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PREFACE

It gives us immense pleasure to present the first revised edition of Commerce - II at
the F.Y.B.Com. level, Semester II, as per University of Mumbai, revised syllabus w.e.f.
June 2016.

In this edition, the subject matter in the entire chapter is added, updated and modified
in a compact manner. The book contains objectives and question bank after each and
every module. There are three sets of model question paper at the end of the book. We
hope that this book will meet all the requirements of students in their regular study and
semester end examination.

Our special thanks to the publisher Mr. Pandey and his team have been very helpful
and supportive.

We welcome constructive suggestions for improving the contents of the book.

Authors
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1.1 Introduction

Service sector represents different services used by the consumers and different sectors of the
society. All the services like banking, insurance, telecommunication, hotel, construction, retail trade,
transport, catering, tourism and so all collectively come under the service sector. It helps to increase
the GDP of the country, which in turn helps to increase the economy of the country.

Service sector is the fast growing sector in India. It helps to generate employment, increase the
nation’s income and also helps to raise the standard of the living of the consumers. The service is of
two types: one who provides the service and the other who uses the service. Service cannot be stored
and the same service cannot be used again and again. Any person who uses the service has to actually
pay for the same. Service are intangible, they cannot be seen or touched but they can be felt. Service
most of the time is followed by the goods.

The service sector has flourished after the liberalisation, privatisation and globalisation in India.

Definitions of Service
1. Philip Kotler defines Service as “A service is any activity or benefit that one party can offer

to another that is essentially intangible and does not result in the ownership of anything.”
2. The American Marketing Association defines Services as, “activities, benefits and

satisfactions which are offered for sale or are provided in connection with the sale of
goods.”

Characteristics/Features of Services
The characteristics or distinctive features of service are given below:

1. Intangibility: Services are intangible in nature. They cannot be seen or touched but can be
felt. The services provided by the banks, insurance, hotels, trade, transport and so on are
only felt by the consumer. A student paying fees for tuition is actually paying for getting
knowledge, which is not seen or touched, but it is felt. So, unlike products, services are only
felt, not seen or touched. It is the feeling of satisfaction or may be dissatisfaction.

2. Inseparability: Services cannot be separated from the service providers. It comes hand in
hand with the service provider. The production and consumption of service happens at the
same time. For example, a travel agent explaining to the tourist about the travel place. As
the service cannot be separated, direct sale is the only channel of distribution and a maid has
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to be physically present to cook the food; a teacher has to be present to explain things to the
students. The rights of ownership of service are not transferred to the service users.

3. Perishability: The service cannot be stored. It is perishable in nature. One cannot store the
service and use it another time. For instance, the railway or bus ticket will last only for that
particular journey and not for the next one. Similarly, a movie ticket will be used for that
particular show and not for the next show.

4. Non-transferable Ownership: Services are of non-transferable ownership. A person pays
to get the service, but not to own the service. For instance, a person makes the payment to
book a room in a hotel or books a table for dinner, but he does not own the hotel or
restaurant. This shows that the ownership lies with the service provider.

5. Inconsistency: Services are inconsistent or heterogeneous in nature. A repeated service will
never be same. It also depends upon the customer’s wants and desires. Services are
customised in nature. For instance, a musician performing in Navratri for nine nights may
definitely be inconsistent, as it is very difficult to perform same all the time. A teacher in a
school or college may explain differently the same topic every year. Services cannot be
homogeneous.

6. Cannot be Produced in Anticipation: Service cannot be produced in anticipation or
expectations of demand. On the contrary, products are made for future demand like pen,
television sets, books and so on. Services cannot be produced first and then used later. For
instance, a maid service cannot be taken on one day and used the same for the remaining six
days of the week. It has to be produced or taken every day.

7. Non-returnable: Services once taken cannot be returned back to the service providers. If it
were a product, it would be easily returned or exchanged, but it is not possible in case of
service. A defective mobile or laptop can be exchanged or returned back, but poor service of
banks, employees or maids cannot be given back to them, nor can they be exchanged. Only
after using the entire service, one understands its quality.

8. Needs Communication: To provide service, one needs to communicate with the service
users or customers. The needs have to be clearly understood by the service provider. For
instance, in a restaurant, the customers order for spicy food or less spicy food, it has to be
communicated properly. Even for the services provided by the lawyer, both the victim and
lawyer need to interact about their views, so that the service is properly provided.

9. Proper Recruitment: It is very important to have the right person for the right job.
Recruiting the right staff and also providing training to them helps in delivering service in
the correct manner. The consumers or customers compare the service and make their ideas
for the next time.

10. Goods Follow Services: Services at times are followed by the goods. No product can be
sold without service. For instance, a television set cannot be sold without a salesman giving
his service. In this case, television is a product which is tangible and the salesman’s service
is an intangible in nature. So, service may come alone (separately) like in case of a singer or
teacher or it may be followed by a product.
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Scope of Services
Services have many sub-sectors, they are connected with each other. The following are the

various areas/scope of services:

1. Transportation: It brings place utility. It helps in moving the goods from one place to
another Transportation includes roadways, railways, waterways and airways. It helps in
bridging the gap between service provider and service user. Transportation helps to
distribute the goods and services. It promotes industrial, agricultural and economic
development.

2. Warehousing: Warehousing creates time utility. It is the storehouse or godown. It helps in
storing the goods on a large scale. Warehousing also protects the goods from the sun, wind
and rain. It helps in providing regular supply of goods to the consumer.

3. Banking: Banks provide loans and advances and also help in depositing money. Banks
provide financial services to the individual as well as the corporate. It provides the ATM
services, debit cards, credit cards, net banking, locker facility and so on. These services are
helpful in increasing the companies’ capital which in turn raise the GDP of the country.

4. Insurance: Insurance service is taken by the individuals as well as by the corporates.It helps
in reducing risk in the personal as well as in the corporate life. Insurance is taken for
protection of various risks and uncertainties like health, theft, natural calamity, fire and so
on.

5. Education: Education is also a part of the service sector. It also adds to the economy of
India. There are many universities and courses, nationally and internationally. Indian
universities also have tie-ups with other foreign institutions. It gives a very wide variety and
exposure in service sector.

6. Information Technology (IT) Services: IT is the leading service in our country now. It is
important for the economic growth of India. Wipro, Drade Financial, Tata Consultancy and
Infosys are a few well-known IT companies. IT generates lot of employment to India and
also adds to the economic growth of our country.

7. Tourism: This sector has given a tremendous income to our country. It is the faster growing
sector in India. There has been a steady rise in the total number of foreign tourists arriving in
India. While 33.04 lakh foreign tourists arrived in 2014, it rose to about 36.36 lakh in the
first five months of 2016 – a 13.48% rise. It brings lot of money to our country. The
Government of India has allowed 100% FDI to this sector.

8. Health: Healthcare is one of the most important service sectors. There are many private and
public hospitals in the society. Not only hospitals but there are many dispensaries, clinics
and nursing homes to provide quality medical service to the patients. Health services also
add to the GDP of our country.

9. Retailing: Retail sector is the growing sector in India. In India, unorganised retailing is very
common like kirana shops, pan beedi shops, etc. India has a lot of scope in the organised
sector like malls, departmental stores, multi-brand outlets, etc. The Government of India
allowed 100% FDI in single brands and 51% FDI in multiple brands. It helps to promote the
economic development of India.
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10. Hotel Industry: Hotel industry is also an important service sector. As India has good
holiday destinations, many tourists visit India. Internally also, many people travel from one
part of the country to the other. This gives rise to the hotel industry, which also plays an
important role in the economic development of India. Taj Group of Hotels, J.W. Marriott
and ITC Hotels are a few reputed names in the hotel industries in India, with the best
amenities and arrangements.

11. Other Services: There are many other services that are important in the day-to-day
activities of the people. They also boost the economic and social development of India. They
are:
(a) Media
(b) Communication
(c) Repairs and maintenance
(d) Recreation services
(e) Defence services
(f) Courier services.

Classification of Services
The services can be classified or segregated into various types. Following are the types of

services.

1. Degree of Tangibility: Services are mostly intangible. Few services are followed by
tangible goods or products. For instance, if a banker tries to explain the benefits of a new
scheme, then he is purely selling services. But if a banker tries to explain the benefits of the
new credit card and tries to sell it, then in this case, services are followed with goods.

2. Degree of Relation with Customer: Services are classified on the basis of customers’
demands. It may be formal or informal in nature. For instance, if a teacher teaches in a class,
then it is formal, but if a teacher gives tuition to weak student at home, then it is informal in
nature.

3. Degree of Customisation: When the services are classified on the need of the customers, it
is said to be customised service. For instance, if a readymade garment shop sells its products,
it is less customised, but if it is stitched by a tailor as per the customer’s needs, then it is
giving a high degree of customisation.

4. Degree of Skill: Services are also divided on the basis of the employee’s skill. If a service is
divided on the basis of expertise, it may be professional or non-professional. Professional
services may be like those of doctors, teachers and bankers. Non-professional services may
be like the services provided by maids or domestic workers.

5. Degree of Labour-intensiveness: Services can also be divided on the basis of labour-
intensiveness. Few services require a lot of labourers, like people working in a handicrafts or
repairs unit. But few services are low labour-intensive, like ATMs or automatic packing of
goods and other mechanised services.

6. Degree of Discretion: Services are biased in nature and differs from customer to customer.
There may be discretion done by the service provider when he gives his service to the
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customers. A doctor may be very polite and kind with his patients, but may be very harsh
and strict with his staff at the dispensary.

7. Degree of Business Goals: Services may be also depend upon the business goals or
objectives of a business objective is to earn profit, then the services provided may be very
costly and if the business objective is to increase market share, the services may be slightly
cheaper.

8. Depends on Place and Time: Services also depend on the place and time of service
delivery. The service may be given at the place and time of service provider, like a beauty
saloon, or it may be given at the place and time of the services user, e.g., a beautician
visiting home as per the customer needs.

9. Degree of Government Rules: Some services are highly governed by the government, like
railways, defence, and so on. While some services have very little or no government control,
like private cars or private schools and colleges.

10. Facilities or Equipments Used: Services may also be classified on the basis of facilities or
equipments provided. For instance, a fitness centre may require more facilities and
equipments than a house painter.

Importance of the Service Sector in India
Service sector is the fastest growing sector in India. It has contributed to the growing

employment, increase in GDP and also raised the standard of living of the people in India. It also helps
to generate foreign exchange in the country. The following are the details of growing importance of
the service sector in India.

1. Share of Services in GDP: The contribution of service sector to GDP has tremendously grown.
After 1991, the concept of liberalisation, privatisation and globalisation increased. It gave
rise to the service sector. In 1950-51, GDP was 25%, it increased to 42.5% in 1990-91. After
that in 2015-16, it was 64% and it will reach approximately to 90% by 2020.

2. Revenue to the Government: The sector provides revenue to the government in the form of
service tax, corporate tax and individual tax. Services as a percentage of Gross Domestic
Product (GDP) has increased from 50% in 2000-01 to nearby 60% in 2013-14. The effective
service tax rate now is 12.36%

3. Generates Employment: It plays a very important role in generating employment. India
has the second fastest growing service sector after China. The share of service sector is more
in the urban areas, as compared to the rural areas in India. The service sector was
contributing about 28% of the total employment in India in 2012.

4. Service Sector Supports Other Sectors: The other sectors like primary and secondary
sector get the boost from service sector. The different services like banking, transportation,
communication, warehousing, insurance services and so on are all very important for the
primary as well as secondary sectors.

5. It Helps in Social Development: Service sector helps in the development of the society.
It strengthens the social development. The services like education, health, insurance, media,
etc. are very important for the social development of India.
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6 It Helps in Regional Development: Service sector is the backbone of regional development.
It helps in strengthening the region’s infrastructure like transport, Information Technology
(IT), warehouse facility, etc. It makes the region developed and reduces the regional
imbalance. Service sector plays a very important role in backward areas like Bihar, Uttar
Pradesh, Assam, Meghalaya, etc.

7. It Helps to Improve Efficiency: It plays an important role to improve the efficiency of the
people in an organisation. It helps to improve through good education, training and
development, research and development , etc. in various fields. The improvement in the
person helps to improve the quality of the goods and services and reduce wastage of
resources.

8. It Builds Reputation: Service sector development helps to build reputation of the country.
It helps to create a goodwill in the global market for India due to the improvement in goods
and efficiency in the service provided.

9. Various Sector-wise Growth in Service Sector: Service sector is the fastest growing
industry in India. It includes various sectors like banking, insurance, telecommunication, IT,
transportation, warehousing, hotels, travel and tourism, finance, real estate and so on. There
is a rapid growth in the services. The fast growing sectors in the recent years are IT, travel
and tourism, finance, banks and insurance sector.

10. Increase in standard of living: The service sector has a tremendous growth in the GDP of
India. It has contributed to GDP about 64% in 2015-16 and employment of about 20% of the
total workplace in 2012. This has led to improved standard of living for the citizens of our
country, as the income of the employees has increased. The purchasing power of the people
has also increased the country.

1.2 Marketing Mix Services

Customer Expectations
Customer expectations are beliefs about service delivery that function as standards or reference

point against which performance is judged. Customers compare their perceptions of service delivery
with these reference points when evaluating service quality and therefore knowing what customers
expects is critical in gaining competitive advantage.

Levels of Customer Expectations
Customers hold different types of expectations about service, the highest type of these are desired

service and adequate service.

1. Desired Service: This is the highest level of customer expectation. Desired service is the
level of service the customer hopes to receive. It is a combination of what customers
believe “can be” and “should be”. It signals the level of customer hopes and wishes and
belief that they may be fulfilled. Thus, failure to meet these expectations may result to
customers cutting down on purchase.



7Concept of Services

For instance, in case of banking services, one expects prompt service, better complaint
handling, high interest on savings, online availability of services, etc.

2. Adequate Service: Customers generally accept that the service would not always be
performed according to their expectations and this is known as adequate service. Adequate
service is the level of service that customers will accept. Though customers’ hopes and
wishes may still be high, they have a certain level of understanding in cases where receiving
desired service does not seem possible at all.

For example, customers are used to the self-service approach used in supermarket and therefore
have certain levels of understanding or tolerance towards food retailers’ service delivery.

The Zone of Tolerance
Services are heterogeneous in that performance may vary across providers, across employees

from the same provider, and even with the same service employee. The extent to which customers
recognise and are willing to accept this variation is called the zone of tolerance. The zone of tolerance
is defined as the degree to which customers recognise and are willing to accept service performance
variations. Customers assess service performance on the basis of two boundaries: what they desire and
what they consider acceptable.

 If service drops below adequate service level, customers get frustrated and this may cause
dissatisfaction with the service provided by the company.

 If service is above the zone of tolerance, where service performed by the business exceeds
the desired level, customers will have favourable responses to the business.

Fig. 1.1: The zone of tolerance

It is to be noted that:

 Different customers possess different zones of tolerance
 Zones of tolerance vary for service dimensions/attributes/factors

Factors Influencing Customer Expectations of Service
Because expectations play such a critical role in customer evaluation of services, marketers need

and want to understand the factors that shape them.

Factors Influencing Desired Service Expectation: One of the largest influences on desired
service level are personal needs and personal service philosophy.
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1. Personal Needs: Personal needs are, those states essential to the physical or psychological
well-being of the customer. For instance, a cinema-goer who regularly goes to see films
straight from work, and is therefore thirsty and hungry, hopes and desires that the food and
drink counters at the cinema will have short queues and attentive staff, whereas a cinema-
goer who regularly has dinner elsewhere has a low or zero level of desired service from the
food and drink counters.

2. Personal Service Philosophy: It is the customer’s underlying generic attitude about the
meaning of service and the proper conduct of service providers. For instance, if a person
have ever been employed as a member of waiting staff in a restaurant, he is likely to have
standards for restaurant service that were shaped by his training and experience in that role.
He might, for example, believe that waiters should not keep customers waiting longer than
15 minutes to take their orders.

3. Other Miscellaneous Factors:
 Generally, better the image of the service organisation, higher is the customer service

expectation.
 Customers expect high service level from the high charged/priced services, and vice

versa.
 Information about service.

Factors influencing adequate service expectations:

1. Temporary Service Intensifiers: It consists of short-term, individual factors that make a
customer more aware of the need for service. Personal emergency situations in which
service is urgently needed such as an accident raise the level of adequate service expectation.

2. Perceived Service Alternatives: These are other providers from whom the customer can
obtain service. If customers have multiple service providers to choose from, or if they can
provide the service for themselves (such as lawn care or personal grooming), their levels of
adequate service are higher than those of customers who believe it is not possible to get
better service elsewhere.
For instance, an airline customer who lives in a provincial town with a small airport, for
example, has a reduced set of options in airline travel. This customer will be more tolerant
of the service performance of the carriers in the town because few alternatives exist. The
customer’s perception that service alternatives exist raises the level of adequate service and
narrows the zone of tolerance.

3. Customer’s Self-perceived Service Role: It is the customer perceptions of the degree to
which customers exert an influence on the level of service they receive. In other words,
customers’ expectations are partly shaped by how well they believe they are performing
their own roles in service delivery. For instance, a customer may give special instructions to
the air hostess regarding specific services required, which raises his expectation level.

4. Situational Factors: It is defined as service performance conditions that customers view as
beyond the control of the service provider. For example, during monsoon, delay in railway
service. Customers who recognise that situational factors are not the fault of the service
company may accept lower levels of adequate service given the context.
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5. Predicted Service: It is the level of service that customers believe they are likely to get.
This type of service expectation can be viewed as predictions made by customers about what
is likely to happen during transaction. Higher the level of predicted service, higher the
expectation of the customers.

Fig. 1.2: Factors that influence desired and predicted service

Marketing Mix for Services
The service marketing mix is also known as an extended marketing mix. The product marketing

mix consists of the 4Ps which are Product, Pricing, Promotions and Placement. The extended service
marketing mix places 4 further Ps which include People, Process, Physical Evidence and Productivity
and Quality. All of these factors are necessary for optimum service delivery.

1. Product: The product in service marketing mix is intangible in nature. At the same time,
service products are heterogeneous, perishable and cannot be owned. The service product,
thus, has to be designed with care. In the service industry, the production and consumption
of the product are simultaneous and the product is intangible. The nature of this ‘product’
allows for on-the-spot customisation. Firms must try to differentiate its service product from
other competitors so as to get competitive advantage in the market. For instance, ICICI Bank
offers account opening at the doorstep of the customers. Some of the elements of a firm’s
product mix are:
 core service offered
 quality of service
 service warranties and after-sale service
 product line and related services, etc.
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2. Place: Place in case of services determine where the service product is going to be located.
As mentioned, the service is produced and consumed in the same place. It cannot be owned
and taken away from the location. This is why the place at which this transaction occurs is
of vital importance. The location of the service provision is carefully analysed to allow ease
of access and the desire to make the effort to reach it. For instance, the best place to open up
a petrol pump is on the highway or in the city. A place where there is minimum traffic is a
wrong location to start a petrol pump. Elements of place mix are:
 channel selection
 transportation
 area coverage
 location of store.

3. Price: Since a service cannot be measured by what material goes into its creation nor is the
actual tangible cost of production measurable, it can be challenging to put a price tag on it.
There are some tangibles of course, such as the labour costs and overheads. Firm can add
mark up to the cost to determine price. But additionally, the ambiance, the experience and
the brand name are also factors in the final price offering.

4. Promotion: Promotions have become a critical factor in the service marketing mix. Services
are easy to be duplicated and hence it is generally the brand which sets a service apart from
its competitors. To prevent a service from becoming interchangeable with its competitors,
it becomes vital to create a desirable brand image and name in the market. Thus, firm should
adopt proper promotion mix. This will not only create awareness but will also attract both
new and repeat customers. Elements of promotion mix are:
 advertising
 sales promotion (discounts, free gifts, etc.)
 salesmanship
 publicity.

5. People: This is a vitally important element of the service marketing mix. When a service is
being delivered, the person delivering it is not different from the service itself. Customers
make judgments about service provision and delivery based on the people representing
organisation. This is because people are one of the few elements of the service that
customers can see and interact with. The staff requires appropriate interpersonal skills,
aptitude, and service knowledge in order to deliver a quality service. For instance, when
dining at a restaurant, if a rude waiter is encountered, the entire experience will be labeled as
bad service. Elements of people mix are:
 recruitment
 selection
 training and development
 performance appraisal
 compensation
 process.
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6. Process: This is the way in which a service is delivered to the end customer. This element of
the marketing mix looks at the systems used to deliver the service. All services need to be
underpinned by clearly defined and efficient processes. This will avoid confusion and
promote a consistent service. In other words, processes mean that everybody knows what to
do and how to do it. For instance, service process, in case of Domino’s pizza, states home
delivery in 30 minutes. In case of banking service, process for depositing money can be:
 taking token number
 waiting for one’s turn, till the token is called
 interaction between service person and customer, whereby service persons verify

details of the customers from record and counts the money
 entering transaction details in the bank record by staff
 issuing counterfoil to customer after stamping

Elements of process mix are:
 service procedure and process
 quality control
 follow-up of customers

7. Physical Evidence: Services are intangible in nature. However, to create a better customer
experience, tangible elements are also delivered with the service. Often, physical evidence is
used as a differentiator in service marketing. The level of comfort and attractiveness of a
service location may make a lot of difference to the user experience. A calm and soothing
environment, with thoughtful comfortable measures, may provide a sense of security to a
new customer which will make them return. Customers will make judgments about the
organisation based on the physical evidence. For example, imagine a private hospital and
a government hospital. A private hospital will have plush offices and well-dressed staff.
Same cannot be said for a government hospital. Thus, physical evidence acts as a differentiator.
Key elements in physical evidence mix are:
 appearance/ambience of the store
 internal store decor (furniture, sanitation, lighting, ventilation, etc.)
 appearance of the staff

Apart from these 7Ps, there is one more additional ‘P’ of service marketing.

8. Productivity and Quality: Productivity, which is sometimes known as performance,
examines how well a company’s services compete in the marketplace. This may include
how consistent the service is and how well its features translate into benefits as it is being
delivered.
Productivity and quality must work hand in hand. Improving productivity is key to reducing
costs. Improving and maintaining quality is essential for building customer satisfaction and
loyalty. Ideally, strategies should be sought to improve both productivity and quality
simultaneously.
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1.3 Service Strategies

Market Research
Marketing research is a systematic method of finding solution to the marketing problems in the

areas of product, pricing, promotion and distribution.

According to American Marketing Association, “Marketing research is systematic gathering,
recording and analysing of data about problems relating to marketing of goods and services.”

1. Formulating the Problem: Formulating a problem is the first step in the research process.
In many ways, research starts with a problem that the management is facing. This problem
needs to be understood, the cause diagnosed, and solutions developed. For instance, if the
problem is ‘declining sales’, the firm should try to identify its cause from customers or sales
staff. It may be due to poor quality, improper pricing, faulty promotion, poor after-sales
service, etc. It provides information needed to solve the problem.

2. Determining Data Needs: The marketer should decide data needs and sources. Depending
on the nature of the problem, primary or secondary data should be selected. Again, firm
should decide on internal or external sources of data.

3. Preparation of the Research Design: Research design is an overall plan of the research
investigation. It lays down structure within which research would be conducted. Research
design involves the following elements:

(i) Areas of study
(ii) Sources of data

(iii) Techniques and tools for collecting and analysing data
(iv) Time available for research
(v) Cost factor relating to study.

The preparation of such design facilitates research to be efficient with minimum time, effort
and money.

4. Collection of Data: This is the most important step in the research process. In this step,
researcher collects information to solve a research problem. Data can be primary or
secondary.
 Primary data is first hand information. Primary data can be collected through

experiments, surveys, observation, interview, or questionnaires.
 Secondary data is in the form of various published sources such as journals, magazines,

reports, etc.
 The researcher should select appropriate method of data collection keeping in mind

objective and scope of inquiry, finance and time available and nature of study.
5. Organisation/Processing of Data: The collected data is available in a raw form and needs

to be processed. This processing involves classification, coding, editing and tabulation. This
process is known as organising. Such organisation of data makes it ready for analysis.
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6. Data Analysis and Interpretation: Data analysis involves application of different
statistical tools such as percentages, coefficients on organised data. This enables a researcher
to establish relation between the problem and the information.
Analysis refers to conclusions arrived at from research findings. It involves generalisation of
research findings.

7. The Research Report: The research process concludes with the research report. This report
will include all of your information, including an accurate description of your research
process, the results, conclusions, and recommended courses of action. The report should
provide all the information the decision-maker needs to understand the project.

8. Implementation of Findings: Researchers should submit research report to the
management for implementation. Findings and recommendations of research report should
be implemented to solve research problems.

New Service Development Cycle
Developing a new service includes the complete journey from generating the initial idea to

bringing the service product to the market.

By setting out the steps involved, and sticking to them, your product development will become a
more focused and flexible approach that can be adapted for all different types of products and services.

1. Idea Generation: The development of a new service will start with the generation of idea
about new service. Ideas can come from many different directions. Ideas can be generated
through:
 Undertaking market research
 Listening to suggestions from target audience – including feedback on your current

products’ strengths and weaknesses
 Encouraging suggestions from employees and partners
 Looking at competitors’ successes and failures.

2. Idea Screening: This step is crucial to ensure that unsuitable ideas, for whatever reason, are
rejected as soon as possible. Ideas need to be considered objectively, ideally by a group or
committee. Specific screening criteria like return on investment, affordability and market
potential of the idea needs to be considered. Proper answers to above criteria help in
avoiding product failure.

3. Concept Development and Testing: In case of new service development, concept testing
means formulating the basic product definition and then presenting the same to consumers
with descriptions to get their reactions. Along with clear definition of the concept,
description of the service representing its specific features and characteristics are produced
to the customers and employees to determine their response to the service. For instance, a
bank may intend to offer insurance policy to their customers. Bank can explain the types and
benefits of policies orally to their customers to find out their reactions. These reactions will
help to understand the following things:
 Do they understand the concept?
 Do they want or need it?
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This stage gives you a chance to develop the concept further, consider their feedback, and
also start thinking about what your marketing message will be.

4. Business Analysis: Once the concept has been tested and finalised, a firm should assess
whether the new product/service will be profitable. This should include a detailed marketing
strategy, highlighting the target market, product positioning and the marketing mix that will
be used.
This analysis needs to include: whether there is a demand for the product, a full appraisal of
the costs, competition and identification of a break-even point.

5. Service Development: If the new service is approved in analysis stage, it will be passed to
the technical and marketing development stage. This means the firm investigates exact
design and specifications. It develops value-added service attributes that brings customer
satisfaction. At this stage, concept is refined after considering inputs from customers,
employees and other stakeholders and service blueprint is developed. Blueprint describes
service in terms of people, process and physical evidence.

6. Test Marketing: At this stage, before launching the service on large scale, it is launched in
a limited market area to a small group of customers for a limited period at a special price.
This stage aims to obtain customer feedback.

7. Commercialisation: If the test marketing results are favourable, final decisions needs to be
made to move the product to its launch into the market. At this stage, the service goes live
and introduced to the marketplace. Pricing and marketing plans need to be finalised and the
sales teams and distributors are briefed, so that the service and company is ready for the
launch. Proper promotion mix should be adopted to create product awareness.

8. Post-production Evaluation: At this stage, the information gathered during the
commercialisation stage is reviewed and changes are made in the delivery process, staffing,
marketing mix variables, etc. on the basis of the market response to the offerings.

Managing Demand and Capacity
Service, being intangible and perishable, cannot be produced in anticipation of demand and

cannot be stocked. These features of service creates problem of managing demand and capacity in case
of demand fluctuations. Demand fluctuations, in relation to supply capacity, results in three possible
outcomes:

1. Excess demand (lower capacity)
2. Balance between demand and capacity
3. Excess capacity (lower demand)

There are two general approaches for accomplishing demand and capacity.

A. To smooth the demand fluctuations themselves by shifting demand to match existing
supply.

B. To adjust capacity to match fluctuations in demand.
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A. Shifting Demand to Match Capacity
By shifting demand and capacity, an organisation seeks to shift customers away from periods in

which demand exceeds capacity. Perhaps by convincing them to use the service during periods of slow
demand.

During periods of slow demand, the organisation seeks to attract more and/or different customers
to utilise its productive capacity. Firm can use a variety of approaches listed below to increase demand
to match capacity.

1. Vary the Service Offering: One approach is to change the nature of the service offering,
depending on the season of the year, day of the week, or time of day. For instance, airlines
can change the configuration of their plane seating to match the demand from different
market segments. In some planes, there may be no first-class section at all. On routes with a
large demand for first-class seating, a significant proportion of seats may be placed in first
class. Movie theaters are sometimes rented during weekdays by business groups. It is an
example of varying the service offering during a period of low demand.

2. Communicate with Customers: Another approach for shifting demand and capacity is to
communicate with the customers. It helps them know the times of peak demand so that they
can choose to use the service at alternative times and avoid crowding or delays. For example,
signs in banks and post offices which let customers know their busiest hours and busiest
days of the week can serve as a warning. This allows customers to shift their demand to
another time if possible. In addition to signage communicating peak demand times to
customers, advertising and other forms of promotion can emphasise different service
benefits during peak and slow periods.

3. Modify Timing and Location of Service Delivery: Some firms adjust their hours and days
of service delivery to match customer demand. For instance, banks can operate for extended
hours, specially till evening or may operate on weekends to cater to working customers.
Theaters also accommodate customer schedules by offering matinees on weekends and
holidays when people are free during the day for entertainment.

4. Differentiate on Price: A firm can offer services at discounted prices during slow demand
of the service. This strategy relies on basic economics of supply and demand, i.e., demand
rises when price falls. Any hotel, airline and restaurant can offer discounts during off-season.
But the goal is always to ensure the highest level of capacity utilisation without sacrificing
profits.

B. Adjust Capacity to Meet Demand
A second strategic approach to matching demand and capacity focuses on adjusting or flexing

capacity. The idea here is to adjust, stretch and align capacity to match customer demand. During
periods of peak demand, the organisation seeks to stretch or expand its capacity as much as possible.
During periods of slow demand, it tries to shrink the capacity so as not to waste resources.

(i) Stretch Existing Capacity
The existing capacity of service resources can often be expanded temporarily to match demand.

In such cases, no new resources are added. Rather people, facilities, and equipment are asked to work
harder and longer to meet demand.
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1. Stretch Time: It may be possible to extend the hours of service temporarily to
accommodate demand. For instance, retailers are open longer hours during the Diwali
shopping season. And accountants have extended appointment hours (evenings and
Saturdays) before tax deadlines.

2. Stretch Labour: In many service organisations, employees are asked to work longer and
harder during periods of peak demand. For example, service personnel in banks, tourist
attractions, restaurants and telecommunication companies are asked to serve more customers
per hour during busy times.

3. Stretch Facilities: Theatres, restaurants and classrooms can sometimes be expanded
temporarily by the addition of tables, chairs, or other equipment needed by customers. Again,
extra coach can be added in a train during peak season.

4. Stretch Equipment: Computers, telephone lines and maintenance equipment can often be
stretched beyond what would be considered the maximum capacity for short periods to
accommodate peak demand.

(ii) Align Capacity with Demand Fluctuations
By adjusting service resources creatively, organisations can match capacity with customer

demand patterns. Specific actions might include the following:

1. Use Part-time Employees: In this case, the organisation’s labour resource is being aligned
with demand. Retailers hire part-time employees during the holiday rush, tax accountants
engage temporary help during tax season, tourist resorts bring in extra workers during peak
season and so on.

2. Outsourcing: Firms that find they have a temporary peak in demand for a service that they
cannot perform themselves may choose to outsource the entire service. For example, firm
can outsource some of its services like after-sales service (repairs and maintenance),
especially when it is difficult to hire and train new staff for the same.

3. Rent or Share Facilities or Equipment: For some organisations, it is best to rent additional
equipment or facilities during periods of peak demand. For example, express mail delivery
services rent or lease trucks during the peak holiday delivery season. It would not make
sense to buy trucks that would sit idle during the rest of the year.

4. Schedule Downtime during Periods of Low Demand: If people, equipment, and facilities
are being used at maximum capacity during peak periods, then it is imperative to schedule
repair, maintenance and renovations during off-peak periods. This ensures that the resources
are in top condition when they are most needed. With regard to employees, this means that
vacations and training are also scheduled during slow demand periods.

Opportunities in the Service Sector
Service sector is the fastest growing sector in India. It contributes to the GDP of India and

provides a huge employee generation. Service sector has grown after 1991, where liberalisation,
privatisation and globalisation (LPG) was introduced in the New Industrial policy, 1991.
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Following are the reasons for the opportunities in the service sector.

1. Various Sector-wise Growth in Service Sector: Service sector is the fastest growing sector
in India. After China, India ranks second in the contribution of service sector. The service
sector includes IT, banking, insurance, telecommunication, transportation, warehousing,
hotel, travel and tourism, finance, real estate and so on.

2. Growing Income: As the service sector grows, it generates a lot of employment. As the
income of the people increase, their spending capacity also increases. Thus, the disposable
income increases. It also increases the standard of the people in India.

3. Globalisation: Globalisation is migration of people from rural to urban areas. It is seen that
cities have far better services and lifestyles. They have many facilities in health, education
and telecommunication services. This attracts the people to shift to cities. This gives rise to
the service sector of urban areas.

4. Foreign Direct Investment (FDI): FDI is one of the main reasons in the growth of service
sector in India. It brings inflows of capital, skills, technology and also professionalism.
Government of India has allowed FDI upto 100% in many of the sectors of services. For
instance, single brand retailing, telecom, tourism and so on have 100% FDI inflow in India.

5. Professionalism: As FDI has increased, this has brought a lot of change in the working style
of the service sector. After 1991, the Government has adopted the policy of liberalisation,
privatisation and globalisation. This has led to change in the working system. This gave rise
to professionalism in the service sector.

6. Increase in Population: India is the second largest country after China in terms of
population. The population is growing at an alarming rate and soon India will be in the first
position in the world in terms of population. As the population increases, so do services used
or provided. This will gives rise to services like education, health, telecommunication,
tourism, travel, banking, insurance, hotels and so on.

7. Socio-economic Changes: Nowadays, there is a lot of influence of the western culture
among Indians. The society has undergone tremendous change in their living and earning
style. The influence is seen on every service sector like banking, insurance, retailing,
education, health, telecom, food or restaurants and so on. This is giving service more
opportunity to expand.

8. Foreign Trade: The rise in the import and export services in India has brought
opportunities for the entrepreneurs. India’s total export contributes nearly 30% of the service
sector. This will definitely increase in the near future and give a boost to the service sector.

Challenges in the Service Sector
1. Challenges of Intangibility: As the services are intangible, it becomes very difficult for the

service user to decide whether to take the service or not. It cannot be judged or examined
before taking the service. Hence, the service provider should provide learning to their
employees, create trust among the customers by providing quality service and they should
also try and maintain their loyal customers so that positive verbal publicity is spread.
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2. Challenges of Inseparability: Services are not separated from the service provider. Both
the service provider and user have to be present while getting the service. It may give rise to
the problem of mobility of the service provider. For instance, a service provided by maids or
servants is inseparable. The maid may not be in the position to go anywhere and everywhere
to give her service, due to time and location constraints. This problem may be solved by
outsourcing people, training, use of automated machines wherever possible.

3. Challenges of Perishability: Services cannot be stored nor can they be mass produced by
the service provider. In this case, the service provider should give offers or discounted rates
at non-peak hours. The service provider may use different pricing policies and various other
complimentary services at non-peak hours.

4. Challenges of Inconsistency: Services are not consistent. They definitely differ and it is an
uncontrollable feature. It may also affect the quality of the service. In order to solve the
inconsistency problem, the service provider should give training to their employees,
motivate the employees by giving them monetary or non-monetary benefits. The customers
may also be allowed to give their suggestion and comments.

5. Challenges in Trained Manpower: The service sector requires skilled and qualified
employees. The employees have to be uniformly trained in their field like banking, telecom,
tourism, medical, insurance and so on. The training facilities are inadequate and less. The
tools or techniques used for training are also insufficient. Thus, there are no sufficiently
trained manpower.

6. Challenges in Customer Retention: In this competitive world, customers have a lot of
variety in products and services. They tend to shift or switch to a new service very quickly.
It becomes very difficult for the service provider to retain the customers. To retain the
customer, the service provider must satisfy the customer needs, also take the customers’
feedback and consider their suggestions. Innovative services should be introduced for
retaining consumers.

7. Gap between Education and Application in Career: It is seen that the education system
in India does not sync with the application in service sector careers. Theoretical knowledge
and the curriculum does not help in the practical application. The youngsters, who have
finished their education, find it difficult to apply the same knowledge practically in different
service sectors, especially banking, insurance, health, telecommunication and so on.

8. Employee Turnover: It is very difficult to retain the employees in the same job, as there are
growing opportunities in the service sector. The areas like IT, medical, banking, media, etc.
require frequent change for the employees’ experience and advancement in career. This
results in lot of employee turnover. To retain employees, they should be given retention
bonus, and motivated with monetary or non-monetary benefits. Exit interviews should be
conducted to understand the problems and to get a solution to retain the employees.
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Exercise

Match the Following

I.

A B
1. Service product (a) Channel of distribution
2. Price (b) Physical presence
3. Place (c) Core benefit
4. Physical evidence (d) Exchange value
5. Process of delivery (e) Delivery system/sequence

Ans: 1. (c), 2. (d), 3. (a), 4. (b), 5. (e).

II.

A B
1. Concept testing (a) Fastest growing service in India
2. Medical tourism (b) Leads to customer dissatisfaction
3. Poor service quality (c) Product acceptability
4. Services (d) Rejection of ideas
5. Idea screening (e) Perishable/intangible

Ans: 1. (c), 2. (a), 3. (b), 4. (e), 5. (d).

State Whether the Following are True/False

1. Service provider needs to conduct marketing research.
2. Idea generation is the starting point in new service development.
3. Services are durable in nature.
4. Services can be produced in anticipation of demand.
5. Services are produced and consumed at the same time.
6. Service sector plays an important role in the economic development of the nation.
7. Marketing mix variables are same for goods and services.
8. Services are tangible in nature.
9. When service performance is above the zone of tolerance, customers are dissatisfied.

10. Service sector faces challenge of customer retention.
Ans: True: 1, 2, 5, 6, 10.

False: 3, 4, 7, 8, 9.

Fill in the Blanks with Suitable Word/Words

1. Purchasing of service does not result in __________.
(leadership, liability, ownership)
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2. Services are __________.
(tangible, intangible, durable)

3. __________ is an important feature of service.
(Perishability, Tangibility, Durability)

4. Demand for services exceeds the maximum capacity during __________ period.
(peak, non-peak, off-season)

5. Currently, service sector contributes about __________ of GDP.
(30%, 50%, 60%)

6. Pre-purchase evaluation of service is __________.
(simple, possible, not possible)

7. Extent to which customer are willing to accept the variation in service performance is called
__________.
(desired service, zone of tolerance, adequate service)

8. __________ is the highest level of service, which customer hopes to receive.
(Desired service, Maximum service, Adequate service)

9. If service performance is below adequate level, customer is likely to be __________.
(satisfied, dissatisfied, delighted)

10. __________ is a systematic method of finding solutions to the marketing problem.
(Marketing research, Decision-making, Planning)

11. __________ is overall plan for research investigation.
(Research design, Sample design, Data collection)

12. __________ can be offered to customers to shift demand during non-peak periods.
(incentives, comfort, disincentives)

Ans: 1. ownership, 2. intangible, 3. perishability, 4. peak, 5. 60%, 6. not possible, 7. zone of
tolerance, 8. Desired service, 9. dissatisfied, 10. Marketing research, 11. Research
design, 12. comfort.

Define

1. Services
2. Consumer Expectations
3. Marketing Mix
4. Marketing Research
5. Market Testing

Write Shorts Notes on the Following

1. Service Sector
2. Classification of Service
3. Desired Service Expectations
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4. Product
5. Price
6. Place
7. Promotion
8. Productivity
9. Physical Evidence

10. Process
11. People
12. Marketing Research
13. Managing Demand and Capacity
14. Challenges in Service Sector

Answer the Following

1. Define service. Explain its characteristics.
2. Discuss the scope of service.
3. Bring out the classification of services.
4. Explain the importance of service sector in Indian country.
5. Discuss different levels of consumer expectations.
6. What are the elements of service mix?
7. What are the steps in marketing research?
8. Briefly discuss new service development cycle.
9. Bring out various strategies of managing demand and capacity in service.

10. What are the opportunities in service sector?
11. What are the challenges in service sector?

Case Study 1 – Palace on Wheels

E-Tailors
Palace on Wheels takes tourists on a journey through Rajasthan, the land of sand dunes, and regal

palaces and Agra, the land of the Taj Mahal. Rated as one among the ten best luxurious rail journeys
in the world, it aims to provide the ultimate royal experience. The Palace on Wheels was started in
1982 as a heritage holiday train by joining the coaches of the original royal saloons owned by princely
states of Gujarat, Rajputana, the Nizam of Hyderabad and the Viceroy of British India. Later, these
coaches were replaced by modern air-conditioned coaches, but the royal ambience was maintained.
Presently, the train has 14 saloons. Each coach has four twin-bedded chambers decorated in colourful
Rajasthani art and the panels and ceilings are covered with miniature traditional motifs that reflect
courtly life. The saloons are equipped with world-class facilities such as channel music, intercom,
attached toilets, running hot and cold water, shower stalls and wall-to-wall carpeting. Each saloon has
personal attendants called Khidmatgars at the beck and call of the guests. The train also has two
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restaurants named “The Maharajah” and the “The Maharani” with a princely ambience where guests
have a choice of Continental, Chinese, Indian and Rajasthani cuisines, prepared by the chefs in the
adjacent kitchens. In addition, the train also has well-stocked bar and a library. The train travels
mostly in the night and stops during the day to allow the guests to visit the palaces and the forts. The
Palace on Wheel experience has become one of the most sought-after luxuries for international tourists,
and has long passenger lists that require guests to book months in advance in order to get their share of
the royal experience.

Questions:
1. What characteristics of services of Palace on Wheel make it attractive?
2. How services are modified over a period of time?

Case Study 2 – Service Differentiation

Indian Post, with more than 0.15 million post offices, majority of which are in rural areas,
provides a useful distribution channel of non-postal services Although the advent of courier services
has reduced the business of postal services in urban areas, it continues to be patronised by rural
population of savings deposits, postal insurance, village telephone, etc., in addition to the regular
postal services. Sensing an opportunity to increase the revenue and compensate for the reduction in
person-to-person mailing, India Post has decided to increase the number of life insurance schemes in
rural area along with the introduction of new schemes. The Indian postal network, the largest in the
world, plans to tap rural families with its array of products. India Post is leveraging the personal
contact and first-hand understanding of the local people by the postal staff to market the new service
products in the rural areas. India Post is targeting about 50% of the revenue being generated from non-
postal services for the effective implementation of the marketing efforts. India Post has decentralised
the marketing and sales function to the divisional level.

Questions:

1. What are the reasons for decline in business of postal services?
2. What differentiation in services are offered to customers to maintain competitiveness?
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