SERVICE MARKETING MIX

Product


A product or service is essentially an offering to satisfy a need or want.  So, want satisfying is the basic characteristic of a product.  ‘From a strictly technical manufacturing point, a product consists of a number of raw materials, so put together that the end result, the product, serves a useful purpose of consumption, be it in feeding, clothing, housing, transporting the consumer etc.

The Product Personality


By definition, a service is not produced.  It is performed.  Therefore, to refer to a service as a product, may not seem quite appropriate.  A product is something that a producer offers to a consumer to provide satisfaction of the consumers’ needs.  To the manufacturer or producer the product is an aggregate of technical/physical features and characteristics.  To the consumer, it is an aggregate of utilities, values, expectations and perceptions, a complex cluster of value satisfactions.


One buys satisfaction and state of mind rather than just goods and services; well-being rather than merely a package holiday or designer suits; security rather than just an insurance or a warranty; even beautiful feet rather than simply shoes; confidence rather than cosmetics.

Core and Peripherals


The product has a core constituent.  These are the technical characteristics which perform the basic functions for which the product is made.  The peripherals have no great functional utility, but they add value.  The core constituent of a television set is its engineering, circuitry, etc. that provide steady and clear images and sound.  The peripherals are the design of the cabinet positions of the controls, remote control facilities, guarantees, etc.  The peripherals are also referred to as the associated features that augment the product.

Product Differentiation


Products may be differentiated by the claims made by the manufacturer.  For example, 

For toothpaste – fluoride content,



   calcium content



   clove oil



   gel content etc.


As for as industrial products are considered – for bulk purchases customized products/services has been provided based on customer requirements.  Similarly, in services industry for example, computer training centers providing course according to students requirement, offering package tour as according to customers taste etc can well suit customization.

Packaging and Labelling


Packaging and labeling are very important in case of goods.

Packaging – for protection and for good looking

Labelling – is to attract, provide details regarding quantity, features and other details


As for as service business is considered the place where the service is rendered is very important.

· Their appearance and dress of the people providing the service

· The equipment and the forms used

· The displays and the décor etc constitute the packaging.

Examples include Apollo Hospitals, Indian Airlines, Singapore Airlines etc.

The Service Product


A service product is not a physical entity.  Physical tangible entities may be associated with some service products.  But a service product is generally made up of a number of intangible elements.  A choice has to be made as to what elements to be incorporated and offered in the core service offer, which will become the product.  

For example, a courier service could offer

· The delivery of articles at designated destinations within specified time limits

· Arrangements for the collection of articles in stipulated time

· Specifying limitations regarding the nature and size of articles that would be accepted and not accepted

· Options regarding payment requirements (strictly by cash, or credit or period of credit etc.)

 A product of tourism is the destination as well as what one experiences while 

proceeding to and staying in that destination.  The tourism product can be developed with an emphasis on art, architecture, culture, religion, history, sports, temples, leisure, lifestyles, etc.

· Places like Jaisalmer are being offered as tourism products to experience the lifestyle of the Maharajas, living in regal palaces with regal appartenances, traveling by the ‘Palace of Wheels’ (the luxuriously fitted railway train) etc.

· Adventure tourism on elephant back – For example, Himalayas can be product for adventure tourism and sports, and for nature lovers and for those wanting peace and quietness.

· Varanasi is a product based on religion, the Ganges, the Buddha, are capturing the essence of Indian Heritage.

· Temples and architecture from the basis of tourism in South India.


The product in a museum is not its collection of artifacts, but includes the manner of display, convenience of the visiting hours, space for visitors to move about, guidance on how to reach specific displays, opportunities for detailed study, explanations provided about exhibits etc.


The experience in a museum can be enhanced several times by more detailed explanations through panels or electronically regulated images and sounds.  A museum has the potential to make people not only aware of, but also to get increasingly interested in the subjects exhibited.

Developing a Product


A product has to be designed keeping in view the expectations and needs of the consumer.  Satisfaction has to be experienced during use, as well as during purchase.  

While designing and offering a product, the following factors should be taken into account.

· The market segment being catered

· The needs that will be satisfied by the core product.  This depends on the segment chosen

· What should be the mix of the elements in the product

· Nature of differentiation with other products

· Extent of augmentation

· Extent of customization

· Packaging and labeling

Steps involved in developing a service product

Step 1: Benefit Concept [Determining what the customer values as benefit]


The product has to provide benefits to the customer.  One needs to be clear on who the customer is and what his needs are.  Example: The needs of a traveler on business are different from those of one traveling on holiday with his family.  In latter case, the children, wife are also included as customers.

How a better service can be given by a travel agency?

· Providing Itineries

· Bookings for travel and accommodation

· Currency in various denominations

· Help in passport and visa formalities

· Arranging for conferences and sight seeing

· Perceiving and delivering mail to travelers on long holiday tours

· Arranging for special food

· Covering several destinations

· Arranging for guides etc.

Step 2: Service Concept [Determining which of these benefits could be offered]


The benefits offered by a restaurant may vary in the kinds of food it o9ffers.  It can be Indian, Chinese, Mexican, Continental, Thai etc.

It can be a large spread or salads or coldmeal or seafoods etc.

Their rates, courtesy, the waiting area, comfort of seating, privacy, exclusiveness etc.

One restaurant may in this service concept include:

· Only authentic Goan food, Chinese food or Punjabi koliwada, and

· Quick service with little attention paid to seating, ambience or courtesy in service

Another may conceive of service in terms of quick, clean, simple sholesome 

lunches for business executives, without much of a choice in menu, but offering a convenient seating arrangement and atmosphere, to enable customers to have serious business discussions while eating.

Variations in service may be in terms of : eating facility, waiter service or self 

service, delivery of food to a customer’s workplace, daily/monthly payment for meals, payment before/after service.

These choices are to be made keeping in mind

The market segment proposed to be served

The resource one has and can muster

Example: Singapore Airlines 

The benefits provided includes:

Recycling seats

Choice of food for economy class (also)

Menus changed every week

Ultramodern equipments and arrangements

Puchases home delivered anywhere in the world

An inflight office fax

Priority passengers getting magazines related to their hobbies/profession

Step 3: Delivery System [Deciding on arrangements for delivery the service]


Once the choices with regard to offer are made, the proposed service must be delivered consistently, 100% all the time.


Services are delivered 

· By the people

· Using equipment and other physical facilities

· Through systems

New Product Development and Strategy

In today’s fast changing environment, technology determines and plays a very vital role in the life stages of product.  Indeed, shorter product life cycle is an important characteristic of today’s products.  Perhaps, advances in technology and intensive competition have forced companies to innovate.  This is not just to fascinate customers with company’s new products but is also a mode of survival in today’s environment.  When a company foresees that its growth or sustenance from existing products has stagnated, naturally it should think of new products.  It is a tough reality that a company cannot depend upon a single product or product lines for a long time.  So, it must opt for new products.

What is a New Product?

There are many ways of defining a new product.  Generally, a new product may be a modification – an improvement or reformulation of the existing one – or it may be a completely new product.  However, a new product can be defined in three ways.

Innovative Product


When a technological innovation from the research and development (R&D) division of a company results in a new product which is truly new o the consumers it is called an innovative product and it makes the already existing product outdated.  For example, when television was introduced in the Indian market the transistor radio lost its market.  Similarly, cell phones have made pagers outdated.  Hence, an innovative product is not only new to the consumer but also kills the market for already existing products.

Replacement Product

It replaces the existing product but is not ‘wholly’ innovative.  In other words, it is a reformulation of the already existing product but provides significant differentiation from the product that is of being marketed till recently.  For example, in the home appliances’ market, many ‘wet grinder’ manufacturers offer ‘ultra’ grinders with tilting sophistication which claims reduction in labour and time.  As a product, the ‘ultra’ grinder is nothing but a modification of the already existing one and it is being offered with some additional features.

Imitative Product


This is a new product to the company but is already well established in the market.  Initially, some innovative firm (a leader) might have developed such products taking advantages of their financial resources, R&D skills and marketing expertise.  Later, others may imitate such products which are disparagingly described as “me-too” products because the companies which launch them lack imagination and they attempt to thrive on the leader’s efforts.  But, one should remember that all companies cannot possibly be pioneers of product inventiveness.  Hence, the bulk of new products are simply imitations.

New Product Development and Testing

It includes the following phases:

Idea Generation

· What are the sources of new product ideas?

· How are new product ideas generated?


There is no singly answer to these questions.  Sometimes, ideas about new products or innovations are discovered by accident or luck.  Some others are discovered by deliberate search (R&D) and marketing research skills.  However, about new products can be generated from several sources like customers, channel members, R&D scientists, employees, competitors’ products, top management, MR agencies etc.


The ideal place to start the search for new product ideas is certainly customers.  Customers, the current users of the company’s product, will know the strength and weakness of the product.  Hence, a company that has accepted ‘marketing concept’ as its business philosophy must start the search for new product ideas from current users.  

Screening of New Ideas


A company can generate as many as possible ideas from different sources about new products.  These ideas can be described on a standard form to review the pros and cons of each new idea.  A new product committee may be appointed to review these raw ideas.  One should remember that all new product ideas cannot be promising products in terms of commercial viability.  The new product committee may recommend one or two ideas (most promising) after rigorous reviewing.  The verbal description of the few (most promising) ideas can be tested with customers who may probably be the target market of the new product.


What is the purpose of screening of new product ideas?  The very purpose is to drop poor ideas and pick up the best and most promising ones.  This will enable the company to avoid wastage of resources which will be committed in the subsequent stages of new product development.

The following points can be considered in reviewing of new product ideas:

· Does the new product idea meet customers’ need? Need fulfillment

· Would it offer superior value? Value for money

· Can it be distinctively promoted? Suitable for promotional (advertising) campaign

· Does the company have necessary technological and capital resources? 

Technical and financial feasibility

Concept Development and Testing


Screening of new product ideas will enable the management to pick up the most promising idea which must be further refined into testable product concepts.  A product concept is a detailed description of the new product ideas, its functional utility, economic aspects, fulfilling consumer hopes, aspirations etc.  Moreover, the new product idea can be a source for developing two or three concepts varying formulations (versions) of the same product idea in order to incorporate consumer meaning.  Let us, for example, assume that a passenger car maker has an idea of developing a new solar-powered car.  This idea can be a source for developing two or three product concepts.  The verbal or pictorial form of the new product idea can be presented to respondents for evaluation before committing finances for costly developments.

· Concept A – Description of design, features etc.

· Concept B – Description of design, features etc.

· Concept C – Description of design, features etc.

Each product concept (solar-powered car) has varying features which need to be 

tested with consumers.  In other words, each product concept is a detailed verbal description of the design and features of the solar powered vehicle.

Business Analysis


A new product idea must be economically viable, technically feasible and commercially successful.  After incorporating consumer meanings to the new product concepts, the management must prepare and estimate sales, cost an dproduction feasibility.  Questions such as the following need to be ansered:

· Whether the existing production facility is all right for making the new product?

· What are the other resources required?

· How to manage cost and profit?

Product Development and Testing


The concept of screening and testing basically deals with pictorial or verbalised components of the new product.  In the prototype model development, two or three models are developed (concepts which underwent consumer testing) and these models may undergo rigorous in-house testing for further improvement.  First, prototype model developments can be done by a method, Quality Function Deployment (QFD), which involves listing of customer attributes (aspirations, expectations and benefits) by marketing research and then turning them into engineering attributes.  Then, the models of the new product are tested.  This prototype model testing may be such that it helps to evaluate the alternative models.  For example, the alternative models of the nw product can be compared with already existing products in case the new product is a modification or reformulation of the latter.

A>B>C

Test Marketing


Prototype testing enables the marketer to pick the best alternative for a market launch.  However, the new product requires further actual market testing.  This is an experimental marketing that covers the entire range of situations which a company first decides to test the new product in a small part of its larger market so as to gain information before committing to full-scale commercialisation of the new product.  A small part of a market may range from one or two selected stores, through shopping centres or clusters of streets of various sizes to the whole area covered. Therefore, test marketing involves putting a new product in a small part of a larger market (where it is going to be launched after test marketing)” in order to observe its performance and consumer reactions before committing to large scale marketing.  

Commercialisation

This is the final step in the new product development strategies.  Test marketing data enable the firm to decide whether to launch the new product or not.  Once the firm finds that the test market data are supportive of launching the new product, then it may go ahead with commercialisation of the new product.  In launching the new product, the firm must consider the following three things

i. Launching time of the new product

ii. Selecting the market for launching the new product (regional market, national market or international market)

iii. Launching strategies (based on PLC)

Product Life Cycle (PLC)

The Product Life Cycle concept occupies a prominent position in the life of a product.  Every product enters a life cycle after being launched in the market by a firm.  PLC is just like our Human Life Cycle and it serves as a conceptual base for examining a products growth and development.  It is a managerial tool which is very useful in forecasting and strategic planning of a product.


PLC is explained in terms of the sales volume and profit of a product.  The various stages of the product life cycle are explained below:

Introduction Stage


The new product is launched in the market and it is a stage of slow growth for it.  Profits are negative or low because of low sales and high marketing expenses – distribution, advertising and other sales promotion measures.  It may be noted that a new product has a high chance of success or failure at this stage.  In launching the new product, the firm may consider any one of the four strategies depending on the nature of new product and market.




	
Rapid 

Skimming Strategy
	Slow 

Skimming Strategy



	Rapid 

Penetration Strategy
	Slow Penetration Strategy




Rapid Skimming Strategy


This strategy involves introducing the new product with a high promotion and high price in the market.  The firm charges high price to impress the merit and quality of the new product.  Very reputed companies may charge premium prices at the launching stage of a new product.  They depend on heavy advertising and sales promotion efforts.

Slow Penetration Strategy


This is just the opposite of the rapid skimming strategy and consists of a combination of low price and low-level promotion.  The belief is that charging a low price will slowly lead to market acceptance of the new product.

Slow Skimming Strategy


This involves a combination of high price and low level promotion.  The high price intends to make much profit the lauhcing stage of the new product.  When a market is relatively small in size and customers are well aware of the new products, the slow skimming strategy is appropriate.

Rapid Penetration Strategy


In contrast, a rapid penetrating strategy consists of a combination of low price and high level promotion.  This strategy aims to achieve the fastest possible rate of market penetration of the new product.  Generally, heavy promotion and charging low price are common features of the introduction stage of a new product.  Hence, there is no chance for profit.

Growth Stage


At the growth stage of a new product, the sales rise at an increasing rate.  So also there are profitable returns.  The opportunity to achieve a high profit is possible at the end of the growth stage of the new product.  However, the firm has to spend on the promotion of the new product and to fight strongly to establish dealership and distribution outlets.

Maturity Stage


When the new product reaches a maturity stage, the sales continue to rise but at a decreasing rate.  As a result, profits fall in line with falling prices which are unavoidable to maintain market share.  The firm has to invest more on advertising and sales promotion to differentiate the product from competitors and to encourage consumers to re-buy the product.  Distribution strategy aims to retain existing dealers and retailers.

Decline Stage


This is characterised by falling sales for the whole industry of the product.  Price cutting continues and profit is at zero-level.  Firm has to take a major strategic decision whether to continue with the product or abandon it.  If it decides to go ahead with the product, it must reformulate that is re-market the product.  On the other hand, the decision to abandon the product means developing a completely new product (innovation).

Price

Price is known by a variety of names in different sectors of the economy.  For example, in the transport sector it is known as ‘fare’, in education, it is called as ‘fees’, in real estate, it is ‘rent’ and in certain services, it is known as ‘charge’ (e.g. repairing charge).  Sometimes, ‘price’ and ‘cost’ are used interchangeably.  In general terms, price is the exchange value of a commodity or service which is being sold or offered by a producer to a buyer.  In other words, price of a product or service indicates the exchange value between the seller and buyer.  Hence, price is the amount of money charged by a marketer for his product or service.

Pricing Objectives
Survival Price: A firm sets survival price as its pricing objective when there is heavy competition and changing consumer wants in the target market.  Usually, a survival price is a low pricing objective to maintain demand for the firm’s product.  For example, many ready-made garment sellers (e.g., foreign brands like Lee, Arrow, Peter England, Van Heusan etc.) in recent times have resorted to pricing below cost or offering price off in order to survive.

Current Profit Maximisation: This is opposite to the survival price.  Here, the firm charges high price that will maximise current profit of the firm.  This is possible for a firm when there is good demand for its products.  Sometimes, a firm determines a specific rate of return on its total investment, say 10 percent of 15 percent in order to produce maximum current profit.  This is known as return on investment (ROI) price which will be generally high enough to maximise the firm’s current profit.

Market Share Price:   A firm which holds a high market share in the market may enjoy lowest costs and highest long-term profits.  As a market share leader in the market, it may charge as low as possible a price to maintain as well as to increase its market share.

Product Quality Price: A firm may charge a high price to impress the quality of the product.  Customers, generally, relate ‘high price’ with quality.  In other words, price is used as an indicator of the quality of the product.  Taking this into consideration, the firm may charge a high price to provide price quality leadership in the target market.  

Other External Factors: The important external factors that influence the price decision of a firm are customers, suppliers of raw materials, channel (wholesalers, retailers, dealers and distributors), competitors and the government regulatory agencies.  

Pricing Methods
Penetration Pricing: It is fixing up a minimum price during the launch and then increasing it in the futuristic course when the product gets market acceptance.  Penetration pricing can be fixed when more number of products are available in the market.  Example: Professional Courier

Skim-the-cream pricing: It is fixing up a higher price in the beginning and then reducing it in the futuristic course.  A company can follow skim-the-cream pricing when there are less number of players available in the market.  Example: Mobile service providers and handset companies

Mixed pricing: It is a combination of the above two.  

Cost – Plus pricing: It is cost of production added with some margin.  This is used by most of the marketers.

Psychological pricing: The Bata company in the 1970’s introduced psychological pricing as a popular method of creating an illusion of bargaining.  Later, this method became popular with other manufacturers as well.  Even durable goods, like household appliances, are priced at odd points.  What is the idea behind odd point price?  The odd point creates an illusion of bargaining and psychological satisfaction to the buyer something is less than the round figure.  When a product is priced at Rs.1000/- the buyer feels it as heavy price.  But, when the same product is priced at Rs.999/- it creates a feeling that something is less than Rs.1000/-  Thus, the odd price has the notion of discount or bargaining.

Promotional pricing:  It is attracting the customers with various promotional offers (like discount pricing) and inducing them to purchase the product.  For example, most of the consumer durable goes for promotional pricing during the new year season or festival season.

Differentiated Pricing: It is charging different amount for different customers.  For example, a Arvind Eye Hospital charging high amount for patients who require deluxe rooms and charging less amount for patients who opt for ordinary rooms.

Variable Pricing: It is fixation of pricing based on variable costs involved.  Example: Construction companies opt for variable pricing.

Marginal Pricing: It is based on marginal cost.  It is nothing but cost involved in producing an additional unit of production.  Some of the service organisations follow marginal pricing method.

Competitive Pricing: Under perfect competition, an individual firm is a price taker and it simply accepts the price determined by the industry.  The firm bases its price chiefly on the competitors’ price and it cannot influence the price decision. 

Promotion/Marketing Communication

After designing a quality product and pricing it reasonably, a firm has to communicate the product to the target market for sale.  The task of marketing will not be complete unless ‘information’, ‘persuading’ and ‘positioning’ of the product in the target market is undertaken successfully.  This can be achieved by developing suitable communication programmes.  In communicating with the target market, a firm can employ various communication tools.  Which are categorised as advertising, personal selling, sales promotion, publicity and direct marketing.

Advertising: It may be any paid form of non personal presentation and promotion of ideas, goods or services by an identified sponsor.  All commercial advertisements are a paid form of communication and they always aim to promote the product, service or idea to the target audience.  Identification of the advertiser is another important characteristic of the paid form of ommunication.  For example, when there is a sponsored programme by an advertiser on TV, the advertiser categorically identifies himself – ‘this part of the programme (e.g. a tele-serial or film etc) or this programme is brought to you by ………..

Therefore, paid form, non-personal and identification of the advertiser are the key elements of advertising.

Personal Selling: This takes the form of oral presentation while conversing with one or more prospective buyers for the purpose of making sales.  Unlike advertising, personal selling is face-to-face communication.  In other words, it is a two-way communication between the salesman and one or more prospective buyers.  The major advantage of this tool is immediate feedback.

Sales Promotion: Sales promotion is a short-term incentive to stimulate the interest of the target buyers.  Marketers use several short-term incentives such as percentage off in the price, free samples of a new product, prize gifts etc. to stimulate the interest of customers.  These are known as sales promotion devices.  They play a vital role in launching a product, to retain existing customers and to attract new ones.  Sales promotion devices are also used to stimulate the interest of middlemen – dealers, retailers, etc.

Direct Marketing: As a result of advancement in he field of telecommunications and computer technology, companes now use telephone, fax, e-mail or internet to communicate and all these make one-to-one dialogue possible with prospective customers.  So, telemarketing is emerging as a new concept of direct marketing.

Marketing Communication Mix/Promotion Mix
Most companies use all of he communication tools in varying proportions.  A firm employs several tools to carry the promotion communication simultaneously.  Collectively, the combinations of various tools make up the marketing communication mix of a firm.  The marketing message is highlighted by these tools with the single unified objective of promoting company’s sales.  So, the marketing communication mix is also called as promotion mix.

Major Decision Areas in Advertising Management

The very purpose of advertisement is to enhance the response of personal buyers for a product or service.  It achieves this by providing information, by channeling the desires of target buyers and by appealing to the rational and emotional motives of target buyers.  

Following are the decision areas involved in advertising management:

Setting Advertising Objectives


Setting appropriate advertising objectives is the primary task in the advertising campaign planning process.  The question arises what exactly advertising is supposed to achieve?  Advertising objective is a specific communication task to be accomplished among a defined audience, in a given period of time involving a starting point, a defined audience and a fixed time period-each of these are the elements of DAGMAR (Defining Advertising Goals for Measured Advertising Results).


Philip Kotler classifies advertising objectives in terms of their aims as informative advertising, persuasive advertising and remainder advertising.  Informative objective will be a right choice at the launching stage of a product category while the objective of the advertisement is to build primary demand.  Persuasive objective can be a good choice when a firm intends to build up brand image (selective demand).  Finally, reminder objective is meaningful when a product/brand has attained a mature stage. 

Deciding Ad Budget


Generally, all companies allocate a budget for advertising.  Most producers of consumer goods invest a larger proportion of their budgets in advertising rather than personal selling.  But, how much should a firm spend on advertising?  It is based on the size and volume of business.  Smaller company can go for affordable method, whereas larger companies can go for competitive parity method by spending the same or more amount than their competitors.  The companies can also follow objective task method for their ad spending or can allocate a percentage on their total sales.

Developing Ad Message


Every advertisement, whether it is commercial or social, must take a message to the target audience effectively.  After all, the primary job of an advertisement is to sell or communicate a message with the target group.   David Ogilvy said “making a promise is the soul of advertising.”  Rosser Reeves proposed that each product must develop its own Unique Selling Proportion (USP) – specific product benefit, uniqueness, of the product and it must sell the product.  Ad message decision involves three steps that include Message generation, Message evaluation and Message execution and selection for campaigning.

Selecting Ad Media


Now the marketer has to decide the media that he has to opt for advertising his products/services.  The media can be television, radio, newspapers, magazines, internet, film, wall painting, hoardings, etc.

Measurement of Ad Effectiveness


After the ad has been released it is the duty of the marketer to measure the effectiveness of advertisements.  The measurement can be done on various direct and indirect methods available.

Type of Ad Appeals:
Common Man Appeal: Here, a common man will be used by the advertiser in promoting the product.  The logic behind using common man is that common man appeal will definitely induce common man in purchasing a product.  Example: Surf Lalithaji

Emotional Appeal: Here, the advertiser will touch the emotions of the consumers.  For example, LIC for Child’s Future

Fear Appeal: Here, the advertiser will create some fear in the minds of the consumer stating that the advertised product if it has not been used would create some problems.  Example: Cease Fire

Humour Appeal:  Human beings like sense of humour and may not change the channels when these sort of appeal has been shown.  Example: Chota Pepsi – Sachin catching PEPSI from Amitabh

Celebrity Appeal: Here, famous television/TV./sports personality will be used.  It is to gain the attention of the audience.  Example: Amitabh for Eveready

Physical Distribution

Today’s customers have much more choice than their forefathers.  Marketers have made this possible not only by offering choices but by distributing them at the consumption point at the right time.  In fact, distribution has become increasingly important to marketers because of ever increasing competition and consumer concerns regarding prompt availability of products.  Marketing efforts amount to nothing unless the products and services are made physically available at the hands of those who need them.  Here, place element involves bridging the physical separation between buyers and producers.  Thus, a channel of distribution involves bringing products and services from the producers to the consumers.


The service offered by the service provider must be transferred to the consumers for their use.  Distribution is the process of transferring the goods or services from the place of production to the place of consumption.  The distribution system of tangible goods involves the use of a network of intermediaries to distribute the goods in some cases they may choose to distribute directly.  Generally, the function of production and distribution is divorced for tangible goods.


Services, often are inseparable from the provider and cannot be stored or transported, nor they can they be owned, their ownership or title cannot be passed along the channel line.  Due to these characteristics, the placing of service should not be treated in the same lines of tangible products.  The service provider must be present to deliver the service or find a representative to act on his behalf and deliver the services according to their specification like doctor, lawyers etc.  At the same time certain services like mail order and ATM do not require the presence of the service provider.


While making decisions regarding the distribution system, care must be taken to see the two important criteria are satisfied – the service must be made available at the right time and at the right place, it should also be accessible with ease and convenience by which the customer can avail the services. 

Why do Producers use Channel Members in the Distribution?


Many small and medium sized firms lack finance to set up their own channel networks.  Even large sized companies use intermediaries rather than setting up their own channel outlets.  Direct distribution is not feasible for many national or international marketers.  Hence, they too depend upon intermediaries.  This is the basic reason for using intermediary members in the distribution of products by the producers.

Location of service premises

The decision regarding location is concerned with the selection of site from where the delivery of service takes place.  Location decisions have been based on intuition, with a considerable range of success.

a. Nature of Service

The unique feature of service is that it is inseparable from the service provider.  

But the degree of inseparability varies from firm to firm.  If the skill and expertise of the service provider are required then, the degree of inseparability is greater.  In such cases, there is less flexibility and more cost involved in setting the location.  But in case of insurance and telecommunication services where the services are delivered without direct contact with the customers there is flexibility in relation to setting the location according to the needs of the service provider.

b. Nature of Interaction

In case interaction between the service firm and consumer is necessary, the next 

factor to be considered is where the service is delivered – is it in the place of the service provider or at the place of the consumer?  If the consumer goes to the service provider as in the case of a restaurant or bank, the location must be convenient to the customer.  But, when the service provider goes to the place of the customer to deliver the service as in the case of repair and cleaning services, the location will usually be at a place which is cost effective.  And at the same time the service must be made available within a reasonable time.

c. Nature of Customers’ Demand

Different groups of consumers may have different needs, which must be analysed, 

and segmented.  This will ensure which group of customers the service firm is likely to target, for example – some customers may rate convenience as a major criterion for a service while others may want some special feature of service, and will be willing to go any location to get his need satisfied.  Buyer behaviour and factors influencing the target segments are essential cosiderations in the location decisions.

d. Competitive Positioning

Multiple location can sere as a barrier to competition by building a firm’s 

competitive position and establishing market awareness.  Acquiring and holding prime locations before the market has developedd and keep competition from gaining access to those desirable locations and create an artificial barrier to entry.

e. Natural Geographical Location


Sometimes the nature of the service may be such that, there cannot be a choice of location.  For example, holiday resorts in the hill-station or on beach are dependent on geographical location rather than the convenience of the customer or the service firm.  In these cases, as the location is predetermined the service provider must manage the other elements of the marketing mix to attract customers.

f. Technological Advancements

With the increase in the level of automation, there is a great reduction in the 

choice of location decisions.  In some services e.g. banks, it is possible to separate the service provider from the customer through phone banking or ATM; their corporate clients are electronically connected with the help of modem.  Though technology has allowed changes in the location decisions in many service industries the decision on where and how to distribute service still depends on the needs of the customer.

g. Dependency on Other Services

Some services are required in clusters of associated services and products, 

therefore, the proximity of other service offering can still play a major role.  This is particularly in case of service business where provision of a fast and integrated service requires not only proximity to the customer but also to other business services.  E.g., the need for X-ray, diagnostic laboratories, pharmacy etc., in the vicinity of private clinics of doctors.

h. Infrastructural Facilities

Some service activities like financial services require rapid communication 

facilities with the other companies.  This is one of the reasons why many banks are located in large, highly developed cities with excellent communication.  Similarly, mail-house business and private express delivery services make location decision based on entry to good transportation network.

i. Target Market Decisions

Though the location is influenced by the above factors, competitive advantage can 

be gained only if the service is more specific to the requirements of the target market segment.  The location must be closer to the target customer taking into consideration the infrastructural facilities available to access to the location, the number of competitiors in the region.  The organisational objectives of the desired market coverage will also influence the selection of the location.

Channels in Service Delivery


Functions of Service Intermediaries

Two service marketers are involved in delivering service through the intermediaries – the service principal (the service firm) and the service distributor/deliverer.  

Agent: is one who acts on behalf of the principal and has the authority to create a legal relationship between the customer and the service principal.  The agent receives a commission or a fixed fee for the service done by him.  E.g. Insurance agent, travel agent.  They normally have a longer relationship with the service principal.

Brokers: They normall bring the service provider and the customer together for which they are paid a commission.  They have shorter relationship with the buyer and the seller, as their activities are transaction based.  E.g., Stockbroker, real estate broker etc.

Franchising
According to International Franchise Association of America:

“A franchise operation is a contractual relationship between the franchiser and the franchisee in which the franchiser offers or is obligated to maintain a continuing interest in the business of the franchisee in such areas as know-how and training; wherein the franchisee operates under a common trade name, forma and/or procedure owned and controlled by business from its own resources.”

Meaning: Franchising involves the sale of a successful business formula to an external buyer or franchisee who runs the operation in a specified location.  The essence of the franchising concept can be highlighted as follows:

· It is a contractual relationship

· The franchiser has a responsibility of introducing the franchisee to all relevant areas in the operation of the business

· The franchiser owns a trade name, format and procedure

· The franchisee must own its own business

Benefits of Franchising

To the Franchiser

1. Wider distribution

2. Maintains consistency in quality

3. Knowledge of local market

4. Risk sharing

5. Motivation

To the Franchisee

1. Obtaining established business

2. Reduction of risk

3. Training

Challenges of Franchising

To the Franchiser
1. Difficulty in motivating

2. Inconsistent quality

3. Customer feedback

To the Franchisee

1. Legal framework

2. Disappointing profits

3. Too much interference

4. Uncertainty

People in Services

In organisations manufacturing tangible goods, the personnel perform their duties in the factories, away from customers.  In services, personnel come in contact with the customers in the process of production and consumption of services.  In service business, the service personnel reflect the organisatijonal realities, it is through the interction with the staff, the customer forms an opinion of the organisation.   A service firm may have all equipment and technical facilities, and yet may not be able to provide satisfactory customer service.

Types of Service Personnel

The personnel in a service organisation can be classified on various bases.  

1. Customer Contact Employees

High contact personnel: When the physical presence and interaction of the customer with the employee is for a longer time, like in the case of restaruant, hospitals and ecuational institutions, it is called high contact.

Low contact personnel: When the period of ineraction of the customer and the employee is very small like in the case of retailing, bank or post office, it is called low contact.

Skilled and professional: Some contact personnel apart from possessing inter personal skills may need to be professionally qualified and possess the skill and expertise to deliver the service.  E.g. doctors, lawyers, consultants etc.

Non professional: Some contact personnel may not require special skill in delivering the service.  E.g. baby sitting, lawn making etc.

2. Support Personnel or Non-contact Employee

The employee who contributes to the service delivery but do not come into 

contact with the customer is called non-contact employee.   Such employees include chefs in hotels or crew in airlines and administrative staffs.  The support personnel may be management support or technical support personnel.

Developing Customer Conscious Employees
· Hire the right fit

· Train and motivate the employees

· Employees bring in Loyal customers

· Sustainable growth in business takes place because of loyal customers

· Profit increases because of sustainable growth

· Because of increase in profit the stock price of the company increases

Quality Circles

The basic idea of worker participation was effectively used by many people in America in 1940s. After World War II, Japan with the help of US statisticians, Dr. Edward Deming and Dr. Joseph Juran (1950 to 1955) learnt the concept of TQM.  The origin of quality circle in Japan was in the valuable training given to the Japanese by Dr. Deming and Dr. Juran.  Most of the foremen in the industries who received quality training formed small groups to teach workmen these techniques.  That is how Quality Circle was born in 1963.

Objectives of Quality Circle

Self-development

Mutual development and team building

Improvement in quality

Improvement in communication and attitude

Waste reduction and cost reduction

Improve productivity

Employee participation

Job satisfaction

Quality circle in Service Industry


Quality circles in Japan started in manufacturing areas and resulted in tremendous growth in the manufacturing facilities.  However, the basic idea spread to the other areas as well.  Service industry is more people oriented than manufacturing, therefore, development of QC is much needed for high quality service.  The frontline staffs, who are in a position to identify the shortcomings of the quality, are brought together with the operational or the support staff who may interact indirectly with the customers.

Need for QC in Service Industry

Quality: Improving quality is a never-ending job.  If customers do not get quality service, they turn to another firm that offers better quality.

Cost reduction: The operating cost of hospitals and other service industries are increasing at a rapid rate, so it is necessary to eliminate the waste in order that services remain competitive without losing the quality image.

Communication: As long as different people with different personalities are involved in giving service, confusion and misunderstanding is bound to arise.  The use of quality circle based on a people building philosophy would help improve communication in the service industry.

Job satisfaction: A person has to feel happy and enthusiastic at his work and should take pride in that work.  Quality circles help people feel important and work towards building company image.

Process

The service process refers to how a service is provided or delivered to a customer.  Designing a service delivery system is a creative process.  Designing a service process system involves issues such as location, facility design and layout for effective customer and work flow, procedures and job definitions for service providers, measures to ensure service quality, extent of customer involvement, equipment selection and adequate service capacity.  The design process is never finished.  Once the service becomes operational modifications in the delivery system are introduced as conditions warrant.

Designing Service Process

The factors to be considered in the service process design and implementation are:

1. The Service Itself

It is necessary to understand whether the service itself is process dependent, most 

equipment based services (lawn care, laundry) and services with highly intangible attributes (banking, legal, insurance) are process dependent.

2. Customer Participation

For most service systems the customer is present when the service is being 

performed.  Instead of being a passive bystander, the customer represents productive labour just at the moment it is needed.  Opportunities exist for increasing productivity by shifting some of the service activities on to the customer.  Further more, customer participation can increase the degree of customisation.  Involving the customer in the service process can support a competitive strategy of cost leadership with limited customisation, if focused on a self serve customer market.

3. Degrees of Customer Contact

Customer contact refers to the physical presence of the customer in the system.  

Degree of customer contact can be measured by the percentage of time the customer is in the system relative to the total service time.  In the high contact services, the customer determines the timing of demand and the nature of the services by direct participation in the process.  The perceived quality of service is determined to a large extent by the customer’s experience.  Customers have no direct influence on the production process of low contact systems because they are not present.  Even if a service falls into the high contact category, it may still be possible to seal off some operations to be run as a factory.  For example, the maintenance operations of a public transportation system are decoupled into high and low contact operations, each area can be designed separately to achieve improved performance.

4. Degree of Divergence

A standardised service (low divergence) is designed for high volumes with a 

narrowly defined and focused service.  The tasks are routine and require a workforce with relatively low levels of technical skills.  Because of the repetitive nature of the service, opportunities for the substitution of automation for labour abound, (e.g. use of vending machines, automatic car wash) reducing the discretion of service workers.

5. Location of Service Delivery

Should the service delivery process be located at the service providers premises or 

should the process be carried out at the customers place.  For some services like painting, carpet cleaning, lawn care etc., the service has to be delivered at home.  Services that generally require the customer to come to the supplier have a greater opportunity to control the delivery experience e.g., dry cleaning, legal, medical etc.  However increasingly many services are being delivered without the customer and supplier meeting e.g., telephone banking, ATMs etc.

6. Complexity of Service

Complxity reflects the number of steps involved in delivering the service.  

Whether the service is high or low in complexity and in divergence can be readily determined by looking at its blue print.  For e.g., a physician’s service is high in both complexity and divergence.  Hotel services are high in complexity but low in divergence.

Benchmarking


Benchmarking is part of the continuous improvement.  It is defined as measuring the performance of a business against that of the strongest competition in order to establish ‘best practice’.  Benchmarking can be applied at three levels.  Internal benchmarking can be carried out in the large organisation by way of comparisons between operations units.  Thus the supermarket chain might benchmark operations across stores, a financial institution across branches, different hospitals under the same health authority, different colleges under the same education authority.  But the important thing is how performance is measured, and this has a clear link to the strategy of the organisation.

Steps:

· Determine parameters to measure

· Identify best competition

· Determine data collection method

· Compare competitor’s performance with organisation’s performance

· Identify factors which contribute to the performance gap

· Establish action plans to close gaps

· Set targets to measure progress

· Implement action plans

· Monitor performance against targets

· Repeat

Physical Evidence


A service encounter does not take place in a vacuum.  A service transaction generally involves interaction of the service provider with the customer in a service environment.  Many services like restaurant, hospitals, hotel services are delivered in physical environment created by service firm.  The design of the service environment, therefore, becomes part of service design. 

“Physical evidence is the environment in which the service is delivered and where the firm and customer interact; and any tangible commodities that facilitate performance or communication of the service.”





( Zeithaml & Bitner

Physical Evidence includes,

A. Physical Facilities

The potential customers form impressions about the service organisation 

on the basis of physical evidence like building, furniture, equipment, stationery and brochure.  It becomes imperative that the service provider manages the physical facilities in a manner that reinforces the proposed image of the servie organisation.


The elements of the physical evidence are:

Essential Evidence: These constitute a dominant part of the service facility.  These are the technical facilities without which the service delivery is impossible.  E.g., hotel buildings, aircraft in airlines, office and furniture in a consultancy firm etc.,  This evidence cannot be passed on to the consumer, except may be on a tempoorary basis as in the case of car rental.

Peripheral Evicence: These are not very visible in relation to dominant physical evidence.  But, no matter how small and trivial they are, they definitely have an impact on the consumer perception about the quality of service.  They can be admission card in an hospital or other medical reports, billing statement or brochures.

B. Physical Evironment

Another important factor influencing consumer expectation of service quality and 

satisfaction is the physical setting or the service environment within which the service takes place.  The “servicescape” is the place where the service is performed, delivered and consumed.  They affect customers perception of the service which include both exterior attributes like parking area, front elevation of building, landscape etc and interior attributes like design, layout, ambience etc.


It can also be described as “atmospherics” that includes visual, aural, olfactory and other perceptions like lighting, colour scheme of the surrounding, noise/sound, scents, freshness of air, temperature and humidty, use of space, and style of furnishing etc.

C. Social Setting

Apart from physical setting, the aspects of the social setting which influences the 

customer’s evaluation of the service include the apperarnce and attitude of the service staff.  From the customer’s point of view, the personnel who deliver the servife represent the service itself.  The customer evaluates the service personnel in terms of their technical skill, interactive skills, personalities and attitude towards work, consistency of quality performance and their appearance.  Thus the service marketer needs to understand this and create a favourable impression of the service by tangiblising these qualities.
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