprise (Competitive Advantage)
2. Perceptions < Expectations: Unacceptable Quality (Competitive Disadvantage)

3. Perceptions = Expectations: Satisfactory (Sustainable Competitive Advantage)

We can observe that when customer perceptions are greater than or equal to customer
expectations, then a competitive advantage arises. That is, if a customer perceives a product
to be capable of exceeding their expectations, it will hold greater value. When this is
realized by competitors, which can happen relatively quickly in the modern world, they
will race to copy that product offering.

For example, for example, a fashion-loving customer might find that an off-brand product
offers better value than expected in both price and quality. When a product doesn’t meet
customer expectations, it creates a competitive disadvantage. This can happen due to weak
marketing or if the product is new and hasn’t been well-promoted yet. Competitors may
not be focusing on this area, and new products often get more marketing support. When
perceptions exceed expectations (but don’t equal then) this represents a sustainable
competitive advantage since expectations will take time to adjust to this new benchmark
and competitors will find that value proposition difficult to imitate and this competitive
advantage can be enjoyed for some time. Customer expectations and perceptions are
connected, but they are not the same. Here are some key points to help explain the
difference between expectations and perceptions.

Customer expectations and experiences of service can differ within a single organization.
While one customer may praise the service, another might describe it as a terrible
experience. However, it is each customer's perception that truly matters.
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Difference between customer expectations and perception

Aspect

Customer Expectations

Customer Perception

Definition

Beliefs or standards about what
should happen during an
interaction with a company.

Actual experience and
interpretation of the interaction
with a company.

Nature

Forward-looking and
hypothetical.

Retrospective and experiential.

Formation

Develops before availing or
consumption of services. It is
affected by advertisement, past-
experience and Word-of-mouth.

This is developed after the
consumption of services. The
entire service delivery process
develops the customer
perception.

Influence

Influences the criteria for
evaluating service quality and
satisfaction.

Determines the level of
satisfaction or dissatisfaction.

Impact

Customer  expectation  get
affected if the expectations does
not fulfil. Favourable
expectations can always generate
high satisfaction.

Positive Perception can
generate consumer loyalty,
whereas negative perception
results in dissatisfaction.

Measurement

Can be assessed through surveys
and focus groups before the
service encounter.

Can be assessed through
feedback, reviews, and surveys
after the service encounter.

Role
Service
Delivery

in

Sets the benchmark for service
providers to meet or exceed.

Reflects the outcome of the
service delivery and the
effectiveness  of  meeting
expectations.

Example

Expecting a fast and friendly
service at a restaurant.

Perceiving the service as slow
and unfriendly, or as fast and
friendly, based on the actual
experience.

8.3.2. THE PERCEPTUAL PROCESS

The perception process is a series of activities that includes selecting, organizing, and
interpreting sensory information to develop inferences in the form of attitudes and
observations about events, objects, and people. It involves the recognition and
interpretation of sensory stimuli based on previous experiences, expectations, and
individual differences.
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In the context of customer service and business, perception refers to the consumer's pre-
purchase opinion regarding the services of a company and its overall brand. The perception
is affected by personal past-experiences, marketing communications, word-of-mouth, and
interactions with the company. Perception is subjective and can vary widely among
different customers, making it a critical element for businesses to understand and manage
in order to meet customer expectations and enhance satisfaction.

Before making a purchase decision, a customer engages in various thought processes. In
today's market, where numerous alternative products and services are available, and
customers are fully aware of these options, they do not choose blindly. This thought
process is known as the perceptual process. Typically, this perceptual process involves five
distinct stages.

. Post
Information Evaluation Purchase
Need Search of Buying behaviour
Recognition gonternal Alternative Decision Satisfaction
S Dissatisfactio

1)

2)

External
n

Figure 1: Stages of Perceptual process
Need Recognition:

The perceptual process begins when a customer identifies a problem or need. For
instance, Neena may notice that her old desktop computer isn't performing well and
recognize that a laptop would be more convenient for her college needs. These
kinds of issues are common for customers. When they see a difference between
their current situation and their desired state, they identify a problem and usually
try to solve it.

Information Search:

To solve a problem, a customer typically searches for more information. This
information can be gathered through internal or external searches. Internal searches
involve a customer's memory or personal purchase experiences, while external
searches include information from family, peers, marketplaces, advertisements,
and other sources. For example, Neena might start paying more attention to laptop
advertisements, noticing what her friends have purchased, and engaging in
conversations about laptops. She might also actively seek information by visiting
stores, talking to friends, or reading computer magazines. Through this
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a.

3)

4)

5)

information-gathering process, customers learn about various brands and their
features. While many brands are available, Neena will focus on a few leading ones,
known as the 'Awareness Set." Some of these brands may meet her initial buying
criteria, such as price and processing speed, forming her 'consideration set." As she
continues to search for information, only a few brands will remain as strong
candidates, forming her ‘Choice Set.'

Evaluation of Alternatives:

When customers evaluate alternatives, they process competitive brand information
and assess the value of different brands. there is no single, simple evaluation
process applied by all customers or by one customer in all buying situations. For
Neena, the evaluation process is rational, aimed at solving a problem and meeting
her needs. She will look for the problem-solving benefits among the various laptop
brands available. Neena seeks products with specific attributes that deliver the
benefits and results she desires. Consequently, customers view each product as a
bundle of attributes, each offering different levels of ability to satisfy their needs.

Buying Decision:

To finalize a purchase, a customer needs to decide on two things: 1) the specific
brand and 2) the specific retail outlet. There are three ways to make these decisions:
1) simultaneously, 2) selecting the item first and the outlet second, or 3) selecting
the outlet first and the item second.

Often, customers choose stores and brands at the same time. For instance, Neena
might consider well-known brands like Lenovo, Sony, Hitachi, HP, Dell, Mac,
Compag, and Acer, based on their technical features, price, and availability in
computer stores. Alternatively, she might decide where to buy first, such as a
nearby TATA Croma store or an exclusive brand retail store. Once Neena has
decided on both the brand and the outlet, she proceeds to the transaction and makes
the purchase.

Post Purchase Behaviour

Post-purchase behaviour determines whether customers will stay with a company or
leave. If the purchased goods or services meet customer expectations, they are likely
to remain loyal to the same marketer; otherwise, they may leave. Post-purchase
behaviour consists of two main components; Purchase Involvement and Product
Involvement

Purchase Involvement
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Purchase involvement refers to the level of effort and interest a customer invests in the
buying process. It can be high or low:

1.

High Purchase Involvement: Involves significant effort in gathering information
and making a decision. For example, Neena’s decision to buy a laptop is a high
involvement process because it requires research and consideration of various
attributes.

Low Purchase Involvement: Involves minimal effort and is often a routine
decision. For example, purchasing a diet cola is a low involvement decision, as it
is not important and requires little thought.

b. Product Involvement

Product involvement refers to the importance a customer places on a particular
product, regardless of the purchase situation. It can influence the extent of information
processing:

High Product Involvement: Customers attach significant importance to the
product, leading to extensive information search and evaluation. For example, if a
company rents a car for important foreign guests, they may opt for a high-end
model like a Mercedes Benz to make a good impression, even if the car itself is of
low personal significance to the purchaser.

Low Product Involvement: Customers do not attach much importance to the
product itself. However, in certain situations, even low product involvement can
require high purchase involvement due to the context or importance of the purchase
situation.

In summary, post-purchase behavior involves both purchase and product involvement.
High levels of either type of involvement increase customer engagement in
information search, evaluation, and post-purchase assessment. This engagement is
crucial for customer retention and satisfaction.

8.3.3. FACTORS AFFECTING CUSTOMER PERCEPTION

Customer perception is influenced by multiple factors, including tangibility, price,
location, promotion, people, process, and physical evidence. Tangibility involves the
physical attributes of a product or service that can be seen and touched, impacting
perceptions of quality and reliability. Price signals the value and quality of a product, while
location affects convenience and accessibility, influencing customer decisions. Promotion
shapes perception through advertising and marketing efforts, and the behaviour and
professionalism of staff (people) play a crucial role in shaping customer experiences.
Efficient processes and physical evidence, such as branded materials and store design,
further reinforce the brand’s image and credibility.
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1. Tangibility

Tangibility refers to the physical aspects and appearance of a product or service that can
be seen and touched. It provides customers with a sense of quality and reliability.

e Example: In the hospitality industry, a hotel like the Marriott can enhance
customer perception through well-maintained facilities, clean rooms, and high-
quality amenities. The tangible aspects of the hotel, such as the lobby’s appearance,
room furnishings, and available facilities (pool, gym, etc.), create a positive
impression of the hotel's quality.

2. Price

Price significantly influences customer perception as it often reflects the value and quality
of a product or service. It can signal affordability, luxury, or fair value.

e Example: A luxury brand like Gucci uses high pricing to convey exclusivity and
high quality, positively influencing customers who seek premium products.
Conversely, a brand like Walmart uses low prices to attract price-sensitive
customers, creating a perception of affordability and value for money.

3. Location

The location of a business affects customer perception based on convenience, accessibility,
and the prestige associated with the area.

e Example: A Starbucks located in a prime city center area is perceived as more
prestigious and accessible, attracting customers looking for a convenient and high-
quality coffee experience. On the other hand, a store located in a less accessible
area may be perceived as less convenient, impacting customer footfall.

4. Promotion

Promotional activities, including advertising, sales promotions, and public relations, play
a vital role in shaping customer perception by informing and persuading potential
customers.

e Example: Coca-Cola’s extensive advertising campaigns, which often focus on
themes of happiness and togetherness, create a positive perception of the brand.
Seasonal promotions and limited-time offer further enhance this perception by
making the product seem exciting and desirable.

5. People

The behavior, appearance, and professionalism of staff and service providers directly
impact customer perception. Friendly, knowledgeable, and helpful staff can enhance the
customer experience.

e Example: At Nordstrom, the attentive and personalized customer service provided
by well-trained staff generates a favorable attitude about the service organization,
enhancing consumer loyalty and repeat sales.
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6. Process

This is the way of offering the services or SOPs (Standard-Operating-Procedures),
including the ease of use, efficiency, and reliability, influence customer perception. A
streamlined and customer-friendly process enhances satisfaction.

e Example: Amazon’s efficient order fulfilment process, which includes easy online
purchasing, fast shipping, and hassle-free returns, positively affects customer
perception by providing a convenient and reliable shopping experience.

7. Physical Evidence

Physical evidence includes all the tangible cues that customers use to evaluate a service,
such as brochures, websites, uniforms, and other physical representations of the brand.

e Example: A bank like HSBC uses branded pens, notepads, and well-designed
branch interiors to reinforce a professional and trustworthy image. Physical
evidence like these items helps customers perceive the bank as reliable and high-
quality.

8.3.4. MANAGERIAL IMPLICATIONS OF CUSTOMER PERCEPTION

Understanding customer perception is crucial for managers as it directly influences the
success and sustainability of a business. Managers must actively monitor and manage
customer perception to ensure positive outcomes in several key areas:

1. Product Development and Innovation

e By understanding that customers perceive innovation as a sign of quality and
leadership, managers at companies like Apple consistently invest in R&D to
introduce cutting-edge features in their products. This maintains a perception of
Apple as an industry leader in technology.

2. Marketing Strategies

e Managers need to craft marketing messages that align with customer perceptions
and expectations. For instance, Dove's marketing campaigns focus on real beauty
and self-esteem, which resonate with their target audience's desire for authenticity
and inclusivity.

3. Pricing Decisions

e Price is a major factor in customer perception. Managers at luxury brands like
Rolex set high prices to reinforce the perception of exclusivity and premium
quality, while budget retailers like Walmart focus on low prices to emphasize value
and affordability.

4. Customer Service and Experience
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Excellent customer service can significantly enhance customer perception.
Managers at companies like Nordstrom prioritize training their staff to provide
exceptional service, ensuring customers perceive the brand as caring and customer-
focused.

. Brand Management

Consistent brand image and reputation management are essential. Managers at
brands like Starbucks ensure that all aspects of the customer experience, from store
ambiance to product quality, align with the brand's image of a premium coffee
provider.

. Feedback and Continuous Improvement

Managers must actively seek customer feedback and use it to make improvements.
For example, Amazon uses customer reviews and ratings to continually enhance
their service offerings and address any areas of dissatisfaction promptly.

. Communication and Transparency

Transparency in operations and clear communication can positively influence
customer perception. Managers at companies like Patagonia communicate their
sustainability efforts and ethical practices openly, which resonates with
environmentally conscious consumers.

. Handling Negative Perceptions

Managers need strategies to address and mitigate negative perceptions. For
instance, after a product recall, companies like Toyota have implemented thorough
communication and corrective measures to restore customer trust and perception
of reliability.

By focusing on these areas, managers can effectively shape and enhance customer
perception, leading to increased customer loyalty, positive word-of-mouth, and
ultimately, better business performance.

8.4.

SERVICE QUALITY: MEANING AND IMPORTANCE

When service firms, such as banks or fast-food restaurants, offer similar services and
compete in a limited market, service quality becomes a key differentiator. Service quality
is essential for both the customer and the service firm. Firms use service quality to maintain
a competitive edge, while customers rely on it to distinguish between different providers.

The concept of quality originally focused on products but has expanded to include services.
Quality is recognized as important across various domains: output, process, delivery
system, and as a general organizational philosophy. Quality should be integrated
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holistically at every stage of the organization. However, defining quality with a single
definition is challenging. It can be viewed from two viewpoints:

1. Service Provider's Perspective: Quality involves setting standards or
specifications for the manufacturing process and output, which is objective and
technical.

2. Customer's Perspective: Quality is achieved when the service meets
specifications that fulfil customer needs. This view of quality is subjective and
closely tied to customer expectations and needs.

Some of the popular definitions of service quality are —
* Fitness for purpose
* The totality of features of service that meets the needs.

* The difference of customer service-expectation and post-purchase distribution.

e Zeithaml, Parasuraman and Berry (1990) ‘The extent of discrepancy between
customers’ expectations or desires and their perception’

e Buzzel and Gale (1987) “Quality is whatever customers say it is, and the quality
of particular product or service is whatever the customer perceives it to be”

e Zeithaml and Bitner (1996) “Service quality is the delivery of excellent or
superior service relative to customer expectations”.

e Gronroos (1982) “Quality of a service, as perceived by the customer is the result
of a comparison between the expectations of the customer and his real-life
experiences”.

8.4.1. DIMENTIONS OF SERVICE QUALITY

The dimensions of service quality encompass both process quality, as evaluated by
consumers during the service delivery, and output quality, assessed after the service is
performed.

A service firm provides customers with a service package that includes both physical
components and intangible elements. Christian Gronroos proposed that customer-
perceived service quality has two dimensions: the technical or outcome dimension, and the
functional or process-related dimension. The technical dimension pertains to what
customers receive and when they receive it, while functional quality relates to how they
receive it.

Parasuraman, Berry, and Zeithaml, who conducted extensive research on service quality,
identified ten criteria used by consumers to evaluate service quality.
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Customer

Figure 2: Dimensions of Service quality

Table 1: Dimensions of Service Quality

Uttarakhand Open University

Reliability

Responsive

Competence

Courtesy

Dimension Description

Example

Tangibility refers to the visual
presence, that include the colour,
shape, design. As the services are
intangible, the services company
tries to tangibilize the services.

Tangibility

A restaurant  with  graceful
decoration, quality furniture and
artifact, and staff with uniform.

Hotel Taj: cleanliness, hygiene,
Artifact, well-uniformed staff,
symbols and logo. Hotel name on
tissue paper, Cutlery, Bills.

It is all efforts put by the service
company to fulfil their
commitments consistently and
accurately.

Reliability

An online selling company delivers
all orders consistently on time
without delay or error.

Meesho: complete their all orders
on time accurately.
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Responsiveness

Willingness or readiness level of
service organisations to address
consumer. Offering service
promptly, fast and quick.

A customer service helpline that
answers call quickly and resolves
issues on the first call.

Zappos: Quick and efficient
customer service, handling returns
and exchanges with ease.

Politeness, respect, consideration,

A restaurant where waitstaff are
polite, friendly, and respectful to all
diners.

Courtesy and friendliness of contact
personnel. Starbucks: Baristas who greet
customers warmly and serve with a
smile.
A bank with transparent policies
and no hidden fees, earning
Credibility Trustworthiness, believability, and customer trust.
honesty of the service provider. Patagonia: Transparent business
practices and commitment to
environmental sustainability.
A tech support team that is well-
trained and able to resolve
The knowledge and skill of | technical issues efficiently.
Competence employees to perform their tasks | Geek Squad (Best  Buy):
effectively. Technicians who are skilled and
certified to handle various tech
issues.
An e-commerce site with robust
data encryption and secure
Free from any damage, threat and payment gateways.
Security error, like financial security,
transparency. PayPal: Secure payment
processing with strong encryption
and fraud detection measures.
A doctor's office with convenient
hours and easy appointment
The ease of contact and | Pooking online.
Access approachability of the service | Telehealth Services: Convenient

provider.

access to healthcare providers
through online platforms and
flexible hours.
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Communication

The ability to listen to customers
and communicate clearly and
effectively.

A travel agency that provides clear
and detailed information about
travel itineraries and responds
promptly to queries.

Delta Airlines: Providing timely
flight updates and clear
instructions to passengers.

Understanding

Personalized attention, Efforts to

A personal trainer who designs
customized workout plans based on
individual client needs and goals.

Nordstrom: Sales associates who

the Customer know customers and their needs. remember  regular  customers'
preferences and provide
personalized shopping
experiences.
Tangibles
Assurance Reliability
Consolidated
guality dimensions
Empathy Responsive

Figure 3: Consolidated Dimensions of Service Quality
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During the further study, the researchers observed a high correlation among most of these
variables and merged them into five broad dimensions.

Dimensions of SERVQUAL

(1) The Tangibles: - Because of the absence of a physical product, consumers often rely
on the tangible evidence that surrounds the service in forming evaluations.

(2) The Reliability: - In general, the reliability dimension reflects the consistency and
dependability of a firm’s performance.

(3) The Responsiveness: - Responsiveness reflects a service firm’s commitment to
provide its services in a timely manner.

(4) The Assurance: - Assurance addresses the competence of the firm, the courtesy it
extends to its customers, and the security of its operations. Competence pertains to the
firm’s knowledge and skill in performing its service.

(5) The Empathy Dimension: - Empathy is the ability to experience another’s feelings as
one’s own. Empathetic firms have not lost touch of what it is like to be a customer of their
own firm.

8.4.2. SERVICE QUALITY GAP ANALYSIS

Service quality gap model was introduced by Parasuraman et al. (1985), with an objective
of identifying the possible factors in the existing system that has an impact on the overall
service performance. In this process, service organisation has to identify the possible
drawback in the system. Over the period of time these gaps get wider and service
organisation has to certain measures to reduce width of the gaps. This means gap analysis
is should be conducted in the regular routine. First is to identify gaps and then resolving
them with appropriate strategies to have high standard and high satisfactions.

This model asserts that customers' expectations serve as normative and predictive
standards, meaning customers have a clear idea of what a service provider should and will
offer (Parasuraman et al. 1994). It allows for the assessment of discrepancies between what
was expected and what was perceived in the service delivery process. The SERVQUAL
method, widely used to measure the service quality and assess the gaps. Based on a
standard questionnaire (SERVQUAL), responses are collected through interviewing
customers, assess the level of service gaps. The SERVQUAL comprises questionnaire
with five dimensions of service quality: tangibles, reliability, responsiveness, assurance,
and empathy (Parasuraman et al. 1994).

However, this external gap is the fifth gap in the service quality gap model, influenced by
four internal quality gaps within the organization that interact in various ways (Zeithaml
etal. 1990). Each of these four internal quality gaps represents different areas where quality
losses can occur.
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Figure 4: Model of service quality gaps by Luk and Layton (2002).

Gap 1: The Knowledge Gap
RZ

Gap 2: The Standard Gap
RZ

Gap 3: The Delivery Gap
RZ

Gap 4: The Internal Communications Gap
RZ

Gap 5: The Perceptions Gap
RZ

Gap 6: The Interpretation Gap
RZ

Gap 7: The Service Gap

Figure 5: Service quality gap model
Identifying Failure Gaps in Service Quality: -

Implementing and evaluating service quality is a difficult task. In the hopes of better
understanding how a firm can improve its overall service quality, the service quality
process can be examined in terms of seven different in the service organisation covering
management, employees, and customers view.
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1 Consumer Section

e Expected Service: The pre-purchase opinion and attitude of customers towards the
service quality is called expected service quality. These are influenced by
customer’s need, past experiences, and word-of-mouth.

2  Service company Section

e Perceived Service: The post-purchase response and observation of customer
towards availed facilities.

3 Gaps in Service Quality
1. Gap 1: Knowledge Gap

o This is the difference of opinion between customer expectations and
management perceptions of those expectations.

o The cause of knowledge gap may be absence of market research, ineffective
communication between different levels of management.

2. Gap 2: Standard/ Policy Gap

o The standard gap is the discrepancy between the management perceptions
regarding customer expectations and the service standard specifications
framed by the company.

o The root cause of this gap may be weak service design, ergonomics, lack of
customer-driven standards, insufficient commitment to service quality.

3. Gap 3: Delivery Gap

o Difference between the service quality standards and the service quality
received by the customers.

o Deficiencies in human resources policies, failure to match supply and
demand, customers not fulfilling roles, insufficient technology.

4. Gap 4: Communication Gap

o Ineffcient communication process between service quality received by the
customers and things communicated to customers in advertisement.

o The main cause behind the communication gap may be fake-advertisements
and promotions, lack of marketing communications.

5. Gap 5: Perception Gap

o This is the difference between the pre-purchase attitude and post-purchase
experience of customers.

o Service experience that does not match expectations, varying personal
needs and experiences.

6. Gap 6: Interpretation/ Customer Gap
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o The difference between perceived service and expected service.

o Customer misinterpretations, external communication inaccuracies, service
delivery failures.

7. Gap 7: Employee Gap

o The gap between employees' perceptions of customer expectations and
management’s perceptions.

o Lack of proper training, inadequate feedback systems, misalignment
between employee understanding and management goals.

8.4.3. MEASURES FOR BRIDGING SERVICE QUALITY GAP

GAP 1:

e Gain better customer insights through research, panels, and complaint
analysis.

e Facilitate direct interactions between managers and customers for improved
understanding.

e Improve communication from front-line staff to management and
streamline hierarchy.

e Convert customer feedback and insights into actionable steps.

GAP 2:

e Ensure top management consistently demonstrates commitment to
customer-defined quality.

e Middle management should establish, communicate, and reinforce
customer-focused service standards.

e Train managers in the skills needed to lead employees in delivering quality
service.

e Be open to new business methods that overcome barriers to quality service
delivery.

e Standardize repetitive tasks to ensure consistency and reliability, using
technology to reduce human contact and improve work methods.

e Set clear, challenging, and realistic service quality goals aligned with
customer expectations.
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e C(Clarify the employees’ which tasks have the most impact on quality and
should be prioritized.

e Ensure employees understand and accept the goals and priorities.
e Measure performance and provide regular feedback.

e Reward managers and employees for achieving quality goals.

e Clarify employee roles and ensure they understand how their jobs
contribute to customer satisfaction.

e Match employees to jobs based on the skills and abilities required for
optimal performance.

e Provide technical training for employees to effectively perform their tasks.

e Develop innovative recruitment and retention methods to attract top talent
and build loyalty.

e Enhance employee performance by selecting the most reliable technology
and equipment.

e Educate employees about customer expectations, perceptions, and
problems.

e Train employees to improve interpersonal skills, especially for handling
stressful customer interactions.

e Eliminate role conflict by involving employees in setting standards.

e Measure employee performance and link compensation and recognition to
quality service delivery.

e Train employees in priority setting and time management.
e Develop meaningful, timely, simple, accurate, and fair reward systems.

e Empower managers and employees by decentralizing decision-making
authority.

e Treat customers as "Partial employees” by clarifying their roles in service
delivery, and training and motivating them to perform well as co-producers.

e Ensure internal support staffs provide excellent service to customer-facing
personnel.

e Foster teamwork so employees collaborate effectively and use team
rewards as incentives.

Unit 8 Customer Perception and the Service Quality Page 192 of 556



MS 505 Service Marketing Uttarakhand Open University

Gap 4:

Seek input from operations personnel while creating new advertising
programs.

Develop advertisements featuring real employees performing their jobs.

Allow service providers to preview advertisements before they reach
customers.

Encourage sales staff to involve operations staff in face-to-face meetings
with customers.

Develop internal educational, motivational, and advertising campaigns to
strengthen links among marketing, operations, and human resources
departments.

Ensure consistent service standards across multiple locations.

Ensure advertising content accurately reflects the service characteristics
most important to customers.

Manage customer expectations by clearly communicating what is and is not
possible and the reasons why.

Identify and explain uncontrollable reasons for shortcomings in service
performance.

Design and Offer customers diverse levels of service at different prices,
explaining the differences between these levels.

Update customers informed throughout the service delivery process.
Debrief the customers at the end of service delivery
Provide tangible evidence to assure customers about the service provided.

Build customer confidence in the service being offered.

Skow communication materials to a sample of customers before
publication.

Gather customer opinions on the communications.
Ask customers what they interpret the specific or implied promises to mean.

Ensure customers correctly understand presentations through direct
questioning by service personnel.
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Gap 7:

The service gap is the most crucial aspect, making it essential to minimize
this gap to enhance service quality. To accomplish this, service
organizations may need to address one or more of the other six gaps.

8.5 ASSOCIATION BETWEEN CUSTOMER
PERCEPTION & SERVICE QUALITY

Customer perception and service quality are intrinsically linked, with each playing a
pivotal role in the overall customer experience and satisfaction. Here's an overview of their
association:

Customer Perception

Definition: Customer perception refers to how customers view and interpret a company's
products, services, and overall brand image. This perception is shaped by their experiences,
expectations, and interactions with the company.

Service Quality

Definition: Service Quality refers to all efforts initiate to maintain certain identified
standard or parameters of service performance, distribution process assured by the service
organisation to create market competency. Service quality includes all those factors that
guides the service organisation to follow and maintain set of patterns in service offerings.
This ensures the customers regarding the quality service as well as reflects companies’
commitment for their customers.

How They Interact
1. Influence of Service Quality on Customer Perception:

o Positive Impact: High-quality service positively influences customer
perception. When services consistently meet or exceed expectations,
customers are likely to have a favorable view of the company. This can lead
to increased loyalty, positive word-of-mouth, and repeat business.

o Negative Impact: Poor service quality negatively affects customer
perception. Inconsistent or subpar service can lead to dissatisfaction,
negative reviews, and a decline in customer loyalty.

2. Role of Customer Expectations:

o Expectation Setting: Customer perception is heavily influenced by their
expectations, which are shaped by past experiences, marketing
communications, and word-of-mouth. Service quality must align with these
expectations to ensure satisfaction.
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o Expectation Management: Companies must manage customer
expectations through transparent communication about what services entail
and what customers can expect. This helps prevent gaps between perceived
and actual service quality.

3. Feedback and Improvement:

o Customer Feedback: Perceptions gathered through customer feedback
provide valuable insights into how service quality is perceived. This
feedback can be used to identify areas for improvement and to ensure that
services are aligned with customer expectations.

o Continuous Improvement: Regularly assessing and improving service
quality based on customer perceptions helps in maintaining high standards.
This proactive approach ensures that the company adapts to changing
customer needs and expectations.

4. Consistency and Reliability:

o Service Consistency: Consistency in delivering high-quality service is
crucial for maintaining a positive customer perception. Reliability in service
performance fosters trust and reinforces a positive image of the company.

o Service Recovery: When service failures occur, effective service recovery
can mitigate negative perceptions. Promptly addressing issues and
exceeding customer expectations during recovery can turn a negative
experience into a positive one.

Examples

e Hospitality Industry: In the hospitality industry, customer perception is heavily
influenced by the quality of service provided by staff, cleanliness of facilities, and
overall guest experience. A hotel that consistently provides excellent service,
attentive staff, and clean rooms will likely be perceived positively by customers,
leading to higher satisfaction and repeat bookings.

e Retail Sector: In retail, customer perception is shaped by the quality of products,
the shopping experience, and customer service. Stores that provide high-quality
products, efficient service, and a pleasant shopping environment are perceived
favourably, attracting more customers and fostering loyalty.

e Healthcare Services: In healthcare, patient perception is influenced by the quality
of medical care, the professionalism of healthcare providers, and the efficiency of
service delivery. Hospitals and clinics that provide compassionate care, accurate
diagnoses, and timely treatments are perceived positively, leading to higher patient
satisfaction and trust.

In summary, the association between customer perception and service quality is vital for
business success. High service quality leads to positive customer perceptions, that result in
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high customer satisfaction, sustainability of service organisation. On the other hand, low-
standard quality has a negative attitude and can damage reputation of service organisation.
Understanding and managing this relationship is key to delivering exceptional customer
experiences.

N |Check Your Progress-A

Q1. Discuss the dimensions of service quality. How these dimensions effect customer
perception?

Q2. Examine the importance of closing the service gap in improving overall service
quality.

Q3. Explain three most important gaps in the gap model. Discuss some important
measures to control these gaps.

Q4. How customer feedback could be used for service recovery in enhancing
customer satisfaction?

QS. How do employee’s behaviour and training play a critical role in generating
customer perception?
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Multiple Choice Questions-

Q6. All are dimensions of service quality except:
A) Reliability
B) Assurance
C) Competitiveness
D) Tangibles

Q7. What is the primary purpose of using customer satisfaction surveys?
A) To increase sales
B) To measure and improve service quality
C) To conduct market research
D) To recruit new employees

Q8. Which of the following is an example of a tangible aspect of service quality?
A) The empathy shown by staff
B) The speed of service delivery
C) The documents and uniform
D) The assurance provided by the service personnel

Q9. How can a company effectively manage customer expectations?
A) By understanding the market demand and meeting expectations
B) By frequently changing the service offerings
C) By ignoring customer feedback
D) By maintaining high levels of secrecy about their services

Q10. This method is widely used in measuring loyalty of customer.
A) Customer Satisfaction Score (CSAT)
B) Net Promoter Score (NPS)
C) Customer Effort Score (CES)
D) Return on Investment (ROI)
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8.6 SUMMARY

Customer Perception: Meaning and Importance

Customer perception refers to the way customers view and interpret their experiences with
a company or its products. This perception is crucial as it influences customer satisfaction,
loyalty, and overall business success. Understanding customer perception helps businesses
align their services with customer expectations and improve their market positioning.

Difference Between Customer Expectations and Perception

Customer expectations are preconceived notions or standards that customers hold
regarding a service or product. These expectations are formed based on past experiences,
marketing communications, and word-of-mouth. Customer perception, on the other hand,
is the actual experience and evaluation of the service or product received. The difference
between expectations and perception is critical in determining service quality and
identifying areas for improvement.

The Perceptual Process

The perceptual process involves how customers interpret and make sense of the stimuli or
information they receive from a service or product. This process includes stages such as
exposure, attention, interpretation, and memory. Understanding this process helps
businesses tailor their services to better meet customer needs and improve their overall
experience.

Factors Affecting Customer Perception

Several factors can influence customer perception, including:
e Service quality: The actual performance and reliability of the service.
e Customer expectations: Preconceived notions and standards.

e Personal experiences: Previous interactions with the company or similar
Services.

e Social influences: Opinions and recommendations from friends, family,
and social media.

Managerial Implications of Customer Perception

Managers need to be aware of customer perceptions to effectively address service gaps and
enhance customer satisfaction. By understanding and managing these perceptions,
businesses can implement strategies to improve service delivery, address customer
concerns, and build stronger customer relationships.

Service Quality: Meaning and Importance

Service Quality refers to all efforts initiate to maintain certain identified standard or
parameters of service performance, distribution process assured by the service organisation
to create market competency.
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Dimensions in Service Quality

e Reliability: It is all efforts put by the service company to fulfil their
commitments consistently and accurately.

e Assurance: Assurance addresses the competence of the firm, the courtesy
it extends to its customers, and the security of its operations. Competence
pertains to the firm’s knowledge and skill in performing its service.

e Tangibles: The physical appearance of equipment, facilities, and personnel.

e Empathy: The care and individualized attention provided to customers.

e Responsiveness: The willingness and ability to assist customers promptly.
Service Quality Gap Analysis

Gap analysis helps assess the difference between pre-purchase expectations of customers
and standard of services delivered. Gap analysis examines various gaps that includes gaps
among various interest groups like Customers expectation, Management, Service quality
standards, Service distribution, and Marketing communication.

Measures for Bridging Service Quality Gaps
To bridge service quality gaps, businesses can:

e Improve communication: Ensure that marketing messages align with
actual service delivery.

e Enhance training: Equip employees with the skills and knowledge to meet
service standards.

e Regularly review and adjust: Continuously assess and refine service
processes based on customer feedback and performance data.

Association Between Customer Perception & Service Quality

Customer perception and service quality are closely linked. Positive customer perceptions
are often a result of high service quality, while poor perceptions can indicate service quality
issues. Businesses must focus on both understanding customer perceptions and improving
service quality to achieve optimal customer satisfaction and loyalty.

< 1

PR
=
57 & 87. GLOSSARY
Customer Perception: The overall impression a customer has about a company's
products or services based on their experiences, beliefs, and emotions.
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Service Quality: These are the parameter that facilitates in having high customer
satisfaction and market survival.

Customer Expectations: The preconceived notions or standards customers have
regarding the quality of a service before experiencing it.

Service Encounter: The interaction between a customer and a service provider
during the delivery of a service.

Customer Satisfaction: The degree to which a customer's expectations of a service
are met or exceeded, leading to positive feelings towards the service provider.

8.8 ANSWERS TO CHECK YOUR PROGRESS

P

Check Your Progress —A

Q6. Answer: C) Competitiveness

Q7. Answer: B) To measure and improve service quality

Q8. Answer: C) The documents and uniform

Q9. Answer: A) By understanding the market demand and meeting expectations
Q10. Answer: B) Net Promoter Score (NPS)
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8.11 TERMINAL QUESTIONS

Short Questions

1.

o~ w

© © N o

Define customer perception.

What are the key factors that affect customer perception?

Explain the importance and role of service quality in satisfaction of consumer.
Discuss the association between customer expectations and service quality.

Write down dimensions of service quality proposed by Parasuraman, Berry, and
Zeithaml.

How does tangibility influence customer perception?
What role does price play in shaping the perception?
“Feedback is necessary for service recovery in enhancing service quality”. Discuss.

How a service company may use service recovery for managing customer
expectations effectively?

Long Questions

1.

Discuss the term Customer perception in the context of service quality with
examples to illustrate your points.

Elaborate ten dimensions of service quality with suitable examples. How do these
impact customer perception?

Explain Gap model proposed by Parasuraman and explain how each gap affects
service quality.
Discuss the managerial implications of understanding customer perception.

Examine the association between customer perception on service quality. How can
companies use service quality for differentiation?

What are the factors that influence customer perception? and how companies can
manage these factors to improve service quality?

Discuss the importance of closing the service gap in improving overall service
quality. What strategies can companies employ to narrow this gap?

Explain the role of internal communication in enhancing service quality. How can
companies ensure that employees at all levels understand and deliver high-quality
service?
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9. Discuss how companies can use technology and innovation to improve service
quality and enhance customer perception. Provide examples from various
industries.

8.12 CASE LETS/CASES

Narendra, a software engineer, had always been loyal to a particular bank for over
a decade due to its convenient location and generally satisfactory service. However,
his perception of the bank's service quality began to shift recently. Narendra started
noticing that the bank’s online banking system, which he frequently relied on, often
experienced outages and was slow. Moreover, the customer service representatives
were not as responsive as they used to be, and his inquiries were sometimes met
with delayed or unsatisfactory responses.

One particularly frustrating experience occurred when Narendra needed to transfer
a significant sum of money for an urgent payment. The online system was down,
and when he called the customer service helpline, he was put on hold for over 30
minutes. After finally reaching a representative, he was told to visit the branch in
person. At the branch, the staff were polite but seemed overwhelmed and unable to
provide quick assistance. This series of inconveniences led Narendra to question
the reliability and responsiveness of the bank’s services.

The final straw was when Narendra’s credit card bill payment was delayed due to
an internal error at the bank, resulting in a late fee and a negative impact on his
credit score. Feeling frustrated and undervalued, Narendra decided to switch to a
competitor bank that had a reputation for excellent online services and prompt
customer support. The competitor bank’s advertisements highlighted their state-of-
the-art digital banking features and a highly responsive customer service team,
which appealed to Narendra’s needs and expectations.

Narendra's experience highlights the crucial role of service quality in shaping
customer perception and loyalty. Despite the long-standing relationship, the
perceived decline in service quality led him to reassess his options and ultimately
move to a competitor.

Questions

1. What were the key factors that led to Narendra’s change in perception of
the bank’s service quality?

2. How did the reliability and responsiveness of the bank’s services affect
Narendra’s satisfaction?
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3. What steps could the bank have taken to prevent losing Narendra as a
customer?

4. How can the competitor bank ensure they maintain high service quality to
retain customers like Narendra?

5. Discuss the impact of digital banking features on customer perception and
loyalty.
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9.1 INTRODUCTION

Customer Relationship Management (CRM) is a strategic approach that integrates
processes, technology, and people to foster long-lasting customer relationships. CRM
helps companies transition from transactional marketing (short-term, single-purchase
focus) to relationship marketing (long-term customer engagement). This shift is especially
crucial in service-based industries, where personalized service and customer loyalty drive
business success.

Example: Companies like Amazon and Apple have leveraged CRM to understand
customer preferences, offer personalized recommendations, and build loyal customer
bases. For instance, Amazon uses its CRM system to recommend products based on
previous purchases, leading to high customer retention and satisfaction. Apple fosters
customer loyalty through excellent customer service, personalized interactions, and
exclusive services like Apple Care.

9.2 OBJECTIVES

After reading this unit you will be able to:

e Understand the Evolution of Customer Relationship Management

e Know the Objectives of customer relationship management

e Learn about the Key components of customer relationship management

e Understand the Limitations of customer relationship management

e Explore the methods of managing of customer relationship

e Know the customer segmentation in customer relationship

e Learn the role of data analytics in customer relationship management

e  Understand the Role of technology in customer relationship management
e  Know about Customer service excellence in CRM

e Measure CRM performance

e Understand Ethical consideration in CRM

e Learn about Social CRM, Mobile CRM and Al and Machine learning in CRM
e Know about Cloud based CRM

e Understand CRM in E-Commerce and Gamification in CRM

Know about Integration of CRM With ERP Systems

9.3 MEANING OF CUSTOMER RELATIONSHIP

Customer relationships in services marketing focus on nurturing long-term engagements
between a company and its customers. In contrast to short-term, transactional marketing
that aims for immediate sales, relationship marketing seeks to build trust, customer
satisfaction, and loyalty over time. This shift towards relationship-focused strategies leads
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to repeat purchases, higher customer lifetime value (CLV), and positive word-of-mouth.
Building strong customer relationships involves understanding individual customer needs,
preferences, and behaviors, and leveraging this insight to deliver personalized experiences,
tailored offerings, and exceptional service. Effective customer relationships foster trust,
loyalty, and advocacy, driving long-term growth, retention, and revenue. They also provide
valuable feedback, enabling businesses to refine their strategies, improve products and
services, and stay competitive. By prioritizing customer relationships, companies can
create a loyal customer base, differentiate themselves in the market, and achieve
sustainable success. This involves proactive engagement, empathetic support, and
consistent delivery of value, ultimately leading to mutually beneficial and enduring
connections between businesses and their customers.

9.4 EVOLUTION OF CUSTOMER RELATIONSHIP
MANAGEMENT

The evolution of CRM has transformed how businesses interact with customers. CRM has
gone through several phases, from early manual customer relationship systems to today’s
advanced, Al-driven platforms. Initially, CRM was focused on contact management, but it
evolved into more sophisticated systems that integrate sales, marketing, and customer
service functions.

Phases of CRM Evolution:

Here are the phases of CRM evolution:

Phase 1: Customer Management (1990s)
- Focus on managing customer data and interactions
- Basic contact management and sales force automation

- Early CRM software solutions emerged

Phase 2: Customer Relationship Management (Late 1990s-Early 2000s)
- Emphasis on building relationships and improving customer satisfaction
- Introduction of marketing automation and customer service modules

- CRM software became more sophisticated

Phase 3. Customer Experience Management (Mid 2000s)

- Focus on delivering exceptional customer experiences across touch points
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- Integration of social media, mobile, and analytics

- CRM expanded beyond sales, marketing, and customer service

Phase 4: Social CRM (Late 2000s-Early 2010s)
- Integration of social media into CRM
- Focus on social listening, engagement, and customer advocacy

- CRM became more collaborative and customer-centric

Phase 5: Cloud CRM (2010s)
- Shift from on-premise to cloud-based CRM solutions
- Increased accessibility, scalability, and flexibility

- Mobile and tablet access became common

Phase 6: Intelligent CRM (Present Day)
- Integration of artificial intelligence (Al), machine learning (ML), and loT
- Focus on predictive analytics, personalization, and automation

- CRM continues to evolve with emerging technologies

Phase 7: Future of CRM (Emerging)
- Increased use of Al, ML, and block chain
- Focus on customer trust, transparency, and privacy

- CRM will continue to adapt to changing customer needs and technologies

Example:

Sales force began as a simple cloud-based CRM but evolved into a comprehensive
platform that integrates customer data, analytics, automation, and Al tools to serve a
variety of business functions.

9.5 OBJECTIVES OF CUSTOMER RELATIONSHIP
MANAGEMENT

CRM strategies focus on several key objectives:
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e Enhancing customer satisfaction: CRM allows businesses to gather customer
data, enabling personalized services and improving customer experiences.

e Improving customer retention: Retaining customers is often more cost-effective
than acquiring new ones. CRM helps reduce customer churn by addressing
individual needs and preferences.

o Boosting profitability through customer loyalty: Loyal customers tend to spend
more, contribute to higher margins, and bring in new customers through referrals.

e Gaining insights into customer needs and preferences: CRM systems collect
and analyze customer data, enabling businesses to better understand and respond
to customer needs.

Example: Zappos has a reputation for outstanding customer service. They use CRM to
deliver personalized service, offer extensive customer support, and provide hassle-free
returns. These practices have resulted in highly satisfied and loyal customers.

9.6 KEY COMPONENTS OF CUSTOMER
RELATIONSHIP MANAGEMENT

The key components of CRM are

1. Contact Management
- Store customer contact information in systematic way.
- Track interactions and communications in regular manner.
- Manage accounts and relationships properly

- Analyze customer behaviour according to situation

2. Sales Force Automation
- Automate sales processes and workflows
- Track leads, opportunities, and sales performance
- Manage sales forecasting and pipeline management

- Analyze sales metrics and performance

3. Marketing Automation:

- Automate marketing campaigns and workflows
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- Track customer interactions and engagement
- Manage lead generation and nurturing

- Analyze marketing metrics and effectiveness

4. Customer Service and Support
- Manage customer inquiries and issues
- Track customer support requests and resolution
- Provide self-service portals and knowledge bases

- Analyze customer satisfaction and feedback

5. Analytics and Reporting
- Provide real-time analytics and insights
- Track customer behaviour and preferences
- Analyze sales, marketing, and customer service performance

- Offer customizable dashboards and reports

6. Integration
- Integrate with other business systems and applications
- Connect with social media, email, and phone systems
- Enable data sharing and synchronization

- Support API and web services integration

7. Customization
- Tailor CRM to meet specific business needs
- Customize fields, forms, and workflows
- Create custom reports and dashboards

- Support custom development and integration

8. Security and Compliance
- Ensure data security and encryption

- Support user authentication and access controls
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- Comply with regulatory requirements (GDPR, HIPAA, etc.)

- Provide data backup and disaster recovery

These components work together to provide a comprehensive CRM platform for managing
customer relationships, improving customer satisfaction, and driving business growth,

9.7

LIMITATIONS OF CUSTOMER RELATIONSHIP

MANAGEMENT

Despite its many benefits, CRM also has limitations and challenges:

Difficulty in data integration: Integrating data from various touchpoints (sales,
marketing, and customer service) into a single CRM system can be complex and
prone to errors.

Data security and privacy concerns: Handling large volumes of customer data
increases the risk of data breaches and privacy violations. Ensuring compliance
with data protection regulations like GDPR adds complexity.

High Implementation Costs: Implementing a CRM system can be a costly
endeavour, especially for small and medium-sized businesses. The initial
investment in CRM software and hardware can be significant, and additional costs
may be incurred for customizing and integrating the system with existing
infrastructure. Ongoing maintenance and support costs can also add up over time.

Complexity- CRM systems can be complex and difficult to use, requiring
significant training and support to get the most out of them. Customizing and
configuring the system to meet specific business needs can be a challenge, and
integrating it with other systems and applications can be even more daunting.

Data Quality Issues- Poor data quality can be a major limitation of CRM systems.
Inaccurate or incomplete customer data can lead to ineffective decision-making,
and maintaining data consistency and integrity can be a challenge. Limited data
analytics capabilities can also make it difficult to gain insights into customer
behaviour.

Limited Analytics Capabilities- CRM systems may have limited analytics
capabilities, making it difficult to analyze customer data and behaviour. Creating
custom reports and dashboards can be a challenge, and limited predictive analytics
capabilities can make it hard to anticipate customer needs.
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e Limited Mobile Functionality-CRM systems may have limited mobile
functionality, making it difficult to access and use the system on-the-go. Creating
custom mobile apps can be a challenge, and limited offline access and
synchronization capabilities can make it hard to use the system in the field.

o Insufficient Customer Support- Limited customer support options can make it
difficult to get help and resolve issues. Difficulty in getting support and resolving
issues can lead to frustration and decreased user adoption.

Example: Target encountered a public relations issue when their CRM system used
predictive analytics to identify a pregnant teenager, sending her personalized baby product
offers. This raised privacy concerns and demonstrated how CRM systems, when not
managed carefully can inadvertently harm customer trust.

9.8 METHODS OF MANAGING CUSTOMER
RELATIONSHIP

There are various effective methods for managing customer relationships:

e Personalization of services: Customizing interactions based on customer data
(preferences, purchase history) improves satisfaction and loyalty.

e Technology in CRM: Al, machine learning, and CRM software automate
repetitive tasks, streamline processes, and provide data-driven insights.

e Loyalty programs: Programs that reward customers for repeat business can
increase retention and lifetime value.

o Customer feedback and engagement techniques: Gathering and acting on
customer feedback is key to continuously improving service quality and customer
satisfaction.

Example:Starbucks uses its CRM to personalize customer interactions through its
rewards program. Customers receive offers based on past purchases and preferences,
which enhances engagement and loyalty.

9.9 CUSTOMER SEGMENTATION IN CUSTOMER
RELATIONSHIP

Customer segmentation allows businesses to divide customers into groups based on
specific characteristics, enabling more targeted marketing strategies. Types of
segmentation include:

« Demographic segmentation: Based on age, gender, income, and education.
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o Behavioral segmentation: Based on purchase history, product usage, and
engagement patterns.

e Psychographic segmentation: Based on lifestyle, values, and personality traits.

Example:Nike uses customer segmentation to target different demographics, including
athletes, fashion-conscious individuals, and fitness enthusiasts. This segmentation allows
them to tailor marketing strategies to each group effectively.

9.10 ROLE OF DATA ANALYTICS IN CUSTOMER
RELATIONSHIP MANAGEMENT

Data analytics is a powerful tool in CRM, providing insights that drive business decisions.
Key analytics include:

o Predictive Analytics: Using historical data to predict future behavior (e.g., churn
risk).

e Customer Lifetime Value (CLV): Estimating the total revenue a customer can
generate throughout their relationship with the company.

e Churn Analysis: Identifying customers who are likely to leave and developing
strategies to retain them.

Example: Netflix uses predictive analytics to recommend shows and movies based on a
customer’s viewing history. This personalized approach keeps users engaged, increasing
retention and reducing churn.

9.11 ROLE OF TECHNOLOGY IN CUSTOMER
RELATIONSHIP MANAGEMENT

Technological advancements like Al, machine learning, and automation have transformed
CRM processes:

o Artificial Intelligence (Al): Al automates customer interactions through chatbots,
personalizes product recommendations, and optimizes customer support.

« Automation tools: Automating tasks like email marketing and lead tracking
reduces manual effort and improves efficiency.

o Big Data: Large datasets help businesses gain deeper insights into customer
preferences and behavior.

e Automation of Processes- Technology plays a crucial role in automating CRM
processes, streamlining sales, marketing, and customer service efforts. Automation
enables businesses to reduce manual effort, increase efficiency, and focus on high-
value activities.
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« Data Storage and Management- Technology provides a centralized platform for
storing and managing customer data, interactions, and history. This single source
of truth enables businesses to access accurate and up-to-date information, making
it easier to understand customer needs and preferences.

« Data Analytics and Insight- Technology enables businesses to analyze customer
data and gain valuable insights into behaviour, preferences, and needs. Data
analytics and reporting tools like Tableau, Power Bl, and Google Analytics help
identify trends, patterns, and opportunities. These insights inform marketing, sales,
and customer service strategies, driving more effective engagement and
personalized experiences.

« Personalization- Technology facilitates personalization by enabling businesses to
tailor marketing, sales, and customer service efforts to individual customers or
segments. Marketing automation platforms like Marketo, Pardot, and Mailchimp
help create targeted campaigns, while CRM software offers personalized
communication tools.

« Customer Engagement-Technology enhances customer engagement by providing
multiple channels for interaction, including social media, email, and self-service
portals. Social media management tools like Hoot suite, Sprout Social, and Buffer
help manage social media presence, while customer service software like Zendesk,
Freshdesk, and Service now enable timely support.

o Sales and Revenue Growth- Technology drives sales and revenue growth by
identifying new opportunities, managing leads, and tracking performance. CRM
software offers sales force automation, lead management, and pipeline tracking
capabilities.

o Collaboration and Communication- Technology facilitates collaboration and
communication across departments and locations. CRM software offers teamwork
and communication tools, ensuring that all teams are aligned and working towards
common goals.

« Artificial Intelligence and Machine Learning- Technology leverages artificial
intelligence and machine learning to enhance CRM capabilities, including Al-
powered chatbots, predictive analytics, and personalized recommendations. These
technologies help businesses anticipate customer needs, offer proactive support,
and drive more effective engagement.

Example: Sales force, a leading CRM platform, integrates Al-powered tools like Einstein
to automate lead scoring, improve customer engagement, and provide predictive insights
for better decision-making.

9.12 CUSTOMER SERVICE EXCELLENCE IN CRM

Customer service excellence is integral to CRM, as it ensures positive, long-lasting
relationships. Key aspects include:
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Understanding Customer Needs

Customer service excellence in CRM begins with understanding customer needs and
preferences. This involves gathering and analyzing customer data, including feedback,
complaints, and suggestions. By understanding customer needs, businesses can tailor their
services to meet specific requirements, leading to increased satisfaction and loyalty.

Personalized Support

Personalized support is critical to customer service excellence in CRM. This involves
addressing customers by name, recognizing their purchase history, and offering tailored
solutions. Personalization helps build trust and rapport, leading to stronger customer
relationships.

Timely and Effective Resolution

Timely and effective resolution of customer issues is essential to customer service
excellence in CRM. This involves providing prompt responses to inquiries, resolving
issues efficiently, and following up to ensure satisfaction. Timely resolution helps prevent
escalation and builds trust.

Multichannel Support

Multichannel support is vital to customer service excellence in CRM. This involves
offering support through various channels, including phone, email, chat, and social media.
Multichannel support ensures customers can interact with businesses through their
preferred channels.

Continuous Improvement

Continuous improvement is critical to customer service excellence in CRM. This involves
gathering feedback, analyzing performance metrics, and implementing changes to improve
service. Continuous improvement ensures businesses stay ahead of customer expectations.

Empowered Customer Service Teams

Empowered customer service teams are essential to customer service excellence in CRM.
This involves providing teams with the necessary tools, training, and authority to resolve
issues efficiently. Empowered teams help build trust and ensure timely resolution.

Technology Enablement
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Technology enablement is vital to customer service excellence in CRM. This involves
leveraging CRM software, automation tools, and analytics to enhance service. Technology
enablement helps streamline processes, improve efficiency, and provide personalized
support.

Customer Service Metrics

Customer service metrics are crucial to measuring excellence in CRM. This involves
tracking metrics such as first response time, resolution rate, and customer satisfaction.
Metrics help businesses identify areas for improvement and measure progress.

Customer Feedback and Insights

Customer feedback and insights are essential to customer service excellence in CRM. This
involves gathering feedback through surveys, reviews, and social media. Feedback and
insights help businesses understand customer needs and preferences, leading to improved
service.

9.13 MEASURING CRM PERFORMANCE

Measuring the effectiveness of CRM initiatives helps businesses refine their strategies.
Common metrics include:

o Customer Satisfaction (CSAT): Gauges satisfaction with products and services.

o Net Promoter Score (NPS): Measures the likelihood of customers recommending
the company.

o Customer Retention Rate: Assesses the percentage of customers retained over a
certain period.

e Returnon Investment (ROI) of CRM: Determines whether the benefits of a CRM
system outweigh the costs of implementation and maintenance.

Example: Southwest Airlines uses NPS to measure customer satisfaction and loyalty. By
closely monitoring these metrics, they continuously improve their customer service and
engagement strategies.
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9.14 ETHICAL CONSIDERATION IN CRM

With the increasing reliance on customer data, businesses must address ethical
considerations, such as:

Data Privacy

Ethical considerations in CRM begin with data privacy. Businesses must ensure that
customer data is collected, stored, and used in accordance with data protection regulations.
Transparency about data usage and obtaining explicit consent from customers is crucial.

Data Security

Data security is another critical ethical consideration in CRM. Businesses must implement
robust security measures to protect customer data from unauthorized access, breaches, or
cyber-attacks. Regular security audits and employee training are essential.

Consent and Opt-out

Obtaining explicit consent from customers before collecting and using their data is vital.
Businesses must also provide easy opt-out options for customers who wish to withdraw
their consent. Respect for customer autonomy is essential.

Transparency and Honesty

Transparency and honesty are fundamental ethical considerations in CRM. Businesses
must clearly communicate their data collection and usage practices, ensuring customers
understand how their data will be used.

Fairness and Non-discrimination

Fairness and non-discrimination are essential ethical considerations in CRM. Businesses
must ensure that customer data is not used to discriminate against individuals or groups.
Equal treatment and respect for all customers are vital.

Accountability and Responsibility

Businesses must take accountability and responsibility for their CRM practices. This
involves establishing clear policies, procedures, and employee training to ensure ethical
standards is met.
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Respect for Customer Boundaries

Respect for customer boundaries is critical in CRM. Businesses must not push customers
to disclose more information than necessary and respect their wishes if they decline to
provide certain data.

Continuous Monitoring and Improvement

Finally, continuous monitoring and improvement of CRM practices are essential ethical
considerations. Businesses must regularly review and update their practices to ensure they
meet evolving ethical standards and customer expectations.

By prioritizing these ethical considerations, businesses can build trust with their customers,
maintain a positive reputation, and ensure their CRM practices align with ethical standards.

Example: In 2018, Facebook faced backlash due to data privacy issues related to the
Cambridge Analytica scandal. This highlighted the importance of ethical data management
in CRM.

9.15 SOCIAL CRM

Social CRM is a modern extension of traditional CRM that leverages social media
platforms like Face book, Twitter, and LinkedIn to engage with customers. By integrating
social media data into CRM systems, companies can better understand customer
sentiments; respond to queries in real-time, and foster deeper engagement.

9.15.1 KEY BENEFITS OF SOCIAL CRM

Here are the key benefits of Social CRM explained in paragraphs:

e Improves customer engagement -Social CRM improves customer engagement by
enabling businesses to interact with customers on social media, understand their
needs, and provide personalized experiences. This leads to increased customer
participation, feedback, and loyalty.

e Enhanced customer insights -Social CRM provides enhanced customer insights
by monitoring customer conversations, sentiment, and trends on social media. This
helps businesses understand customer needs, preferences, and pain points, enabling
them to tailor their products and services accordingly.

e Increases customer loyalty -Social CRM increases customer loyalty by building
trust and transparency through open communication. By proactively addressing
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customer issues and concerns, businesses can turn customers into loyal advocates,
leading to positive word-of-mouth and repeat business.

e Enables better customer service- Social CRM enables better customer service
by providing timely and effective support through social media. This reduces
customer complaints, improves satisfaction, and increases retention. Businesses
can also use social media to proactively address customer issues, reducing the
volume of incoming support requests.

e Provides a competitive advantage -Social CRM provides a competitive
advantage by enabling businesses to differentiate themselves through innovative
social media strategies. By engaging with customers on social media, businesses
can build brand awareness, improve reputation, and stay ahead of competitors.

e Increase revenue -Social CRM can increase revenue by identifying new sales
opportunities on social media, improving sales conversions, and increasing
customer lifetime value. Businesses can also use social media to promote products,
services, and offers, driving sales and growth.

Finally, Social CRM enables data-driven decision making by providing insights into
customer behavior, preferences, and needs. Businesses can use social media data to
measure ROI, track campaign effectiveness, and optimize their social CRM strategies.

Example:

Coca-Cola uses Social CRM to track social media conversations about its products. By
responding to customer queries and addressing concerns on platforms like Twitter, the
company strengthens its relationships and maintains a positive brand image.

9.16 MOBILE CRM

Mobile CRM enables businesses to manage customer relationships on-the-go using smart
phones and tablets. It offers sales, marketing, and customer service teams instant access to
customer data, even when they are out of the office, enhancing flexibility and
responsiveness.

Key Features:

« Real-time access to customer data: Field sales teams can access customer profiles
and history on the go.

o Notifications and alerts: Mobile CRM systems provide instant updates about
customer interactions, inquiries, or follow-up tasks.

e Remote collaboration: Teams can collaborate remotely, improving productivity.
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Example:

Zendesk offers a mobile CRM platform that enables customer support teams to manage
inquiries and provide support services anytime and anywhere. This capability enhances
responsiveness and customer satisfaction.

9.17 Al AND MACHINE LEARNING IN CRM

Artificial Intelligence (Al) and machine learning are revolutionizing CRM by automating
routine tasks, analyzing customer behavior, and offering predictive insights. Al-driven
CRM can anticipate customer needs, improve lead scoring, and provide personalized
recommendations.

Key Applications:

o Chatbots: Al-powered chatbots can handle customer inquiries in real-time,
improving response times and customer satisfaction.

e Predictive analytics: Machine learning algorithms analyze past customer
interactions to predict future behavior, such as potential purchases or churn risk.

o Personalization: Al enhances personalization by learning customer preferences
and tailoring offerings to their unique needs.

Example:
Hub Spot uses Al to analyze customer interactions and predict which leads are more likely
to convert, helping sales teams prioritize their efforts effectively.

9.18 CLOUD BASED CRM

Cloud-based CRM platforms store customer data on remote servers, allowing teams to
access information from anywhere with an internet connection. This approach provides
greater flexibility, scalability, and cost savings compared to traditional on-premise CRM
systems.

Key Advantages:
e Scalability: Cloud CRM systems can easily scale as a company grows.

o Cost-effective: Companies can avoid the high upfront costs associated with
traditional CRM systems.

e Real-time updates: Cloud-based CRM ensures that customer data is updated in
real-time, keeping all departments synchronized.

Example:

Sales force was one of the pioneers of cloud-based CRM, providing businesses with a
platform that can be accessed from anywhere, making it one of the most widely adopted
CRM solutions globally.
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9.19 CRM IN E-COMMERCE

In e-commerce, CRM plays a critical role in managing customer relationships and
improving customer experiences through personalized marketing, customer support, and
loyalty programs. E-commerce CRM integrates customer data from various touch points
like website interactions, social media, and purchase history, helping businesses create
tailored offers.

Key CRM Functions in E-commerce:

o Customer segmentation: E-commerce CRM helps in dividing customers based on
purchase behavior, allowing targeted marketing campaigns.

e Cart abandonment solutions: CRM tools can send automated follow-up emails
to customers who abandon their shopping carts, encouraging them to complete their
purchase.

e Customer support: Integrated live chat and support tools provide real-time
assistance to customers, reducing friction during the purchasing process.

o Customer Data Management: Storing and managing customer information,
including contact details, order history, and preferences.

o Order Management: Managing orders, including tracking, fulfilment, and
shipping.

o Customer Service: Providing support and service to customers through multiple
channels, such as email, chat, and phone.

o Marketing Automation: Automating marketing campaigns and promotions to
target specific customer segments.

o Personalization: Tailoring the customer experience through personalized
recommendations, offers, and content.

« Analytics and Reporting: Analyzing customer data and behaviour to gain insights
and optimize marketing and sales strategies.

These CRM functions help e-commerce businesses build strong customer
relationships, drive sales, and improve customer satisfaction.

Example:

Shopify provides an integrated CRM system that helps e-commerce businesses manage
customer interactions, analyze sales data, and automate marketing campaigns to boost
conversions.
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9.20 GAMIFICATION IN CRM

Gamification in CRM refers to the integration of game mechanics into CRM platforms to
increase user engagement and loyalty. Businesses use gamification strategies to encourage
desired behaviors from customers, such as making repeat purchases or referring new
customers.

Common Gamification Elements:

e Point systems: Customers earn points for actions such as purchases, reviews, or
social media shares.

o Badges and rewards: Companies reward customers with badges or incentives
when they achieve certain milestones.

o Leaderboards: Some businesses use leaderboards to foster competition among
customers and encourage further engagement.

o Challenges: Creating specific tasks or missions that customers or sales teams must
complete to earn rewards.

e Quests- Designing a series of challenges or tasks that customers or sales teams
must complete to achieve a larger goal.

e Virtual Currencies: Offering redeemable points or discounts for completing
desired actions.

e Rewards: Providing tangible or intangible rewards for achieving milestones or
completing challenges.

o Progress Bars: Visualizing progress towards a goal or milestone.

« Social Sharing: Encouraging customers and sales teams to share achievements and
progress on social media.

o Collaboration Tools: Enabling customers and sales teams to work together to
achieve common goals.

o Feedback Mechanisms: Providing regular feedback and updates on progress and
performance.

Example:

Duolingo, a language-learning app, gamifies the user experience with points, streaks, and
rewards for completing lessons, keeping users motivated and engaged. This strategy can
also be applied to CRM systems to maintain customer engagement.
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Check Your Progress-A

Q1.Multiple-choice questions (MCQs)
i. What is the primary goal of CRM?

a) To increase sales

b) To improve customer satisfaction

c) To reduce costs

d) To enhance customer relationships

ii. Which of the following is a key feature of CRM?
a) Sales force automation

b) Marketing automation

c) Customer service and support

d) All of the above

iii. What is the term for the process of analyzing customer data to identify patterns and
trends?

a) Data mining
b) Data warehousing
c) Customer analytics

d) Business intelligent

iv. Which CRM strategy focuses on building long-term relationships with customers?
a) Transactional CRM

b) Relational CRM

c) Analytical CRM

d) Operational CRM

v. What is the purpose of a customer loyalty program?
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a) To attract new customers
b) To retain existing customers
¢) To increase sales

d) To reduce costs

vi. Which of the following is a benefit of implementing CRM?
a) Improved customer satisfaction

b) Increased sales

c¢) Enhanced customer insights

d) All of the above

vii. What is the term for the process of using technology to automate sales, marketing, and
customer service processes?

a) CRM automation
b) Business process automation
c) Sales force automation

d) Marketing automation

viii. Which CRM metric measures the percentage of customers retained over a period of
time?

a) Customer retention rate
b) Customer acquisition rate
c) Customer satisfaction rate

d) Customer churn rate

Q2. True/false statements

i. True or False: CRM is only used by sales teams.

ii. True or False: The primary goal of CRM is to increase sales.
iii. True or False: Customer analytics is a key feature of CRM.
iv. True or False: CRM is only used by large enterprises.

v. True or False: Social media integration is a common feature of CRM.
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vi. True or False: CRM systems cannot be customized.
vii. True or False: Customer retention is a key benefit of CRM.
viii. True or False: CRM is only used for B2B relationships.

Q3. Fill-in-the-blanks:

i. CRM stands for

ii. The primary goal of CRM is to

iii. CRM systems help businesses manage

iv. The key feature of CRM include

v. CRM can be deployed

vi. CRM helps businesses improve

vii. CRM systems can be customized to meet specific

viii. Mobile is a common feature of CRM

Q4. SHORT QUESTIONS

i. What are the methods of Managing Customer Relationships?
ii. Describe the key benefits of Customer Relationships management.
iii. What is the role of CRM in technology?

iv. What is customer segmentation in CRM?

9.21 INTEGRATING CRM WITH ERP SYSTEMS

Enterprise Resource Planning (ERP) systems manage core business processes such as
inventory, supply chain, and human resources, while CRM focuses on customer
interactions. Integrating CRM with ERP systems allows businesses to have a 360-degree

view of their operations and customer relationships.

Benefits of Integration:

e Improved data accuracy: Syncing data between CRM and ERP eliminates
redundancies and ensures that customer information is consistent across

departments.

e Better customer insights: Integration provides a complete view of customer
orders, payments, and service interactions, allowing for more informed decision-

making.
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o Streamlined operations: CRM-ERP integration enhances operational efficiency
by automating workflows between sales and back-office processes.

Example:

Microsoft Dynamics 365 combines both CRM and ERP capabilities, providing businesses
with a unified platform to manage their customer relationships and internal operations
seamlessly.

Case Study: Amazon's CRM Success

Background:

Amazon, one of the largest e-commerce companies globally, has built its success largely
on its ability to effectively manage customer relationships. Its CRM system integrates
customer data, purchasing history, and browsing behavior to provide personalized
recommendations, enhance customer experience, and drive sales.

CRM Strategies:

1. Personalization: Amazon offers personalized product recommendations based on
a customer’s browsing and purchase history. This personalization is enhanced
through algorithms that constantly learn from customer behavior.

2. Customer Service: Amazon’s customer service is exceptional, offering easy
returns, 24/7 support, and swift resolution of issues.

3. Loyalty Programs: Amazon Prime, the company’s flagship loyalty program,
offers free shipping, exclusive deals, and access to entertainment services. Prime
members tend to spend significantly more than non-members, showing the
effectiveness of loyalty programs in CRM.

Results:

Amazon’s CRM strategy has led to industry-leading customer retention rates, with Prime
members accounting for a significant portion of its revenue. Its personalized approach
drives repeat purchases and fosters long-term customer loyalty.

Lessons:

e Personalization drives engagement: Tailoring offerings to individual customers
leads to higher satisfaction and increased sales.

o Excellent customer service builds trust: Resolving issues quickly and effectively
enhances customer loyalty.

« Loyalty programs increase retention: Offering exclusive benefits encourages
customers to remain loyal to the brand.
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9.22 SUMMARY

CRM is a strategic approach to building lasting customer relationships, essential for
retaining customers, driving profitability, and fostering loyalty. Key components include
personalization, customer segmentation, data analytics, and ethical data management.
Customer Relationship Management (CRM) is a comprehensive business strategy that
focuses on building and maintaining strong, long-term relationships with customers to
drive growth, loyalty, and revenue. At its core, CRM involves collecting and analyzing
customer data to gain insights into their needs, preferences, and behaviors, and using this
information to deliver personalized, targeted interactions across all touch points. By
implementing a CRM system, businesses can streamline sales, marketing, and customer
service processes, ensuring that every interaction is tailored to the individual customer's
needs. The ultimate goal of CRM is to create a customer-centric culture that fosters loyalty,
retention, and advocacy, leading to increased revenue and growth. Effective CRM involves
continuous monitoring and improvement, leveraging analytics and feedback to refine
strategies and optimize customer engagement. By prioritizing customer relationships,
businesses can differentiate themselves in a crowded market, build trust and credibility,
and drive long-term success.

>
%
=32

= SE‘_ 9.23 GLOSSARY

Account: A company or organization that is a customer or potential customer.
Accounts are often used to manage multiple contacts and opportunities.

Contact: An individual within an account who is a customer or potential customer.
Contacts can have their own set of information, such as phone numbers and email
addresses.

Lead: A potential customer who has shown interest in a product or service. Leads
are often generated through marketing campaigns or website interactions.

Opportunity: A potential sale or deal with a customer. Opportunities are often
used to track the sales process and forecast revenue.

Customer Journey: The series of interactions a customer has with a company,
from initial awareness to post-purchase support.

Sales Funnel: The stages a lead goes through to become a customer, often
including awareness, consideration, and decision.

Conversion Rate: The percentage of leads who become customers, often used to
measure marketing and sales effectiveness.

Customer Satisfaction (CSAT): A measure of how satisfied customers are with a
product or service, often tracked through surveys or feedback forms.
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Customer Retention: The ability to retain existing customers, often measured by
customer churn rate or retention rate.

Customer Acquisition Cost (CAC): The cost of acquiring a new customer,
including marketing and sales expenses.

Customer Lifetime Value (CLV): The total value of a customer over their
lifetime, often calculated by multiplying average order value by purchase
frequency.

CRM Software: A tool used to manage customer relationships and interactions,
often including features such as contact management, sales force automation, and
marketing automation.

Cloud CRM: CRM software hosted online, often providing scalability and
accessibility.

On-premise CRM: CRM software hosted on a company's own servers, often
providing control and security.

Mobile CRM: CRM software accessible on mobile devices, often providing sales
teams with real-time access to customer information.

Social CRM: Integrating social media into CRM, often providing additional
channels for customer engagement and feedback.

Analytics: The analysis of customer data to gain insights, often including metrics
such as customer behaviour, preferences, and demographics.

Reporting: The presentation of customer data in a useful format, often including
dashboards, charts, and graphs.

Dashboard: A visual representation of customer data, often providing real-time
insights and metrics.

Workflow Automation: Automating repetitive tasks in CRM, often improving
efficiency and reducing manual errors.

9.24 ANSWERS TO CHECK YOUR PROGRESS

Check Your Progress A

QL. i. d) To enhance customer relationships ii. d) All of the above iii. a) Data mining iv. b)
Relational CRM v. b) To retain existing customers vi. d) All of the above vii. a) CRM
automation viii. a) Customer retention rate

Q2. .

FALSE ii. FALSE iii. TRUE iv. FALSE v. TRUE vi. FALSE vii. TRUE vii.

FALSE
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Q3. i. Customer Relationship Management ii. Improve customer satisfaction iii. customer
interactions and data iv. Customer service v. in a hybrid model vi. customer satisfaction
vii. business needs viii .access

&
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o'f 9.27 TERMINAL QUESTIONS

Q1How has technology transformed CRM strategies in modern businesses?
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Q2. What are the ethical considerations involved in the use of customer data for CRM
purposes?

9.28 CASE LET

1. Amazon is the world's largest online retailer, with over $280 billion in annual revenue
and 300 million active customers.

The Customer Relationship Management Challenge Amazon faced are:
1. Managing vast customer data

2. Providing personalized experiences

3. Scaling customer service

4. Integrating multiple channels (web, mobile, physical stores)

Analyze the CRM strategy of a global company Amazon. How does their approach to
CRM contribute to customer retention and satisfaction?
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UNIT 10 SERVICE GUARANTEE AND SERVICE
RECOVERY
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10.2 Objectives

10.3 Conceptualization of the term ‘Service Guarantee and Service Recovery’
10.4 Characteristics of an Effective Service Guarantee & Service Recovery
10.5 Types of Service Guarantees and Service Recovery

10.6 Roles of Service Guarantees & Service Recovery in Enhancing Customer Trust
10.7 Strategies for Effective Service Guarantees & Service Recovery

10.8 Linking Service Guarantees and Service Recovery

10.9 Summary

10.10 Glossary

10.11 References

10.12 Suggested Readings

10.13 Terminal & Model Questions

10.1 INTRODUCTION

In today's competitive market, providing exceptional customer service is crucial for the
success of any organization. To maintain customer trust and satisfaction, businesses
employ strategies like service guarantees and service recovery to handle potential service
failures effectively. These concepts are critical in shaping customer perceptions, building
loyalty, and differentiating a brand from its competitors. Service guarantees and service
recovery are vital components of a robust customer service strategy. While service
guarantees build customer confidence and set expectations, service recovery ensures that
any potential failure does not result in permanent damage to customer relationships.
Together, they help companies maintain a competitive edge, foster loyalty, and sustain
long-term business success. Let's explore these two interconnected strategies.
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10.2 OBJECTIVE

After studying the concepts of Service Guarantee and Service Recovery, readers should be
able to:

e Understand the conceptual framework of the term service guarantee & service
recovery & various types.

e Analyze how service guarantees & service recovery affect customer trust,
satisfaction, and loyalty.

e Learn how companies measure the effectiveness of their service guarantee &
service recovery.

e Know how service guarantee & service recovery processes help organizations
improve their services and avoid future failures

10.3 CONCEPTUALIZATION OF THE TERM ‘SERVICE
GUARANTEE AND SERVICE RECOVERY’

10.3.1 Meaning & Definition of Service Guarantee

A service guarantee refers to a formal commitment made by an organization to deliver a
certain level of service quality to its customers. It serves as a promise that the service will
meet or exceed the expectations set by the company.

When a service guarantee is in place, customers are assured that if the promised service
standards are not met, the company will take corrective actions, which can include refunds,
replacements, or other compensations. In simple words, Service recovery refers to the
actions taken by a company to address a service failure and restore customer satisfaction.
It encompasses a series of steps aimed at resolving issues and regaining customer trust after
an unsatisfactory experience. The term service guarantee has been taken by different
scholar’s differently some of them are as follows:

%+ According to Lewis & Booms (1983), service guarantees can be seen as a tool for
enhancing customer trust and confidence. By providing a guarantee, companies
signal to customers that they are committed to delivering a high-quality experience.
This assurance can play a pivotal role in shaping customer perceptions and driving
their purchasing decisions. A well-structured service guarantee serves multiple
purposes, such as differentiating a brand in a competitive market, motivating
employees to maintain high service standards, and managing risks associated with
service failures.

RS

% According to Lewis and Booms (1983) “A service guarantee is a promise made
to customers that a service will meet certain standards of quality. If the service fails
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to meet these standards, the company commits to compensating the customer in a
specified manner.”

% According to Rust and Zahorik (1993) “Service guarantees are a powerful tool
to enhance customer satisfaction, as they not only set customer expectations but
also provide assurance regarding service quality and rectification of service
failures.”

X/
°e

According to Schoefer and Diamantopoulos (2008) “Service guarantees are
formal commitments made by service providers that outline the service level
expected and the corrective measures that will be taken if these levels are not
achieved.”

% According to Davidow (2003) “A service guarantee is a promise by a service
provider to deliver a certain level of service and to provide a remedy if that level is
not met, thus acting as a safety net for customers.”

% According to Kwortnik and Thompson (2009) “Service guarantees serve as a
mechanism to reinforce service quality and customer trust by providing a structured
approach for addressing service failures.”

% According to Bitner, Booms, and Tetreault (1990), effective service recovery
involves several key components:

o Acknowledgment: Recognizing the service failure and taking
responsibility is crucial. This step is fundamental in showing customers that
their concerns are being taken seriously.

o Apology: A sincere apology can help to defuse frustration. It demonstrates
empathy and understanding of the inconvenience caused to the customer.

o Resolution: This involves taking immediate action to rectify the issue,
which might include offering a refund, replacement, or other forms of
compensation.

o Follow-up: Following up with customers after the issue is resolved can
enhance satisfaction and ensure that the customer feels valued and heard.

10.3.2 Meaning & Definition of Service Recovery

Service recovery refers to the actions taken by a company in response to a service failure.
It involves processes aimed at rectifying the situation and restoring customer satisfaction.
Effective service recovery not only addresses the immediate issue but also aims to rebuild
customer trust and loyalty. Service recovery is a crucial element of service management
that focuses on addressing failures in service delivery to ensure customer satisfaction and
loyalty. In layman, service recovery refers to the actions taken by a business to rectify a
failure in service delivery and restore customer satisfaction. VVarious scholars have defined
service recovery, each highlighting different aspects of the concept:
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¢+ According to Bitner, Booms, and Tetreault (1990) "Service recovery refers to
the actions taken by an organization in response to a service failure to improve the
situation for the customer.” In simple words, the present definition focuses on the
company's response to service failure, emphasizing that the goal of service recovery
is not just to correct the mistake but to improve the customer’s experience.
Moreover, the present definition also highlights recovery efforts' emotional impact
on customers.

¢+ According to Davidow (2003) "Service recovery is the systematic efforts by a firm
to correct a problem following a service failure and to retain a customer’s
goodwill." Davidow's definition stresses the systematic nature of service recovery,
suggesting that it is not an ad hoc process but a structured effort that is part of a
company’s service strategy. The focus is on retaining goodwill, implying that a
well-handled recovery can lead to even greater customer loyalty.

s According to Gronroos (1988) "Service recovery is a company's actions designed
to solve a problem following a service failure and retain a customer's goodwill." In
simple words, Gronroos emphasizes the importance of regaining customer trust
after a service failure. The present definition suggests that effective service
recovery can restore goodwill and prevent customer defection, making it a strategic
tool in customer relationship management.

« Hart, Heskett, and Sasser (1990) describe service recovery as "A company’s
ability to respond to service failures in ways that delight customers and turn a
negative experience into a positive one, potentially resulting in increased customer
loyalty."”

¢+ According to Michel, Bowen, and Johnston (2009) "Service recovery refers to
the actions a service provider takes in response to service failure to rectify the
failure and manage customer dissatisfaction.” Michel and colleagues emphasize
both corrective actions and the management of dissatisfaction. Their definition
stresses that service recovery is not just about fixing the technical aspects of the
failure but also about addressing the emotional needs of the customer.

¢+ According to Smith, Bolton, and Wagner (1999) "Service recovery is a process
that identifies service failures, effectively resolves customer problems, classifies
their root causes, and yields data to improve service." This definition goes beyond
immediate problem-solving and introduces a systematic approach to service
recovery. Smith et al. highlight the dual purpose of resolving the customer’s issue
while using the information gathered to prevent future failures.
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10.4 CHARACTERISTICS OF AN EFFECTIVE SERVICE
GUARANTEE & SERVICE RECOVERY

10.4.1 Characteristics of Service Guarantee

An effective service guarantee not only assures customers of service quality but also
outlines clear remedies for any service failures. The following are key characteristics of a
well-designed service guarantee:

Fig. 1: Characteristics of Services Guarantee
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Unconditional: an effective service guarantee should have no complicated
conditions or loopholes. It must be clear and straightforward, offering customers
the promised service or compensation without unnecessary hurdles. "The most
effective service guarantees are simple and unconditional, removing any ambiguity
or confusion in the minds of the customers™ (Hart, Heskett, and Sasser 1990),

Easy to Understand: A service guarantee should be written in simple, clear
language that is easy for customers to understand. A complex or vague guarantee
may undermine customer confidence and trust."Clarity in communication is a key
component of a successful service guarantee (Wirtz (1998). "

Meaningful: The guarantee must offer something valuable to the customer. A
meaningful service guarantee addresses important service aspects that are critical
to the customer’s satisfaction, such as timeliness or quality. "A service guarantee
should reflect aspects of service that are significant and valued by the customer,
ensuring it resonates with their expectations (Hart 1988)."

Credible: The guarantee must seem believable to the customer. Studies have
shown that a credible guarantee reflects a company's confidence in its service
quality and demonstrates commitment to customer satisfaction. "Credibility stems
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from the company’s reputation, previous service experiences, and the simplicity
and realism of the service guarantee (Berry and Parasuraman 1991)."

% Easy to Invoke: A service guarantee must be effective, easy for customers to
invoke. If the process of claiming compensation or service correction is difficult or
bureaucratic, it defeats the purpose. "To be truly effective, a service guarantee must
be easy for customers to claim, ensuring that they feel comfortable and confident
in utilizing it. (Hart, Heskett, and Sasser 1990) ".

10.4.2 Characteristics of Service Recovery

An effective service recovery process focuses on resolving service failures in a way that
enhances customer satisfaction and loyalty. Below are the critical characteristics of
effective service recovery:

Fig. 2: Characteristics of Services Recovery
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% Responsiveness: An effective service recovery must be prompt. Customers expect
a quick response when a service failure occurs, and a delay can worsen
dissatisfaction. "Speed in addressing a service failure is often the key to turning
around a negative situation (Bitner, Booms, and Tetreault 1990)."

e

*» Empathy and Apology: Tax and Brown (1998) emphasize that customers expect
service recovery efforts to be empathetic. A sincere apology, coupled with an
understanding of the customer’s frustration, can go a long way in restoring trust.
"Empathy and a sincere apology are critical in defusing customer frustration and
establishing a foundation for resolving the issue.”
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Compensation and Fairness: Effective service recovery often involves
compensation. Smith, Bolton, and Wagner (1999) argue that compensation must
be perceived as fair by the customer. Whether it’s a refund, discount, or other types
of recompense, it must reflect the magnitude of the service failure. "The perceived
fairness of compensation is crucial in achieving customer satisfaction after a
service failure."

Problem Solving: Michel, Bowen, and Johnston (2009) highlight that effective
service recovery requires solving the problem completely and ensuring it doesn’t
happen again. Customers value businesses that can not only fix the immediate issue
but also address its root cause.”Sustainable service recovery involves identifying
and eliminating the causes of the failure, ensuring that future customers do not
experience similar issues.”

Follow-up: Following up after the recovery effort shows continued commitment.
Davidow (2003) points out that checking back with the customer after the issue has
been resolved can leave a positive impression and enhance loyalty. "A follow-up
call or email reassures the customer that the company values their feedback and is
committed to ensuring satisfaction.”.

10.5 TYPES OF SERVICE GUARANTEES AND SERVICE
RECOVERY

10.5.1 Types of Service Guarantees: Service guarantees can be categorized based on their
scope, conditions, and the level of compensation offered. Below are the main types:

Fig 3: Type of Service Guarantee
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% Unconditional Service Guarantee: An unconditional service guarantee offers a
promise without any restrictions or limitations. Customers are assured that if the
service fails in any way, they will be compensated, regardless of the reason for
failure. Hart, Heskett, and Sasser (1990) state that "Unconditional guarantees
provide maximum customer assurance, making the process transparent and easy
for customers to claim." For example Bean's "Satisfaction Guarantee™ which offers
full refunds if the customer is not satisfied, without any time limits.

% Specific Attribute Guarantee: This type of guarantee focuses on a specific feature
or aspect of the service, such as delivery time or product quality. The guarantee
only applies to the particular attribute being highlighted. Rust, Zahorik, and
Keiningham (1996) define specific attribute guarantees as "Promises tied to
measurable and critical dimensions of service performance, such as timeliness,
accuracy, or safety." Domino's Pizza’s "30-minute delivery" is the best example of
specific attribute guarantee which ensure the timely delivery of Pizza along with
complementary free pizza if the delivery takes longer than 30 minutes.

% Multi-attribute Guarantee: A multi-attribute guarantee covers several aspects of
the service, combining various specific guarantees into one package. It gives
customers confidence that multiple service elements are being monitored and
maintained at a high level. A reputed hotel ensuring room cleanliness, service
promptness, and comfort together in one comprehensive promise is the best
example of multi attribute guarantee.

% Conditional Guarantee: Conditional service guarantees come with certain
stipulations or conditions. The guarantee is valid only if specific customer
requirements or circumstances are met. According to Wirtz (1998) "Conditional
guarantees are often seen in situations where external factors may influence service
delivery, such as weather or customer behavior." Airline compensation for delayed
flights, but only under certain conditions like delays over 2 hours or caused by
airline-related issues (not weather) is the best example of conditional guarantee.

10.5.2 Types of Service Recovery

Service recovery strategies can be categorized based on the approach and methods used to
correct service failures. Here are the primary types:

Fig: 4: Type of Service Recovery
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Proactive Service Recovery: In proactive service recovery, the company takes
action to prevent service failures or addresses the failure before the customer
complains. This type of recovery aims to catch potential issues early and resolve
them quickly. Michel, Bowen, and Johnston (2009) describe it as "a preventive
measure, where companies anticipate service breakdowns and have systems in
place to rectify them before the customer is significantly impacted.” For example,
a hotel offering a discount or free room upgrade if a guest’s room is not ready upon
arrival, even before the guest raises a concern.

Reactive Service Recovery: In this approach, the company waits for the customer
to report a failure and then responds to resolve it. It is customer-driven, where the
company responds to complaints after they arise. According to Davidow (2003)
"reactive recovery depends on how quickly and effectively the company addresses
customer complaints and resolves the issue." Example: A restaurant offering a free
meal or discount after a customer complains about a delay in service.

Compensatory Service Recovery: This type of recovery involves compensating
the customer for the service failure, often through refunds, discounts, or free
services/products. Compensation helps to mitigate the damage caused by the
failure. According to Tax and Brown (1998) "Compensatory recovery is crucial
in situations where service failure has significantly impacted the customer’s
experience, providing tangible benefits as an apology.” An airline offering a travel
voucher or free flight in response to a significant flight delay or cancellation is the
example of compensatory service recovery.
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% Restorative Service Recovery: Restorative service recovery focuses on restoring
the customer's experience to what it should have been, with immediate corrective
actions. The goal is to fix the issue and ensure that the customer’s experience meets
or exceeds expectations. According to Michel, Bowen, and Johnston (2009)
"restorative recovery centers on returning the customer’s experience to a
satisfactory level, often including apologies and immediate rectification of the
issue." For example, a hotel offering a guest a new room immediately after they
report a problem with cleanliness, along with a sincere apology.

/7
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Apology-Based Service Recovery: Sometimes, an apology alone can serve as an
effective service recovery tool, especially in cases where the service failure is
minor. A well-timed, sincere apology can help restore trust and maintain customer
relationships. According to Smith, Bolton, and Wagner (1999) "An apology,
when genuine, can be sufficient in less severe service failures, offering the
customer recognition and acknowledgment of the inconvenience caused."
Example: A retail store apologizing to a customer for a billing error and fixing the
problem on the spot.

10.6 ROLES OF SERVICE GUARANTEES & SERVICE
RECOVERY IN ENHANCING CUSTOMER TRUST

Customer trust is a critical factor in building long-term relationships between businesses
and their customers. Both service guarantees and service recovery play a vital role in
enhancing customer trust by ensuring service reliability, accountability, and
responsiveness to service failures. The following sections explain how these mechanisms
contribute to customer trust.

10.6.1 The importance of Service Guarantees Enhance Customer Trust

A service guarantee is a formal assurance provided by the company those specific service
standards will be met, and if not, the company promises to compensate the customer. This
mechanism fosters trust in several ways:

0,

% Promotes Confidence in Service Quality: According to Hart, Heskett, and
Sasser (1990), service guarantees act as a public commitment to service quality.
They demonstrate the company’s confidence in its ability to deliver as promised,
which builds customer trust. Hence it is correctly says that "When a business offers
a service guarantee, it signals confidence in its ability to meet customer
expectations, which strengthens the trust customers have in the business."

¢ Risk Reduction for Customers: Service guarantees reduce the perceived risk of
purchasing services, particularly in industries where the outcome is uncertain (e.g.,
healthcare, hospitality). A clear and unconditional guarantee gives customers peace
of mind and confidence in their decision-making process. By minimizing the risks
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involved in service transactions, guarantees help customers feel secure, reinforcing
their trust in the service provider (Rust, Zahorik, and Keiningham 1996)".

Creates Accountability: Service guarantees also create accountability for the
company. Wirtz (1998) points out that a well-designed service guarantee holds the
company responsible for service failures, showing the customer that the company
is willing to be held accountable, which builds trust. A service guarantee serves as
a contractual promise, signaling to customers that the company will be held
accountable for its services, thus fostering greater trust.

Transparency and Clear Communication: Offering a service guarantee
improves transparency. Berry and Parasuraman (1991) suggest that guarantees,
particularly those that are clear and simple, show the company is transparent about
its service quality. This openness encourages customers to trust that the company
will do right by them. Customers are more likely to trust companies that are
transparent in their communication about service standards and the actions they
will take if those standards are not met.

10.6.2 The importance of Service Recovery Enhances Customer Trust
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While service guarantees create initial trust, service recovery builds and restores
trust when service failures occur. Effective service recovery strategies enhance
customer trust through the following mechanisms:

Demonstrates Commitment to Customer Satisfaction: Service recovery efforts
show customers that the company is committed to rectifying mistakes and ensuring
their satisfaction. Smith, Bolton, and Wagner (1999) emphasize that when service
recovery is handled well, it signals that the company genuinely cares about the
customer experience. An effective service recovery process can turn a negative
customer experience into a positive one, strengthening trust in the company’s
commitment to service excellence.

The Service Recovery Paradox: The service recovery paradox refers to situations
where customers may trust the company more after a service failure is handled well
than if the failure had never occurred. McCollough and Bharadwaj (1992) suggest
that the paradox occurs when the company’s response to the failure exceeds
customer expectations, thereby deepening trust. When service recovery efforts go
beyond the customer’s expectations, it can lead to higher levels of trust and loyalty
than if the service had been delivered without any failures.

Responsiveness and Timeliness: Quick and efficient responses to service failures
are crucial in restoring customer trust. When companies address problems swiftly
and appropriately, they reassure customers that their concerns are a priority. Timely
service recovery signals to customers that their problems matter, which builds trust
in the company’s ability to handle issues effectively (Bitner, Booms, and Tetreault
1990).

Unit 10 Service Guarantee and Service Recovery Page 2410f 556



MS 505 Service Marketing Uttarakhand Open University

R/
L X4

Fairness and Compensation: Customers assess the fairness of the recovery process,
including compensation and the way their complaint is handled. Tax and Brown
(1998) highlight that fair compensation (whether monetary or non-monetary) after
a service failure restores trust by showing the company values the customer and
takes responsibility for its errors. Providing fair compensation for service failures
builds trust by reinforcing the company’s commitment to resolving customer
concerns equitably.

Empathy and Apology: A sincere apology coupled with empathetic communication
significantly contributes to trust restoration after service failures. Davidow (2003)
argues that an effective apology demonstrates respect for the customer and helps
rebuild trust after a negative experience. Empathy during service recovery conveys
to customers that the company understands their frustration and is genuinely
invested in making things right.

10.7 STRATEGIES FOR EFFECTIVE SERVICE
GUARANTEES & SERVICE RECOVERY

10.7.1 Strategies for Effective Service Guarantees

To implement service guarantees effectively, businesses need to adopt strategies that
ensure the guarantees are not only well-structured but also meaningful to customers. Here
are key strategies:
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Design Clear and Unambiguous Guarantees: A service guarantee should be easy
to understand and free from complicated legal jargon. Wirtz (1998) emphasizes
that clear, simple language fosters customer trust and ensures they can easily
comprehend what is being promised. The clarity of a service guarantee directly
influences its effectiveness in gaining customer confidence. Hence for effective
service guarantees, organization must use concise and straightforward language,
ensuring all customers can understand the guarantee without needing clarification.
For instance, specify whether the guarantee covers delivery time, product quality,
Or customer service responsiveness.

Focus on Meaningful Attributes: A service guarantee must address those aspects
of the service that are most important to customers. Hart (1988) notes that
guarantees must focus on critical performance areas, such as timeliness, accuracy,
or service quality. Effective service guarantees address the specific service
attributes that have the most impact on customer satisfaction. Besides, by
conducting customer surveys or focus groups study an organization can identify
the most valued service attributes, and design guarantees around them. For
example, a hotel may guarantee a clean and comfortable room upon check-in.

Offer Tangible Compensation: According to Smith, Bolton, and Wagner
(1999), offering compensation for service failures is essential in making guarantees

Unit 10 Service Guarantee and Service Recovery Page 2420