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Hi there, welcome to this session on services marketing with a practical approach.
(Refer Slide Time: 00:25)

Lesson 25  Managing Demand and Capacity - |

Optimum and Maximum use of Capacity

Capacity Constraints

Understanding Demand Patterns

Strategies for Matching Capacity and Demand

Strateaies for Adjusting Capacity to Match Demand

We go to lesson number 25 which is managing demand and capacity part one. So here we will
discuss optimum and maximum use of capacity, capacity constraints, understanding demand

patterns, strategies for matching capacity and demand, and strategies for adjusting capacity to
match demand.
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We have discussed the location of the service facility and the quality of
electronic channels of service delivery in an earlier lesson. In this lesson, we
will discuss another aspect of service delivery, i.e. how service businesses
have to match the demand for their services with the capacity.

You must have noticed that there is heavy demand in a restaurant during
lunch or dinner hours, while it is relatively free of customers during other
times, As there Is a constraint on the capacity of the restaurant, the
restaurant can serve a limited number of customers at any point in time. If
more customers arrive at the restaurant during the rush hours or ‘peak
period' they have to walt for the service or they have to leave the restaurant
and take their business elsewhere, Waiting might cause some discomfort to
the customer. On the other hand, the restaurant loses business, if customers
have to leave due to the capacity constraint. ‘

We have discussed the location of the service facility and the quality of electronic channels of
service delivery in an earlier lesson. In this lesson we will discuss another aspect of service
delivery. That is how service businesses have to match the demand for their services with the
capacity. You must have noticed that there is heavy demand in a restaurant during lunch or

dinner hours.

While it is relatively free of customers during other times. As there is a constraint on the capacity
of the restaurant, the restaurant can serve a limited number of customers at any point of time. If
more customers arrive at the restaurant during rush hours or peak period they have to wait for
service or they have to leave the restaurant and take their business elsewhere. Waiting might
cause some discomfort to the customer. On the other hand the restaurant losses business, if
customers have to leave due to the capacity constraint.
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At the same time, there are few customers during ‘lean periods', This
means that there are more servers than required to serve the small
number of customers who turn up during the lean period and the service
business is wasting its resources due to idling.

This phenomenon of mismatch between service demand and capacity
oceurs due to the perishable and simultaneous characteristics of services.
You might be aware of some methods restaurants use to circumvent the
above problems. Some restaurants like McDonald's use ‘Happy Hours'
during lean periods during which McDonald's provides discounts to its
customers, Other restaurants use ‘floating staff' who serve customers
during peak periods and do other work during lean periods,

At the same time, there are few customers during lean periods. This meansﬂhat there are more
servers than requires to serve the small number of customers who turn up during the lean period
and the service business is wasting its resources due to idling. This phenomena of mismatch
between service demand and capacity occurs due to the perishable and simultaneous

characteristics of services.

You might be aware of some methods restaurants use to circumvent the above problems. Some
restaurants like McDonald’s use happy hours during lean periods during which McDonald’s
provides discounts to its customers. Other restaurants use floating staff who serve customers
during peak periods and do other work during lean periods.
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Optimum and Maximum Use of Capacity

There s a difference between optimal use of capacity versus maximum use
of capacity, Optimal usage ensures that all resources are being used
productively to deliver the desired quality while maximum use may require
that resources be strained to serve more customers than that can be
served at the desired level of quality. Obviously, it is recommended that a
service business should make optimal use of its capacity instead of making
maximum use of its capacity. Service businesses must understand and
codify the optimum capacity of its human resources and other physical
facilities in order to be consistently delivering the promised level of service
qualty.

Optimum and maximum use of capacity, there is a difference between optimal use of capacity
versus maximum use of capacity. Optimal usage ensures that all resources are being used
productively to deliver the desired quality while maximum use may require that resources be

strained to serve more customers than that can be served at the desired level of quality.

Obviously, it is recommended that a serve business should make optimal use of its capacity
instead of making maximum use of the capacity. Service businesses must understand and codify
the optimum capacity of its human resources and other physical facilities in order to be
consistently delivering the promised level of service quality.
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Capacity Constraints

Service capactty Is fixed for many firms. Depending on the type of service,
time, labour, equipment, facilities or a combination of these can be a
constraint. For example, time is a constraint for legal and medical services,
labour is a constraint for restaurant services, equipment is a constraint for a
fitness centre and facilities are a constraint for a school or college.



Capacity constraints, Service capacity is fixed for many firms, depending on the type of service,
time, labour, equipment, facilities or a combination of these can be a constraint. For example,
time is a constraint for restaurant services, equipment is a constraint for a fitness centre and
facilities are a constraint for a school or college.

(Refer Slide Time: 03:58)

Understanding Demand Patterns

We can chart out the periodic and random demand fluctuations and try to
understand their causes, This can help us devise strategies towards
matching demand and capacity. WE can chart periodic demand hourly,
daily, weekly, monthly or yearly. For instance, restaurants will have daily
demand fluctuations while retall stores will face yearly demand fluctuations.
Similarly there can be random demand fluctuations due to factors like the
weather, which can affect demand for restaurant seats. Similarly, demand
from different segments can fluctuate. For instance, a bank might face
predictable service demand from its business customers but unpredictable
demand from its individual customers, ‘

Understanding demand patterns, we can chart out the periodic and demand fluctuations and try to
understand their causes. This can help us devise strategies towards matching demand and
capacity. We can chart periodic demand hourly, daily, weekly, monthly or yearly. For instance,
restaurants will have daily demand fluctuations while retails stores with phase early demand

fluctuations.

Similarly there can be random demand fluctuations due to factors like the whether which can
happen demand for restaurant seats. Similarly, demand from different segments can fluctuate.
For instance, a bank might face predictable service demand from its business customers but
unpredictable demand from its individual customers.

(Refer Slide Time: 04:42)



Strategies for matching Capacity and Demand

When service businesses have clear understanding of their capacity
constraints and the source and periodicity of their demand fluctuations, they
can closely match their capacity to their demand. An example of such match
for a restaurant business has been given earlier in this lesson.

There are two generic strategies of matching capacity with demand, The first

is to smooth the demand fluctuations by shifting parts of peak demand to

lean periods as in the case of 'Happy Hours' by McDonald's in order to

match the capacity, The second strategy Is the match the excess capacity

with the demand peaks and troughs as in the case of using multi-skilled staff

who can serve customers during peak periods and do other work during

lean periods, as given in the example earlier. Various tactics that ca

used in relation to the above two generic strategies are discussed |

following sections.
Strategies for matching capacity and demand, when service businesses have clear understanding
of their capacity constraints and the source and periodicity of their demand fluctuations, they can
closely match their capacity to their demand. An example of such match for a restaurant business
has been given earlier in this lesson. There are two generic strategies of matching capacity with

demand.

The first is to smooth the demand fluctuations by shifting parts of peak demand to lean periods
as in the case of happy hours by McDonald’s in order to match the capacity. The second strategy
is to match the excess capacity with the demand peaks and troughs as in the case of using multi-
skilled staff who can serve customers during peak periods and do other work during lean periods,
as given in the example earlier. Various tactics that can be used in relation to the above two
generic strategies are discussed in the following sections.
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Strategies for Matching Capacity and Demand

DEMAND TOO HIGH ‘ DEMAND TOO LOW

« Modify timing and location of service ‘ o Advertise peak usage times and

delivery
d y benefits of non-peak use
o Communicate busy periods to customers SHIFT \o &
Stimulate business from current
« Offer Incentives for non-peak usage DEMAND . B

! ‘ market segment
« Setpriorities by taking care of loyal or :
high-need customers first ‘ | ® Vary how facilityis used
o Charae non-discounted for th | /| o Varythe service offering
Sige hof-cacounisdprioalorthe |« Differentiate on price

services \

Shifting Demand to Match Capacity

Strategies for matching capacity and demand, so here we see that the demand is too high or the
demand is too low and therefore we have to shift the demand from the left side to the right side.
So, here they modify timing and location of service delivery. These are some of the tactics which
can be used when the demand is too high, communicate busy periods to customers, offer
incentives for non peak usage, set priorities by taking care of loyal or high-need customers first

and charged non-discounted price for the services.

When the demand is too low, advertise peak usage times and benefits of non-peak use, stimulate
business from current market segment, vary how facility is used, vary the service offering and
differentiate on price.
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Whenthe demand is too high as compared to the capacity various tactics can
be used to reduce the demand during peak periods as illustrated in Figure
18.5,1 and discussed below,

Communicate with Customers: An approach to shifting demand when it is too
high is to let customers know the periods of high demand. Customers can be
requested to visit the facility at periods of low demand,

Modify Timing and Location of Service Delivery: Longer operating hours suiting
the requirements of customers can be a method of shifting demand, Moreover,
locating facilities like banks and theatres to supermarkets or hypermarkets can
also help in smoothing demand for these facilities.

Offer Incentives for Non-peak Usage: Incentives can be offered for beginning
of season or end of season usage.

When the demand is too high as compared to the capacity various tactics can be used to reduce
the demand during peak periods as illustrated in figure and discussed below. Communicate with
customers, an approach to shifting demand when it is too high is to let customers know the
periods of high demand. Customers can be requested to visit the facility at periods of low

demand.

Modify timing and location of service delivery, longer operating hours suiting the requirements
of customers can be a method of shifting demand. Moreover, locating facilities like banks and
theatres to supermarkets or hypermarkets can also help in smoothing demand for these facilities.
Offer incentives for non-peak usage, incentives can be offered for beginning of season or end of
season usage.
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Set Priorities: Service providers can priorities service delivery to the most
[ucrative needy customers thereby making other customers wait for their turn
during non-peak hours.

Charge Full Price: Service providers can charge full price for customers who
require the use of services during peak periods.

Whenthe demand is too low as compared to the capacity of the service
provider, the demand can be increased using a variety of tactics as discussed
helow.

Stimulate Business from Current Market Segments: Service providers like

tourists can advertise their services during dull periods to enhance demand

during dull periods,
Set priorities, service providers can priorities service delivery to the most lucrative needy
customers thereby making other customers wait for their turn during non-peak hours. Charge full
price, service providers can charge full price for customers who require the use of services
during peak periods. When the demand is too low as compared to the capacity of the service

provider, the demand can be increased using a variety of tactics as discussed.

Stimulate business from current market segments, service providers like tourists can advertise
their services during dull periods to enhance demand during dull periods.
(Refer Slide Time: 08:13)

Provide Facility for Alternative Uses: Service providers like provide their
facilities during lean periods for alternative uses. For example, movie
theatres can rent out their facilities for business conventions during dull
periods,

Vary the Service Offering: Service providers can vary how the service is
offered during peak periods to smooth the demand. When theatres are
packed, people may not venture out to buy eatables fearing that the movie
would start while they are negotiating long queues, In such cases, the
theatre can make provision of eatables inside the theatre and increase
demand,

Differentiate on Price: Service providers can provide their services at low
prices during lean periods to whip up demand and at high prices during
peak periods to lower demand for their services,

Provide facility for alternative uses, service providers like can provide their facility during lean

periods for alternative uses. For example, movie theatres can rent out their facilities for business



conventions during dull periods. Vary the service offering service providers can vary how the
service is offered during peak periods to smooth the demand. When theatres are packed, people

may not venture out to buy eatables fearing that the movie would start.

While they are negotiating long queues, In such cases, the theatre can make provision of eatables
inside the theatre and increase demand. Differentiate on price, service providers can provide their
services at low prices during lean periods to whip up demand and at high prices during peak
periods to lower demand for their services.

(Refer Slide Time: 09:07)
Strategies for Adjusting Capacity to Match Demand

DEMAND TOO LOW
DEMAND TOO HIGH

«Perform maintenance and

slse part-time employees /l renovalions

«Stretch time, labour, facilities and / | % | sSchedule downtime during
equipment temporaril y . | periods of low demand

«Cross train employe:s V ADJUST ": sSchedule vacations

sHire part-time employees . CAPACITY /| sSchedule employee training
sRequest overtime work from \ -/ | sModify or move facilities and
employeas \ equipment and benefits of non-
sSubcontract or outsource activities ! peak use

sRent or share facilities and «Vary how facility is used
equipment «\Vary the service offering

sDifterentiate on price

Shifting Demand to Match Capacity ]
Now coming to strategies for adjusting capacity to match demand. Here the demand is too high,

and demand too low. So, there we when the demand is too high we use part time employees,
stretch time, labour, facilities and equipment temporarily, cross train employees, hire part time
employees, request overtime work from employees, subcontract or outsource activities, rent or

share facilities and equipment.

And when the demand is too low, perform maintenance and renovations, schedule downtime
during periods of low demand, schedule vacations, schedule employee training, modify or move
facilities and equipment and benefits of non peak use, vary how facility is used, vary the service
offering, and differentiate on price.
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The service capacity can be temporarily adjusted to match the demand as
illustrated in Figure 18.5.2. When the demand is too high as compared to
the capacity, the capacity can be temporarily stretched as discussed below.
It must however be kept in mind that quality of the service remains within
acceptable limits while the capacity is stretched.

Stretch Time Temporarily: Accountants can temporarily offer their services
during extended periods near the end of the tax season to handle higher
demand during those times.

Stretch Labour Temporarily: Frontline employees are asked to serve more
customers during peak times than during longer or lean periods. However,
people must be provided enough refreshments so that continuous stretch in
labour does not affect their health adversely

Stretch Facilities Temporarily: Chairs and tables can be increased
temporarily within a facility like a restaurant to serve more customers duri
peak periods.

Stretch Equipment Temporarily: Computers, tour busses etc. can be
temporarily increased during peak periods to handle peak demand.

The service capacity can be temporarily adjusted to match the demand whéﬁ‘the demand is too
high as compared to the capacity, the capacity can be temporarily stretched as discussed. It must
however be kept in mind that quality of the service remains within acceptable limits while the
capacity is stretched. Stretch time temporarily, Accountants can temporarily offer their services
during extended periods near the end of the tax season to handle higher demand during those

times.

Stretch labour temporarily, Frontline employees are asked to serve more customers during peak
times than during longer or lean periods. However, people must be provided enough
refreshments so that continuous stretch in labour does not affect their health adversely. Stretch
facilities temporarily, chairs and tables can be increased temporarily within a facility like a
restaurant to serve more customers during peak periods. Stretch equipment temporarily, so.
Computers, tour busses etc., can be temporarily increased during peak periods to handle peak
demand.
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The capacity of the service provider can be reduced when the demand for
services s too low, Tactics for doing this is discussed below,

Use Part-Time Employees: Use part-time employees who work during
peak periods and leave when not needed during lean periads,

Crass-Train Employees: Train employees to be multi-skilled so that they
¢an mave to providing some services during peak periods and come back
to their own service during normal hours.

Qutsource: Companies can outsource their work during times when the
demand exceeds capacity.

The capacity of the service provider can be reduced when the demand for services is too low.
Tactics for doing this is discussed below. Use part-time employees, use part time employees who
work during peak periods and leave when not needed during lean periods. Cross-train
employees, so train employees to be multi-skilled so that they can move to providing some
services during peak periods and come back to their own service during normal hours.
Outsource, companies can outsource their work during times when the demand exceeds capacity.
(Refer Slide Time: 11:48)

Rent or Share Facilities of Equipment: A church can share its facilities with a
preschool during weekdays, while the church can use the facility during
weekends.

Schedule Downtime during Periods of Low Demand: The service provider
can schedule repair, maintenance and renovations during off-peak periods,
For instance, a college can repair its furniture during the vacations,

Modify or Move Facllities and Equipment. Hotels can use a temporary
partition to create two rooms from one during peak periods, Airplane seats
can be reconfigured to vary the number of seats in different classes in the
plane to adjust capacity to the demand,

Rent or share facilities of equipment, A church can share a facilities with a with a preschool
during weekdays, while the church can use the facility during weekends. Schedule downtime

during periods of low demand, the service provider can schedule repair, maintenance and



renovations during off-peak periods, for instance, a college can repair its furniture during the

vacations.

Modify or move facilities and equipment, hotels can use a temporary partition to create two
rooms from one during peak periods. Airplane seats can be reconfigured to vary the number of
seats in different classes in the plane to adjust capacity to the demand.
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Lesson26  Managing Demand and Capacity - ||

Yield Management '
Waiting Line Strategies

So, in the next lesson that is lesson 26, we are going to discuss managing demand and capacity

part 2. | hope you like this session, I hope it helps. Thank you.



